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PREFACE

Mr. Speaker, on behalf of the Members of the Budget and Appropriations Committee, and as required
under Section 25(7) of the Public Finance Management Act 2012 as well as Standing Order 232(7); it is
with great pleasure that | present to this House the Committee's report on the Budget Policy Statement
(BPS) 2018 and the Medium Term Debt Management Strategy (MTDS) for 2018/2019 and the Medium
Term.

Mr. Speaker, this is the first BPS prepared under the second term of the Jubilee Administration and also at
the commencement of the third Medium Term Plan (MTP [11) of the Kenya Vision 2030.1t builds on the five
pillars of the economic transformation agenda and the achievements of the government over the last five
years and sets the pace for key policies, priority programmes and reforms which will be implemented over
the next five years (2018 -2022) to enhance job creation and improve the quality of life for Kenyans.
However, the committee is concerned that the BPS was laid in this House before the finalization of MTP 111,
The MTP IIl which comprises development programs to help achieve the Vision 2030 in a timely manner
and whose policies should inform the BPS and underline implementation of the Big Four Plan has not yet
been released. This makes it more difficult for us to ensure the policies underpinning the next budget are
informed by the national agenda through the MTP Il

Mandate of the Committee

Mr. Speaker, Article 221 (4 and 5) of the Constitution and the Public Finance Management Act, 2012
provide for the establishment of a Committee of the National Assembly whose main role is to take the lead
in budgetary oversight by the National Assembly. Pursuant to this constitutional provision, Standing Order
207 establishes the Budget and Appropriations Committee with specific mandates among which is to:

Investigate, inquire into and report on all matters relating to coordination, control and monitoring of
the national budget;

ii.  Discuss and review the estimates and make recommendations to the House;

ii.  Examine the Budget Policy Statement presented io the House:

iv.  Examine bills related to the national budget including appropriation bills;

v.  Evaluate tax estimates, economic and budgetary policies and programmes with direct budget
outlays; and

vi.  Examine the Division of Revenue Bill.

Mr. Speaker, the Budget and Appropriations Committee as currently constituted comprises of the following
Honourable Members:

Hon. Kimani Ichung'wah, M.P- Chairperson
Hon. Moses Lessonet, M.P- Vice Chairperson
Hon. CPA John Mbadi, CBS, M.P.

Hon. Richard Onyonka, M.P.

m
Budget and Appropriations Committee Report on the BPS and MTDS Page 2

e




5. Hon. Samwel Moroto, M.P.
6. Hon. Millie Odhiambo, M.P.
7. Hon.Twalib Bady, M.P.

8. Hon. (Dr.) Gideon Ochanda, M.P.

9. Hon. James Mwangi Gakuya, M.P.

10. Hon. (Dr.) Makali Mulu Benson, M.P.

11. Hon. Moses Kiarie Kuria, M.P.

12. Hon. Benard Masaka Shinali, M.P.

13. Hon. John Muchiri Nyaga, M.P.

14. Hon. Jude Njomo, M.P.

15. Hon. (Dr.) Korei Ole Lemein, M.P.

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

17. Hon. Naisula Lesuuda, M.P.

18. Hon. Christopher Wangaya Aseka, M.P.
19. Hon. Danson Mwashako, M.P.

20. Hon. Fatuma Gedi Ali, M.P.

21. Hon. Florence Chepng'etich Koskey, M.P.
22. Hon. James Gichuki Mugambi, M.P.

23. Hon. (Dr.) John K. Mutunga, M.P.

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

25. Hon. Paul Abuor, M.P.

26. Hon. Qalicha Gufu Wario, M.P.

27. Hon. Ruth W. Mwaniki, M.P.

Examination of the Budget Policy Statement and the Medium Term Debt Management Strategy

Mr. Speaker, as required by the Constitution and the Public Finance Management Act 2012, the Budget
Policy Statement (BPS) 2018 and the Medium Term Debt Management Strategy (MTDS) 2018/19 —
2020/21 were tabled in Parliament on 14t February 2018. In accordance with Standing Order 232(5) and
(6), the BPS was committed to each Departmental Committee to deliberate on in line with their respective
mandates and make recommendations to the Budget and Appropriations Committee. The Medium Term
Debt Management Strategy paper was committed to the Budget and Appropriations Committee where it
was examined and discussed. Thereafter, the Budget and Appropriations Committee held fruitful
deliberations with the various Departmental committees on their submissions with regard to the Budget
Policy Statement. The committee also held further discussions with the National Treasury before finalizing
this report. The recommendations arising from each of these discussions are contained in this report.

Mr. Speaker, once approved by the House, the BPS recommendations will form the basis for the
finalization of the Budget pursuant to section 25(8) of the PFM Act, PFM regulation 27(4) and Standing
Order 232(10). On its part, the Medium Term Debt Management Strategy is expected to inform the
country's borrowing plans over the medium term.
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I Introduction

1) Mr. Speaker, the Budget Policy Statement (BPS) is a government policy document that sets out the
broad strategic priorities and policy goals that will guide the national and county govemments in
preparing their budgets for the financial year and over the medium term. The policy direction of the
BPS s typically informed by the policies outlined in the various government policy documents such as
the Vision 2030, Medium term plans, Ministerial and Sectoral Strategic plans as well as the Big Four
agenda. The Budget Policy Statement (BPS) therefore provides broad strategic direction that wil quide
the national government and county governments in formulating their annual budgets for a given
financial year.

2) Mr. Speaker, for the Budget Policy Statement to provide strategic policy information, it requires the
medium term plan to be provided and disseminated so as to link the budget to our national
development agenda. This did not happen and we pray that this House demands submission of this
document.

Il.  Adherence to the Legal Framework for the Budget Policy Statement and the
Medium Term Debt Management Strategy

3) Mr. Speaker, the format and content of the Budget Policy Statement should be in line with provisions of
the various relevant legal instruments such as the Public Finance Management Act 2012, the Public
Finance Management Regulations, 2015 and the Standing Orders. In reviewing the BPS, the
committee established that to a large extent, the 2018 BPS has complied with the provisions of the law
and has provided most of the required information. However, there were concerns with regard to some
information not being provided.

4) In particular, Mr. Speaker, the committee observed that contrary to the provisions of the law, and in
support of efficient planning and budgeting, the BPS should have included a list of all projects giving
details of their financing as well as a list of pending bills. Regulation 27(f) which provides that a
summary of programmes that are of national interest in the following financial year be included ideally
includes the details of capital expenditure which should include a list of projects. Furthermore Mr.
Speaker, the committee noted that the ceiling for the development expenditure and personnel
spending of the national government budget approved by Parliament are not binding to the 2017 BPS
as should be the case. This is contrary to PFM regulation (27(5). Mr. Speaker, the spirit of this binding
was so as to ensure that Medium Term Expenditure Framework becomes a reality and not a ritual and
also to improve capital budget implementation.

b) Mr. Speaker, the commitiee notes with concern thal these same issues of non-compliance were raised
in the previous Budget and Appropriations Committee report on the 2017 BPS but even though this
House recommended that the missing information be provided in subsequent BPSs, this legal provision

M
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has still not been complied with. Such an outcome raises questions on whether the recommendations
of this House are taken seriously. Mr. Speaker, Parliament is the budget making institution of this
country. As such, any recommendations on thie budget should be taken seriously especially if these are
tied 10 existing leaal nrovisinns  Since failire ta provide this infarmatinn inhihits National Assemhly
review of BPS and estimates, the House must take necessary measures, including censuring the
relevant institutions, to ensure that the failures are redressed.

6) Mr. Speaker, a review of the Medium Term Debt Management Strategy also reveals some significant
gaps in the debt management strategy which are highlighted in part VIl of this document.

lll.  Realism of the Macroeconomic Framework underpinning the Budget for
2018/19 and the Medium Term

7) Mr. Speaker, the expenditure framework of the 2018 BPS is anchored on a growth projection of 5.3
percent for FY 2017/18, 5.9 percent in FY 2018/19, 6.3 percent in FY 2019/20 and 6.8 percent in FY
2020/21. 1t is expected that this economic performance will be underpinned by the implementation of
the Big Four plan, sustained investment in infrastructure, strong agricultural production due to improved
weather conditions, buoyant services sector, and continued recovery in tourism, increased investor and
consumer confidence and macroeconomic stability.

8) Mr. Speaker, | wish to highlight a few concerns with regard to the key drivers of growth. Firstly, the
committee observed that though agriculture is touted as a key driver of growth, its performance is
dependent on the weather conditions in2018. Since the country's agriculture remains largely rain-fed,
the country could very well be facing another period of food shortage due to the expected La Nina
weather conditions as predicted by the meteorological department. Should this risk materialize the
higher food prices will lead to higher inflation levels. Indeed Mr. Speaker, the inflation outlook of the
country is not very promising as there are risks associated with rising fuel prices which may lead to
higher transportation costs as well as rising cost of electricity associated with increasing use of
expensive thermal power as a substitute for declining hydropower generation. These risks if they occur,
will adversely affect economic growth.

9) Mr. Speaker, Kenya is facing significant pressure from the budget deficit and debt accumulation.
Existing expenditure pressures have made it difficult for government to pursue any concrete steps
towards fiscal consolidation and unless we keep our expenditure in check, the fiscal deficit may worsen
in the medium term. It should be noted also that the government's appetite for borrowing is increasingly
reducing access to credit by the private sector. | wish to underline the fact that borrowing in itself is not
bad but how we use the borrowed resources matters. If borrowing isn't towards creating new assets
then that horrowing isn't useful to the economy. Importantly Mr, Speaker, at any point in time, total

capital spending must exceed the net borrowing (both external and internal). This calls for a cautious
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approach to borrowing so that the government can achieve ils policy of promoling private sector led
growth.

10) In addition Mr. Speaker, the committee has taken note of the emerging inflexibility of monetary policy
due to the interest rate capping law. It is therefore our considered opinion that the interest rate capping
law can be reviewed and modified in a way that addresses the negative outcomes particularly with
regard to its impact on monetary policy.

11) Mr. Speaker, though these risks to economic outlook are highlighted in the BPS, they have not been
exhaustively assessed, the likely impact has not been quantified and there is no plan of action should
these risks materialize. It is important for this to be adequately assessed so that the macroeconomic
framework is as realistic as possible and any contingency plans particularly with regard to drought
expenditures are put in place to avert a crisis.

12) Taking all these factors into account Mr. Speaker, the committee is concerned that the National
Treasury growth projections may not be achieved if the risks that were identified materialize. The
implication of this is that revenue performance is likely to be lower than expected. This is likely to lead
to the usual in-year revision of expenditure through supplementary budgets which invariably leads to
disconnect between the planned and approved policies at the BPS level and the Budget Estimates that
are approved and implemented. More often than not, the implication of the supplementary budget is
that policies are not followed through and expenditures particularly on development are reduced
leading to delays in completion of projects.

IV.  Alignment of the Medium Term Priorities to the ‘Big Four’ Agenda

13) Mr. Speaker, the 2018 Budget Policy Statement (BPS) has set out the government's strategic agenda,
policies and priorities programs to be implemented over the next five years (2018-2022). This is with
regard to the following four key strategic areas of focus:

I Supporting value addition and raising the manufacturing sector's share of GDP to 15 percent
by 2022;

il. Enhancing food security and nutrition security to all Kenyans by 2022,

ii. Providing universal health coverage to guarantee quality and affordable healthcare to all
Kenyans; and

V. Provision of affordable and decent housing for all Kenyans (at least 500,000 affordable new
houses) by 2022.

14) Mr_"Sneaker vou will recall that over tha lact five veare the BPS hac focuged on implementing
policies and strategies aimed at creating a conducive business environment, expanding infrastructure,
investing in quality and accessible social services, sectoral transformation as well as consolidating the
gains made in devolution. Under the Big Four plan, interventions under these key pillars will continue
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to be implemented as they are the key enablers which will facilitate implementation of the strategic
initiatives of government.

15) Mr. Speaker. the committee is concerned that the implementatinn framewark of the Rin Four anenda
is not well articulated. There appears to be a disconnect between the Budget Policy Statement and the
introduction of the Big Four agenda as the BPS has not indicated any radical shift in its expenditure
plans to reflect a clear plan of action towards achieving the Big Four Plan. Importantly, there is no
indication that Big Four resource requirements have been costed and phased out for implementation.
As was pointed out by Departmental Committees, during their deliberations with the various MDA, it
emerged that the Big Four agenda has not been provided with adequate resources. Rather, the focus
appears to be mostly on the targets and outputs with no clear strategy on how the economy will get
there; how the extra capacity will be created or expanded. As a result, there is no accountability
framework, that is, which actors will implement the projects, how they will go about it and the
resources allocated to them.

16) In this regard, Mr. Speaker, it appears that the BPS was completed without creating the necessary
space for the Big Four agenda. As such, there are serious concerns on how the Big Four plan will be
implemented. This is a whole transformation agenda for five years which will require an
implementation structure.

17) Ideally, Mr. Speaker, the starting point of the Big Four agenda should have been the formulation of a
results matrix which would have enabled creation of a comprehensive plan with specific targets and
strategies for achievement of the key initiatives. There is need for a radical shift in expenditure
allocations to prioritize the key intervention areas under the Big Four Plan and identify the key actors
who will then be given clear targets, timelines and strategies. The committee proposes therefore, that
the government should provide a master plan or blueprint thal cleardy spells out the
agenda/strategy/policies under the Big Four Plan with a results matrix for resource allocation as well
as a monitoring and evalualion framework. This will guide resource allocation and facilitate
reorganization and re-prioritization of expenditure to achieve the Big Four Plan and also enable
parliament to conduct monitoring and evaluation as the budget is implemented. To this extent Mr.
Speaker, | wish to point out that this committee will be keen on monitoring and evaluation as a tool for
reducing resource wastage. This will include use of PIC and PAC reports to review efficiency of MDAs
in use of public resources.

18) In addition Mr. Speaker, the Committee observed that there is no evidence of a comprehensive review
of the status of programs that were already being implemented in line with zero based budgeting so as
to identify those that should be discontinued to provide fiscal space for the Big Four agenda. This
effectively means that the zero based budgeting was not adequately understood neither was it utilized
in drawing up the BPS and in particular resource allscation among votes and programs. Mr. Speaker,

the importance of carrying out a review of the status of the previous key targets is that it facilitates

R A A = ™ AT TS Gy e, T R R Y~ St ol A ¥ WM L gy o T e BRI T . S ST

Budget and Ap;;rapriations Committee Report or the BPS and MTDS Page 8



proper monitoring of government expenditure by this House thereby enhancing efficiency and
effectiveness in use of public resources.

V.  Fiscal Performance and Policy Outlook

a. Expenditure

19) Mr. Speaker, the Committee observes that as has been the norm in previous budgetary allocations,
the bulk of resources are allocated to the Education Sector as well as the Energy, Infrastructure and
ICT sectors (Total amount of Kshs. 832 billion). Without diminishing the importance of these two
sectors, the committee is concerned that other key sectors aligned to the Big Four plan may not have
sufficient budgetary allocations to implement the key initiatives. To illustrate, according to the
expenditure projections of the Health sector, an estimated Kshs. 300 billion is required over the next
five years to achieve Universal Health Coverage. However, from the analysis of expenditures, it is
evident that this has not been provided for over the medium term. | wish to highlight however, that
Health and Agriculture are devolved functions, which means that the key initiatives under these
sectors are likely to be implemented by the county governments. The committee observed that the
BPS has not clearly articulated the extent of the roles to be played by each level of government. The
Committee proposes therefore that the master plan on the Big Four agenda should include a
collaborative framework between the national and county governments with clear indications on the
roles of each level of government and the manner in which resources allocated.

20) | wish to reiterate Mr. Speaker that despite these resource gaps, the committee remains committed to
sticking within the hard budget constraints in order to limit the fiscal deficit within reasonable levels.
The resource gaps in the various sectors will therefore be addressed through rationalization and
reorientation of resources from non-core expenditures towards key development projects. The
Committee observes that despite indications in the 2018 BPS that expenditure will contract gradually
over the medium term, there does not seem to be a clear strategy on how this will be done. | wish to
remind this House Mr. Speaker that in financial year 2015/16, the government indicated that it would
institute expenditure control measures on non-core expenditure. However, it seems that this process
has not been well executed as there are no clear quantifiable expenditure rationalization measures
which will free resources for the priority expenditures.

21) During the Supplementary budget Mr. Speaker, expenditure cuts of up to 75 percent on various items
under recurrent budget were instituted across the board for all Ministries, Departments and Agencies
including Parliament and the Judiciary and this disrupted operations of some MDAs. This Committee
reiterates the resolution of the House on this matter; that expenditure adjustments should be based on
CiEai anaiysis, taning o account e puiicy direciion of e budgel and inat any expecied savings
should be quantified.

Budget and Appropriations Committee Report on the BPS and MTDS Page 9



22) Mr. Speaker, with regard to development expenditure and personnel emoluments, | wish to point out
that the 2018 BPS has adhered to the fiscal responsibility principles set out in the PFM Act and PFM
Regulations, 2015; the development expenditure is just above the 30% threshold over the medium
term and the wage bill is within the 35 percent limit. However. the Committee is cnncerned that aiven
the likelihood of expenditure revisions within the year and the tendency to reduce the development
budget during this time, the actual money spent on development could end up being lower than 30
percent. Furthermore, despite the indicated compensation to employees being below 35%, this House
should note that the wages and salaries of most semi-autonomous government agencies (SAGAs)
have not been taken into account and are still being categorized under other recurrent expenditure. If
these figures are properly accounted for, then the total figure for the wages and salaries is likely to be
much higher. The committee therefore recommends Mr. Speaker, that when the National Treasury
tables the National Budget, the budget for SAGAs should also be tabled as it accounts for a significant
portion of the budget and should therefore also be subject to oversight by this House.

23) Mr. Speaker, | wish to also point out that despite it being clearly spelt out in law, the provision that the
ceiling for development expenditure and personnel emoluments be binding over the next two years
has not been complied with. Indeed, expenditure projections for any budget item relating to the
medium term are rarely taken into account. Mr. Speaker, the importance of the medium term
expenditure framework is that it determines the fiscal space available to a spending agency over the
medium term which ensures predictability of resources thereby allowing the spending agency to simply
focus on results. It is this committee’s submission therefore that preset limits for the medium term
should be regarded as hard budget constraints and should be the starting point for budgeting in any
subsequent year. If the budget disregards medium term decisions especially those enshrined in law,
then it will not be effective.

b. Revenue
24) Mr. Speaker, the expected likelihood of lower economic growth may lead to revenue

underperformance as has been noted in recent financial years. The issue, Mr. Speaker is about the
realism of economic and revenue forecasts. As has been stated in previous reports on BPS, revenue
over-estimation contributes to higher expenditure demands from the agencies. This often leads to

_revision of expenditure plans within the financial year or increased borrowing. Already in the current
financial year, preliminary revenue performance for the first half of the year indicates
underperformance by Kshs. 68.3 billion. Total cumulative revenues including A-I-A collected amounted
to Ksh.709.4 billion against a target of Kshs. 777.7 billion. The underperformance of the economy in
the last year can mostly be attributed to drought as well as the prolonged election period which caused
uncertainty in the business environment. As such, revenue projections have been revised downwards
and are now estimated at Kshs. 1,643 billion (19% of GDP) from the budget level of Kshs. 1,704.5
billion (19.6 percent of GDP).If expenditure is not reduced, low revenue collections could result in
additional borrowing to bridge the financing gap. This then worsens our debt burden and crowds out
the private sector.

B i | ———
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25) Mr. Speaker, higher revenue performance is an important factor to ensure expenditure plans
highlighted in the BPS including the Big Four Agenda are achieved. The committee observes that tax
nalirm Aand ravianiia adminintratian rafareee chanldd ko dunses in dn AhanAaina AanAnAamia anbivibian
)Junuy altiu 1GYCHIUGC adliiiauauuil 1Civiiio anvuivg uo uyllunuu (¥ ulIGIIUIIIH CULUNIUITIG auwuviueca
including targeting incomes from growing e-commerce and digital activities where tax avoidance and
evasion is rampant. This requires modernization of the income tax law.

c. Deficit Financing

26) Mr. Speaker, the 2018 BPS indicates a convergence of debt towards the EAC Monetary Union
Protocol fiscal target of 3 percent deficit by 2021. The deficit (commitment basis excluding grants) is
estimated at 7.9 percent for 2017/18, 6.5 percent for 2018/19, reducing gradually to approximately 3.4
percent by financial year 2021/2022. However, given the expenditure pressures and the lack of a clear
expenditure rationalization framework as well as a quantifiable strategy for enhanced revenue
collection, it is unlikely that the fiscal deficit will decrease unless hard decisions are made. Indeed,
over the past years, this commitment has not been complied with. In financial year 2016/17, this
committee made a recommendation that the deficit be capped at 6.0 percent of GDP but this was not
complied with and the deficit at the end of the financial year had accumulated to approximately 9.3
percent instead (commitment basis excluding grants).

27) Mr. Speaker, as | had indicated earlier, my committee is committed towards ensuring that the deficit is
contained and indeed reduced over the medium term in order to protect the country from a higher debt
burden which invariably results from higher deficit and low revenue collection. As a result, cognizant of
the need to fund key development projects, the committee recommends that MDAs undertake
reprioritization of expenditure and that the key development projects be implemented in phases in
order to ensure that the overall expenditure remains within the provided framework.

VI. Vertical Division of Revenue for 2018/19

28) Mr. Speaker, in the 2018 BPS, the nationally raised revenue for financial year 2018/19 is projected at
Kshs. 1,688.4 Billion out of which Kshs. 1,370 Billion will be allocated as the equitable share to
National Government and Kshs. 314 billion as equitable share to the County Governments. This is
equivalent to approximately 34 percent of the most recent audited revenues. In addition, the counties
are also set to receive conditional grants amounting to Kshs. 58.742 billion of which Kshs. 33.2 billion
will be from development partners. This brings the total allocation to county governments for financial
year 2018/19 to Kshs. 372.74 billion. In addition, the allocation for the Equalization Fund for Financial
Year 2018/19 is Kshs. 4.7 Billion.

AN Me O rmcaliae | iidabk e tafacems dhic llaieaa dhal b Mo cccanlinnice e Naciamisa Allacaaliann alam ceannawiad
LJ] i . \JPCCH'\CI, T VWIDIL WU ITHIUENT U FTUUDE wal uiIc WUl Uil MEVCHIUT Alveauull alouw PICDCII[UU
their recommendations to this committee as follows:
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Allocate National Government Kshs. 1,371.2 billion and County governments Kshs. 337.2 billion
which is equivalent to 36% of the most recent audited revenues. This increment to county
governments comprises an additional Kshs. 8.7 billion for functions previously transferred to county
governments without atlendant resources and adjustments to cater for inflation as well as arowth in
service delivery.

.~ The CRA also proposes a total of Kshs. 305 bilion as conditional grants to counties. The
conditional transfers include Kshs. 24,461 million for ongoing conditional programmes and Kshs.
6,000 million as new conditional grants for the establishment of cancer centres and cancer drug
access programme. This brings the total county allocation to Kshs. 367.7 billion.

30) Mr. Speaker, the committee notes that the 2018 BPS does not provide information on the rationale
behind increasing some of the conditional grants for financial year 2018/19 such as leasing of
equipment from Kshs. 6.1 billion to Kshs. 9.4 billion as well as level five hospitals from Kshs. 4.2 billion
to Kshs. 4.326 bilion. Conditional grants are an important tool for the national government to
implement key national development priorities within the counties. It is important therefore for these to
be handled transparently and for continuous monitoring to be carried out to ensure that the national
government priorities are being met. At this juncture, | wish to remind this House that two key pillars of
the Big Four plan, Agriculture and Health, are devolved functions. The committee therefore proposes
that the National government considers using conditional grants to implement the key initiatives under
these pillars.

VIl MEDIUM TERM DEBT MANAGEMENT STRATEGY

31) Mr. Speaker, the Medium Term Debt Management Strategy (MTDS) for Financial Year 2018/19
proposes a borrowing framework of 57% external borrowing and 43% domestic borrowing to finance
the national budget deficit. External Debt will be financed through Concessional Finance (23%), Semi
Concessional Finance (12%) and Commercial finance (22%).

32) The committee has reviewed the Medium Term Debt Management Strategy (MTDS) and makes the
following observations:

i There is variation between the deficit financing policies indicated under the BPS and the MTDS, that is,
while the Budget Policy Statement (BPS) proposes to finance the deficit through external financing to
domestic financing ratio of 37 percent to 63 percent, the MTDS utilizes a ratio of 57% external
financing and 43% for domestic financing. Furthermore, the MTDS indicates that commercial debt
should only make up 22% of total external borrowing which equates to Kshs. 116.9 billion. Whereas in
the BPS, the level of commercial debt is at 54% Kshs. 288 billion, which is more than double the MTDS
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Vi,

The current Net Present Value (NPV) of debt to GDP limit is estimated to be between 48.6% and 49%
The PFM regulations places a NPV of debt to GDP limit of 50% implying that any huge additional
borrowing could lead to breach of this limit.

The ratio of Debt Service to Revenue exceeds the 30 percent threshold in the FY 2017/18 and the
medium term. This means that the government will need to refinance maturing debt during this period
contributing to higher interest costs in future.

MTDS 2018/19 is prepared on the premise that fiscal consolidation will occur in the medium term
despite previous missed commitment. Planned fiscal consolidation will face headwinds from planned
expenditure plans in the BPS and the high proportion of mandatory spending for pension, county
allocations, debt service, and the public wage bill.

The refinancing needs of debt maturing in 1 year in 2018/19 will reach 54.4% (Kshs. 1.008 trillion) of
fotal revenues due to repayment of syndicated loans, commercial loans, intemational bonds and
domestic debt repayments falling due in FY 2018/19. This therefore indicates shrinking space for
discretionary expenditure given that most of our expenditure, that is, county allocations, the wage bill,
pension and debt service cannot be reduced.

The MTDS needs to capture both implicit and explicit contingent liabilities. Implicit liability will range
from pending court compensation to avoidable liabilities emanating for the Public Private
Partnership Projects (PPPs). Of concern, are the avoidable costs currently incurred in relation to
the Lake Turkana Wind Power Project where the power produced cannot be evacuated due to lack
of a high voltage line to transmit it to the Suswa substation.

VIIl.  POLICY RECOMMENDATIONS FROM THE DEPARTMENTAL COMMITTEES

33) Mr. Speaker, the 2018 BPS proposes a total ministerial expenditure of Kshs. 1,650.10 billion for

2018/19. The ministerial recurrent expenditure is set to increase from Kshs. 1,024.56 billion in 2017/18
to Kshs. 1,039.50 billion in 2018/19 while the ministerial development expenditure is set to increase
from Ksh.604.74 billion in 2017/18 to Kshs. 610.60 billion in 2018/19.

34) Mr. Speaker, during the Committee's deliberations with the Departmental Committees on the Budget

Policy Statement 2018, a number of recommendations were made which | now wish o highlight:

a. The issue of pending bills was a key concern for mosl Departmental committees. The
committee reiterates that in line with PFM regulation 26(2) (f), a list of pending bills should
be provided and that when budgeting is done, expenditure allocations should first and
foremost be directed towards settling pending bills before committing to other
expenditures.
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