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PREI,IMINARIES

ESTABI,I SH M EN'I' AND MANDA'I'E OI"'I'H Ti COM MII"I' E I'

Articlc 124 (l) of thc Constitution of Kcnya providcs that cach housc of Parliamcnt may

cstablish committccs and shall makc Standing Ordcrs for thc ordcrly conduct ol its

procccdings, including thc procccdings of its comrnittccs'

Parliamcntary Committccs consider policy issucs, scrutinisc thc workings and

cxpcnditurcs of thc national and county govcmmcnts, and cxaminc proposals for

lcgislation.'l.hc cnd rcsult of any proccss in Cornmittccs is a rcport,, which is tablcd in thc

I-lousc for considcration

Thc Senatc Standing Committecs on Financc and Budgct is cstablishcd pursuant scction 8

(l) of thc Public I.-inancc Managcmcnt Act,Cap.4l2A and standing ordcr 228 of thc Scnatc

Standing Ordcrs. Thc trourth Schcdulc to thc Scnatc Standing Ordcrs outlincs thc subjcct

mattcr assigncd to cach spccific Committcc. 'l'hc Standing Committcc on Irinancc and

Budgct is mandatcd to-

a) Invcstigatc, inquirc into and rcport on all mattcrs rclating to coordination, control,

and monitoring of thc county budgcts and cxaminc -

i. thc tludgct Policy Statcmcnt prcscntcd to thc Scnatc;

ii. thc rcport on thc budgct allocatcd to oonstitutional Commissions and

indcpcndcnt officcs;

iii. thc Division of Rcvcnuc Bill, thc County Allocation of Rcvcnuc Ilill, thc

County Govcrnmcnts Additional Allocations Ilill, and thc cash

disburscmcnt schcdulc for county govcrnmcnts;

iv. all mattcrs rclatccl to rcsolutions and Bills for appropriations, the sharc of

national rcvcnuc amongst thc countics, mattcrs conccrning thc national

budgct, including public llnancc and monctary policics and public dcbt,

planning, and dcvclopmcnt policy; and

b. Pursuant to Articlc 228 (6) of thc Constitution, to cxaminc thc rcport of thc

Controllcr of Budgct on thc irnplcmcntation of thc budgcts of county

govcmmcnts.

SCF&B Report on the 2024 Medium Term Debt Monogement Strategy4l



MI.]MI}ERSIII P OF 1'III] COMM ITTEE

Following thc constitution of Standing Committccs of thc Scnatc of thc l'hirtccnth (l3th)

parliamcnt on 1'hursday, l3th Octobcr,2022, thc Scnatc Standing Committcc on Irinancc

and lludgct as currcntly constitutcd is compriscd of thc lollowing Mcmbcrs-

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

2. Scn. Maureen'l'abitha Mutinda, MP - Vicc-Chairperson

3. Scn. (Dr.) Iloni Khalwalc, CIIS, MP - Mcmbcr

4. Scn. 'l'abitha Karanja Kcrochc, MGI I, MP - Mcrnbcr

5. Scn. Joycc Chcpkocch Korir, MI' - Mcmbcr

6. Scn. Mohamcd Iraki Mwinyihaji, ITGII, MP - Mcmbcr

7. Scn. Richard Momoin.ra Onyonka, MI'] - Mcmbcr

8. Scn. Shakila Abdalla Moharncd, MI'} - Mcmbsr

9. Scn. lrddy Gichcru Okctch, MI' - Mcrnbcr
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Scnatc

pursuant to scction 33(2) of thc PITMA, thc M]'DS should bc aligncd to thc broad stratcgic

prioritics and policy goals sct out in thc lludgct Policy Statcmcnt. Scction 33(3) otthc Act

providcs that 'tlte Cabinet Secretary shall include in the slalemenl lhe Jbllowing

information-

a) the tolal slock rtf debt as at the date of the slatemenl;

b) the sources o.f'loans made lo the nctfional governmenl and lhe nalure o/'guaranlees

given by the nalional governmenl,'

c) the principal risks associated with those loans and guarantees,'

<1) the assumptions underlying the debt management slrategt; and

c) an analysis o.f the susrainability oflhe antount of debt, both aclual and polential."

Thc MTDS covcrs thc pcriod bctwccn FY 2024125 to FY 2026127 and it outlincs thc

stratcgics ancl initiativcs to bc in-rplcmcntcd' airncd at minirnizing costs and risks oIdcbt

managcmcnt

Public and publicly guarantccd dcbt in nominal tcrms as at thc cnd of Junc, 2023 was

Kslrs.l0.27tt rrillion (70.8%of GDP). 1'his compriscd an cxtcrnaldcbt stock o1'Kshs'5'446

trillion and dorncstic dcbt stock of Kshs.4.832 trillion. 'l'hc National 'l'rcasury indicatcd

6l scF&BReportonthe2024MediumTermDebtManogementstrotegy

CHAIRPEIISON'S FOREWORD

't'hc2024Mcdium -l'cm Dcbt Managcmcnt Stratcgy (MTDS) was submittcd to Parliamcnt

by thc National'l'rcasury on l5th Fcbruary,2024 pursuant to scction 33 o[thc Public

Financc Managcmcnt Act, Cap.412A. Thc Act providcs lhal'On or befbre the l5't'

l.-ebrLtary in cach year, lhe Cabinet Sccretary shall submil lo Parliamenl a slatemenl

setting otil lhe clebt ntanagemenl stralegy of'lhc nalional government over the medium lernt

with respecr to its ac:tual tiability and potenlial liability in respect o.[loans and guarantees

and its plans.fbr dcaling with those liahilities''

'l'hc2024 M]-DS was tablcd in thc Scnatc at thc sitting hcld on l5th Fcbruary,2024'

Thercaftcr, it was rcfcrrcd to thc Standing Committcc on l"inancc and Iludgct for

considcration, facilitation of public participation and conscqucnt tabling ola rcport in thc



that thc stock ol public and publicly guarantccd dcbt as at F'cbruary 2024 stood at

Kshs.1l.248 trillion (69.7% otGDP) in nominal tcnns. Prcscnt valuc otpublic dcbt to

GDp is 67.2%. This cornpriscs cxtcrnal dcbt stock of Kshs.6.l899 trillion and domcstic

dcbt stock of Kshs.5.05tt04 trillion.

The National Trcasury committcd to bringing down thc Prcscnt Valuc (PV) of dcbt as a

perccntagc of GDP fron 67 .2oh lo 55o/o ovcr a pcriod of fivc (5) ycars in accordancc with

thc rcquircmcnts of scction 50 of thc PFMA Cap.4l2h.

llxtcrnal public debt compriscs; rnultilateral., bilaleral and commcrcial creditors-

a) Kshs.3.l l8 trillion as multilatcral dcbts (accounting for 50oh of total cxtcrnal dcbt);

b) Kshs.l.399 trillion bilatcral dcbts (23%); and

c) Kshs.l.671 trillion commcrcial dcbts (21%) of which llurobonds account ror

Kshs.1 . l4l trillion ( l8%).

Domcstic dcbt mainly compriscs Trcasury bonds and bills as lollows-

a) Kshs.4.272 trilliol in 'l'rcasury Bonds (accounting for 85o/u of total domcstic dcbt);

b) Kshs.565.63 billion 'l'rcasury Bills ( I lo/u); and

c) Kshs.220.l6 billion (4%) as othcrs (Ovcrdralts from Ccntral Ilank of Kcnya, IMF

Spccial Drawing Rights (SDR) Allocation and Ilank advanccs'

Govcrnmcnt guarantccd dcbt at thc cnd of Junc 2023, to Kcnya Powcr and Lightning

company (KPLC), Kcnya Ports Authority (KPn), Kcnya Elcctricity Gcncration (KcnGcn)

and Kcnya Airways (KQ) amountcd to Kshs. 170.2 billion. 'l'hc callcd-up guarantcc loan ol

Kshs.88.2 billion rclatcs to KQ guarantccd dcbt.

The proposed fiscal dcficit for FY 202412025 is Kshs.703.87 billion which will bc financcd

through Kshs.362.l2 billion as nct forcign linancing and Kshs.377.75 billion as domcstic

financing.

Rcgarding optimal borrowing stratcgy- Thc MTDS aims to optimizc acccss to cxtcrnal

conccssional borrowing to rninimizc costs and rcfinancing risks in thc dcbt portfolio' Tho

optirnal borrowing stratcgy assulrlcs a mix of 45o% dorncstic and 55Yn cxtcrnal finanoing

7l SCF&B Report on the 2024 Medium Term Debt Monogement Strutegy



over thc mcdium tcnn. In gross borrowing tcrms, cxtcrnal and domestic financing accounts

for 3'7%o and 63Yo, rcsPcctivclY.

l'otal Dcbt Sustainability Analysis- According to thc National 'I'rcasury,, thc Dcbt

Sustainability Analysis (DSA) conductcd in Dcccmbcr,2023 indicates that Kcnya's public

debt rcmains sustainablc but with a high risk of dcbt distrcss.'l'hc PV of dcbt to GDP ratio

is projcctcd to rcmain abovc thc 55% thrcshold urrtil 2029.'l'his is projcctcd to dcclinc

stcadily lo 48.loh in 2033 bccausc of fiscalconsolidation.

The Bxtcrnal Dcbt Sustainability Analysis indicatcs that-

a) Irxtcrnal dcbt sustainability indicatcs that PV of public and publicly Guarantced

(PPG) cxtcrnal dcbt to GDP ratio rcmains bclow 40% thrcshold throughout

projcction pcriod.

b) Thc PV of PPG cxtcrnal dcbt to cxports (solvcncy indicator) rcmains abovc thc

thrcshold ( 180%) through 2029.

c) Thc dcbt scrvicc to cxports (liquidity indicator) cxcccds its thrcshold (15%) in thc

mcdium tcmr on account of Eurobond rcpaymcnts in 2024 and 2028, and rollovcr

of cxtcrnal bank loans (2025-26).

d) Thc brcachcs in thc dcbt thrcsholds in tcrms of cxports indicatc incrcascd

vulncrability ofpublic dcbt to cxport and financing shocks.

Rcgarding thc cost and risks analysis ol'cxisting public dcbt portfolio, its cvidcnt that-

a) Dcprcciation of Kcnya shilling against major currcncics incrcascd thc nominal dcbt

to GDP ratio to 70.8% in Junc 2023 from 670/o inl)cccmbcr,2022.

b) 'l'hc total intcrcst payn.rcnts as a sharc of GDI'}incrcascd to 5.5o/o as at Junc,2023

from 5.3o/o as at cnd olDcccmbcr,2022'

c) Thc wcightcd avcragc intcrcst rate olcxtcrnal dcbt incrcascd to 4.5o/o in Junc 2023

comparcd to 3.9Yo in Dcccrnbcr 2022.

d) Avcragc Tirnc to Maturity of thc total portlblio dcclincd from 8.8 ycars in Dcccmbcr

2022 to 8.5 ycars in Junc 2023.

c) Thc projcctcd dcbt rcdcmption profilc is charactcrizcd by largc maturitics in2028,

2029,and2030 on account ofllurobond and bank syndicatcd dcbts.

8l SCF&B Report on the 2024 Medium Term Debt Monogement Strotegy



Sornc

a)

c)

b)

potcntially cxaccrbatc macrocconomic vulncrabilitics and subduc cconomic

pcrfbrmancc.

rt) Thc rcccnt liquidity managcmcnt mcasurcs undcrtakcn in Fcbruary 2024 involving

partial buy-back (USD 1.5 billion) of thc USD 2 billion Euro bond maturing in Junc

2024, addrcsscd thc scttlcmcnt risk associated with thc Bond and has conscqucntly

influcnccd kcy macro variablcs such cxchangc ratc dynamics and invcstor

scntimcnts.

c) Thc proposcd fiscal dcficit for FY 202412025 of Kshs. 703.9 billion is to bc financcd

through nct forcign financing (55%) and nct domcstic financing (45%), targctcd at

optimizing thc cost and risk indicators of dcbt. Dcspite thc National Trcasury

indication that thc national govcrnmcnt will favour conccssional borrowing, thcrc

is a proposc<l commcrcial borrowing inl:Y 2024/25 of Kshs. 151.00 billion which

has thc potcntial of worsening thc dcbt position as commcrcial loans havc highcr

salicnt obscrvations madc by thc Committcc includc-

Thc stock of public and publicly guarantecd dcbt is KSh I I .248 trillion; cornprising

of domcstic dcbt of KSh 5.058 trillion (45%) andextcrnal debt of KSh 6.89 trillion

(Ss%).T'his is an incrcasc of Ksh. 970 billion from Kshs. 10.218 trillion by thc cnd

of FY 2022123 and is attributcd to cxchangc ratc tnovcmcnts and additional

borrowing, among othcr factors.

Thc prcscnt valuc (l,V) of dcbt to GDP stands at 61.2% against thc rccommcndcd

bcnchmark of 55o/oas providcd in scction 50 ol-thc PI'-M Act,20l2' Whcrcas this is

a breach against thc bcnchmark, thc National Trcasury projccts that the prescnt

valuc of <Jcbt will bc aligncd with thc benchmark by FY 2028129 through a dcfincd

fiscal consolidation path including rcvcnuc mobilization targctcd al 20'2o/o of GDP

by 2028. 1'his rcquircs rcgular rcporting to Parliamcnt to cnhancc continuous

ovcrsight and cnsurc compliancc.

Although thc dcbt-carrying capacity dcclincd from strong in202l to mcdium as at

Dcccmbcr 2023 and thc National 'frcasury indicatcs that thc ovcrall dcbt lcvcls

rcmain sustainablc, thc risk of dcbt distrcss is high duc to global shocks that can

sl

lntcrcst ratcs
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The Committee made several recommendations including-

a) That, consistcnt with thc financing rcquircmcnts undcrpinning the 2024 Iludgct

Policy Starcmcnt, thc proposcd fiscal dcficit targct of Ksh. 703.9 billion (3.9% of

GDp) for l.y 2024125 bc approvcd.'l'his is broadly in linc with thc proposcd fiscal

consolidation path, progrcssing to 3.1% of GDP by FY 2027128'

b) ]'hat, thc proposcd borrowing stratcgy tn thc 2024 M]'DS of 55o/o for trct cxtcmal

borrowing and 45o/o for nct domcstic borrowing bc approvcd for IrY 2024125 and

thc mcdium tcnn

c) I'hat' going forward, thc National 'l'rcasury should in subscqucnt budgct cyclcs,

cnsurc that thc M'IDS submittcd to Parliamcnt for considcration and approval

contains thc most rcccnt data on thc stock of public and publicly guarantccd dcbt as

at thc datc of thc statcmcnt in linc with scction 33(3) of thc PIrM A<;t, Cap.4l2A'
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CHAPTEII ONE

I.O OVERVIEW OI.' MEDIUM.TERM DEB'I' MANAGEMEN'I' STRATEGY

1. Articlc 201 of thc constitution rcad togcthcrwith Scction 62 (3) (c) ol'thc Public

Irinancc Managcmcnt (PIrM) Act, Cap 4l2A givcs thc basis for prudcnt and

rcsponsiblc usc of public financcs. Particularly, thc law rcquircs that thc burdcns

and bcncfits of thc usc of rcsourccs and public borrowing shall bc sharcd cquitably

bctwccn prcscnt and luturc gcncrations. Prudcnt and rcsponsiblc usc of public

rcsourccs cntails managcmcnt of dcbt lcvcls and borrowing as wcll as minimization

ofthc cost ofdcbt.

2. 'l'hc Mcdium-'fcrm Dcbt Managcmcnt Stratcgy is submittcd to I'arliamcnt pursuallt

to scction 33 (l) of thc PIrM Act, Cap 4l2Aon or bcforc thc l5th Fcbruary in cach

ycar. 'l'hc documcnt scts out thc dcbt managcnlcnt stratcgy of thc National

Govcrnmcnt ovcr thc mcdium tcrnt with rcspcct to its actual and potcntial liability

in rcspcct of loans and guarantccs and its plans for managing thc liabililics'

3. 'l'hc Dcbt Managcmcnt Stratcgy is submittcd alongsidc thc Budgct Policy Statcmcnt

(llPS) hcncc thc law rcquircs that thc mcdium-tcrm dcbt managcmcnt stratcgy bc

aligncd to thc broad stratcgic prioritics and policy goals as sct out in thc Rudgct

I,olicy Statcmcnt. Scction 6aQ)@) of thc PI;M Act, Cap 412A rcquircs thc Mcdium-

'l'crm Dcbt Stratcgy (MTDS) to bc consistcnt with thc Iludgct Policy Statcmcnt

(BPS).

4. 'l'hc Cabinct Sccrctary rcsponsiblc for mattcrs rclating to financc is taskcd to includc

in thc M'l'DS information on thc following-

a) -l'hc stock of public dcbt as at thc datc of thc statcmcnt'

b) 'l'hc sourccs of loans mads to thc national govclxmcnt and tho naturc ol

guarantccs givcn by thc national govcrnlncnt'

c) Principal risks associatcd with thcsc loans and guarantccs,

d) Assumptions undcrlying thc dcbt managcmcnt stratcgy'

c) An analysis of thc sustainability o1'thc arnount of dcbt, both actual and

potcntial.

131 SCF&B Report on the 2024 Medium Term Debt Monogement Strotegy



5. Scction 62 of thc PFM Act, Cap 412A providcs lor thc cstablishmcnt of a Public

Dcbt Managemcnt officc (PDMO) dornicilcd within thc National Trcasury. Thc

corc objcctivc of thc officc is to cnsurc minimization of thc cost of public dcbt

managcmcnt and borrowing ovcr thc long-term taking account of risk; to promotc

thc dcvclopmcnt of thc markct institutions lor Govcrnmcnt dcbt sccuritics and to

gnsurc thc sharing ofthc bcncfits and costs ofpublic dcbt bctwccn thc currcnt and

futurc gcncrations.

6. Thc PDMO is also mandatcd to assist County Govcrnmcnts in dcbt managcmcnt

and borrowing. Conscqucntly, County'l'rcasurics arc rcquircd to furnish thc PDMO

with any information that shall cnablc it to cxccutc its mandatc cfficicntly' This

points to thc rolc of thc County Govcrnmcnts in thc managcmcnt of public dcbts.

l.l Stock of I'ublic Dcbt and Dcbt Scrvice [)xpcnditures

7. Pubtic and publicly guarantccd dcbt incrcascd by Ksh.l.64 trillion from Ksh'8'63

trillion in Junc 2022to Ksh.10.278 trillion by thc cnd of Junc, 2023.8y thc closc of

l.y 2022121 thc composition of dcbt indicatcs that Ksh.5.446 trillion was

attributablc to cxtcrnal dcbt and Ksh.4.tl32 trillion was from domcstic sourccs. 'I'his

rcprcscntcd a 26oh (Ksh.l.l l7 trillion) and l2% (Ksh.527 billion) incrcasc

rcspcctivcly. 'l'hc significant incrcasc in thc cxtcrnal dcbt stock was cxaccrbatcd by

thc dcprcciation of thc Kcnya Shilling against major world currcncics cspccially thc

US dollar which accounts lbr thc largcst sharc of thc loan portfolio.

ll. Accordipg to thc National 1'rcasury thc Public and publicly guarantccd dobt stood

at Ksh. 11,248.01 billion.'l-his was cquivalcnt to 69.7oh of GDI'}in nominal tcrms.

]'hc dcbt mix shows that Kshs. 6,189.97 billion (55.01%) was duc to cxtcrnal

crcditors and Kshs. 5,058.04 billion (44.93%) duc to domcstic lcndcrs.

9. Thcrc was Kshs. 170.2 billion in outstanding govcrnmcnt-guarantccd dcbt as of

Junc,2023. Guarantccs totaling Kshs.9.0 billion wcrc givcn to Kcnya Powcr &

Lighting company, Kshs.50.5 billion to Kcnya Ports Authority, and Kshs.22.4

billion to Kcnya l]lcctricity Gcncrating company (KcnGcn), all of which wcrc

pcrlbgning. 'l'hc MT'DS analysis includcd a guarantccd dcbt ol'Kshs 8U'2 billion

owcd by Kcnya Airways which was callcd up'
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l0.ln financing thc budgct, rcvcnuc collcction including Appropriation-in-Aid (A.i.A)

is cstimatcd ro bc Ksh. 3,435.0 billion (19.1% oIGDP) against estimatcd ovcrall

cxpcnditurc and nct lcnding of Ksh.4,1tttt.2 billion (23.2% of GDI')) inFY 2024125.

Conscqucntly, thc fiscaldcficit (including grants), is projcctcd at Ksh.703.9 billion

(3 .g % of GDP), and furthcr to 3 .l%o of GDP by I;Y 2026127 '

1.2 Cost and Risk Prolilc of Public Dcbt Portlblio

I I . With rcgards to thc cost of thc public dcbt portfolio, thc 2024 MTDS indicatcs thc

wcightcd Avcragc Intcrcst ratc on thc total dcbt portfolio was7.6oh in Junc 2023

comparcd to 7 .7Yo in Junc 2022.

l2. T'hc Avcragc fimc to Maturity (Al'M) of thc domcstic dcbt dcclincd fronr 7.8 ycars

to 7.5 ycars whilc that of cxtcrnal dcbt dcclincd from 9.8 ycars to 9.3 ycars bctwccn

Junc 2022 and Junc 2023.Morcovcr, ths AT M for total dcbt portfolio rcduccd to 8.5

ycars from 8.8 ycars during thc samc pcriod. I'artly, thc implication could rcsult in

morc crcdit instrumcnts maturing within a shortcr pcriod and thus lcading to

liquidity constraints.

l3.Thc composition of cxtcrnal dcbt by currcncy as at Junc 2023 compriscd oIUSI)

(67.z%),lluros (21.3%) Japancsc Ycn (3.9%), GIIP (2.3%), Chincsc Yuan (5.1%)

and othcrs (0.2%). 'fhc implication is that total cxtcrnal dcbt is subjoct to cxohangc

ratc volatility mainly thc US Dollar.

1.3 The 2024 Proposcd Borrowing Stratcgy

14. l'hc 2024 BPS highlights thc assumptions undcrpinning thc sclcction of thc optimal

borrowing stratagy for IrY 2024125, which arc: rcal GDP growth ratc of 5.5 %,

inflation targct of 5.0o%, rcvcnuc of 19.1% of GDI' and fiscal dcficit ratc of 3'9 o/o

of GDP

15. In ad6ition. climatc-rclatcd shocks, cxchangc ratc volatility and dcprcciation oI thc

Kcnya shillings, pcrfomancc of cxports and invcstor prcfcrcncc for short-tcrtn
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instrumcnts could potentially impact rcfinancing risks as wcll as risks olcontingcnt

liabilitics undcr SOIIs and PPPs.

l6.Thc indicatcd borrowing stratcgy for dcficit financing for IiY 2024125 is a gross

borrowing ratio of domcstic and cxtcrnal financing of 63 37, and a nct borrowing

ratio of 45..55, rcspcctivcly. Thc stratcgy intcnds to maximize conccssional loans

and reducc commcrcial borrowing on thc cxtcrnal componcnt whilc utilizing morc

of mcdium to longcr-tcrm bond instrumcnts.

17. Howcvcr, actual pcrformancc of past approvcd stratcgics indicatcs dcviation from

thc projcctcd borrowing stratcgics duc to markct rcalitics or conditions. Iror I"Y

2O2Zl23,cxtcrnal sourccs contributcd 22ohwhilc domcstic sourccs contributcd 78%

as comparcd to thc approvcd ratio of 25% from cxtcrnal and 75%. from domcstic

sourccs putting morc prcssurc on thc domcstic markct'

1.4 Public debt sustainability analysis

18.l'hc rcportcd prcscnt valuc of public dcbt to GDP stands at 61.2 % against thc

rccommcndcd bcnchmark of 55 o/r. 'l'hc National Trcasury projccts that thc prcscnt

valuc of dcbt will bc aligncd with thc bcnchmark by 2029 through a defincd fiscal

consolidation path as wcll as rcvcnuc mobilization. This rcquircs rcgular rcporting

to Parliamcnt to cnhancc continuous ovcrsight and cnsurc compliancc'

19. ]'hc dcbt carrying capacity has dcclincd from strong in 2021 to mcdium as at

Dcccmbcr 2023; and although ovcrall dcbt lcvcls rcmain sustainablc, thc distrcss

lcvcl rcmains high. tlowcvcr, thc Committcc was informcd by thc National'l'rcasury

that thc succcsslul liquidity managcmcnt involving partial buy-back (USD 1.5

billion) ol'thc USD 2 billion Iluro bond maturing in Junc 2024, addtcsscd and

rcmovcd thc scttlcmcnt risk associatcd with thc Ilond.
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CHAPTEI{ TWO

2.0 OVIIRVIIIW OF SUBMISSION I'-ROM STAKEIIOI,DERS

20. pursuant to thc provisions of Articlc I 18 of thc Constitution and thc Scnatc Standing

Ordcrs, thc Committcc scnt invitations to kcy Stakcholdcrs inviting thcm to a

mccting and subrnit thcir commcnts on thc Mcdium--l'crm Dcbt Managcmcnt

Stratcgy.

2l . Thc Committcc rcccivcd submissions lrom thc lollowing Stakcholdcrs-

a) 'I'hc National 1'rcasury and llconomic Planning;

b) 'I'hc Commission on Rcvcnuc Allocation;

c) l'hc Institutc lor Social Accountability;

d) Thc Institutc of ccrtificd Public Accountants-Kcnya (lcPAK);and

c) Thc lntcrnational lludgct Partncrship-Kcnya (lBP-K)'

2.1 'l'he National 'l'reasury and Economic Planning

22.1'hc National 'l-rcasury appcarcd bcforc thc Committcc and madc thc following

submissions-

a) Thc currcnt stock of public and publicly guarantccd dcbt stands at Kshs'

11,248.01 billion or 69.7 pcrccnt of GDP in nominal tcrrns. 'l'hc ourrcnt

Prcscnt Valuc of public dcbt to GDP is67.2 pcrccnt. It compriscs a mix of

cxtcrnal dcbt of Kshs.6,189.91 billion; and domcstic dcbt of Kshs. 5,058.04

billion.

b) Extcrnal dcbt, which has riscn rclativc to domcstic dcbt duc to dcprcciation

of thc Kcnya shilling against forcign currcncics, is largcly from official

crcditors and on conccssional tcrms. It is composcd of: Kshs. 3,1 18.57 billion

as multilatcral dcbts (accounting for 50Yo ol total cxtcrnal dcbt); Kshs.

1,3gg.72 billion bilatcral dcbts (23%); and Kshs. 1,671.68 billion

commcrcial dcbts (27%) of which Eurobonds aocount for Kshs 1,141.33

billion (18%).
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c) Domcstic dcbt is mainly hcld in thc form oI Govcrnmcnt dcbt sccuritics as

follows: Kshs.4,272.25 billion in Trcasury Bonds (accounting lor 85% of

total domcstic dcbt) Kshs.565.63 billion'frcasury Bills (11%); and Kshs

220.16 billion (4%) as othcrs ('fhat is, Ovcrdrafts from Ccntral llank of

Kcnya, IMIr SDR Allocation and Bank advanccs).

d) 'l'hc proposcd lY 202412025 fiscal dcficit of Kshs. 703.9 billion is to bc

financcd through Nct l.'orcign financing of Kshs 326.12 billion (cornrncrcial

Ilorrowing -Kshs. 151.00 billion, Programmc loan -Kshs. 210.48 billion,

Projcct Loans & A-I-A-Kshs. 308.54 billion, Extcrnal Rcpaymcnt -Ksh

(343.90) billion) and Nct Domcstic Irinancing of Kshs. 377.75 billion.

Asscssment of thc cost and risk characteristics of thc currcnt dcbt portlblio

c) Un{cr thc currcnt rcvcnuc drivcn multi-ycar fiscal consolidation program,

thc National 'l'rcasury commits to bring down thc Prcscnt Valuc of dcbt as a

pcrccntagc of GDP from 6'7 .2 pcrccnt to 55%o ovcr a pcriod of fivc ycars as

pcr thc rcccnt amcndmcnt of thc Public Financc Managcmcnt Act on thc dcbt

anchor.

f) 'l'hc wcightcd avcragc intcrcst ratc ol'thc total dcbt portlblio was7.7 pcrccnt

pcr annum in Junc 2023, of which domcstic dcbt was ll.4o/opcr annum. Thc

weightcd avcragc intcrcst ratc of cxtcrnal dcbt incrcassd to 4.5o in Junc

2023 comparcd to 3.9yo in Dcccmbcr 2022.

g) l'hc risc in intcrcst ratcs in thc public dcbt portfolio is attributcd to thc tight

liquidity conditions both in thc domcstic and intcrnational financial markcts.

h) Avcragc'l'imc to Maturity of thc total portfolio dcclincd from 8.8 ycars in

Dcccmbcr 2022to 8.5 ycars in Junc 2023 on account of rcduccd pcrlormancc

of long tcnor bonds and issuancc of morc short-tcrm domcstic dcbt attributcd

to tightncss of liquidity in thc markct.

i) Thc 2024 Mcdium-Tcrm Dcbt Stratcgy aims to optimizc acccss to cxtcrnal

conccssional borrowing and unclcrtakc liability managcmcnt to minimizc

costs and rcfinancing risks in thc dcbt portfolio. On a nct basis, thc stratcgy

assumcs amix of 4|o/odomcstic and 55Yo cxtcrnal financing ovcr thc mcdiutn
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tcnn. In gross borrowing tcnns, cxtcmal and domcstic financing accounts for

37oh and 637o, rcsPcctivclY.

j) Thc 2024 Mcdiurn-Tcrm Dcbt Stratcgy idcntifics kcy actions to guidc

borrowings in addition to fiscal consolidation during FY2024-25 to 2026-

2021, which includc-

i. Usc of tong tcnor 'I'rcasury bonds for rcfinancing of rnaturing

domcstic dcbt and raising of ncw dcficit funding rcsourccs along with

rcduction in thc proportion ol' short-tcrm domcstic dcbt ('l'rcasury

bills) to minimize rcfinancing risks and lcngthcning Avcragc 'l'itnc

Maturity for domcstic and total dcbt.

ii. Issuancc of morc mcdium to long-tcrm instrumcnts as thc main sourco

of domcstic financing to dccpcn thc domcstic bond markct'

iii. Maximizc usc of conccssional borrowing as opposcd to cotrnlcrcial

dcbt to lowcr costs and risks.

iv. Minimizc intcrcst ratc risk in tcrms of avcragc tintc to rc-fixing.

k) 'l'hc latcst Dcbt Sustainability Analysis Rcport indi<;atcs that;

i. Irublic dcbt rcmains sustainablc though thc distrcss lcvcl is clcvatcd

duc to thc advcrsc cllccts of multiplc shocks cxpcricnccd by thc

country sincc 2020.

ii. 'l'hc Dcbt carrying capacity has dcclincd from strong to mcdium

sincc 202 I to datc.

iii. Extcrnal dcbt vulncrability has incrcascd as a rcsult <lf subducd

growth in cxports.

iv. Rcccntly, Kcnya succcssfully cxccutcd a liability managcmcnt

opcration targcting thc 2024 Ilurobond. 'fhc opcration pcrmancntly

rcrnovcd scttlcmcnt risk on thc USD 2 billion Ilurobond maturing in

Junc 2024 by partially buying-back USD 1.5 billion of thc Bond'

l) In collaboration with othcr financial scctor playcrs including thc Capital

Markct Authority and thc Ccntral Bank of Kcnya, thc National Trcasury will

sustain domcstic dcbt rnarkcts rcforms to improvc pcrfortnancc ol' thc

1sl SCF&B Report on the 2024 Medium Term Debt Monagement Stotegy



primary issuancc and promotc vibrancy of thc sccondary markct to devclop

a crcdiblc yicld curvc for Govcrnment sccuritics'

m)'l'hcsc rcforms includc-

i. Publication ofan issuancc calcndar;

ii. Scparation of thc Rctail and Wholcsalc Markct for Govcrnment

Sccuritics;

iii. Rc-cnginccringRctail-Bondlssuancc;

iv. Establishmcnt of thc ovcr-'l'hc-countcr (oTC) Markct for

Govcrnmcnt Dcbt Sccurities;

v. Establishmcnt of an Efficicnt Ilorizontal Rcpo Markct and Sccuritics

Lcnding and Ilorrowing (SLII).

vi. 'l'hc National Trcasury & Economic Planning has cngagcd thc

IMF/World llank to assist thc PDMO in thc domcstic markct

dcvclopmcnt.

2.2'lhe Commission on Revcnuc Allocation

23.Thc Comrnission appcarcd bcforc thc Committcc and madc thc following

submissions-

a) That thcrc is inconsistcncy in figurcs of thc public dcbt stock bctwccn thc

2024 M'|DS and thc 2024I}PS. According to cRA, thc M]'DS providcs thc

dcbt stock as at cnd olJunc 2023 as Ksh. 10,278.7 billion, comprising of

Ksh. 5,446.6 billion in cxtcrnal dcbt and Ksh.4,832.1 billion in domcstic

dcbt whilc thc IIPS providcs thc dcbt stock as at cnd of Junc 2023 as Ksh.

10,189.5 billion, comprising Ksh. 5,357.4 billion in cxtcrnal dcbt and Ksh'

4,832.1billion in domgstic dcbt.

b) Irurthcr, thc stock of domcstic dcbt as Ksh. 4,832.1 billion and Extcrnal Dcbt

Ksh. 5,446.5 billion arc inconsistcnt with thc figurc of Ksh. 4,741.9 bitlion

and Ksh. 5,349.1billion, rcspcctivcly. Thc commission rccommcndcd for

l-rarmonisation of thc two figurcs and also with thc figurcs prcscntcd in thc

BPS 2024 on cxtcrnal dcbt indicatcd at Ksh' 5,357 '4 billion
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c) cRA notcd that thc figurc of prc-1997 govcmmcnt loans o[Ksh. 17.8 billion

is always acknowlcdgcd in thc currcnt and prcvious MTDS, yct no

cxplanation is providcd on why it has ncvcr bccn paid. Thcy submittcd that

thcrc should bc an cxplanation of thc prc-1997 govcrnmcnt loans of Ksh.

17.8 billion and why this loan is still outstanding.

d) On dcbt sustainability analysis, the Comrnission indicatcd that Scction 6 of

the Public liinancc Managcmcnt (Amcndmcnt) Act 2023, amendcd thc dcbt

sustainability thrcsholds to 55 pcrccnt in PV tcrms with a compliancc pcriod

of not latcr than fivc ycars from l7(l'Octobcr 2023-Lhc datc olcoming into

lorcc of thc Act. l'hc national govcrnmcnt is rcquircd only in cxccptional

circumstanccs to cxcccd thc thrcshold by not morc than 5o%. 'l'hcrcforc, thc

PV of dcbt to GDP ratio projcctcd at 56.9Yo in 2028 is abovc tltc 55Yo

bcnchmark and thus against thc I'FMA (Amcndmcnt) Act 2023.

2.3 Institutc of Ccrtificd Public Accountants- Kcnya (ICPA-K)

24. ICPA-K appcarcd bcforc thc Conrmittcc and submittcd that thc growth of Kcnya's

public dcbt in thc last tcn ycars has raiscd conccrn on thc sustainability of thc

govcrnmcnt's fiscal path givcn thc incrcasing impact ol'dcbt scrvicc rcpaymcnts on

scrvicc dclivcry and thc cconomy.

25.'l'hc institutc rccommcndcd thc following-

a) Establish and opcrationalizc a Sinking Fund to cnablc thc country sct asidc

funds in thc ycars lcading to dcbt maturity.

b) Ilstablish ancl opcrationalizc a Kcnyan Sovcrcign wcalth l"und through

policy and lcgislation.

o) Irrioritizc projccts indopcndcntly asscsscd for financial viability and considcr

absorptivc capacity constraints within thc invcstlncnt timclincs.

d) considcr Public Privatc Parlncrships (PPPs) as a form ol' financing

dcvclopmcnt cxpcnditurc.

c) Gradually rctirc cxpcnsivc cornmcrcial loans Ibr long-tcrm conccssional

loans.
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0 Publish corc public and publicly guarantccd dcbt statistics at thc gcncral

govcrnmcnt lcvcl annually, including infonnation on individual dcbt

instrumcnts contractcd.

g) Dcvclop and adopt strict analytical and monitoring proccsscs for approval

and implcmcntation of rcsource-backcd loans.

h) Parliamcnt should dcmand rcgular rcports on capital projccts finanocd

through dcbt from thc National ]'rcasury to cnhancc opcnncss and

transparcncy. 'lhc rcports should includc thc corrcsponding lcasibility

studics, dctails of commitmcnt fccs, if any and projcct implcmcntation status'

i) Enhancc prudcnt financial managcmcnt and accountability in

implcmcntation of dcvclopmcnt projccts.

2.4'l'ha Institute for Social Accountability

26.'I'ISA

a)

b)

c)

appcarcd bcforc thc Committce and subnlittcd thc following-

Thc govcrnmcnt rcviscd thc fiscal dcficit from Ksh. 718 billion to Ksh. 785

billion in thc supplcmcntary budgct I for FY 2023124. Givcn thc trcnds in thc

prcvious fiscal ycars, flSA notcd with cotrccrn thc upward rcvision of fiscal

dcficit in thc supplcmcntary budgcts.

From thc Controllcr of Budgct report for FY 2022123 which highlightcd that

intcrcst paymcnts on don.rcstic dcbt (Ksh. 521 .93 billion) wcrc thrcc timcs

highcr tl.ran intcrcst paymcnts on cxtcrnal dcbt (Ksh. 154.94 billion), 'l'lSA

pointcd out thc cost of domcstic dcbt to thc cconomy, indicating that it would

rcsult in a crowding-out cffcct on thc privatc scctor.

Thc latcst Controllcr of Budgct rcport on thc national govcrnmcnt budgct

implcmcntation indioatcs a possibility that thc country's public borrowing

docs not ncccssarily financc dcvelopmcnt nccds as cnvisioncd. A casc in

point is thc llurobonds, whcrcby ovcrsight rcports could not tracc thcir

utilization by MDAs.

Thc National Trcasury should contcmplatc activcly pursuing dcbt

rcstructuring initiativcs in both thc short and mcdium tcnn to mitigatc thc

currcnt trcnd ofrising intcrcst ratcs. Thc govcrntncnt should also put in dcbt

d)
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rcstructuring cfforts locuscd on currcnt cxpcnsivc loans, whosc fiscal risk is

high.

c) 'fhat thcrc is a notablc improvemcnt in thc domcstic dcbt maturity profilcs'

Dcbt with maturity of lcss than l-ycar dccrcascs from 19.5u/o in Dcc 2022 to

l6.7oh in Junc 2023 and thosc with maturity of 4 - 5 ycars incrcascs lrom

8.7YoLo 16.0%. This nccds to bc scalcd up to minimizc thc cost of public

dcbt managcmcnt and borrowing ovcr thc long tcrm.

l) 'l'hc high dcbrto-GDP ratio (70.8) raiscs conccrns about dcfault risk'

potcntially affccting Kcnya's ability to borrow at favourablc intcrcst ratcs'

l'his has consistently sccn dcbt scrvicing divcrt rcsourccs away from crilical

invcstmcnts in basic scrviccs likc cducation, and hcalthcarc. This is also

against thc IMF program which prcscribcd 55.0% targct that should bc

aclricvcd by 2027 . Ihc intcrcst paymcnt as a sharc of GDI' also incrcascd by

l.2o/n duc to accumulation of dcbt and incrcasc in intercst ratcs by Ccntral

banks in thc domcstic and intcrnational markcts.

g) Whilc thc anticipatcd dccrcasc of thc fiscal dcficit to 3.9Yo of GDP is

positivc, thcrc is room for furthcr improvcmcnt. Thcrc is also nccd for a cost-

bcncfit analysis for thc govcrnmcnt's tax cxcmptions amounting to ncarly

400 billion, cspccially in light of ongoing fiscal consolidation cffbrts.

h) 'llSA laudcd thc National 'frcasury's dccision to divcrsify funding sourccs

by incorporating Kcnyan Shilling syndicatcd dcbt. Howcvcr, thcy cxprcsscd

conccrn on thc pr<lposal to float {omcstic bonds which comc at vcry high

intcrcsl in lbrcign currcncy, saying that it will dcal a doublc blow to Kcnyans

in thc form of dcfcrrcd taxation.

i) -l'hcy notcd that thc intcrcst ratcs for the infrastructurc bond continuc to havc

a crowding out cffcct on othcr produccrs (manufaoturcrs, farmcrs and

MSMES) who would bc pivotal in supporting thc cxpansion of thc tax basc.

j) That thc National Trcasury should givc clcar and dclibcratc commitmcnt on

grccn and bluc bonds as part of dcvclopmcnt financing. Thc grccn bond

rnarkct offbrs opporlunitics lbr national and subnational govcmmcnts to
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invcst in climatc changc rclated projccts whilc contributing towards climatc

rcsilicncc and sustainablc dcvcloprncnt.

k) 1-hc govcrnmcnt's plan to involvc thc privatc scctor cspccially in

infrastructurc financing through Public-Privatc Partncrships should follow

thc transparcncy and accountability mcchanisms spclt out in the constitution,

which havc prcviously bccn disrcgardcd.

l) 1'lSA rccommcndcd that thc National 1'rcasury should cxpcditc thc

opcrationalization of a sinking fund which was part of thc commitmcnts

outlincd in Lhc 2023 M'[DS, to hclp stcm dcfault in times of cconomic

distrcss, such as thc ongoing global financial crisis, thc dcprcciation of thc

shilling as wcll as thc currcnt drought facing most Kcnyan countics'

m) Thar PFM Act 2012 sccks to cstablish PDMO within Trcasury but with somc

<lcgrcc of autonomy. TISA proposcd for fast tracking of thc dcvclopmcnt of

a Policy, Iiinancial and Administrativc lrramcwork within which PDMO

would opcratc.

n) 'l'lSA commcndcd thc govcrnmcnt's commitmcnt to cxpand covcragc in

rcporting of public dcbt to includc non-guarantccd dcbt owcd by SOIjs,

saying that this will improvc transparcncy and accountability in public dcbt

managcmgnt. Furthcr, that it will cnsurc thcy arc subjcctcd to budgctary

ovcrsight rcducing thc possibility of poor quantification of Contingcnt

Liabilitics and thc possibility of largc unplanncd cxpcnditurcs il' thc

guarantcc matcrializcs. Guarantced dcbt has bccn rising over thc ycars closcd

ar Kcs 19.02 billion by Junc 2023 which cxposc taxpaycrs to risks of hclty

bailouts in thc cvcnt of dcfault.

o) TISA suggcstcd that MTDS should dclvc into thc qucstion of incrcascd

borrowing to rcpay loans which is a dcviation from scction l5(2)(c) of thc

PI.'M act that rcquircs public dcbt to bc uscd for dcvclopment. Thc

govcmmcnt should liaisc with thc oAG, coB, UAC and Parliamcnt to crcatc

proactivc plans to improvc dcbt. Thcrc should bc transitional justicc for thc

cconomic cxtraction, abusc and ncar slavcry to the Kcnyan pcoplc who

continuc to pay for dcbt that was not propcrly utilizcd'
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2.5 The Intcrnational Budget Partncrship-Kcnya (IBP-K)

27.Thc Intcrnational Budgct Partncrship-Kcnya (lBP-K) appcarcd bclorc thc

Committcc and submittcd as follows-

a) Ihat MTDS should providc an opportunity for visibility of thc statc of thc dcbt

and options to managc it. 'l'hc MI'DS contains data as at Junc 2023 ycL thcrc

arc sufficicnl dctails up to Dcccmbcr 2023.

b) Thc MTDS should play a proactivc rolc in dcbt managcmcnt ovcr thc rncdium

tcrm. It should also bc an opportunity for robust public discoursc on dcficit

financing. Its short-tcrm naturc mcans that thcrc isn't much considcration of

thc long-tcrm cflccts of thc diffcrcnt options and mix of borrowing.'Ihis thcn

mcans that it's difficult to tcll what dilfcrcnt options would mcan in thc long

run.

c) Dcvclop a public dcbt policy on which thc MTDS willbc anchorcd. This will

considcr thc dcvclopmcntal nccds ofthc country and sct a dircction ofhow thc

counlry will handlc both public and publicly guarantccd dcbt.

d) 'thc llPS of 2024 should align with thc proposcd financing stratcgy in thc

MTDS to cnsurc sustainablc and optimal borrowing in thc ncxt financial ycar.

c) IBP submittcd that sincc growing fiscal dcficit is a kcy drivcr of public dcbt

burdcn, thc govcrnmont should rcducc thc Ilscal dcficit as a pcrccntagc of GDP

to consolidatc thc cxisting fiscal dsficits. Furthcr, thc National Trcasury should

cmploy rcalistic rcvcnuc targcts and cnsurc adhcrcncc to thc proposcd fiscal

dcficit inl:Y 2024125.

{) Bcyond fiscal consolidation mcasurcs, thc national govcrnmcnt must scck

morc affordablc borrowing options ovcr thc mcdium tcrm givcn thc projcctcd

rcsourcc cnvclopc and cost of borrowing. This includcs rcducing thc

promincncc ol' commercial and domcstic dcbt in thc dcbt portfolio and

cxploring altcmativc sourccs ol'financing that arc lowcr.

g) IBP notcd that cxpcnditurc on public dcbt obligations continucs to posc a risk

to thc timcly dclivcry of public serviccs. Thcy rccommcndcd that dcbt

rcpaymcnts bc rcstructurcd in thc mcdium tcrm to crcatc lcss prcssurc on thc

availablc tax rcvcnucs.
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CHAPTEIT THREE

28. Flaving considcrcd thc 2024 M'|DS and submissions from thc stakcholdcrs, thc

Committcc madc thc following obscrvations and findings. That-

a) Ihc stock of public and publicly guarantccd dcbt is Ksh I 1.248 trillion;

comprising of domcstic dcbt of Ksh 5.05[t trillion (45oh) and cxtcrnal dcbt of

Ksh 6.89 trillion (55%).l'his is an incrcasc of Ksh. 970 billion from Ksh.

l}.2l8 trillion by thc end of l;Y 2022123 and is attributcd to cxchangc ratc

movcmcnts and additional borrowing, among othcr factors.

b) Thc 2024 MTDS indicatcs thc stock of public dcbt as at 30th J:uJ;lc 2023

instcad of indicating thc status as at thc datc of statcmcnt as rcquircd by thc

l'FM, Cap.4l2A.

c) 'l'hc prcscnt valuc (PV) of dcbt to GDP stands at 61.2% against thc

rccommcndcd bcnchmark of 55o/o as provided in scction 50 of thc PFM Act,

2012. Whcrcas this is a brcaclr against thc bcnohmark, thc National 'l'rcasury

projccts that thc prcscnt valuc of dcbt will bc aligncd with thc bcnchmark by

FY 2028/29 through a dcfincd fiscal consolidation path including rcvcnuc

mobilization targctcd at 20.2Yo of GDP by 2028. 'fhis rcquires rcgular

rcporting to Parliamcnt to cnhancc continuous ovcrsight and cnsurc

compliancc.

<t) Although thc dcbt-carrying capacity dcclincd from strong in2021to mcdium

as at Dcccmb cr 2023 and thc National 'frcasury indicatcs that thc ovcrall dcbt

lcvcls rcmain sustainablc, thc risk of dcbt distrcss is high duc to global shocks

that can potentially cxaccrbatc maoroeconomic vulncrabilitics and subduc

cconomic pcrformancc.

c) Thc rcccnt liquidity managcmcnt mcasurcs undcrtakcn in Fcbruary 2024

involving partial buy-back (USD 1.5 billion) of thc USD 2 billion Ijuro bond

maturing in June 2024, addrcsscd thc scttlement risk associatcd with thc

Bond and has conscqucntly influcnccd kcy lnacro variablcs such cxchangc

ratc dynamics and invcstor scntitncnts'
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l) Thc proposcd fiscal dcficit lorFY 202412025 of Ksh.703.9 billion is to bc

financcd through nct forcign financing (55%) and nct domcstic financing

(45%),targctcd at optimizing thc cost and risk indicators of dcbt. Dcspitc thc

National Trcasury indication that thc national govcrnmcnt will favour

conccssional borrowing, thcrc is a proposcd commcrcial borrowing in IiY

2024125 of Ksh. 151.00 billion which has thc potcntialof worscning thc dcbt

position as commcrcial loans havc highcr intcrcst ratcs.

g) Thcrc is a notablc dcviation in thc approvcd borrowing stratcgics undcr thc

MI'DS and thc actual borrowing outturn that ncccssitatcs in-ycar rcporlitlg

to Parliamcnt. 'Io illustratc, tl.rc approvcd stratcgy in thc 2022 M]'DS for IrY

2022123 (in gross tcrms), was 25:75 pcrccnt cxtcrnal to domcstic financing,

comparcd to actual borrowing of 22:18 cxtcrnal to domcstic financing. 'l'his

trcncl has bccn obscrvccl ovcr thc last thrcc financial ycars, with thc tcndcncy

to favour domcstic borrowing.

h) 1'hc dcbt scrvicc has bccn on an upward trajcctory sincc Junc 20 l8 and stood

at Ksh. l. 199 trillion as at Junc 2023 (59% of rcvcnuc). 'I'his has significantly

rcduccd thc fiscal spacc availablc to fund othcr critical expcnditurc nccds.
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CHAPTER FOUR

4.0 RIiCOMMENDAI'IONS

The Committcc makcs thc following rccommcndations-

a) 'that, consistcnt with thc financing rcquircrncnts undcrpinning Lhc 2024 Budgct

Policy Starcmcnt, thc proposcd fiscal dcficit targct of Ksh. 703.9 billion (3.9% of

GDII) for bY 2024125 bc approvcd.'l'his is broadly in linc with thc proposcd fiscal

consolidation path, progrcssing to 3. l% of GDP by FY 2027128'

b) 1'hat, thc proposcd borrowing stratcgy in lhc 2024 MI'DS of 55Yo for nct cxtcmal

borrowing antt 45o/o for nct domcstic borrowing bc approvcd for I"Y 2024125 and

thc mcdium tcrm.

c) 'l'hat, going forward, thc National 1'rcasury should in subscqucnt budgct <;yclcs,

cnsurc that thc M'|DS submittcd to Parliamcnt for considcration and approval

contains thc most rcccnt data on thc stock of public and publicly guarantccd dcbt as

at thc datc of rhc statcmcnt in linc with scction 33(3) of the PFM Act, cap.412A.

d) 'l'hat, to cnhancc monitoring and transparcncy on in-ycar borrowing opcrations, at

thc cnd of cvcry quartcr of thc financial ycar, tlrc National 'l'rcasury should submit

to tho Scnatc a status rcport on any dcviation l'rom thc approvcd borrowing stratcgy

indicating thc rcasons for thc dcviation.

c) 'l'hat, pursuant to scction 50 ol'thc Public Financc Managcmcnt Act, Cap.4 l2A, thc

National 'l'rcasury should submit a rcpofl to thc Scnatc by cnd of 30'h April, 2024,

on thc spccific mcasurcs bcing takcn to cnsurc that thc National Govcrnmcnt

compf ics with thc 55% rJcbt thrcshold within thc timclincs providcd in thc Act.
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MIN/SEN /SCF&B/ 59012024

TheChairpersoncalledthemeetingtoorderatl:30p.m.Thiswasfollowedbyawordof

ADOPTION OF THE AGENDA

The agenda was adopted after it was proposed by Sen. Mohammed Faki Mwinyihaji, MP

and seconded by Sen. Boni Khalwale, MP as listed below-

1. Prayer;

2. Introduction;

3. Adoption of the agenda;

4. Confirmation of Minutes of the 9lsr, g2nd,g3'd,94th' 95th' 96t1" 9?th'98th and 99s

Sittings;

5. Matters arising from Minutes of the previous meeting;

6. Consideration of the Medium-Term Debt Management Strategy and Medium -Term

Revenue Strategy (Committee paper No'78);

7. Consideration of pending legislative business (committee Paper No'77);

S.LetterfromtheCounsiloftheGovemorsonconstructionofCountyheadquarters
9. Any other business; and

10.Date of the next meeting and Adjournment'

Confirmation of Minutes of the 91't, gznd, g3'd,94rh' 95th, 96th, 97th,98th and 99th sittings

were deferred to the subsequent meeting

ONSIDE TION OF THE MED IUM-TERM
MIN/SE N/SCF&B/593t2024 C

DEBT MAN GE EN TRATEG

MEDIU M-TE RM REVENUE STRATEGY.

Upon invitation, the Parliamentary Budget office presented to the committee the following

regarding the2024 Medium-Term Debt Management Strategy-

l. Section 33 of the pFM Act,2012, requires the Cabinet Secretary of the National

TreasurytosubmittoParliamentaStatementsettingoutthedebtmanagement
strategy of the National Govemment over the medium term'

Stock of Public Debt, Debt Service Expenditures'
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2. public and publicly guaranteed debt increased from Kshs.8,634 billion in J:une 2022

to Kshs.10,278 billion by June 2023, amounting to a Kshs. 1,643 billion rise.

3. The amount of external debt increased to Kshs.5,446 billion from Kshs.4,329 billion

in June 2022, a26%o increase.

4. The amount of domestic debt increased by Kshs.526.278 billion, from Kshs 4,305

billion to Kshs.4,832 billion, a l2Yo rise.

5. There was Kshs.l70.2 billion in outstanding government-guaranteed debt as of June

2023. Guarantees totaling Kshs.9.0 billion were given to Kenya Power & Lighting

Company, Kshs.50.5 billion to Kenya Ports Authority, and Kshs.22.4 billion to

Kenya Electricity Generating Company (KenGen), all of which were performing.

6. The MTDS analysis included a guaranteed debt of Kshs.88.2 billion owed by Kenya

Airways which was called uP'

7. The analysis of the Medium-Term Debt Management strategy took into account

Kshs. 10,091 billion debt stock, excluding Kshs. 187 billion in bank overdrafts,

advances, and performing guaranteed loans.

8. Public debt service grew by Kshs.281.65 billion from Kshs.9l7.778billion in June

2022 to Kshs. I ,I 99 billion as at June 2023 .

9. The ratio ofdebt service to revenue has been on an upward trend over the past decade

with the increase in stock of Public Debt.

l0.With the increase in Public Debt stock, elevation of interest rates and depreciation

of the Kenya shillings, this rate is likely to increase over the medium term'

I l. An increase in the proportion of revenues going towards Public Debt Service, which

is a first charge on the Consolidated Fund, signifies an increasing crowding out of

other budget expenditures which are recurrent expenditure which may curtail service

provision as well as development expenditure.

Financing of the 2024t25 Budget and Fiscal Deficit Outlook

l2.The toral expenditure for the FY 2024/25 is estimated to be Kshs.4,l98.8 billion

against a revenuc estimate of kshs.3,445.6 billion resulting in a fiscal deficit

(excluding grants) of Kshs.753 billion and fiscal deficit including grants to be

financed of Kshs.704 billion (3.9% of GDP). This is expected to decline to

Kshs.666.7 billion in2025126 and start climbing in2026/27 to reach Kshs.77l billion

(3.1% of GDP)

Cost and Risk Profile of Public Debt Portfolio.

13. These are highlighted below-

i. Interest rate risk
Between June 2022 and June 2023, the Weighted Average Interest rate on

the total debt portfolio decreased by 0.1% from Kshs.7.1%o to Kshs.1.6Yo.
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However, there was an overall increase in interest rates for both external

loansanddomesticloansby0,2o/ofrom3,8o/oto4,0%oandl|5%toll.7%
resPectivelY'

ii. Refinancing Risk
-TheAverageTimetoMaturity(ATM)forbothdomesticandextemaldebt

declined b"t*""n December 2022 and June 2023. Domestic debt declined

fromT.8yearstoT.5yearswhileexternaldebtdeclinedfrom9.Syearsto
9.3Years.

iii. Exchange Rate Risk
-ExchangerateriskreferstothevulnerabilityofthePublicDebtportfolioto

exchangeratevolatility.ThismainlyappliestoforeignculTency
denominated debt which stood at Kshs.5.4 trillion (53%) as at the end of June

2023.
-TheculTencycompositionofexternaldebtasatJune2023comprisedof

United States Dollars(67'2%o), Euro(21'3%) Yen( 3'9o/o)' Great British

Pound( 2.3yo) ,Yuan(5'10) and others at0'2Yo'

- There was an increase in the stock of external debt from by Kshs' I I I 7 billion

ofwhichKshs.8S3,45gbillionareresultantofexchangerateflucfuation.

The 2024 Proposed Borrowing Strategy

l4.The optimal borrowing strategy is arrived at after evaluation of different borrowing

scenarios to arrive at a financing composition of domestic and extemal debt that

minimizescostandrisksafterapplyingmoderateshockstothebaselineassumptions.

15.The assumptions underpinning the selection of the optimal borrowing strategy for

Fy 2023124 are outlined inthe2024 BPS include real GDP growth rate of 5.5%'

inflation target of 5.0%, revenue of 19.lYo of GDP and fiscal deficit rate of 3'9%'

Public Debt Sustainability Analysis'

untry's
gations

16.The objective of Debt Sustainability Analysis (DSA) is to evaluate a co

capacity to finance its development goals, and service the ensuing debt obli

withoutlargeadjustmentsthatmaycompromiseitsmacroeconomicstability
l7.The DSA framework consists of two complementary assessments

sustainabilitY-

- Total Public Debt Sustainability

l8.The total debt portfolio as at December2023 of Kshs.l0'258 trillion remains above

the debt sustainability threshold of 55 o/o at 68.2o/o having increased from 63'9 at the

end of 2022.

lg.Thisbreachisexpectedtostartdecliningfrom2024toreach4S'lby2033.The
decline is to be driven by fiscal consolidation'

of the
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Committee observations.

a) Debt Anchor
2l.The recent debt sustainability analysis reveals that Present Value of debt to GDP

ratio (currently at 68.2%) is projected to remain above the limit of 55Yo as required

by law up to 2029.It is projected to be at 56.9% in 2028 and then at 48%o in 2029.

There was a concem therefore as to whether the required threshold of 55%o will be

achieved within 5 years.

b) Domestic Debt

22. Domestic debt continues to exhibit elevated interest rate and refinancing risk and

materialization of these risks could result in repayment challenges as well as

affect implementation of the Budget.

23.Local interest rates have been rising leading to increase in domestic debt service

costs.

c) External Debt
24.The interest rate on external debt has increased between lune 2022 and June

2023 signifying elevation cost in this portion ofdebt'

25.Thereis an increase in Short- Term Exlemal debt as a portion of reserves which

is likely influenced by the upcoming settlement of the international Sovereign

bond in June2024.

26.Kenya srill faces a significant risk of debt distress despite a ($1.5 billion) new

Eurobond.

d) Borrowing strategY.

27.The strategy has not clearly explained how the debt management objective on

ensuring intergenerational equity in benefits and costs of borrowing has been

addressed.

28. The strategy has not clearly elucidated how the previous shortfall in achievement

of the required external financing will be achieved in the next financial year.

e) Debt SustainabilitY AnalYsis.

29.Three of the Extemal Debt sustainability indicators are breached in the medium

term showing the increasing risk of contracting external debt especially at a time

when the Kenya Shilling is facing volatility against major currencies.
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- External Debt SustainabilitY.

20.The present Value of Public and Publicly guaranteed exlernal debt to exports as is

breached as at the end of December 2023 and is projected to remain beyond the

threshold of 180. This is however projecled to decline and converge towards the

threshold.



CONSIDARATION OF PENDING LEGISLATIVE
MIN/SEN/SCF& B,t59412024

BUSINESS

The agenda was differed to the next meeting

LETTER FROM THE COUNCIL OF

GOVERNORS ON CONSTRUCTION OF

COUNTY HEAD OUATERS

a) The committee considered a letter from council of Governors requesting the

committee to convene a meeting on Thursday, 22nd February,2024 to deliberate on

the way forward regarding handover of implementation and management of projects

funded by conditional grant on supplement for construction of county headquarters

to respective beneficiary counties.

b) Following deliberations, the committee resolved to convene the meeting on Friday,

23d February, 2024. Further, the Committee resolved to invite the National

Treasury and Economic, state Department of Public works, and Intergovernmental

Relations Technical Committee to the said meeting'

MIN/SEN iSCF& B,t59612024 ANY OTHER BUSINESS

a) The committee resolved to undertake a capacity building workshop in public

DATE OF THE NEXT MEETING AND

finance management in Arusha, Tanzania'

b) Following requests by respective stakeholders, committee resolved to reschedule

meeting with IBP-Kenya and ICPAK from Tuesday, 20th February, 2024 lo

Wednesday, 2l't February , 2024.

c) The meeting was reminded about the planned breakfast meeting with the Senate

LiaisonCommitteetobeapprisedonthe2024BP9,MTDMSandMTRSpriorto
consideration of sector specific areas by each individual committee on Tuesday,

20th F'ebruary,2024 from 7:30 a.m.

The meeting adjourn

SIGNATU DArEt*J*)*.*r..
p.m.

rr--

SEN. (CAPT.) ALI IBRAHIM ROBA, EGH' MP

(cHAIRPERSON)
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NIIN/SEN /SCF&8159812024 PRELIMINARIES.

The chairperson called the meeting to order at 8:45 a.m. This was followed by a word of

prayer and a round ofintroduction.

oPENING REMA RKS BY COMMITTEE
MIN/SEN /SCF&8159912024

CHAIRP ERSON

The chairperson welcomed the Members present to the meeting. Thereafter, he informed

the meeting that the committee on Finance and Budget had convened the breakfast

meeting for Senators to be briefed on general macroeconomic issues in the 2024 Budget

policy itatement (BPS) and Medium-Term Debt Management Strategy (MTDMS)' This

wouldenablethemtointerrogatethepolicyadequatelyonSector-Specif,tcareasat
respective committee level.

MIN/SEN/ SCF& 8160012024 THE UNPACKING THE BUDGET POLICY

STATEMENT 2024 AND THE MESD IUM-

a) Budset Policv Statement

Upon invitation, the Parliamentary Budget office briefed the meeting on the 2024 BPS as

follows-
l.BPSwassubmittedpursuanttosection25ofthePFMAct,2ol2.|tsetsoutbroad

strategicprioritiesandpolicygoalstoguidethenationalandcountygovernments
in the preparation of their budgets for 2024125 '

2
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2. Tbe theme of the 2024 BPS is "sustaining bottom-up Economic Transformation

Agenda for Economic Recovery and Improved livelihood.

Highlights of the macro framework
3. Economic growth to expand by 5.5% in 2024, supported by rebound in

agriculture, services sector, government investment, increased household

consumption, robust private sector investment'

4. Inflation to remain within the target band of 5 (+ ot - 2'5 percent) in the medium

term.

Risk to the outlook
5. Exchange rate outlook has improved but some risks remain.

6. Private sector firms surveyed have expressed pessimism in business expectations

for 2024.

7. Household consumption could be affected by reduced incomes, high product costs.

8. Agriculture- address lack of affordable working capital, unreliable extension

services, poor post-harvest handling and unsustainable land use practice.

Highlights of the Fiscal Framework
9. Ordinary revenue as a share of GDP would increase from 14.3 percent in2022/23

FY to 17 percent in2026/21

10. Strategies underpinning MTRS:
- Reduction of the corporate rate of income tax to boost Kenya's

competitiveness and enhance investment;

- review of PAYE bands to improve progressivity;

- rationalization ofexempt and zero-rated supplies;

- review of VAT rates downwards;

- introduction of VAT on services such as education and insurance.;

- Expand tax base through taxation of informal sector, the digital and

agricultural sector; and

- Revenue administration reforms.

ll.The current projected revenue growth of 14 percent is pegged on the assumption

that revenue projection of 2022123 will be realized.

12.Given the shortfall in tax revenue collection inFY 2023124 is approaching Ksh.

200 billion, it is estimated that revenue collection for 2024125 FY will be below

Ksh. 2,700 billion.

Expcnditure outlook
l3.Expenditure and net lending (% of GDP) maintained at approx. 24Yo between

2013/14 and2022/23.

l4.Expenditure rationalization strategies that have been highlighted in the BPS are

aimed at reducing total expenditure and net lending to around 23 percent in

2024125 and over the medium term.
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15.Specific measures similar to those in past BPSs - scaling up of PPPs' eliminating

non-priorityexpenditures,privatizationofsOEs,rollingoutofe-government
procurement, and implementation of PIMIS'

Key Policies Interventions
16.The key policy interventions highlighted inthe2024 BPS include:

-TransformingtheMicro,smallandMediumEnterprises(MSME)economy
- Healthcare

17. Housing and settlement

- Agricultural Transformation and Inclusive GroMh

- Digital Superhighway and Creative Economy

County financial management and division of revenue

18. Compliance with Fiscal Responsibility Principles

- Out of the 47 counties, only seven (7) meet the threshold of the PFMA

requirement that development expenditure be at least thirty percent (30%) of

total exPenditure;

- In FY 2022123 only six counties (Migori, Kilifi, Mandera, Kwale, Turkana

and Tana River) had their expenses on wages and salaries below 35 percent of

their total revenue threshold as stipulated in Regulation 25 (1) (b) of the Public

Finance Management (County Governments) Regulations ' 2015 '

Enhancement of Own Source Revenue (OSR)

19. The National Treasury proposes the following-

- National Rating Bill for imposition of property taxes on land and buildings by

county governmenls. The Bill is under consideration in the Senate.

- County Govemment (Revenue Raising Process) Bill. The Bill is at second

reading in the Senate, However, the committee on Finance and Budget

recommended that the Senate does not approve the Bill'

Fiscal Risks

20, As at 306 Septemb er,2023, counties accumulated pending bills amounting 1o Ksh'

163.2 billion.

2l.Pending bills by county Governments are owed to various pension funds

(LAPTRUST, LAPFUND and County Pension Fund) amounting to Ksh.73,4

billion not factored by some County Governments in their pending bills stock'

22,CountyGovernmentsowetheKenyaPower&LightingCompany(KPLC)Ksh.3,
492,122,613.47 as outstanding electricity bills over the years; with Nairobi city

County owing tlle highest amount of Ksh'2,171,944,344'79'

Proposals for the Division of Revenue'

23.The 2024 BPS proposed the following-
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County Governments Equitable share- Kshs.391.l 17 billion.
Additional allocations to counties- Kshs.54.7 billion (19.06 billion from the

national government's share of revenue and 35.66 billion from loans and grants

from development partners).

Equalization Fund- Kshs.l 1.4 billion (Ksh. 7.867 billion as 2024/25 allocation

and Kshs.3.533 as partial payment of arrears).

Issues for further consideration
- Transfer of library services- Not included in the BPS.

- Whether the last audited accounts of revenue for 2019120

billion or Kshs. 1,673.71 5 billion.
- Settlement of pending bills especially pensions pending bills

is Kshs 1,573.418

The Medium-Term Debt Manasement Stratesv

The Parliamentary Budget Office briefed the Committee as follows regarding the 2024

MTDMS-

Stock of Debt as per end of December 2023

a) The nominal public debt stock (including guaranteed debt) stood at Kshs.ll.l
trillion, approximately 69.1% of GDP.

b) The debt composed of the following-
- Domestic debt of Kshs.5.05 trillion with 1'reasury Bond 1o Treasury Bills ratio

of 85:ll (note government overdraft at CBK accounts for 2.5oh and IMF
special Drawing Rights (SDR) allocation estimated at2.l%o); and

- Extemal debt of Kshs.6.09 trillion, which is approximately 55% of total public

debt as atDecember 2023.

c) Depreciation of the Kenya Shilling against major currencies is one of key factor

contributing to the increase in debt stock through a rise in extemal debt stock.

Outstanding Government Guaranteed Debt (End of December,2023)

d) Kshs.170.2 billion is the outstanding government-guaranteed debt as of June 2023,

out of which Kshs.81.9 billion were performing.

e) Guaranteed debt of Kshs.88.2 billion owed by Kenya Airways was called up.

Public Debt Sustainability Analysis (DSA)

f) The total debt portfolio as at December 2023 of Kshs.l0.258 trillion remains

above the debt sustainability threshold of 55 %o at 68.2Yo having increased from

63.9 at the end of 2022.

g) This breach is expected to start declining from 2024 to reach 48.1% by 2033. The

decline is to be driven by fiscal consolidation.
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Financing of the2024t25 Budget and Fiscal Deficit Outlook'

h) Total expenditure is estimated to be Kshs.4.l98.8 trillion against a revenue

estimate of Kshs.3.445 trillion resulting in a fiscal deficit (Short fall):

- excluding grants of Kshs'753 billion; and

- including grants of Kshs.704 billion (or 3'9Yo of GDP)

i) Fiscal Deficit expected to decline to up to -3'l% of GDP'

Conclusion and issues to follow uP

- Disclosure on the total stock of public debt to facilitate decision making;

- Interrogate the realism and practicality of the key macro-economic

assumptions underpinning the proposed fiscal path and other fiscal objectives'

- Some of the External Debt sustainability indicators are breached without

substantial corrective measures thus increasing risk ofcontracting external debt

- The present Value of debt to GDP ratio is projected to remain above the limit

of55%upto202g,indicatingalongerperiodofnon-compliance.
- Domestic debt continues to exhibit elevated interest rate and refinancing risk.

Local interest rates have been rising leading to increase in domestic debl

service costs.

- The interest rate on external debt has increased between June 2022 and June

2023 signiffing elevation cost in this portion of debt'

Observations from the meeting

a) The National Treasury indicated that the last audited revenue amount fot 2019120

is Ksh.1,573.418 billion and not the Ksh. 1,673.715 billion. This affects the

Division of Revenue. The National Treasury attributes this to a double counting

error of approximately Ksh. 100 billion. To provide clarification, the Auditor

General has written and submitted a letter to Parliament and has agreed with the

position of the National Treasury'

b) Funds for transfer of library services to 33 county governments with libraries were

not included in the 2024 BPS.

c) As per the 2023 BPS, the funds for transfcr of library services were to be allocated

tobeneficiarycountiesforthesubsequentthreefinancialyears.Theallocationwas
to cater for salaries of staff and operalions of the library'

d) Exchange rate is a major component ofexternal debt. It increases the debt service

cost.

e) Ordinary revenue collection is projected to grow by approximately 14% in the

nextFYwhileequitablesharetocountiesbypaltryl.5%(Kshs.l6.6billion).
county equitable share will grow from Kshs.385.425 billion to Kshs'391' l billion'

f) The recent appreciation in the Kenyan culrency to USD was noted' However' the

concern was, would it last or would it just be temporary'
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g) Accumulation of pending bills in counties can be attributed to over projection of

Own Source Revenue. There is need for a legislation to curb this. For instance,

automation of revenue collection and a centralized revenue collection system.

h) The total stock of public debt does not include the recently floated Eurobond of

USD.l.5 billion.

Following deliberations, the Chairperson informed the meeting that the Committee will

engage the National Treasury on the above issues. Further, the Chairpersons of Standing

Committees were encouraged to extensively interrogate sector specific areas as proposed

in the BPS and submit their reports to the Finance Committee within the stipulated

timeline.

MIN/SEN/SCF&B/60112024 ADJOURNMENT

The meeting adjourned at 10:45 a.m.

SIGNATU
,'

SEN. (CAPT.) ALI IBRAHIM ROBA, EGH' MP

(CHAIRPERSON)

DArE..e..{P- lnal**y.

(
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l. Mr. Elias KiPchumba

2. Mr. Abraham Ochieng

3. Mr. Cuba Houghin

4. Ms. NancY Ndanu

MIN/SEN/SCF&B/ 60212024

The chairperson called the meeting to order at 8.24 a'm' This was followed by a word of

prayer and a round ofintroduction

MIN/SEN /SCF&8/60 3t2024 ADOPTIONOF THE AGENDA.

Finance and OPerations

Programs Officer
Programs Officer

Programs Officer

TheagendawasadoptedafteritwasproposedbySen.MohammedFakiMwinyihaji,MP
and seconded by Sen. Boni Khalwale, MP as listed below-

a) Prayer;

b) Introduction;

c) Adoption of the agenda;

d) Confirmation of Iiinutes of the 9l"t,gznd,g3.d,g4th,95th,96th, 97s,986, and 99th;

e) Matters arising from Minutes of the previous meeting;

f)MeetingwithlnternationalBudgetPolicy(IBP).Kenyatodeliberateonthe2024
Budgetpolicystatement,mediumtermdebtmanagementpolicyandMedium-term
Revenue Strategy for FYs 202412025 To 2026/27 (Committee Paper No,78A);

g)Considerationofpendinglegislativebusiness(CommitteePaperNo.TT);
h) Any other business; and

i) Date of the next meeting and Adjournment'

CONFIRM ATIONOF MINUTES OF THE
MIN/SEN/S CF&8/60412024

confirmation of Minutes of the 91.r, g2'd, g3'd,94th, 95rh, 96th, 97th,98tt',99th and l00th

sittings were deferred to the subsequent meeting'

MEETING WITH IBP-KENYA TO

DELIBERATE ON TIJE 2024 BUDGET POLICY

STATEMENT MEDIUM -TERM DEBT

Uponinvitation,theteamfromthelBP-Kenyasubmittedtheircommentsonthe2024

a)Theproposedbudgetfor2024125showsalargerincreasetotheConsolidated
Fund Services (CFS) while the increment on county governments allocation

remains relativelY small.

2

PRELIMINARIES.

PREVIOUS SITTINGS

MI N/SEN/SCF& 8/605/2024

MANAGEMENT

BPS and MTDMS as summarized below-

The 2024 Budeet Policv Statement



- The BPS 2024 proposes a 4%o rise in total government expenditure of Kshs. I 62

billion, increasing expenditure from Kshs.3.98 trillion as approved in2023/24

to Kshs.4. l4 trillion in the 2024 BPS.

- The difference in allocation highlights the increasing pressure that debt service

repayments are placing on the delivery of public services.

- The BPS of 2024 also highlights a very slight Kshs.5.69 billion increase in

allocations to county governments equivalent to I % of the 2023/24 allocation.

Recommendation-The National Treasury should devise ways to service debt obligations

in a manner that enables more substantial additional allocations to national and county

govemments.

b) Under performance in revenue is affecting county disbursements and throws into

doubt revenue projections for FY 2024/25.

- The tax reforms introduced inFY 2023/24 sought to raise Kshs.2.571 trillion in

ordinary revenue, a significant 260/o increase over the FY 2022/23 target of
Kshs.2.04l trillion.

- Between July and November 2023,Lhe government had only raised Kshs.0.879

trillion against its goal of Kshs.0.977 trillion over the same period, a 10Yo

deviation of Kshs.0.098 billion. The underperformance is course of concern.

- In FY 2024/25, the national govemment plans to collect Kshs.2.948 trillion in
ordinary revenue. The target ts a l5%o increase over the targeted revenue

collection in FY 2023/24.

Recommendation- Given the underperformance in tax revenue collection as of Nov.

2023, particularly on income tax, the National Treasury should clarify the basis upon

which the targeted revcnue collection has been increased by 15% in the FY 2024/25.

Overall Sector Ceilings
c) The maximum budget cap has increased from Kshs.2.25 trillion in FY 2023/24 lo

Kshs.2.51 trillion inFY 2024/25.

d) the Education and energy, infrastructure and ICT sectors received the highest

budget allocation of Kshs.667.5 billion and Kshs.505.7 billion respectively, and

the Social Protection, Culture and Recreation and General Economic and

Commercial Affairs sectors received lowest allocations of KShs.72.2 billion and

Kshs.56.7 billion respectivelY.

e) The BPS 2024 proposes increased allocation to the National Security and PAIR

sectors, while social sectors such as social protection, education and ARUD have

reduced allocations.

- There was a percentage increase in the Proposed allocations made to National

Security and PAIR sectors of 23Yo and l7 %o in the allocations of FY 2023124

from those inFY 2024/25.
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- The 2024 BPS proposes a decrease in allocation to social sectors in FY

2024125. This includes a l%o ctt to the SPCR sector of Ksh ' 652 million, a 30/o

cut to Education of Kshs.23 billion and a 10% cut to agriculture of Kshs'10'2

billion.

f) Pending bills is an impediment to service delivery'

County government pending bills data

- 
- 
A, at 30th September, 2023 Counties reported accumulated pending bills

amounting to Kshsl63.2 billion as per the office of the controller of Budget'

Inrelativeterms,thisamountsto43Yoofthecountyequitableshare.
- Despite numerous interventions aimed at verifying and settling pending bills in

counties, accumulation ofpending bills has been increasing since the advent of

devolution.

- According to 2024 BPS, county governments owe money to several pension

funds such as the Local Authorities Provident Fund (LAPFUND), Local

Authorities Pension Trust (LAPTRUST), and county Pension Fund (cPF DC),

whichbelongtocounfyemployeeswhoareatriskofretiringwithouta
pension.

- According to oAG, National Treasury circular found that the counfy executive

owed several pension systems a total of Kshs.34,552.943 as of 2019.

g) Accumulation of pending bills could translate into a stalled or delayed project,

bankruptcy, or high probability of defaulting on loan repayments and contactors

languishing in PovertY.

h) Pending bills impact on business and tax collection (national and county

governments)

i)Someofthependingbillsaccruedbycountygoverffnentsareasresultofnon-
consideration of cash brought forward from previous financial years which then

implies a deficit budget.

j)Countiesshouldpreparebudgetswithcorrectopeningbalanceamountsandwith
respective expenditures to ensure a balanced budget and avoid unplanned pending

bills.

k)Countygovemmentsshouldsettleeligiblependingbillsasafirstchargeas
required by the PFM (County Governments) 2015'

Medium Term Debt Mana ement Stratesv

a) Development of a public debt policy on which the MTDMS is anchored is needed

as this would consider the developmental needs of the country and set a direction

of how the country would handle both public and publicly guaranteed debt'

b) Deviation between the proposed debt mix in the BPS and the proposed mix in the

MTDMS
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- In contrast to the 45:55 domestic to external debt mix proposed in the

MTDMS, the BPS proposes domestic to external financing mix of 54:46

- While both options are affected by significant decrease in the maturity ages of
the debts, the domestic borrowing has a greater interest risk while the external

has greater forex exchange risk

- the proposed BPS 2024 mix may be more costly in the medium term due to the

high interest rate on domestic borrowing and the low interest rate on external

borrowing.
- there was a deviation between the borrowing mix the BPS and MTDMS of

2023. The MTDMS of 2023, proposed 50:50 net external and domestic

borrowing mix, while the BPS of 2024 borrowing mix 78:27, domestic to

extemal.

- In addition, this proposal was later changed by the national governmenl to a

greater emphasis on external financing.

c) Growing Deficits as key drivers of Public Debt Burden

- The BPS 2024 proposes a decrease in the fiscal deficit (excluding grants) from

Kshs.76l.l billion to Kshs.753.2 billion. Including grants, the deficit is

expected to fall from Kshs.7l8.9 billion to Kshs.703.9 billion equivalentto 2Yo

decrease.

- The intended decrease in the deficit is in line with the national government

efforts to narrow the fiscal deficit (including grants) to 3.9%o of GDP in FY
2024/25.

- The achievement of this target will be affected by in-year increases in

expenditure and under performance of revenue through supplementary

budgets.

- There needs to be a commitment by the government to reduce the fiscal deficit

as a percentage of GDP in the effort to consolidate the existing fiscal deficits.

Recommendation- The National Treasury should employ realistic revenue targets and

ensure adherence to the proposed fiscal deficit inFY 2024/25.

d) Kenya's public debt continues to be unsustainable, warranting more prudent

borrowing practices over the medium term.
- Kenya's public debt stock stood at Kshs.ll.l4 trillion as at the end of

December 2023. Of this, domestic and extemal debt stock accounted for 45.3o/o

and 5 4.7 % respectively.

- Kenya's public debt burden has become increasingly unsustainable shown by

its gradually worsening Risk of Debt distress rating.

- Kenya is currently at a high risk of debt distress, exceeding 3 out of 4 of its

external debt substitutability indicators.



-Torefinanceits2014debutsovereignbonddueinJuneof2024,Kenyaissued
a new Eurobond worth $L5 billion al a9.85%o interest rate, notably higher than

the 2014 Eurobond rate of 6'85%'

Recommendation- Beyond fiscal consolidation measures, the national government

must seek more affordable borrowing options over the medium term. This includes

reducing the prominence of commercial and domestic debt in our debt portfolio,

exploring alternative sources of hnancing that are lower cost e.g. Samurai and Panda

bonds, and attached to specific development objectives e'g' green and blue bonds'

e) Expenditure on public debt obligations continues to pose a risk to the timely

deliveryofpublicservices,demandingrestructuringofpublicdebtpayments
-2)24BPSshowsariseintheproportionofexpenditureonCFS.

Recommendation

IBP-Kenyaproposedthatdebtrepaymentsberestructuredinthemediumtermtocreate
less pressure on available tax revenues'

f) There is need for a closer focus on Government owned Enterprises and

corporations. This is of concern since a huge portfolio of public and public

guaranteed debt is held by these institutions'

Committee Observations

a) The 2024 BPS does not contain a component on gender budgeting'

b) National Treasury is custodian of the public debt register thus can report on the

total stock of debt. Institutions such as IBP-Kenya rely on data published by the

KNBS, Central Bank and National Treasury'

c) There is no transparency on the quantum of debt in the country'

d) Debt to GDP ration may not a good indicator of debt sustainability' The amount of

moneyusedondebtservicecanbeusedtoascertaindebtsustainability'

The chairperson extended appreciation to the team from IBP-Kenya for honouring

committee,s invitation to present the invaluable views that will improve committee's

report.

MIN/SE N/SCF&B/ 60612024 ANY OTHER BUS INESS

a)ThemeetingwasinformedthattheSpeakerhadnotapprovedrequestbythe
committee to hold a meeting from ll:00 a.m. during Plenary Sitting' The

Committeeresolvedtoreschedulethello,clockmeetingtol:00p.m.Thus,hold
a meeting with the Institute of certified Public Accountants of Kenya (ICPAK) and

'lhe Institute of Social Accountability (TISA). The Institute of Economic Affairs

(IEA) be requested to submit written memoranda'
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The Committee resolved to postpone the capacity building workshop that was

scheduled to be held between 2nd to l ls March, 2024 to a later date in April 2024

during recess.

,2024 at l:00 p.m.

. DATE.D.f,-GNA

sEN. (CAPT.) ALI IBRAHIM ROBA, EGH, MP

(cHAIRPERSON)
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MIN/SEN/SCF&B/607/2024 DATE OF THE NEXT MEETING AND

ADJOURNMENT

The meeting was adjoume d at 9:25 a.m. The next meeting to be held on Wednesday,2l"l
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3.CPA.Hillaryonami-Director,PublicPolicy,andResearch
4. Ms. Nancy Moraa - PolicY AnalYst

5. Mr. Nelson Ogallo - Communications officer

B. THE INSTITUTE OF SOCIAL ACCOUNTABILITY

1. Ms. Angela Wangechi - Program Officer

2. Ms. Vyrone Ochola - Research and Policy Oflicer

3. Ms. Mulayi Muni - Communications Oflicer

MIN/SEN/SCF& B,t60812024 PRELIMINARIES.

The chairperson called the meeting to order at 7:22 p.m. This was followed by a word of

prayer and a round ofintroduction

MIN/SEN/SCF& B,t60912024 ADOPTION OF THE AGENDA.

The agenda was adopted after it was proposed by Sen. Mohammed Faki Mwinyihaji,

CBS,MPandsecondedbySen.BoniKhalwale,MPaslistedbelow-

l. Prayer;

2. Introduction;

3. Adoption of the agenda;

4. Meeting with the Institute of Certified Accountants of Kenya (ICPAK), and The

Institute of Social Accountability (TISA) to deliberate or.the 2024 Budget Policy

Statement,Medium-TermDebtManagementStrategyandMedium-TermRevenue
Strategy for FYs 2O24l25 to 2026127 (Committee Paper No'78A)

5. Consideration of pending legislative business (committee Paper No.77); and

6. Any Other Business; and

7. Date of the Next Meeting and Adjournment'

Meetin with Institu te of Cert ified Public Accountant s of Ken CP

Upon invitatton, the team from the ICPAK submi tted the following comments and

recommcndations onthe2024 BPS, MTDMS, and MTRS-

1. Agricultural Transformation and Inclusive Growth

a)MaputoDeclarationstipulatesthatallocationtotheagriculfuresectorshouldbe
at least l0% ofthe total Country budget'

2

MIN/SEN/SCF&8/6 1 O/2024 MEETING WITH ICPAK AND TISA TO

DELIBERATE ON THE 2024 BUDGET POLICY

STATEMENT. MEDIUM-TERM DEBT

MANAGEMENT STRATEGY AND MEDIUM-

TERM REVENUE STRATEGY /COMMITTEE

PAPER NO.78A)



Recommendations
- Leverage and utilize technology and data management to identiff potential

taxpayers.

- Enhance credit worlhiness of sectoral MSMEs through formalization and taxpayer

education.

- Adopt a simplified, easy to administer non disruptive taxation system that is easily

understandable to MSME actors and lower tax rates to maximum 2502.

- Address the run-away cost of energy now at Kshs.35 per KW and cost of fuel that

is discouraging use of electric and motorized equipment to improve production

efficiency.
3. Housing and Settlement

d) Affordable housing levy requires a mandatory monthly deduction of 1.5oh

from the gtoss monthly salary of every formal employee and employer match

with equal amount.

e) The levy is imposed on gross income whereas PAYE is also imposed on gross

income amounting to double taxation.

Recommendations
Alternative Development Approaches which include-

3

b) Institute recognized govemment efforts including provision of subsidized

fertilizer at a cost of Kshs.2,500, increased maize acreage under production by

an extra 200,000 acres and enhanced maize production by an additional l8

million bags.

Recommendations
- Increase spending to l0o/o of the total budget. Currently, allocation to the

Agriculture, Rural and Urban Development sector is projected at 3.5o/o of total

Ministerial expenditure as per the BPS 2024.

- there is need for the country to gradually move from rain-fed agriculture by

adopting cutting-edge technologies.

- Enhance value addition chains and diversifu trading partners across the globe.

- Zero Rate- agro-inputs, Seeds, Machinery, Irrigation Equipment and farm

implements
- Deploy more Agricultural Extension Officers to the ratio of 3 per constituency.

2. Transforming the Micro, Smatl and Medium Enterprise (MSME) Economy

c) Support given to MSMEs include establishment of the Financial Inclusion

Fund, or the Hustlers Fund in November 2022 among others. However, there

are two concems:

- Kenya has a narrow taxbase with majority of informal sector players not

within the tax net.

- The Multiplicity of laxes for MSMEs might in the long run cripple the

sector.



Parliament should set aside funds for housing since employees are already paying

PAYE
The govemment ought to pursue more Public-Private Partnerships (PPP9

As part of leveraging on PPPs, getting to utilize the climate action funding towards

affordable housing developments'

- Provide capital Gains Tax waiver relief for land transaction acquired

affordable housing incentivize landowners to avail land'

4. Healthcare
f) An Act established three new Funds including the Primary Healthcare Fund

(PHF), Social Health Insurance Fund (SHIF), and the Emergency' Chronic and

Critical Illness Fund (ECCIF).

g) To implement universal healthcare programmes, the Sector has been allocated

Ksh 147.5 billion, Ksh 155.5 billion and Ksh 160'l billion in the FY 2024/25,

2025/26 and 2026127 respectively. This translates to 4.1%o, 4.320/. afi 4.4%o

respectively of the total budget of 3.6 trillion, way below the threshold

prescribed threshold of l5% as per the Abuja Declaration'

h) Regulations operationalizing the Social Health Insurance Act 2023 propose the

rate of 2.75Yo of the gross salary for salaried beneficiaries'

Recommendations
- There is need to increase the health budgetary allocation to the recommended l5%

of the total annual budget as recommended by the AU under the Abuja

declaration.

-Theprimaryfundingmechanismof2,T5%iStoohighshouldbereduced.
- Consider retaining the original voluntary NHIF contribution of Kshs'500 and cap

NHIF maximum contributions to Kshs.5,000 since employers match up

contributions for emPloYees.

- There is need to address the classification of medical services providers under the

new Health Insurance Scheme

5. Environment and Climate Change

the government target of planting 15 billion trees is being implemented by

every government dePartment'

efforts aimed at implementation of climate adaptation and mitigation including

green energy, smart agriculture, decarbonized manufacturing, e-mobility and

green building, all aimed at the attainment of zero carbon by 2050'

for

i)

i)

Recommendations
- Support and monitor implementation of the National Green Climate Fund

Strategy.

- Need to engender environmental and climate change aspects in the education.

-AdopttheCountryClimateChangeandDevelopmentReports(CCDR)
recommendations.

6. Education and Training
4



k) Some ofthe challenges facing education sector include-

- Lack of proper investment in Education infrastructure:

- Increase per capita allocation and capitation grants lowards education sector

in line with intemational standards.

- High pupil teacher ratios especially in public schools.

Recommendations

- Invest in construction of more primary and secondary schools in the regions with a

high average school sizes to ensure provision ofquality education to the students.

- There is a need to revise capitation for instructional materials and projects based

on an informed analysis,

- Recruit more teachers on pernanent and pensionable terms to bridge the gap

created in the current adoption JSS system and reduce teacher-pupil ratio.

7. Medium Term Revenue StrategY

l) The implementation of MTRS is expected to among others-

- raise revenue to GDP ratio from 14.3o/o inFY 2022/23 to20Yo by end of
the FY 2026/27;

- increase tax compliance rate from 70Yo in FY 2022/23 to 90%o by FY

2026/27; and

- increase investment 1o GDP ratio from 19.3% inFY 2022/23 lo 25.7%o in

FY 2026127.

m) MTRS proposes an embrace of technology and data sharing between County

governments, third parties, and the Kenya Revenue Authority (KRA).

n) The strategy also suggests a final withholding tax of not more than 5%o on the

value ofproduce delivered to cooperatives or other organized groups'

Recommendations

The govemment should-

- Produce, as standard practice, tax incidence analysis for the different tax

measures;

- Give an annual progress update on the implementation of measures in the MTRS;

- Publish a consultation draft of the MTRS for public feedback before it is finalized

and published for implementation.

8. Recommendations on the National Tax Policy

- Expedite implementation of the national tax policy.

- Publish, publicize and capacity build the public on the policy.

- Finalize the formulation and enhance the implementation of the National tax

policY.

- Harmonize various laws to facilitate the registration of a single identifier to

ensure all potential taxpayers are registered with the KI{A'
- Harmonize taxes, levies, and charges to reduce their multiplicity at National

and counfy govemment levels.

9. Deficit Financing & Issues around Public Debt

5



o)Accordingtothe2024MTDMS,Publicandpubliclyguaranteeddebtin
nominal terms as at end June 2023 was Kshs.10,278.7 billion (70.8% of GDP)'

This comprises external debt stock of Ksh.5,446.5 billion and domestic debt

stock of Ksh. 4,832.1 billion'

Recommendations
- Establish and operationalize a Sinking Fund'

- Establish and operation alize aKenyan Sovereign Wealth Fund tl[ough policy and

legislation.

-ConsiderPublicPrivatepartnershipsasaformoffinancingdevelopment
expenditure.

- Gradually retire expensive commercial loans for long-term concessional loans.

- Parliament should demand regular reports on capital projects financed through

debt from the National Treasury to enhance openness and transparency'

- Enhance prudent financial management and accountability in implementation of

development Projects.

10. Enhancement of County Governments, Own.Source.Revenue

-ThelnstituteproposestheautomationofosRSystems(useofacommon
system across all counties) to address leakages and enhance visibility.

- capacity-build all critical players and cadres of county staff on revenue

administration.
- Professionalize revenue officers to ensure qualified staff handle the revenue

function'

11. Pending Bills
p) As of September 30,2023, the pending bills owed to various service providers

by the devolved units stood at Kshs'168'62 billion'

q) The National Treasury cabinet Secretary via Gazelle Notice 13355 of

September 2oth,2023 appointed the Pending Bills Verification committee to

scrutinize and arralyze existing national pending bills that have been accrued

from the Period 2005 to Jwe2022'

Recom mendations

- The Govemment should expedite shifting its budgeting and financial reporting

from the current cash basis to an accrual basis'

- Through realistic budgets, proper oversight by the controller of Budget and

prudent spending and planning by the devolved units would significantly reduce

further accumulation.

Committee observations

a)RealisticprojectionofownSourceRevenuebycountiescontributesto
accumulation of pending bills in counties. It is imperative to implement

accountability mechanisms, such as a centralised revenue collection system'

b) To ascertain the total stock of debt in the country, an audit of the public register is

required.

6



c) Gender budgeting is not included in the 2024 BPS. ICPAK will provide more

details on gender budgeting.

d) Present Value of debt to GDP ratio (currently at 68.2Yo) is projected to remain

above the limit of 55% lp to 2029. It is projected to be al 56.90/o in 2028 and then

at 48oh in 2029. There was a concem therefore as to whether the required

threshold of 55Yo will be achieved within 5 years.

n with The Institute of Social Accountabili TISA

After introductions, the Chairperson expressed gratitude to the team from TISA for

honouring committee's invitation to submit views on 2024 BPS, MTDMS and MTRS.

However, the Committee noted that at 2. 30 pm Members were required to be in the

chamber for the afternoon plenary. Thus, the Committee resolved to receive TISA's

written submissions due to time constraint and also members' obligation to attend the

afternoon Plenary session ofthe Senate.

EN/SCF&B16II/2024 ADJOURNMENT AND DATE OF THE NEXT
MEETING

The meeting adjoumed at 2:21 p.m. The next meeting to be held on Thursday, 22nd

February, 2024 at 9:00 a.m.

DArE.. o. . r..t.q.d\. 
". 
?.w.SIGNATU

SEN. (CAPT.) ALI IBRAHIM ROBA, EGH, MP

(CHAIRPERSON)
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4. Mr. Livingstone Bumbe Deputy Director, Public Debt Management

Office
Director-Macro Planning

Director for Planning

Director- Liaison

Principal Economist

Principal Economist

Economist

5. Mr,

6. Mr
7. Mr
8. Mr
9. Ms

10. Ms

Joseph Ngugi

John Njora

Martin Ngugi

Benard Kibet

Catherine Kalachia
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MIN/SEN/SCF&1y62412024 PRELIMINARIE,S.

The Chairperson called the meeting to order al 12.40 p.m. This was followed by a word of

prayer and a round of introduction.

MIN/SI.]N/SCF &B,162512024 ADOPTION OF THE AGENDA

The agenda was adopted after it was proposed by Sen. Maureen Tabitha Mutinda, MP, and

seconded Sen. Richard Momoima Onyonka, MP' as listed below-

l. Prayer;

2. Introduction;

3. Adoption ofthe agenda;

4. Meeting the National Treasury and Economic Planning to deliberate on the 2024

Budget policy Statement, Medium-Term Debt Management Strategy and Medium-

'Ierm Revenue Strategy for FYs 2024125 lo 2026127 (Committee Paper No.78C);

5. Any Other Business; and

6. Date of the Next Meeting and Adjoumment

MIN/SI.]N/SCF&I} t62612024 MEI]TIN(; TIII.] NATIONAL TREASURY AND

ECONOMIC PLANNING TO DELIBERATE ON THE

2024 I}UI)GET POLICY STATEMENl' MEDIUM-

TERM DEI}T MANAGEMENT STRATEGY AND

MEDIUM-TE RM REVENUE STRATEGY FOR FYS

20241257 o 2026127

Upon invitation by the Chairperson, the Cabinet Secretary for National Treasury and Economic

planning submitted the following regarding each of the budgetary documents-

Thc 2024 Medium-Term Deb t Manasement Stratcgv

a) the cunent stock of public and publicly guaranteed debt stands at Kshs.11'248.01 billion

or 69.7 percent of GDP in nominal terms. The current Present Value of public debt to

GDP is 67.2 percent.

b) The public debt comprises a mix of Extemal debt of Kshs.6,189.97 billion;and Domestic

debt of Kshs.5,058.04 billion.

c) In the recent months, external debt has risen relative to domestic debt due to depreciation

of fie Kenya shilling against foreign currencies'

d) Extemal debt is largely from official creditors and on concessional terms' It is composed

of-

2



- Kshs.3,l18.57 billion as multilateral debts (50% of total external debt);

- Kshs. 1 ,399.12 billion bilateral debts (23%); and

- Kshs. 1,671.68 billion commercial debts (27%) of which Eurobonds account for

Kshs. 1,141.33 billion (18%).

e) Domestic debt is mainly in held in form of Government debt securities as follows-
- Kshs.4,272.25 billion in Treasury Bonds (85% of total domestic debt)

- Kshs.565.63 billion Treasury Bills (l lYo); and

- Kshs.220. 16 billion (4%) as others (Overdrafts from Central Bank of Kenya, IMF
SDR Allocation and Bank advances).

f) the proposed FY 2024/2025 fiscal deficit of Kshs.703.87 billion is to be financed as

follows.
i. Net Foreign financing - Kshs.326.12 billion

- Commercial Bonowing - Kshs. 151.00 billion
- Programme loans - Kshs.2l0.48 billion
- Project Loans & A-I-A - Kshs.308.54 billion
-ExtemalRepayment- Kshs.(343.90)billion

ii. Net Domestic financing - Kshs.377.75 billion
g) Assessment ofthe cost and risk characteristics ofthe current debt portfolio-

- The National Treasury commits to bring down the Present Value of debt as a
percentage of GDP from 67.2 percent to 55yo over a period of five years as per thc

recent amendment of the PFM, Act on the debt anchor.

- The weighted average interest rate of the total debt portfolio was 7.7 percent pcr

annum in June 2023, of which domestic debt is I I .4 percent per annum.

- The weighted average interest rate of extemal debt increased to 4.5Yo in June 2023

compared to 3.9Yo in December 2022.

- The rise in interest rates in the public debt portfolio is attributed to the tight liquidity
conditions both in the domestic and intemational financial markets.

- Average ll'ime to Maturity of the total portfolio declined from 8.8 years in December

2022 to 8.5 years in June 2023 on account of reduced performance of long tenor

bonds and issuance of more short-term domestic debt attributed to tightness of
liquidity in the market.

- The projected debt redcmption profile is characterized by large maturities in 2028,

2029 and 2030 on accounl ofEurobond and bank syndicated debts.

h) The 2024 Medium-Term Debt Management Optimal Strategy

- 2024 MTDMS aims to optimize access to extemal concessional borrowing and

undertake liability management to minimize costs and refinancing risks in the debt

portfolio.
- On a net basis, the strategy assumes a mix of 45% domestic and 55%o external

financing over the medium term.

- In gross borrowing terms, external and domestic financing accounts for 37oh and

637o, respectively.

i) The key atlributes of the 2024 Medium Term Debt Management Strategy: key actions to

guide borrowings during FY2024-25 to 2026-2027 include-

- Use of long tenor Treasury bonds for refinancing of maturing domestic debt.

3
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- Deepening the domestic bond market through issuance of more medium to long-

term instruments as the main source of domestic financing'

- Maximize use of concessional borrowing as opposed to commercial debt to lower

costs and risks;

-Minimizeinterestrateriskintermsofaveragetimetore-fixing.
j) Highlights of Kenya's Debt Sustainability: The latest Debt Sustainability Analysis Report

indicates that-

- Public debt remains sustainable though the distress level is elevated ;

- The Debt Carrying Capacity has declined from strong to medium since 2021 to

date;

- Subdued growth in exports has increased extemal debt vulnerability.

- Kenya successfully executed a liability management operation targeting the 2024

Eurobond. The operation permanently removed settlement risk on the USD 2

billion Eurobond maturing in June 2024 by partially buying-back USD 1.5 billion

of the Bond.

k) Domestic Debt Market Reforms: These reforms include:

- Publication ofan issuance calendar;

- Separation of the Retail and Wholesale Market for Government Securities;

- Re-engineering Retail-Bond Issuance;

- Establishment of the Over The Counter (OTC) Market for Government Debt

Securities;

- Establishment of an Ilfficient Horizontal Repo Market and Securities Lending and

Borrowing (SLB).

- The National Treasury has engaged the IMFAilorld Bank to assist the Public Debt

Managementoffice(PDMo)inthedomesticmarketdevelopment.
The 2024 Budset Policv Statcment (BPS)

a) The theme for the 2024 BPS Sustaining Bottom-Up Economic Transformation Agenda

for Economic Recovery and Improved Livelihoods'

b) The economic growth for 2024 is projected to remain strong at 5.5 percent equivalent to

growth of 5.5 percentin2023,driven by improvement in aggregate demand supported.

c) it," central Bank of Kenya gradually raised the central Bank Rate (cBR) by 550 basis

points from 7.50oh in May 2022 to 13.0% in February 2024 to maintain price stability

consistent with inflation target of 5+2.5o/o'

d) As a result, overall inflation rate declined lo 6.90A in January 2024 ftom a peak of 9'6

percent in October 2022.

e) The Kenya shilling exchange rate

currencies.

has strengthened against major international

fl By 20th February 2024,lhe Kenya Shilling Strengthened by 10.8 percent against the US

Dollar, 10.9 percent against the Sterling Pound and 10.8 percent against the Euro,

compared to 9th February 2024.

g) .fhe strengthening of the Kenyan shilling is attributed to forex inflows from the

Govemment infrastructure bond which was oversubscribed by 412.4%, and the impact of

4



de-risking the 2024 Euro bond through US$ 1.5 billion received from international

investors

FY 2023124 Budget Execution
h) By end January 2024,revenue collection amounted to Ksh 1,499.7 billion and was below

krget by Ksh 195.4 billion mainly on account of a shortfall in ordinary revenues of Ksh

232.6billion.
i) During the implementation of the FY 2023124 Budget, a number of challenges werc

faced including-

- The year began with expenditure carryovers and fuel subsidy arrears amounting to

Ksh 102.2 billion;
- closed the FY 2022/23 with an ordinary revenue shortfall of Ksh 104.3 billion; and

- Because of exchange rate movements and elevated domestic interest rates, debt

service costs were significantly above the budget levels.

Fiscal Policy and Budget for FY 2024125
j) The medium-term budget aims to support BETA through friendly fiscal consolidation

plan.

k) Fiscal policy focuses on reducing the deficit from 5.6 percent of GDP inFY 2022/23 to
4.7 percent of GDP inFY2023l24 and further to 3.9 percent of GDP inFY 2024125.

I) In the FY 2024/25 budget, revenue collection including Appropriation-in-Aid (A.I.A) is

projected at Kshs.435.0 billion (19.1% of GDP). Of this, ordinary rcvenue is projected at

Kshs.2,948.l billion (16.4% GDP).

m) On the other hand, total expenditure is projected at Kshs 4,188.2 billion (23 .2%o of GDP).
n) The fiscal deficit including grants of Kshs.703.9 billion (3.9% of GDP) in the FY

2024/25 will be financed by a nel extemal financing of Kshs.326.l billion (1.8% of GDP)

and a net domestic financing of Kshs.377.7 billion (2.\Yo of GDP).

o) Total budget for FY 2024125 is Kshs.4,l43.7 billion which is allocated as follows:
- National Govemment share - Kshs.2,5l1.5 billion (60.60/o of total expenditure)

which comprises of Executive (Kshs.2,438.9 billion); Parliament (Kshs.4 1.6

billion) and Judiciary (Kshs.23.7 billion).
- Consolidated Fund Services - Kshs I ,24 I . I billion (30% of total expenditure), and

- Counfy Governments'share - Kshs.39l.l billion(9.4% of total expenditures)

a) Since 2016, over twenty-five countries globally have formulated (MTRS) geared towards

boosting tax revenues and improving efficiency of tax systems.

b) In Kenya, revenue as a percentage of GDP has been declining over the years from l8.l
percent in FY 2013/14 to 14.3 percent inFY 2022/23.

c) Expenditure pressure has been rising resulting in increased borrowing to bridge the

revenue gap.

d) The Government with the support of development partners, in 2021, embarked on the

development of the M'|RS to enhance domestic revenue mobilization.

a

MEDIUM-TUI{M ttEVENUE St'IiATE(;Y(M'ilts) FOrr FY 20241251'O }'Y 2026127
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Committcc Observations

a) The 2024 BPS does not have allocation for transfer of library services as provided for in

the approved 2023 BPS. National Treasury will provide clarification regarding the

matter.

b) Ordinary revenue collection is expected to grow by 14% in 2024/25 while equitable share

to counties to grow by a paltry 1.5%, from Kshs.385.425 to Kshs.3gl.1 billion.

c) 'l'here is need to expedite the process of establishing the proposed Integrated County

Revenue Management Systems (ICRMS), this will assist the counties in enhancing OSR

performance.

d) As at Deccmber, 2023, parastatals, MDAs and counties had accumulated pending bills

totaling Kshs.447 billion, Kshs.9l.4 billion and Kshs.l64 billion respectively' This trend

has an adverse effect on the economy. Further, it negatively affects the livelihood ofthe

citizens.

e) The National 1-reasury should ensure more efforts are put in place to ensure PV of debt to

GDP rario is in compliance with the threshold provided in the PFM Act.

MIN/SEN/SC F&Ii/627t2024 ADJOUR NMEN'T

'[he meeting was adjoum

SIGNATUR D 
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e) The MTRS is aligned to the National Tax Policy and will guide tax administration to

improve efficiencY.

f) The MTRS is expected to hasten the fiscal consolidation process thus reducing the fiscal

deficit to facilitate the achievement of the EAC target of 3.0 percent of GDP'

g) The objectives of the MTRS are to-

- improve efficiency in revenue administration;

- ensure equity and faimess in the tax regime;

- enhance tax-payer compliance with tax obligations;

- expand the tax base;

- create certainty in the tax regime to attract investment; and

- promote investment across various sectors by removing market distortions'

h) The implementation of MTRS is expected to among others-

- raise revenue to GDp ratio from 14.3 percent inFY 2022123 to 20.0 percent by

end of the FY 2026127;

- increase tax compliance rate from7}Yo inFY 2022123 to 90Yoby FY 2026121; and

- increase investment to GDP ratio from 79.3o/o in FY 2022123 lo 25'7o/o in FY

2026/27.

i) The MTRS will be implemented three years from FY 2024125 toFY 2026127' Tax policy

reforms will be implemented through the Finance Acts, commencing with the Finance

Act, 2024 while revenue administration reforms begin from January 2024 as per the

implementation matrix annexed to the MTRS'

3 p.m.
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M rN/SEN/SCF &ly 64612024 ADPOTION OF THE ACENDA

'l'ho agcnda was adoptcd aftcr bcing proposcd by Scn. (l)r.) lloni Khalwalc, CIIS, MI'}, and

sccondcd by Scn. Maurccn 'l'abitha Mutinda, MP' as listcd bclow-

l. I'raycr;

2. Adoption ol'thc agcnda;

3. Conllrmation olMinutes ol'thc l05th,l l0th, and I I ltl'.

4. Mattcrs arising lrom Minutcs of thc prcvious mccting;

5. Considcration of thc Mcdium-'l'crm I)cbt Managcmcnt Stratcgy (Commitlee Paper

No 78li):

6. Any Othcr Ilusincss; and

7. Adjournmcnt and l)atc of thc Ncxt Mccting.

M IN/SEN/SCF &B,1647 /2024 CONFI RMATION OF PREVIOUS MEETINGS

Colllrmation ol'thc Minutcs ol'thc l0-5'h, ll0'l'and lI l'l' wcrc difl'crcd to subscqucnt

CONSIDARATION OF THE DRAFT REPORT

ON 2024 MEDIUM-TERM
MANAGEMEN'T s't'tiA'l'H(;Y ( COMMITTEE
I'AI'ER NO.78E)

'l'hc Committcc considcrcd thc rcport on thc 2024 Mcdium 'l'crm I)cbt Managcmcnt

Stratcgy and unanimously adoptcd thc rcporl having bccn proposcd by Scn. Joycc

chcpkocch Korir. MI,, and sccondcd by Scn. Shakila Abdalla Mohamcd, MI" with thc

Iilllowing rccom m cn dat ions -

a) 'l'hat, consistcnt with thc financing rcquircmcnts undcrpinning thc 2024 lludgct

I)olicy Statcmcnt, thc proposcd fiscal dcficit targct of Ksh.703.9 billion (3.9%of
(il)lr) for l:Y 2024125 bc approvcd.'l'his is broadly in linc with thc proposcd fiscal

consolidation path. progrcssing to 3. I % ol'(il)l) by |Y 2021 l2ll.

b) 'l'hat, thc proposcd borrowing stratcgy in lhc 2024 M'II)S of 55%o for nct cxtcrnal

borrowing and 45Yo for nct domcstic borrowing bc approvcd for IY 2024125 and

thc mcdium tcrm.

c) 'l'hat. going lbrward, thc National 'l'rcasury should in subscqucnt budgct cyclcs,

cnsurc that thc Ml'l)S submittcd to l)arliamcnt lbr considcration and approval

contains thc most rcccnt data on thc stock olpublic and publicly guarantccd dcbt as

at thc datc ol-the statcmcnt in linc with scction 33(3) of thc PIiM Act, Cap.4l2A.

6) 'l'hat, to cnhancc monitoring and transparcncy on in-ycar borrowing opcrations,, at

thc cnd of cvcry quartcr of thc financial ycar, thc Nati<lnal 'l'rcasury should submit

2

mccting.
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't

to thc Scnatc a status rcport on any dcviation from thc approvcd borrowing stratcgy

indicating thc rcasons lor thc dcviation.

'l'hat, pursuant to scction 50 of thc Public Iiinancc Managcmcnt Ac1, cap.4 l2A. thc

National 'l'rcasury should submit a rcport to thc Scnatc by cnd of 30'h April,2024,

on thc spccific mcasurcs bcing takcn to cnsurc that thc National (iovcrnmcnt

complics with thc 55oh dcbtthrcshold within thc timclincs providcd in thc Act'

N/SCF&8/649 024 ADJoti NT ANI) THE DATE OF TIIE

NT]XT E1'lN(;.

ccting a<ljourncd at9:2J a.m.'l'hc ncxt mccting to bc hcld on'l'hursday, Ttl'March

2 9am

SIGNATUITE

sEN. (CAPT.) ALI IBRAHIM ROBA, EGH, MP

(cHAIRPERSON)
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REPUBLIC OF KENYA
THE NATIONAL TREASURY AND ECONOMIC PLANNING

BRIEF FOR THE CABINET SECRETARY FOR USE DURING THE

MEETING UUITH THE SENATE STANDING COMMITTEE ON
FINANCE AND BUDGET TO DELIBERATE ON THE 2024
BUDGET POLICY STATEMENT AND THE MEDIUM-TERM

RB/ENUE STRATEGY

I. INTRODUCTION

1. Hon. Chairperson and Hon. Members, thank you for
inviting us to this meeting to consider and deliberate on the 2024
Budget Policy Statement and the Medium-Term Revenue Strategy

for the period FY 2024/25 to FY 2026/27.

II. THE 2024 BUDGET POLICY STATEMENT

2. The 2024 Budget Policy Statement (BPS), the second to be

prepared under the Kenya Kwanza Administration,, reaffirms the

priority policies and strategies under the Bottom-Up Economic

Transformation Agenda (BETA) as prioritized in the Fourth

Medium Term Plan of the Vision 2O3O.

3. The Agenda recognizes the importance of managing the cost

of living through well-functioning markets to enhance income

generation, productivity, availability and affordability of goods

and services for all citizens. The interventions target five core



priority areas namely: i) Agricultural Transformation and lnclusive

Growth; ii) Micro, Small and Medium Enterprise (MSME)

Economy; iii) Housing and Settlement; iv) Healthcare; and v)

Digital Superhighway and Creative lndustry.

4. The Agenda places special focus on increased employment,

more equitable distribution of income, social security while also

expanding the tax revenue base, and increased foreign exchange

earnings. To realize these objectives, the Government has

targeted 9 value chains with the largest impact on jobs creation

and economic recovery as follows: (i) Leather; (ii) Cotton; (iii)

Dairy; (iv) Edible Oils; (v) Tea; (vi) Rice; (vii) Blue Economy; (viii)

Natural Resources lncluding Minerals & Forestry; and (ix) Building

Materials.

5. ln this respect, and in order to capture the aspirations of the

Government, the theme for the 2024 Budget Policy Statement

(BPS) is: Sustaining Bottom-Up Economic Transformation Agenda

for Economic Recovery and lmproved Livelihoods.

Recent Economic Developments

6. Hon. Chairperson, the 2024 BPS is framed against a

backdrop of an improved outlook for global growth, moderating

international oil prices, and heightened geopolitical tensions

particularly in the Middle East. Global growth is estimated at 3.1

percent for 2023 while that of 2024 has been revised upwards in

the January 2024 World Economic Outlook (UUEO), from 2.9
percent to 3.1 percent. This growth outlook for 2024 reflects

stronger-than-expected growth in the United States, continued

strengthening of the Chinese economy, and strong growth in

several large emerging market and developing economies.
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7. Against this background, there has been significant success

following the various interventions rolled out during the past one
year by the Government. Specifically, the Kenyan economy
remained strong and resilient in the first three quarters of 2023
despite the challenging external environment and significant toses

and damages due to frequent extreme weather events. The
economic growth averaged 5.6 percent (5.5 percent in Ql and

Q2 and 5.9 percent Q3) primarily driven by a rebound in
agriculture activities and a continued resilience of the service
sector.

B. Growth for 2024 is projected to remain strong at S.s
percent from the estimated growth of 5.5 percent in 2O23, which
is a further pick up from the 4.8 percent growth in 2022. This
growth outlook will be driven by improvement in aggregate
demand supported by: household private consumption driven by
the easing of inflationary pressures which will result in strong
household disposable income; robust private sector investments
coupled with ongoing Government investments in Affordable
Housing programme, PPP infrastructure projects and the ongoing
work on building and maintaining public infrastructure; and
improvement in the external account supported strong exports
and resilient remittances.

9. Over the next four years, the Government will scale up
efforts on policy and structural reforms under the BETA in order
to navigate the global turbulence, accelerate economic recovery,
and address overarching development challenges namely creating
jobs, eradicating poverty and mitigating climate change. As part
of the process, the Covernment will accelerate investments in: (i)
human capital development; (ii) reforming markets that are in
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disarray; (iii) domestic resource mobilization and application of

those resources to development projects; (iv) reform and

restructure of institutions; and (v) digitization so as to coordinate

all the other four areas.

10. Hon. Chairperson, the coordination between monetary and

fiscal policies continues to support macroeconomic stability. The

Central Bank of Kenya tightened monetary policy by gradually

raising the Central Bank Rate (CBR) by 550 basis points from 7.50

percent in May 2022 to 13.0 Percent in February 2024 in order

to maintain price stability consistent with our inflation target of

5+2.5 percent. This monetary policy action was comPlemented by

Covernment interventions aimed at lowering the cost of

production, easing of global food prices and favourable weather

conditions that increased food supply. As a result, overall inflation

rate declined to 6.9 percent in January 2024 from a peak of 9.6

percent in October 2022.

11. The Kenya shilling exchange rate has strengthened against

major international currencies since 9th February 2024. By 2Qtt'

February 2024, the Kenya Shilling strengthened by 10.8 percent

against the US Dollar, lO.9 percent against the Sterling Pound and

10.8 percent against the Euro, compared to 9th February 2024.

The strengthening of the Kenyan shilling is attributed to forex

inflows from the Government infrastructure bond which was

oversubscribed by 412.4o/o, and the impact of de-risking the 2024

Euro bond through USS 1.5 billion received from international

investors
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FY 2023/24 Budget Execution

t2. Hon. chairperson, budget execution for the first seven
months of FY 2023/24 has been hampered by challenges in
raising resources. By end January 2024,, revenue collection
amounted to Ksh 1,499.7 billion and was below target by Ksh
195.4 billion mainly on account of a shortfall in ordinary revenues
of Ksh 232.6 billion. However, this revenue performance
represented a growth of 14.4 percent compared to a growth of
9.8 percent in the same period in FY 2022/23. over the course
of the fiscal year, revenue performance is anticipated to improve
in light of improved tax administration.

13. Expenditures were below target by Ksh 3so.4 biflion on
account of below target disbursements towards both recurrent
expenditure and development expenditures. The below target
performance in expenditures is targely explained by the shortfalls
in revenue performance as well as underperformance in external
and domestic financing.

14. Fiscal operations of the Covernment by end of January
2024 resulted in an overall deficit including grants of Ksh 3lo.l
billion (1.9 percent of cDP) against a target of Ksh 461.2 billion
(2.9 percent of cDP). The deficit was funded with net domestic
financing of Ksh 203.1 billion or 1.3 percent of GDp and net
foreign financing of Ksh 84.5 billion or 0.5 percent of GDp.

Emerging challenges in the lmplementation of the Fy 2023/24
Budget

15. Hon. chairperson, during the implementation of the Fy
2023/24 Budget we faced several challenges:
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We began the year with expenditure carryovers and fuel

subsidy arrears amounting to Ksh lO2-2 billion;

We closed the FY 2022/23 with an ordinary revenue

tfrortfatt of Ksh 1O4.3 billion; and

r lBecause of exchange rate movements and elevated
!,/ .(

domestic interest rates, debt service costs were significantly

above the budget levels.

16. ln order to address these challenges, the approved

Supplementary I introduced rationalization of non-primary

expenditures to take into account the carryovers and upward

adjustment to interest payments. This allowed the overall fiscal

deficit to widen to Ksh 885.6 billion (5.5 percent of GDP) from

Ksh 718.9 billion (4.4 percent of cDP) in the budget estimates.

L7. As the FY 2023/24 progressed, the National Treasury has

observed the following:

. Ordinary revenue collection has experienced shortfalls since

)uly 2023 with the total cumulative shortfalls in ordinary

r./ ,erenuelii.lec_tions as at end Janua ry 2024 amounting to

1'J

bi

sh 232.6 billion;. .

. ,,Borrowing from the domestic market have also lagged

behind target to January 2024 with the cumulative net

domestic borrowing below target by Ksh 264.7 billion; and

. Outstanding exchequer requests amounted to Ksh 294.1

billion cumulatively by end Janu ary 2024. The liquidity

challenges are expected to ease in the second half of the FY

as the resources from external sources come in. This will

address the outstanding exchequer requests.
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18. The combination of revenue underperformance and the
underperformance in the raising resources from the domestic
borrowing market has compromised our ability to timety fund the
FY 2023/24 budget. ln order to ensure smooth implementation
of the budget, a Supplementary ll Budget need to be finatised by
rationalizing expenditures further to increase the primary surplus
and reduce the fiscal deficit to 4.7 percent of GDp in line with the
IMF program.

Fiscal Policy and Budget for FY 2024/25

19. Hon. chairperson, the fiscat policy stance for the Fy
2024/25 and the medium term budget aims to support the
Bottom-up Economic Transformation Agenda (BETA) through a

growth friendlglsc?l consolidation plan. The consolidation will
be supported by enhanced revenue mobitization and
rationalization of non-priority expenditure while protecting
essential social ending.l

20. our fiscal policy path recognizes the pressing need for debt
trajectory to be firmly put on a downward path over the medium
term to reduce debt vulnerabilities while recognizing the difficult
tradeoffs exerted by Kenya's limited fiscal space and continued
financing constraints. Accordingly, the focus of our fiscat policy
remains on reducing the deficit from 5.5 percent of GDp in Fy
2022/23 to 4.7 percent of GDP in Fy2o23/24 and further to 3.9
percent of GDP in FY 2024/25.

2L. To realize these objectives, we continue to focus on
aggressive domestic resource mobilization through the continued
implementation of the Medium-Term REV Strat gy (MTRS).
ln addition, tax administration by the Kenya Revenue Authority
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will be strengthened through scaling up use of technology to seal

leakages. ln part, this will involve enhancements of iTax and

lntegrated Customs Management System (iCMS) and usage of Tax

lnvoice Management System (e-TIMS).

22. ln the FY 2024/25 budget, revenue collection including

Appropriation-in-Aid (A.i.A) is projected at Ksh 3,435.0 billion

(19.1 percent of GDP). Of this, ordinary revenue is projected at

Ksh 2,948.1 billion (16.4 percent of GDP). On the other hand,

total expenditure is projected at Ksh 4,188.2 billion (23.2 percent

of GDP); comprising of recurrent expenditure of Ksh 2,859.3

billion (15.9 percent of CDP); development expenditure of Ksh

887.8 billPn (4. ercent of GDP); transfer to CountY

Governments of Ksh 446.0 billion includes Ksh 3gllbillion for

equitable share and Ks 4.9z billion in additional allocations);

and Ksh 5.0 billion for ContinSry Fund.

23. The resulti ng fiscal deficit including grants of Ksh 7Ol9
billion (3.9 percent of GDP) in the FY 2024/25 will be financed

by a net external financing of Ksh 326. billion (1.8 percent of

GDP) and a net domestic financing of Ksh 377.7 billion (2.1

percent of GDP).

24. Total budget for FY 2024/25 is Ksh 4,143.7 billion which is

allocated as follows:

. National Government share - Ksh 2,511.5 billion (60.60/o of

total expenditur which comprises of Executive (Ksh

2,438.9 billion); Parliament (Ksh 41.6 billion) nd Judiciary

(Ksh 23.7 billion
t;-

Consolidated Fund Services - Ksh 1,,241.1 billion (30% of

total expenditure), and

I

8

a

kf-l



a county Governments' share - Ksh 39r.r biilion (9.4o/o of
total expenditures)

III. MEDTUM TERM REVENUE STRATEGY
PERTOD FY 2024/25 TO FY 2026/27

(MTRS) FOR THE

25. Hon. chairperson, domestic resource mobitization is a major
source of long-term financing for sustainabte development and
has been a concern of many developing countries. To address this,
a number of countries have embarked on the development of a
framework for guiding tax reforms to enhance domestic revenue
mobilization. since 2016, over twenty-five countries gtobalty
have formulated Medium Term Revenue strategy (MTRS) and are
at various stages of implementation geared towards boosting tax
revenues and improving efficiency of tax systems.

26. ln Kenya, revenue as a percentage of GDp has been declining
over the years from l8.l percent in Fy 2ol3/14 to 14.3 percent in
FY 2022/23 while expenditure pressure has been rising resulting
in increased borrowing to bridge the revenue gap. ln this respect,
the covernment with the support of development partners, in
2021, embarked on the development of the MTRS to enhance
domestic revenue mobilization.

27. The MTRS is aligned to the National rax poricy and wiil
guide tax administration to improve efficiency in the
administration of tax laws, ctose loopholes for tax evasion, and
enhance voluntary tax comptiance. The MTRS is expected to
hasten the fiscal consoridation process thus reducing the fiscal
deficit to facilitate the achievement of the EAC target of 3.0
percent of 6DP.
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2g. The additional resources raised from the MTRS will facilitate

the implementation of the c,overnment's Bottom-uP Economic

Transformation Agenda geared towards economic turn-around

andinclusivegrowththroughtheFourthMediumTermPlan
(MTP lV) of the Vision 2O3O, as well as the Medium-Term

Expenditure Framework (MTEF)'

29. Hon. Chairperson' the objectives of the MTRS are to: (i)

improve efficiency in revenue administration; (ii)"en1u5:quity

and fairness in the tax regime; (iii) enharice tax-payer comflliance

with tax obligations; (iv) expand the tax base; (v) create certainty

in the tax regime to attract investment; and (vi) promote

investment across various sectors by removing market distortions'

30.TheimplementationofMTRSisexpectedtoamongothers:
(i)raiserevenuetoCDPratiofroml4.3percentinFY2022/23

end of the FY 2026/27: (ii) increase taxto 20.0 Percent bY

compliance rate from

tY 2026/27; and (iii)
70percent to 90 ercent by

increase i nvestment to 6DP ratio from l9'3

percentinFY2022/23to25.7percentinFY2026/27.

3l.TheMTRSwillbeimplementedwithinathree-yearperiod
beginning from FY 2O24n5 to FY 2O2S/27.Tax policy reforms

will be implemented through the Finance Acts, beginning with the

Finance Act, 2024,while revenue administration reforms will

begin from January- 2024 as per the implementation matrix

annexed to the(MTn).

32.Hon.Chairperson,theimplementationoftheStrategywill
involve Ministries, Departments and Agencies; the Legislature,

Judiciary; CountY Governments; P

development Partners.

l0

rivate sector PlaYers and



IV CLUStON

thank you once again, Hon. Chairperson and Hon.
for giving us this opportunity to engage with you on24 Budget policy Statement and the Medium-Term

support the Committee
wh lled upon during this approval process.

Ro JUGUNA S. NDUNG'U, CBS
sEc

uary 2024

33.

Me
the

e Strategy. We remain avaitable to

a
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ANNEX II

Commission on Revenue Allocation
Prornoting and Equitable Societg

SUBMISSIONS ON THE 2024 MEDIUM TERM DEBT MANAGEMENT STRATEGY

Issue Recommendation

I: Background to Medium Terrn Debt Strategy
Inconsistent figures ofthe public debt
stock between the zoz4 MTDS and
the zoz4 BPS

The MTDS provides the debt stock as at end of June
2o23 as Ksh. ro,z78.7billion, comprising of Ksh.5,446.6
billion in external debt and Ksh.4,83z.r billion in
domestic debt.
The BPS provides the debt stock as at end ofJune zoz3
as Ksh.ro,r89.5 billion, comprising Ksh.5,357.4 billion
in external debt and Ksh.4,8gz.r billion in domestic debt

a

a

Paragraph 14 Paragraph 14 gives the stock of
domestic debt as Ksh. 4,832.r billion
and External Debt IGh.5,446.5
billion. These are inconsistent with
the figure of IGh. 4,74r.9 billion and
Ksh.S,349.r billion, respectively given
in Table 1 on page 4

Harmonise the two figures and also harmonise with
figures presented in the BPS zoz4 on external debt
indicated at Ksh. S,3SZ.4 billion

a

Page 1 of 2
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Paragraph/
Section

Paragraph rr,14



Paragraph 17 The figure of pre-1997 government
loans of Ksh. r7.8 billion is always
acknowledged in the current and
previous MTDS. However no
explanation is provided on why it has
never been paid

MTDS should provide an explanation of the pre-r997
government loans of Ksh. rZ.B billion and why this loan
is still outstanding

a

V: Debt Sustainabili ls
Paragraph 5z and
Table rz

Debt sustainability analysis Section 6 of the Public Finance Management
(Amendment) Act 2C.29, amended the debt
sustainability thresholds to 55 percent in PV terms with
a compliance period of not later than five years from r7ft
October 2o23-the date of coming into force of the Act.
The national government is required only in exceptional
circumstances to exceed the threshold by not more than
five per cent.
The MTDS notes that the PV of debt to GDP ratio is
projected at 56.9% in zoz8. This is above the 55 percent
benchmark And therefore against the PFMA
(Amendment Act 2o2

a

a

Page 2 ol 2



ANNEX III

COMMISSION ON REVENUE ALLOCATION
Promoting an Equitable Society

SUBMISSION ON THE MEDIUM-TERM REVENUE STRATEGY FOR F"f 2024/25 - 2026/27

Paragraph/
Section

Issue Recommendation

Non-recognition of Commission
on Revenue Allocation as key
stakeholder in overseeing
implementation and evaluation
ofthe strategy

. Commission on Revenue Allocation to be included as

a key actor in overseeing implementation and
evaluation of the Medium-Term Revenue Strategy

Rationale:
. Article z16 (g) (b) - The mandate to define and

enhance the revenue source of the national and
county governments

Roles and responsibilities :

. to review laws touching on revenue sharing and
financial matters as per Article zo5

. The Commission to review the new sources of
revenue and revenue enhancement strategies.

Page 1 of 1

\/
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MemorandumtothesenateCommittceonFinanceandBudgctontheBudgetPolicy
Statemcnt 2024

Submitted on February 21,2024

Contact Petson:

Dr. Abraham Rugo Muriu.

Counry Manager, IBP KenYa

Email: arugo@intemationalbudget'org

Mobile: +254721431083

Introduction
ThelnternationalBudgetPartnelshiPKenya(IBPKenya)isaI(enyannon-profitotganizatton
working to advance Uanspafency, accountabiJity, participation' and equity in national and county

b,rdg.tirg processes. The International Budget Partnerslrrp Kenya's (IBP Kenya) work is focused on

.t .rrgtt ori.rg the impact of civil society advocacy and citizens on budget policies and outcomes at

bot} levels of governance in Kenya. Through deep and sustained engagement' the IBP Kenya provides

support to UJa experrise and skills of civil society actors and citizens involved in budget advocacy '

citizen advocacy, generation of evidence, technical assistance, leaming, and networkin g are all integtal

comPonents of IBP KenYa's work'

The Budget Policy Statement @PS) is arguably one of the most imPortant budget documents released

by the national government each financial year. The BPS contains a broad exposition of the national

gou.--.ot,s policy priorities over the medium term and defines its fiscal and monetary stance in

relation to these priorities. The BPS also begins to define the budget for the comrn g ftnancinl year'

particularly with regards to what the government exPects to allocate in expenditure to different sectors

,rrd ho- ii a*p..t, to finance thi. e*penditure. Furthermore, the BPS speaks to the how devolution

asasystemoffunctioningorsoftwareforgovetnmentwillplayoutovefthemediumtetm.Int}ris
;;r;.:,, the BpS i. ,.-.i"1 precursor to the successful and equitable delivery of public services at the

national and county level, particularly to the extent that it sets out the overall revenue sharing

framework berween both levels of government'

The submissions contained in this memotandum seck to provide considerations for the comm-rttee

to make in deliberation of the Budget Policy Statement of 2024'
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Devolution as a System of Government

chapter 11 of the constitution of Kenya focuses on the structure of devolved govemment ln

Kenya. Followed closely by chapter 12 that focuses on how public Enances will be managed'

Devolution is mainly govemed by these two chapters toSether with other laws that have been

passed to smoothen the implementation of the Constitution'

Devolution as the system of govemment for Kenya informs the organizing of policy, politics

and adminisration of public services'

fughts of I(enyans established in chapter 4 @ill of fughts). The responsibility of delivering

thJse rights is distdbuted berween a National and 47 County Governments through thet

respective MDAs'
Schedule 4 of the Constitution frrrther speaks to devolution and focuses on the functions that

need to be performed by either level of govemment. Each level is to be allocated funds based

on their functions: Tinance follows fttnctions'

o Notably, Health is a devolved function with aspects of policy and standards tesiding

with the national govemment. I-lowever, some asPects of the health function are sdll

beingperformedbythenationalgovefnment.exmaple:CHPsasanexmapleor
national govemment imPosition'

o In the Agricultural sector, simi-larly to health, some functions temain at the national

level.Howevef,wenotethatthefundingtotheAgriculrure,RuralandUrban
Development sector is proposed to have a reduction of 70o/o of its budget compared

totheapprovedestimatesoftheFY2O23/24.|nparticular,cropdevelopmentand
management has a reduction of 33o/o of the budget'

a) Expenditurc and Budgct Financing

2. Theproposed budget fot 2024/25 shows a larger increase to the consolidatcd Fund

Scrvices(CFS)whiletheadditionalallocationstocountygovernmentsandnational
governments remain relatively small'

fhe BPS 2024 proposes a 4o/o rise in total govemment expendirure of KES 162 billion, increasing

expenditute ftom KES 3.98 trillion as approved tn2o23/24 to KES 4'14 trillion n the2024 BPS' The

pro,".t"d 1070 inctease of KES 109.5 biltion is heavily driven by a rise in ptoposed expenditure on

the consolidated fund services, which houses debt servicing expenditures and pensions' In comparison

to the total allocation, national Sovelnment expendirure is expected to increase by Zoh s{ES 46 '99

bill-ion) in comparison to the allocati on for 2023 /24, a mere' This difference in allocation between

I
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CFS and naional govemment expendirure highlights the increasing Pressure that debt

repaymeflts ate placing on the delivery of public services.

Approved Variation

2023/24 2024 /2s Absolutc Pcrcentage

Execulive 2,400,067 2,438,939 38,872 2,^

Parliament 40,742 41,623 881 2"k

Judiciary 22,784 23,690 906 4"

National Govemment Kshs 2,464,47 4 2,577,464 46,990 20k

Consolidacd Fund Services I ,13 1 ,650 1,241,152 109502 100

Counw Govemrnent 385,425 391,117 5,693 lYo

3,987,549 4,143,732 162,783 4y"

BPS Proiection

Source: BPS 2024

The BPS of 2024 also highlights a very slight 5.69 billion increase in allocations to county governments

equivalent to 7oh of the 2023/24 allocation. County governments to PL^y ^ 
central role in the delivery

of public services in Kenya, following the devolution of governance and Public Frnance oudined in its

constitution of 2010. Therefore, telauvely low allocations to county governments will affect tlle

ddivery of devolved services such as health agriculture and watet for Kenyans across the country.

Expenditure Allocations FY 2024/25 in Comparison with FY 2023/24

se n'lce

70%

60%

50%

40%

30%

20%

t0%

o%

60% 59y"

to9;28%

I 70% g%

7vo 7% 7% 7% rI
Executive Parliament J udiciary ConsolidatedFunds CountyGovernment

Services

r Approved Sudget Fy 2023/24 l% o! Total Expenditure) r BPS 2024 projections (% of Total Expenditure)

Recommendation: To ensure t}re continued and e ffect-ive deLivery of services at the national and

sub-national level we recommend the national treasury devise ways to service debt obligations in a

manner that enables more substantial additional allocations to national and county govemments.

lnternationa!
Budeet
Part"nership
Kenya

Total Govemment Kshs.
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l] I:"a:T.rformance in revenue is affecting county disbursements and throws into

doubt revenuc projections forFY 2024/25'

The BpS 2023 marked the begrnning of an aggressive tevenue mobilization plan by national

govemment under its Frs.al corrsid^ti* progrr-. This saw the introductio n of t rzft of tax mcasures

asoutlinedby&eFinanceActof2024,andmajortaxpolicyreformsasseen.theNationall.axPolicy
andMedlum-TermRevenueSuategyFY2024/25.2026/2TThetaxreformsintroducedinFY
2023 /24sought to raise KES 2.571tdltonin ordinary revenue, a significant 26oh'rnctease over the

Fy 2022/23 target of KES 2'041 trillion'

so far, the nauonal government has struggled to meet this ambitious revenue targct' Between July and

November 2023, thegovemment had only raised KES 0'879 trillion against its goal of KES 0'977

trillionovcrthesameperiod-a10%deviationofKES0.0g8bil[on.\Vhi]ethecollectionsto
November mark an increase over the collection at t}e same dme last year' t]le underpetformance is a

causeforconcern.ofthisundercollectionofKEsg8billion,KE,ST6billionwasnotcollectedfrom
income tax, which missed its target by 17oh'

Nov-22
l'rl. Act.Target

Ksh. Billion

786.50 977.10 87ti.90 98.20

%

-10%

54.90 68.80 56.20 t2.60 -18%

108.90
Excise du

342.s0
Income lax

VAT 222.10

5 8.10
Olher Revenue

a tio n I n Id 107.30
2 M In ts tcn il ro rr

Road Dcvclo ment l,c 16.80

3.30
3.Ilxtern al (i ran ts

897.10

133.10 I16.10 (17.10) -L3%

380.40 (76.6E -t7%

263.90 266.t0 2.20

54.30 60. l0 5.80 7r%

t 33.20 t32.70 (0.s0) o%

14.20 (0.4!) -3%

6.50 4.90 ( l .60) -25%

I,l16.70 I 16.40 (r0!4) -9%

Nov-23

.lotrrv: BPS 2024

Exuapolaungt}risperformancetothercstofthefinancialyeat,thatis,tevenuccol]ectionofKES
175.5bi]lionpetmonth,tlrenationalgovefnment.,.,.,p...tocollect2'l0gtrillionbyJune30'h,
missing its target for the Fy 2023 /24\y 187o. \x&ren the national Sovernment is unable to collect

targeted revenue, this affects the avarlability of funds fot disbursement to counties' Accordingly' the

BPS2oz4showst}ratthedisbursementtocountiesbetweenJuneandNovember2023wasbelowthe
targeted amount by I(ES 62'8 bill-ion or 36'9ok'

Aside from the effects of this underperformance on the size of the annual budget deficit (ad&essed

in the section below), this under perfotmance reflects badly on the targeted levenue collecuon over

the medium term. In Fy 2024/;5,the national govemment plans to collect KES 2'948 trillion in

DeviationPrcl. Act.

Rcvcnucl.()rd

457.00

t3.70

ExtcrnaldincluucRcvcnTotal
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ordtnary revenue. The target is a 75o/o increase ovet the targeted revenue collection in 2023 /24

equirrderrt to KES 377 billion. worryingly, 33% of this increase is expected to come from income tax

revenue - the same revenue source heavily undelpetforming in trY 2023 /24 as of Nov' 2023''tltts

suggests *rat the basis for tlre revenue proiecrion for FY 2024 / 25 deviates from the cufrent revenue

p.rior-r.ra.. This begs the question: What is the true basis for the revenue pro)ections over the

medium telm?

2022/23 2023/24 2024/2s

Prcl. Act

Budget

Estimates BPS 2024 Vat

IGh. Billion %

TOTAL RE\rENUE 2,367 2,986 3,435 449 15"/.

Ordinary Revenuc 2,047 2,571 2,948 377 150

Income Tax 942 1,,199 1,,326 1,27 11o/o

I ort duty 130 1,73 1,5"k

Excise duty 265 101 140h

Value Add 550 tu) 805 101 14o/o

]nvestrnent 41 JJ 40 1 21"k

O ther 1,13 110 178 6t] 620/o

Ministcrial APProPrlatil 474 487 73 18ol'

Some: BPS 2024

Recommendatron: Given thc underperforrnance in tax revenue collection as of Nov' 2023'

particulady otl income tax, the National Treasury should clarify the basis upon which the targeted

revenue collection has been increased by 75o/o in the FY 2024/25. This is in recognition of the fact

that periodic underperformance in revenue affects the available of revenue fot disbursement to

.o.rrrt., as intendeJ through the equitable share. Furthermore, t1,e govemment should indicate how

the proposed tneasures in the Medium-Term Revenue strategy for FY2024/25 will in reality increase

ordinary rev,etue collections, given the unsatisfactory impact of the Finance Act 2023 measures on

tax revenue so far.

Overall Sector Ceilings

The2024BPshasprovidedbudgetceilingst]ratallsectorWorkrnggfouPsand
Ministrres/DePartments/ASenciesQ{DAs)anticipatepreparingtheirbudgetsfrom.Themaximum
budget cap h^s incr"as.d from KShs. 2.25 rilltonlnFY 2023/24 to KShs' 2'51 trillion :trrlFY 2024/25'

Notably, tl-rc Education and Energy, Infrastructure and ICT sectors received the highest budget

allocation of KShs. 667.5 billion and KShs. 505.7 billion respectively, and the Social Protection'

1,99 26

353 4u

379
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culrure and Recreation and General Economic and Commercial Affairs sectors teceived the lowest

allocations of KShs. 72.2billton and KShs. 56.7 billion respectively.

sectoral BudSet celin8i FY 2024'/25 {(shs 8n)

II I
Source:20248P5

A comparison berween 2023 and 2024 btdget ceilings shows that all ministries' with the exception of

Health, had a significant increment in the ptoposed budget allocations' Such increments may have a

positive impact as far as implementation of development proiects and service delivery are concerned

tr, .^., increase the risk of frscal deficit and unsustainable debt accumulation'

'Budget Ceilings 2023 /24','Budget Ceilings 2024125' by'Ministry'
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4. The BPS 2024 proposes increased allocation to the National Security and PAIR

sectofs, while social sectors such as social protection, education and ARUD are seeing

decteases.

ItisimPortanttonotethattherewasaPercentageincreaseintheproposedal]ocationsmadeto
National security and PAIR sectors of 23oh and 77 ok in the allocations of IrY 2023 / 24 from those in

Fy 2024 /25. However, the BPs of 2024 ProPoses a decrease in allocation to social sectors in FY

2024 / 25. This includes a 7oh cut to the SPCR sector of Ksh. 652 million, a 3o/o cttt to Education of

Kshs. 23 billion and a 7Oo/o cutto agriculture of Ksh' 10'2 billion'

Change in Allocations From FY 2024125 Compared to F\ 2023/24

25%
National Security, 23%

20%
PAtR,77%

t5%

LO%
Health, 6%

PWNR,2%

5%

PCR, -!%

0%

-5% Etlcf , -4%

Education, -3% f:JLo, -7%

ARUD, -10%

15%

-20%

GECA, -22yo

-25%

Source:20248P5

Notably, these are sectors for which the functions of government are shared by both national and

county goverflment such that the finance that tley both input into the delivery of these service is

.o.pliri"rr,"ry. Therefore, if less funds flow into the sectot from either level of government, there

-"yi. ^ grc.ter financing or service delivery requirement on the othet level of government - this

case counucs
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Recommendation: 'I o ensure the national govemment does not divest significant from social sectors

for which the functions of both levels of government ate shared/complementary'

Pending bills as an impediment to service delivery

Pending bills are unsettled financial obligations that arise when counties fail to setde invoice amounts

for goods and sen ices properly procured, delivered, or rendered at the end of a financial year'

5. County govemment pending bills data'

As at 30,h septembef 2023 Counses teported accumulatcd pending bills amounting to Kshs 163'2

billion as per the Office of the ConUoller of Budget. In relative terms, this amounts to 43o/o of the

county equitable share.

.Ihegraphbelowshowshowpendingbil]shavebeenaccumulatedbythecoundesovetdme.

Overall Trend of Pendin,8,*Hil*:,,the start of devolution
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Although, there have been numerous interventions aimed at verifring and setding pending invoices in

counries The accumulation of pending bills in counties has been increasing since the advent of

devolution, w.ith some extending all th. *ry back to the defunct local government' So, what makes

up these Pending bills?

Recurtent and Development Pending bills expenditure

180

150

o 740

o rzo

5 roo
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0

I
32.54

28.06

I I
I

88.00

22.97
2 5.8s11.53 
-2019 2020

Financial Year (FY)

2022 2023

I
732.22

28.67

80.36

2018

t-ry
10.45

2076

-2y
12.62

2027

l,,'
11.56

2077

22.71
9.2t

2015

! Recurrent Expenditure ! Oevelopment Expenditure

Since the beginning of devolution, development expenditure has seen the highest proportion of

unsettled debts, accounting for 44oh, whiefeculrent expenditure accounts for 560/o of all pending bills

ever accrued bY CountY Sovemments'

\X/hile both recuring and development expend'itures are necessary for effective service delivery within

counties. According to the BPS 2024, cowty govemments owe money to several pension funds such

as the Local Authorities Provident Fund (I-APFUND), Local Autlorities Pension Trust

(I-APTRUSD, and County Pension Fund (CPF DC), which belong to county employees who are at

risk of retiring without a pension. In I(enya, late remittance of pension deductions is punished at the

rate of So/oof the outstandrng amount for each month that the total remains unpaid'

$ccording to the oAG, a National Treasury circular found that the county execudve owed several

p.,,,io,, ,y.,u-, a total of Ksh s. 34,552.943 x of 2019. There was no legitimate cause for the failure

to ,.ttl. the outstanding debts as fust chatge for the 2020/2027 financtal year'

6, Pending bills impact on service delivery

130.84
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Areas owed to suppl-iets of goods and sen'ices and contractors is the largest pending bills for county

govefnments. when a aorr*a,o, does not receive payments, it means the contract is no executed'

When bills remain unresolved for too long, investors' confidence is eroded and the counties may lose

reliable suppliers and contractors. This could translate into a stalled or delayed proiect which goes a

long way to d".ryirrg sel-t ice delivery to the citizenry. It is important to note that some of these services

^re 
.ss"r,ti^l to the public. For example, 1n Fy 2022/23 in a counties accumulated pending bills on

services such as Early childhood Education and others were related to KEMSA as reported by the

OAG in FY 2021.

Due to rising pending bills and areas in both county and national Sovernment, some county

governments, functions are barely being rendered due to huge amounts of pending bills which

continue to accrue. The provision of essential services suffers when county govemments zre

overburdened with debt r.fryln.rr, due to ctowding out effect of tesources meant to deliver services'

But most importantly, second pend.ing bills is as a result of unsettled statutory deductions' These

pending bills belong to the Kenyan men and women who served rliligendy in public service but then

are langurshing in poverty. This has led them into bankruptcy or causes a high probabiJity of defaulting

or, lo"i r"pryrn..r,.. public servants form a very crucial part of service delivery and when they are

working in such an cnvuonment then it demorahzes them which in the long run could lead to poor

serviccs.

Kenya

on business and tax collection (national and county7. Pcnding bills imPact

govcrnmcnts)

Notably, govcrnment's ability to run is pred^icated on fees and licenses of business and so it basically

enablcs citizens to pursue income generation in order to remit taxes' As a result, when such eligible

pending bills are not settled on time it delays revenues to both county and national govemments due

to some businesses being unable to run due to the pending bills' More and timely tevenues to counties

means services are deliveted efficiently a'which leads to socioeconomic growth overall due to restored

liquidity and stimulation of the private sector and creation of iobs'

Recommcndations.

Some of the pending bills accrued by county govemments are as result of non-consideration of cash

brought forward from previous financial years which then impties a deficit budget that eventually leads

to unlplanned pending bills at the end of the financial year. For instance, in Isiolo county budgeted for

Kshs.1.07 billion as cash brought forward from FY 2021 /22. However, a cash balance of KShs'84'38

million from FY 2021 /22 was reported'

Counties should prepare budgets with correct opening balance amounts and qrith respective

expenditures ,o .rr.rr" a balanced budget and avoid unplanned pending bills'
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Change of county administrations has led to delayed settlement of pending bills due to the tequirement

to undertake a verihcation Pfocess. In some cases, political interference and refusal by successive

govemments to honor obligations. The delays of settlement of tlese pending bills is a risk to county

f,ro;..ts which gets delayed or completely abandoned at some point bring issues of poor se^'ice

delivery. our recommendatjon is that a Public Sector Accounting Board (?SAB) should provide

adequate documentation of pending bills and assets which will facilitate the smooth handover between

county Sovemment regimes.

pending bills have been highlighted severally by the ocoB as a challenge to effective budget

execution. There have been negative consequences associated with pendrng bills such as litigation and

loss of trust in government. Delay and accumulation of pending bills means most of the county

servrces are not budgeted or given prioriry due to t}e prioritizing of setdement of pending bills ' There

has been an untimely approval of supplementary budget estimates to adoPt prior year pending bills in

the current budget Leading to Payment delays. Counties should ensure tlrat the procure plans align

with the disbursement of funds and the exPected revenuc targets' Additionally' they should adhere to

the preparation of credible budgets with realistic revenue targets'

A couplc of interventions have been made by the Of6ce of the Controller of Budget, IBEC and Office

of the Auditor General to ensure that pending bills ate verified and only eligrble bills are setded' To

be fair the verification of pending bi]Is committee tn FY 2021 /22 came uP wit-h a breakdown of

el-igible and ineligible pend"ing bills. From this point on, counties were to PrePare Payment plans of

pending bills The accuracy and comPleteness of t1re pending accounts payable is a question that needs

close monitoring to ensute that unauthorized and unsupported expenditures are not part of the

pending bils. fni. calls for &ansparency and accountability of the pending bills and County

go.,.-L.r,, to settle eligible pending bills as a first charge as tcquired by the PFM (County

Govemmens) 2015.
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Submissions on The Budget Policy Statement2024 and Medium Term Debt Management strategy zo24
Pursuant to the call for public participation and submissions to the National Treasury on LSth February 2024, the tbllowing arc
submissions by The Institute for Social Accounubility (TISA) towards the draft Budger policy statemenr (Bps) 2024 lor the M,I'DMSIT
2024l2o2s to 2026/2027 budget. The submission reviews the draft BPS based on the need for prudence, rransparency, accou.tability,
and public participation in the management of Kenya's public finance and fiscal priorities and policy goals. we recommend the tax policics
and measures proposed in ensuring tax compliance. Howeve6 a number ofconcerns emerged from the BpS 2024.

rffI

o BPS suggests that economic vibrancy has started
with a projected growth of 5.5% in ZO24 -
supported by a broad-based private sector
growth.
Howeve4 we hold the position that the economic
vibrancy that the Treasury alludes to have
started has not been felt on the ground.
Despite the assumption that economic growth
will be supported by broad-based private sector
growth, we take note of various private entities
that have issued profit warning while others
have closed their operations in Kenya.

Whereas this projected growth is within
the IMF World Econornic Outlook's
prolections and above the SSA and the
global projection, ther.e is need for thc
government to come to the reality that:

1. The llew taxes introduced in thc
Financc Act 2023 had and
continues to have rnore negative
impact on the econorny and
households,

2, The closing of rnany
manufacturing firms begs the
question of whether the

a

a

Paragraph 3 and Table 2.1: Domestic
economic growth - vibrancy, broad-
based private sector growth

/

Section olBPSZO24 ISSUE OF CONCERN



o At the same time, the Federation of Kenya
Employers IFKEJ also showed there is massive
job losses in the private sectoL 70,000 jobs,

because of new taxation measures.

assumes to be conductin ublic artici ation
BPS highlights that tlre riovernment is yet to
complete transfer of all functions

counties and

government is committed to
supporting the manufacturing
sector.

3. The rising cost of electricity
tariffs as well as 1670 VAf levy on
petroleum products remains a

major area of concern for'
Ken ans a !4_1!y9$S19 3t_!g1€r.

The government should ensure that
public consultations are conducted
transparently and inclusive - giving
clear and timely infonnation and
actively seeking input from all
I(enyans.
Ensure that the outcome of every
consultation is informed by and
reflect the views of thc citizens - this
would ensule that citizens' view
count in every government initiative
and where they say r)0, thc
government shor.rld respc,ct I(enyan's
opinions.
Ensure that public participation is
conducted in line with ideals of the
2010 Constitution

a 1

a

a

2

a

3

1. Expedite conrpletion of all functions
co nstitutionallv carmarked to
counties and ensure increased

Paragraph 118: Strengthening
leadership accountability

Paragraph
devolution

Section ofBPS 2024 ISSUE OF CONCERN TISARECO oNs I

a

constitutionall earrnarked to

BPS alludes that the government has been
engaging public participation in decision-
making processes through public consultations
and other forums for citizens to engage and hold
the government accountable.
This is not entirely true as has been witnessed in
the areas ofFinance Act 2023, particularly on the
housing levy', change in the higher education
funding model, requirement for all government
services to paid through e-Citizen, and even the
current change of NHIF to SHIF.

In the instances where public participation was
allegedly done, citizens' views were not
adequately reflected.
Also, we have seen instances where the
government rushes to implement some
initiatives - housing levy - and then when
cornered due to inability to follow the law, now

1.19: Strengthening

TISA Submissions on BPS 2024 & MTDS 2024



. BPS proiect ordinary revenue targets for the Fy

all ocation of funds to counties in line

2. Parliament needs to ensure that
revcnue projections arc inforr-ned by
econornic tundamentals.

3. The treasury nc,eds to take a holistic
approach of revenue trends over thc
ycars backed by uracro-economic
data and whcn ltro.jecting r.cvenue
targets.

4. To eusulc' the r.calization of rcvcnue
ta rgets:

5. KRA necds ro levc.ragc on sirnplifiecl
tax sys[elns :lnd solutions that
support integration of taxpayer
infbrmation and b usincsses,
activities into thc systcm.

6. Ensure tax cornpliance not by
writing to banks to withhold any
taxpayers' immediate payments
fuom clients as the first solution but

__ !fsuppSf!Ug.glg\,/!!r of businesses

2024/25 to increase by l5o/o (377 billion), from
Ksh. 2.571 trillion inFy 2023/24 to Ksh: 2.948
trillion inFY 2024/25.

Revenue ro ections 2022 23 - 2025 26
'2025 26

3,294.2

**Figures are in billions (Ksh.)
o A trend analysis of revenue performance is

important to inform modest projection. Up to the
period of November 2023 for Fy ZO23/24,
ordinary revenue performance stood at ksh.
878.9 billion against a rarger of Ksh. 977.1
billion, representing a shortfall of Ksh. 98.1
billion.

amework for ensuring that SOEs
carrying out devolved functions adhere to the
principles of devolution and governance.
Our concern, however; is the
devolution as a Public Administration function of
the Executive wing of the government.
We hold that devolution should be the engine
and structure that drives our governance and
allocation of finances when it comes to

a

o

develop a fr

bud etin

treatment of

Paragraph 274 and
Revenue performance
revenue projections

Table 2.5b,
and realistic

Revenue 2022/23 2023 /24 2024 /2s
Total
revenue + A-
I.A

2,+7A.6 3,070.6 3,435.0 3,833.1

Ordinary
revenue

2,L45.4 2,624.6

TISA Submissions on BpS 2OZ4 & MTDS 2024

with the principles of devolution.

ISSUE OF CONCERN
,of BPS 2024

2,948.7



Paragraph 275 and table 2.5b
Expenditure proj ections

Section ofBPS 2024 ISSUE OF CONCERN TISA co

TISA Submissions on BpS 2024 & MTDS 2024

a Nearly all b
short of the

Ex enditure ro

x*Figures are in billions

o Calls have also been made

road tax categories except VAT fel
respective targets during the period

ections 2022 23 - 2025 26

through establishing
clearing tax clues.

timeline of

a

under review.
We are majorly concerned that unrealistic
revenue projections have greatly contributed to
the accumulation of debt mid-way the financial
yeac owing to inability to reach venue targets to
meet expenditures. This has continued to result
in flawed fiscal deficit.
BPS projects expenditure to grow to Ksh. 4.188
trillion for FY 2024/Z5compared to a proiection
of Ksh. 3.902 trillion inFy 2023/24.

1. Rationalize expenditure to ensure
that public expenditure grows at the
same rate as public revenue to
reduce concerns with huge budget
deficits.

2. There is neecl to implement budget
rnonitoring to establish budget
absorption anc.l utilization rates
performance as this would help in
ensuring that expenditure
projections are within the MDAs,
capacity to implement. This would
reducc thc problems of budget
deficits.

o The trends indicate that Kenya,s expenditure
proiections have always been on the rise despite
numerous calls to cut spending _ particularly
around wage bill, unnecessary travels, and on
other unproductive projects.

r Looking at the projections for Fy 2024/25,total
expenditure is expected to grow by 4olo.

for/to the Treasury
enditures are within

Expenditure 2022/23 2023/24 2024/25
Tota I 3,366.6 4,1-88.2
Recurrent
Development

2,367.7
560.5

2,7 60.1
7L7.8

County
transfe r
Contingency
fund

2.0

436.3

1-.2

423.9

5.0

446.L

2,859.3
877 .B

2025 '26

5.0

452.9

4,5 5 3.0

3,026.5
7,068.7

la nn in team to ensure ex

3,902.9
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fis c

revenue projections to reduce challenges of
al deficits.

Paragraph 216 and table 2.5b
financing

Deficit

External Domestic Total

Section ofBPS2O24 TI

TISA Submissions on BpS 2024 & MTDS 2024

a BPS highlights thar deficit (including grants) is
projected at Ksh. 703.9 billion in Fy Z0Z4/25
compared to the projected fiscal deficit of Ksh.
785.0 billion inFY 2023/24.
External financing and internal financing are
projected at Ksh. 326.1 billion (1.80/o of GDpJ and
Ksh, 377.7 billion 2.lo/o of GDP

. The government revised the fiscal deficit fiom
Ksh. 718 billion to Ksh. 785 billion in the
supplementary budget I for Fy ZOZ3/24.

. Going by the trends in the previous fiscal years,
including the current Fy ZOZ3/24, we are
concerned with the fiscal deficit that is usually
revised upwards in the supplementary budgets.

. The COB report forFY 2022/23 highlighted thar
interest payments on domestic debt were 3-
times (Ksh. 527.93 billion) higher than inrerest
payments on exrernal debt (Ksh. 154.94 billion),
suggesting how expensive domestic debt is to
the economy.

for FY 2022 23

. gou..rrn"r,t *"0, to ,.trunf, l1. Th

a

about considering higher domestic
borrowing, which rnay crowd out
private businesses.

2. Prior to taking tnorc loans fbl.
developrnent proiects, thc
government needs to take stock of all
debt-funded projL'cts and know their
payment status, and in case of
misappropriations, thosc
responsible bc brought to book.

3. 'fhere is nc'ed fbr increased clebt
transparcncy a ncl accountability
whcre cvcly borr.owing is ticcl to
dcveloprnenI projects that can bc
tracked ovcr.project lif'etirne and not
fbr recurrent expenditure.

4. lrnplemcnt PFM Act of 2012 tr_r thc
latter ;rnd adhcrc to Articlc 201 of
the Constitution.

5. therc is a nced fbr a cornpr.ehensive
accounting fbr. all public clebts in
Kenya to know its ilccuracy.

Fiscal deficit 2022/23 2023 /24 2024/2s 202s/?6
Total deficit 846.2 785.0 703.9
Net external
Net internal

362.2
422.7

326.1.

377.7

666.7
103.7
563.0

Public debt servicin
Public debt servicin

ISSUE OF CONCERN

362.7
483.6

**Figures in billions



Principal redemptions 234.51 467.69
Interest payments 154.94 527 .93
Total 389.45 995.62

Paragraph 27, 260, and Table 3.2
Healthcare

With the plans to LJ provide fully public financed
primary health care system, 2J set up a fund for
improving health facilities, and 3) set up an
Emergency Medical Treatment Fu
SHIF for all in line with the Const

O

nd through
itution, one

ISSUE OF CONCERN TI

TISA Submissions on BpS 2024 & MTDS 2024

702.2
682.87
1,385.07

Source: COB NGBIRR 2023
r The implication of this is that domestic

borrowing would result in a crowd-out effect,
locking out the private sector from accessing
funds for business activities.

. Going with the latest COB report on the national
government implementation budget findings,
we are concerned that the county has had
instances where public borrowings do not end
up financing development needs that were
previously envisioned, as in the case of the
Eurobonds, where oversight reports could not
trace their utilization by MDAs.

o Our concern also lies in the fact that each budget
deficit contributes to the accumulation of public
debt. This is particularly troubling given the
acknowledged deficiency in our country,s ahility
to maintain an accurate and comprehensive debt
register. The existence of conflicting debt figures
from the National Treasury [NT) and the Central
Bank of Kenya (CBK) further compounds this
lssue,
mana

creating uncertainty and challenges in
tn our national debt effectivel

1. Ensure that planned changer * ril-]
health scctor, particularly fr.onr NHIF
to SHIF, prioritizc 70% of health
disbursements to public health

providers. This

Section ofBPS2OZ4

facilities and service



TISA Submissions on BPS 2024 & MTDS 2024

would have expected the budget allocation for
the health sector to ou sl nificantl

Health 2923/24 2024/2s
Total bud et 138,845.9 t47,599.8 755,507.7
o/o of national bud et 5.7 1,o/o

202s z6

5.88% 5.690/o
+*Figures are in billions

would help in enhancing the capacity
of public health institutions to cater.
for the growing poputation.

2. Prioritize accountability
mechanisnts in thc disbut-sement
and utilization of SHIF once it is fully
reconfigured fiom N HIF.

3. Sector players to dialogue to end
accountability and transparency
concerns around moving fiom NHIF
rnodel to SHIF nrodel of health
financing, cquity, ancl service
delivery.

4. The BPS should be infbrrned by the
sector rcports to allocate rL.sources
to different critical scctors such as
hcalth.

1. Speed up rolling our ofthis e-Gp and
intertacc it with IFMIS for cnhanceti
accounta bility in public spending,
pending bills, and pr.ocurement
procL'sse:j.

r This is even with the evidence that Kenya,s
health sector allocation has always been below
the recommended 150/o of the nationat budget by
the AU and the Abuja declaration, international
instruments that Kenya has ratified.

. Whereas there is an increase in budget for the
health sector from Kshs 138.g billion in Fy
2023/2024 to Kshs. 147.6 billion in2024/ZOZS,
this doesn't match the recommendation of the
2023 Health Sector Report which estimatecl that
the sector required an estimate of Kshs.371.B
billi on.

We welcome the efforts to improve efficiency
and ensure value for money through rolling out
of an end-to-end e-Government procurement (e-
GP) system to the National and County
Governments in the FY ZO24lZS where all public
procurement and assets disposal transactions
will be undertaken online, and that the e-Gp will
be interfaced with the IFMIS to process
payments of contracted suppliers.
It is in our view that if this move is done we[ and

aaragraph 183: Expenditure reformsP

a

ets ade uate olitical ood will, would address

Section ofBPS 2024 ISSUE OF CONCERN
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challenges related to pending bills i
well as the elusive challenge of p
recorded within affirmative action fu

n Kenya, as

oor uptake
nds such as

AGP0 amo others. -

E E ISection ofBPS 2024 ISSUE OF CONCERN
I
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l. We note that the MTDS comes at a time when it is very clear that the govemment is
borrowing from multilateral institutions and from the commercial markets (domestic and
foreign) primarily to meet the debt obligations. This is a clear indication that our debt is not
sustainable, and it is time for a rethink ofhow we go about sourcing, investing, and repaying
debt. The MTDS projects principles include the fact that we shall invest in longer term loans,
lowest interest rate and so on yet the recent Eurobond and infrastructure bonds floated point to
very high rates. To begin with, the interest rates on the Eurobond are the highest in sub-saharan
Africa so far. It is especially concerning to see the use of funds underwritten for the bond, and
if we are to draw lessons.

2. The National Treasury should contemplate actively pursuing debt restructuring
initiatives in both the short and medium term to mitigate the current trend of rising interesi
rates' The government should also put in debt restructuring efforts focused on current
expensive loans, whose fiscal risk is high.

3. There is a notable improvement in the domestic debt maturity profiles. Debt with
maturity of less than l-year decreases from l9.5YoinDec2022to 16.7%o in June 2023 and
those with maturity of 4 - 5 years increases from 8.7o/o to 16.\oh. This needs to be scaled up to
minimize the cost of public debt managemenl and borrowing over the long term.

4. A debt-to-GDP ta 70.8%o raises concerns about default risk, potentially affecting
Kenya's ability to borrow at favorable interest rates. This has consistently seen debt servicing
divert resources away from critical investments in basic services like education, and healthcare.
This is also against the IMF program which prescribed 55.0%o target that should be achieved
by 2027. The interest payment as a share of GDP also increased by l.2o/o due to accumulation
of debt and increase in interest rates by Central banks in the domestic and intemational
markets.

5. Section 60: The implementation of growth responsive fiscal consolidation through
broadening of the tax revenue base and rationalizing expenditure to reduce fiscal deficits.
While the anticipated decrease to 3.9%o of GDP is positive, there is room for further
improvement. There is also need for a cost-benefit analysis for the government,s tax
exemptions amounting to nearly 400 billion, especially in light of ongoing fiscal consolidation
efforts.

6. Section 76 - l'lSA welconles tlre decision by treasury to diversif, funding sources bv
incorporating Kenyan Shilling syndicated debt. We are, however. very concerned about the
proposal 1o float domestic bonds u,hich corne at verl high inleresr in foreign currencl'.'lhis
will deal a double blou' to Kenvans in the forrn of deferred laxation. Overall. u,e note the
interest rates lbr the infrastructure bond continue to have a ct'ou,din-9 out effect on other
producers { rrr arr u lactrr rers. farmers and MSMES) uho u,ould be pivotai in supporlins the
expansion of thc tar hflce. Ihis needs rcthirrkinr:.

7. Section 82 - The i "Nationai Treasun' is considering having green and blue bonds as part
bf developnrent financine roing fonvald but needs to give a clear-and deliberate commitnrent
to this. This cotnmitment \vas outlined in the 2023 MTDSP. but it has not been advanced or

Analysis on Key Sections within the MTDMS
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implemented to date. The green bond market offers market offers opportunities for national
and subnational governments to invest in climate change related projects, while contributing
towards climate resilience and sustainable development.

8. Section 83: The government plans to involve the private sector especially in
infrastructure financing through Public-Private Partnerships. We urge that this process follows
the transparency and accountability mechanisms spelt out in the constitution, which have
previously been disregarded.

9. Section 107- We also welcome the move by the National Treasury to develop guidelines
for the operationalization of a sinking fund. The sinking fund will help stem default in times of
economic distress, such as the ongoing global financial crisis, the depreciation of the shilling
as well as the current drought facing most Kenyan counties. We strongly recommend that the
government expedite the implementation of this initiative, as it was part of the commitments
outlined in the 2023 MTDS.

10. Section 1 l0- PFM Act 2012 seeks to establish PDMO within Treasury but with some
degree of autonomy. TISA welcomes the proposal to delegate operational decisions on
borrowing and debt management to the Head of PDMO. TISA looks forward to fast tracking
ofthe development of a Policy, Financial and Administrative Framework within which PDMO
would operate.

I l. Section I I I - TISA equally welcomes the govemment's commitment to expand
coverage in reporting of public debt to include non-guaranteed debt owed by SOEs as this
improves transparency and accountability in public debt management. This will ensure they
are subjected to budgetary oversight reducing the possibilify of poor quantification of
Contingent Liabilities and the possibility of large unplanned expenditures if the guarantee
materializes. Guaranteed debt has been rising over the years closed at Kes l9.02 billion by June
2023 which expose taxpayers to risks ofhefty bailouts in the event ofdefault.

12. We hope the MTDS delves into the question of increased borrowing to repay loans and
thus a deviation from section 15(2)(c) ofthe PFM act which requires public debt to be used for
development. As the government u,orks with the OAG. COB, EAC and parliament to create
proactive plans to improve debt. we rrust ensure transitional .justice for the economic
extraction, abuse and near slaverv to the Kenyan people who continue to pa1, for debt that was
not properly utilized.

Diana (iichengo
Nationtl Coordinator
The Institule for Social Accountabilih
Email: (Dr

CC
l. Chair National Assembll Committee on Finance and National Planning
2. Chair National Assembll'Committee on Budget and Appropriations Committee
l. Chair Senate Committee on Finance and Budgel
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l.O lNTRODUCTION

ICPAK

The 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.

Like many economies worldwide, the Kenyan economy has faced numerous obstacles and difficulties, such as disruptions to global

supply chains brought on by various geopolitical upheavals. Geopolitical threats have increased due to the recent Middle East conflict
between lsrael and Palestine and the Russian Federation's invasion of Ukraine. Any intensification of these disputes might cause
energy costs to skyrocket, which would have larger effects on inflation and global activity.

According to the lMF, other factors include financial strain brought on by high real interest rates, ongoing inflation, China's slower-than-

expected economic growth, increased trade fragmentation, and natural disasters linked to climate change.

Despite the challenging environment, the Kenyan economy is demonstrating resilience with growth performance well above the global

and Sub-Saharan average. According to a report by the World Bank, most economies-advanced as well as developing-are set to
grow more slowly in 2024 and 2025.

The lnstitute reviewed the Draft Budget Policy Statemenl2024 and developed the following submissions for further consideration by

Parliament.

1SUBMISSION ON BPS 2024
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2.0 SUMMARY OF ICPAK SUBMISSION ON BPS 2024

1. lncrease spending to 10% of the total budget.
Currently, allocation to the Agriculture, Rural
and Urban Development sector is projected at
3.5% of total Ministerial expenditure as per the
BPS 2024. This will enhance agriculture's
contribution to GDP as well as export potential
for the country.

2. To enhance productivity, there is need for the
country to gradually move from rain-fed
agriculture by adopting cutting-edge
technologies. These have proven to boost
productivity while enhancing the climate
resilience of food systems in the region.
Precision agriculture is an example of
productivity-enhancing disruptive technologies.

3. Enhance value addition chains and diversify
trading partners across the globe to offer an
opportunity to enhance resilience and supply
new markets for Kenyan farmers.

4. Zero Rate - agro-inputs, Seeds, Machinery,
lrrigation Equipment and farm implements

5. Deploy more Agricultural Extension Officers to
the ratio of 3 per constituency for agro-
produce growing areas.

6. Provide resources for developing soil testing 3
lab centres within agricultural departments per
county and repository of information on results
ma across the nation

It is worth noting that agricultural transformation is critical to
growing the economy and alleviating poverty. Most countries
of the world have achieved tremendous economic Arowth by
modernizing their agricultural sector. Kenya is no exception.
Millions of households depend on agriculture for income and
food security.

The Maputo Declaration stipulates that allocation to the
agriculture sector should be at least 10o/o ol the total Country
budget.

The lnstitute recognizes and appreciates the ongoing
government efforts including provision of subsidized fertilizer
at a cost of Ksh 2,500, increased maize acreage under
production by an extra 200,000 acres and enhanced maize
production by an additional 18 million bags.

1 1.2.1 Agricultural
Transformation
and lnclusive
Growth

Paragraph 13- 16

ICPAK SUBMISSION ON THE BPS 2024

S/NO KEY BUDGET
IUPERATIVES

DISCUSSION & ISSUE OF CONCERN ICPAK RECOIUIMENDATIONS
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7. Establish an information centre on demand for
diverse foods produce, specialty crops and
cash crops across the global markets where
farmers, investors can obtain reliable
information to engage in farming.

8. lncentivize and promote comparative
advantages agricultural output to maximize
productivity based on climatic conditions and
market linkages.

9. Accordingly, there is need for appropriate
policy interventions to promote the growth of
livestock sub-sector.

1. Leverage and utilize technology and data
management to identify potential taxpayers to
design an appropriate mechanism for
registration.

2. Require every legal person issued with a PIN
to keep proper books of account for tax
determination and those with annual turnover
of over Kshs.lSmillion to be subject to audit
and representation bY a tax agent.

3. Enhance Taxpayer morale through
transparency and openness in public

expenditures and efficient service delivery as
these will encourage taxpayers to pay their
taxes.

4. Enhance credit worthiness of sectoral MSMEs
through formalization and taxpayer education.

5. Adopt a simplified, easy to administer non
disruptive taxation system that is easily

aME actors dn taxlowerto SMunde

The lnstitute acknowledges the support given to MSMEs
including establishment of the Financial lnclusion Fund, or the
Hustlers Fund in November 2022 among other interventions.

However, there are two concerns:

1. Kenya has a narrow taxbase with majority of informal
sector players not within the tax net.

2. lt is important to note that the Multiplicity of taxes for
MSMEs might in the long run cripple the sector.
Subjecting their income to County and sectoral
regulatory taxes, fees, levies and compliance
contributions has contributed to over taxation and
dampening of their willingness to comply.

1.2.2
Transforming the
Micro, Small and
Medium
Enterprise
(MSME) Economy

Paragraph '17- 20

2
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Alternative Development Approaches:

1. Parliament should set aside funds for housing.
Funding should not be through the payroll as
the employee is already paying PAYE. As
such, any other deduction on employment
income should not be treated as tax since it
amounts to double taxation.

2. The government ought to pursue more Public-
Private Partnerships (PPPs) where under such
arrangements, the government offers land and
leaves construction and financing to
developers. These approaches will relieve the
government of the responsibility of overseeing
construction and subsequently the burden of
funding huge infrastructure projects such as
housing.

3. As part of leveraging on PPPs, getting to utilize
the climate action funding towards affordable
housing developments. Here, the country can
be able to obtain funding and focus on building
green homes which will further contribute to a
better standard of living for Kenyans.

4. Provide CGT waiver relief for land transaction
uired for affordable housina oses ln

The Finance Act 2023 introduced a sub-clause (31B) to the
Employment Act, 2007, creating the Affordable Housing Levy.
This levy requires a mandatory monthly deduction of 1.5o/o

from the gross monthly salary of every formal employee in both
the private and public sectors in Kenya. ln addition, the levy

mandates employers to match the employee's contribution
with an equal amount, essentially doubling the funds allocated
to affordable housing.

The levy is imposed on gross income whereas PAYE is also
imposed on gross income amounting to double taxation.

1.2.3 Housing and
Settlement

Paragraph 21- 26

ICPAK SUBMISSION ON THE BPS 2024

ICPAK Submissions on BPS 2024

ICPAK RECOMMENDATIONSDISCUSSION & ISSUE OF CONCERNS/NO KEY BUDGET
IMPERATIVES

rates to maximum 25o/o lor both individuals
and corporates to remove tax arbitrage.

6. Address the run-away cost of energy now at
Kshs 35 per KW and cost of fuel that is

discouraging use of electric and motorized
equipment to improve production efficiency.

3.

4



designated zones to incentivize landowners to
make land available for development of
affordable housin

1. 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.

2. The primary funding mechanism of 2.75o/o is
too high should be reduced and supplemented
through designated taxation e.g from "sin{ax"
or environmental taxes could be channeled to
the Fund.

3. lnvest more to enhance human resources,
build robust infrastructure that supports
healthcare delivery.

4. The proposal on the Health lnsurance Fund
adds to the burden the taxpayer feels-
Personal Tax Rates upped to 350/0, Housing
Levy 1.5% add Health lnsurance al 2.75o/o all
on gross income a whopping 9.25%, likely
increase in NSSF rates, scrapping of payroll
reliefs - lnsurance and Mortgage increase with
no coresponding improvement of economic

The lnstitute acknowledges the efforts by the government in
streamlining health in this country. The introduction of various
reforms including Social Health lnsurance Authority (SHIA)
are all geared towards prudent management of funds to and
guaranteeing comprehensive and quality healthcare for all.
The Act has established three new Funds including the
Primary Healthcare Fund (PHF), Social Health lnsurance
Fund (SHIF), and the Emergency, Chronic and Critical lllness
Fund (ECCIF).

The lnstitute lauds the efforts by the Government in initiating
reforms that would streamline and transform the healthcare
systems in Kenya in tandem with the global healthcare
provision prescriptions. The lnstitute is of the considered view
that these measures have the potential to revolutionize
healthcare services in Kenya and enhance efficiency and
effectiveness for the benefit of all. Nonetheless, there must be
robust structures in place to operationalize the reforms without
further costs to be borne by the few salaried Kenyans who
already bear the brunt of high cost of living.

The lnstitute has the following key concerns.

Paragraph 260

1. To implement these programmes, the Sector has been
allocated Ksh '147.5 billion, Ksh 155.5 billion and Ksh
160.1 billion in the FY 2024125,2025126 and 2026127
res ctive This translates to 4.1%

4
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1.2.4 Healthcare

Paragraph 27

4.32o/o and 4.4oh
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environment instead the invasion of high
prices of goods and services. This is a recipe
for collapsing revenue tax base, declining
consumption, declining tax collections, and
extinguishing our market competitiveness,
and international business flight from doing
business in Kenya due to high cost of doing
business in country.

5. Consider retaining the original voluntary NHIF
contribution of Kshs 500 and cap NHIF
maximum contributions to Kshs 5,000 given
that employers are required to match up
contributions for employees. This should give
SHIF/NHIF three times of the collections it
used to make previously.

6. There is need to address the classification of
Medical services providers under the new
Health lnsurance Scheme right from Country
Health Services, Private Medical Hospitals
and Clinics, Faith Based Health lnstitutions,
Community Based Health Service providers
regarding accessing medicinal supplies from
KEMSA, and pricing of common medicines
across all players to ensure access, health
caring and integrity of Health lnsurance.

This will ensure prompt claims settlement,
remove risks of medicals services disruption,
job losses, business closures on account of
failure of government to honor medical claims
obligations. Health insurance funds be
mana rationed awa from overnment o

respectively of the total budget of 3.6 trillion. This
allocation is still way below the threshold prescribed
threshold of 15o/o as per the Abuja Declaration.

2. The Regulations operationalizing the Social Health
lnsurance Ad 2023 propose the rate ol 2.75o/o ol lhe
gross salary for salaried beneficiaries. Considering the
harsh economic times and the ever-diminishing
disposable incomes of households, the premium
contributions are not sustainable. This calls for robust
structures to deal with the issues of inequality and
inadequate resource mobilization strategies.

3. A study done by ICPAK on devolution found out that
most problems within the healthcare sector lie within
human resources, infrastructure, and budget.

ICPAK SUBMISSION ON THE BPS 2024

S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONCERN ICPAK RECOMi'IENDATIONS
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1. The government should invest more in
research and development for targeted policies
that seek to improve the environment.

2. lnvolve professionals such as accountants and
train them on the emerging issues and trends
on environmental sustainability including
carbon credits.

3. Support and monitor implementation of the
National Green Climate Fund Strategy.

4. There is need to engender environmental and
climate change aspects in the education
system, say, through 4K clubs to stimulate
awareness and sustainable actions.

5. Adopt the Country Climate Change and
Development Reports (CCDR)
recommendations including but not limited to:
a. lmproving management of water, land, and

forests to boost climate-resilient agriculture
and rural economies.

b. Fostering people-cantered resilience with
climate informed basic services and
urbanization.

c. Strengthening Kenya's competitiveness in
international markets through shifts in

trans temso and di ital s

There are a myriad of interventions to support climate change.
For instance, the government target of planting 15 billion trees
is being implemented by every government department.

There are also other efforts aimed at implementation of
climate adaptation and mitigation including green energy,
smart agriculture, decarbonized manufacturing, e-mobility and
green building, all aimed at the attainment of zero carbon by
2050.

Kenya has witnessed devastating effects of climate change
including air pollution, disease, extreme weather events,
forced displacement, pressures on mental health, and
increased hunger and poor nutrition in places where people
cannot grow or find sufficient food.

The efforts towards sustainable climate change policies
require every institution and citizens to be on board.

5 1.3.5
Environment and
Climate Change

Paragraph 87

ICPAK SUBMISSION ON THE BPS 2024

S/NO KEY BUDGET
IINPERATIVES

DISCUSSION & ISSUE OF CONCERN IGPAK RECOMMENDATIONS

access hence the need to decouple collection
from centralized government activities of
comingling funds and avoid risks of
government exploiting funds for other needs
unrelated to medical services.
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d. lmproving lntegration and coordination of
climate action in policy, Planning,
investments, and decision-making across
the economy.

e. lmplementing policy measures that mobilize
climate financing from the private and public
sectors.

1. lnvest in construclion of more primary and
secondary schools in the regions with a high
average school sizes to ensure provision of
quality education to the students.

2. There is a need to revise capitation for
instructional materials and projects based on an
informed analysis in order to facilitate proper
planning and seamless running of schools in
general and the sustainability of varied
diversities of schools within the country e.g
ASAL areas.

3. Recruit more teachers on permanent and
pensionable terms to bridge the gap created in
the cunent adoption JSS system and also
reduce the Pupil-Teacher ratio especially in
public schools

4. Consider direct procurement of learning
materials from manufacturers in order to access
quantity discounts and economies of scale
much like what the government does with
medicines via KEMSA.

Government funding for education in Kenya is a significant
part of the national budget, reflecting the country's
commitment to providing accessible and quality education for
its citizens. Some of the challenges facing the sector include:

. Lack of proper investment in Education infrastructure:
Given the growing school population, there should be
a continued emphasis on investment in school
infrastructure, teacher enrolment, and caregiver
support. This is essential for maintaining and
improving the quality of education.

. lncrease per capita allocation and capitation grants
towards education sector in line with international
standards.. High pupil teacher ratios especially in public schools.

6 1.3.6 Education
and Training

n he ffiE ect n Jof Su ce EC EJPE Co mm SS lo forJudicial The anrdiAcco n theto cysystems uropeEuropeans
neomn ah ntsbita1 00000of 4,|

anhadE2020
7

ICPAK SUBMISSION ON THE BPS 2024

S'NO KEY BUDGET
ITPERATIVES

DISCUSSION & ISSUE OF CONCERN ICPAK RECOMMENDATIONS

1-3.',11

Governance Evaluation 2

8



ICPAK Submissions on BPS 2024

judge serving a population of about 5,000 inhabitants. Vvith a population of 48M Kenyans, ln Kenya, if one judge
would serve 100,000 inhabitants, we will require an establishment of 480 Judges for enhanced access to justice.
The USA and lndia have an average 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 oI 72% in Kenya and the attendant
backlogs indicate a strained judiciary.

Source: National Government Budget lmplementation Review Reports
From the above table, allocation to Governance, Justice, Law and Order Sector has been increasing over the years
with a high allocation to the National Police Service is due to its roles, including enhancing public safety and security,
provision of General Administration, planning and support Services to the National Police Administration Services
and training of Police Officers. (Controller of Budget Reports)
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. lncrease budgetary allocation to the development expenditure kitty.

Kshs.186.6bn Kshs192.01bn Kshs.209.0bn Kshs.234.06bn Kshs.220.53bn
Dev Kshs.1 0.7 Kshs.7.09 Kshs.24.1bn Kshs.6.82bn Kshs.9.87bn
Total Kshs.197.3 Kshs.199.1 Kshs.233.1 Kshs.240.88 Kshs.230.4

allocationB ta

8 1.4 Medium Term
Revenue Strategy

The implementation of MTRS is expected to among others: (i)
raise revenue to GDP ratio from 14.3 percent in FY 2022123
to 20.0 percent by end of the FY 2026127: (ii) increase tax
compliance rate from 70 percent in FY 2022123 to 90 percent
by FY 2026127; and (iii) increase investment to GDP ratio from
19.3 percent inFY 20221231o25.7 percent inFY 2026127.
MTRS proposes an embrace of technology and data sharing
between County governments, third parties, and the Kenya
Revenue Authority (KRA). This collaboration aims to cast a
wider net on taxpayers within the informal sector.

The government should:
1. Produce, as standard practice, tax incidence

analysis for the different tax measures
proposed in the MTRS. Tax incidence analysis
should particularly analyze tax burdens by
wealth, income and sex.

2. Give an annual progress update on the
implementation of measures in the MTRS.

3. Engage with professional bodies and CSOs on
tax policy matters to help ensure that
progressive tax policies are integrated into
revenue mobilization strategies.orthan 5% on the value of roduce delivered to coo

of not moreThe strategy also suggests a

ICPAK SUBMISSION ON THE BPS 2024

s/No KEY BUDGET
ITPERATIVES

DISCUSSION & ISSUE OF CONCERN ICPAK RECOMMENDATIONS
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4. Publish a consultation draft of the MTRS for
public feedback before it is finalized and
published for implementation, and where
submitted proposals are rejected, justify this to
all the stakeholders.

5. Provide relevant data and analytical tax policy
reports to the public and other stakeholders to
do their own analysis and have regular tax
policy forum meetings where taxation issues
can be thoroughly discussed.

6. Annual report on policy implementation
challenges, learnings and data driven
outcomes to inform refining of the policy
interventions for subse uent riods

other organized groups. This move is anticipated to streamline
the taxation process within the agriculture sector, ensuring
that farmers contribute their fair share to the revenue pool.

However, this intervention might be perceived as cutting into
the profits that farmers receive against the policy position on
MSMEs and agriculture.

1. Expedite implementation of the national tax
policy.

2. Publish, publicize and capacity build the public
on the policy.

3. Finalize the formulation and enhance the
implementation of the National tax policy.

4. Harmonize various laws to facilitate the
registration of a single identifier to ensure all
potential taxpayers are registered with the KRA
from cradle to grave.

5. Harmonize taxes, levies, and charges to reduce
their multiplicity at National and county
government levels. Specifically, guard against
the deleterious effect of levies on primary tax
revenues such as income tax.

1.5 National Tax
Policy

The National Tax Policy is a step in realizing the country's
dream of having an efficient and fair tax system that promotes
equity in tax administration and predictable tax environment
for business to operate.

The lnstitute is of the considered opinion that the current
struclure of taxation is not sustainable since there is a

continued reliance on a small pool of taxpayers.

ICPAK SUBMISSION ON THE BPS 2024

l
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1. Reducc taxes on fuel, lower tariffs rates of
electricity, and expand VAT Zero Rating on food
will go a long way to lower cost of living in the
country.

2. Consider capping contributions to the Housing
Levy for a specified time limit (a maximum of
five years) to allow the creation of a revolving
fund henceforth.

Food inflation remained the domi
in December 2023. Fuel inflation has remained elevated
reflecting the impact of higher international oil prices.

The rising cost of living has a profound impact on people's
wallets, affecting their financial stability and overall well-being
in several ways including:

. Reduced Disposable lncome

. lncreased household and personal debt

. Limited Retirement Savings

. Stress and Mental Health lmpact

. Prolonged impact on rising cost of living might lead to
massive staff layoff and businesses cl

nant driver of overall inflation

osures

Recent economic
developments

lnflation
Outcomes

Paragraph
and 153

152

The government should enhance gradual
expenditure rationalization programmes to
reduce recunent expenditure as it could be
unsustainable in future.
Revenue estimates should be data driven and
refl ective of prevailing economic circumstances.
For example, a growth ol 13.2o/o yet still missing
the target is symptomatic of unrealistic revenue
targets. lmportantly, these revenue raising
measures often target the easy to tax sectors
which have traditionally borne the brunt of
taxation eg income tax for salaried people.

1

2

Fiscal
Performance

Revenue grew for the first five months of FY 2023124 by13.2o/o

in November 2023 compared to a growth of 10.6% in
November 2022.
Total revenue recorded a shortfall of Ksh.98.7 billion with
ordinary revenue missing the November 2023 target by
Ksh.98.2 billion and Ministerial Appropriation in Aid (AiA)
recording a shortfall of Ksh.0.5 billion.
Revenue collection to November 2023 recorded a slightly
higher growth of 13.2 percent compared to a growth of 10.6
percent in November 2022.

11

The groMh of Kenya's public debt in the last ten years has
raised concern on the sustainability of the of the government's
fiscal path given the increasing impact of debt service
repayments on service delivery and the economy.

1. Establish and operationalize a Sinking Fund.
Establishing a sinking fund will enable the
country to set aside funds in the years leading
to debt maturity.

12. Deficit Financing
& lssues around
Public Debt
Paragraph 187

ICPAK SUBMISSION ON THE BPS 2024
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According to lhe 2024 Medium-
Strategy, Public and publicly guaranteed debt in nominal terms
as at end June 2023 was Ksh. 10,278.7 billion (70.8% of GDP).
This comprises external debt stock of Ksh.5,446.5 billion and
domestic debt stock of Ksh.4,832.1 billion.

erm Establish and operationalize a Kenyan
Sovereign Wealth Fund through policy and
legislation.
Prioritize projects independently assessed for
financial viability and consider absorptive
capacity constraints within the investment
timelines.
Consider Public Private partnerships as a form
of financing development expenditure.
Gradually retire expensive commercial loans for
long-term concessional loans.
Publish core public and publicly guaranteed
debt statistics at the general government level
annually, including information on individual
debt instruments contracted.
Develop and adopt strict analytical and
monitoring processes for approval and
implementation of resource-backed loans.
Parliament should demand regular reports on
capital projects financed through debt from the
National Treasury to enhance openness and
transparency. The reports should include the
corresponding feasibility studies, details of
commitment fees, if any and project
implementation status.
Enhance prudent financial management and
accountability in implementation of
development projects. Additionally, any
external bonowing be towards specific
development projects as provided for in the
PFM Act or impact projects. Consequently,
there is need to source for im
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offer grants through specific implementation
agencies that will be transparent and
accountable in reporting on utilization of the
borrowed funds.

13. 4.1 County
Governments'
Compliance with
Fiscal
Responsibility
Principles

Management of county finances shall be in accordance with the Constitution, Public Finance Management (PFM)
Ac|,2012 and the Public Finance Management (County Government) Regulations, 2015. The table below shows
expenditure in the county over the years;

Policy considerations:
1. Spending units (MDAs and County Governments) should enhance synchronization of the strategic plans with

their procurement plans, the budget and cash flow projections.
2. Revenue forecasting should be based on ambitious but attainable revenue projections to deal with aspects of

shortfalls which affect disbursement to spending units.
3. Closely related, National Treasury should strive to release funds to the MDAs, County Governments and other

spending units based on their work plans and cash flow projections as presented at the beginning of the financial
year.

4. There is need to start tying additional allocation to entities to the real fiscal responsibility issues such as
absorption capacity, structural balance between recurrent and capital expenditure and compliance to PFM
systems as measured by the report from both internal audit and the Auditor General.

Rec Kshs.279.27bn Kshs.281.95 bn Kshs.302.49bn Kshs330.92bn Kshs.60.56bn
Absorption Rate 896 89s 88.4 93.3 17.5
Dev Kshs.98.47 bn Kshs.97.98 bn Kshs.6.92bn
Absorption Rate 55.6 62.1 s0.9 61 3.7

14. 4.2 Enhancement
of County
Governments'
Own€ource-
Revenue

According to the Controller of Budget of Reports, During the
reporting period, County governments generated a total of
Kshs.10.21 billion from their own-source revenue (OSR),
which was 13o/o of the annual target of Kshs.78.61 billion.
Counties that reported the lowest collection against their

1. Capacity-build all critical players and cadres
of county staff on revenue administration.

2. Professionalize revenue officers to ensure
qualified staff handle the revenue function.

3. The lnstitute proposes the automation of OSR
systems (use of a common system across all
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Kshs.1 04.51 bn Kshs.116.07 bn
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annual target include; Machakos, Nandi, Kericho, Lamu, and
5.6%, and 5.6%Ka 5.2o/oiado al2.60/o 4.8o/o

counties) to address leakages and enhance
visibility.

4.3 Prudent
Management of
Fiscal Risks

Paragraph 308

Pending Bills

Section 94 (1) (a) of the PFM AcL,2012, treats failure to make
any payments as and when due by a State Organ or a Public
Entity as an indicator of a serious material breach or a
persistent material breach of its operational and financial
commitments.

As of September 30, 2023, the pending bills owed to various
service providers by the devolved units stood at Sh168.62
billion according to the County Governments Budget
lmplementation Review Report.

The National Treasury Cabinet Secretary via Gazette Notice
13355 of September 201h,2023 appointed the Pending Bills
Verification Committee to scrutinize and analyze existing
national pending bills that have been accrued from the period
2005to June2022.

As at Jan 30i.h,2024, the Pending Bills Verification Committee
had received 1,537 claims from 38 MDAs amounting to Kes
145.5 billion.

The lnstitute recognizes pending bills as inimical to the growth
of the private sector, MSMEs and the economy at large. This
is a cause for worry, especially the rate at which counties
accumulate pending bills.

This could be attributed to over-estimation of the counties'own
source revenues (OSR) that some counties have projected at
more than twice their prior year actual collections. For

1. The Government should expedite shifting its
budgeting from the current cash basis to an
accrual basis. The benefit of an accrual basis
of accounting is that it prioritizes the payment
of trade debts and arrears in all budget
allocations on a first in first paid basis, and
therefore it will reduce pending bills.

2. Given that in some instances pending bills
occur because of procurement and
accounting officers' lack of expertise on how
to capture pending bills at the beginning of
every financial year and make payments from
the authorized list of pending bills from
subsequent budget allocations, Government
institutions should employ accountants who
are members of ICPAK with the requisite and
continually build their capacity through
professional development programs.

3. Through realistic budgets, proper oversight by
the Controller of Budget and prudent
spending and planning by the devolved units
would significantly reduce further
accumulation.

4. \Mile the PFM framework permits
expenditure to be incurred based on an
appropriation, the challenges imposed by the
ever-increasing level of pending bills could
necessitate the recommendation for a short-
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counties collected Sh37.81 billion in own source revenue,
ection of Sh57.37 billiona roainst a bud eted

term measure where expenditureended June 30, 2023, the
incurred based on the availability of funds
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