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PRELIMINARY
ESTABLISHMENT AND MANDATE OF THE COMMITTEE

Article 124(1) of the Constitution of Kenya provides that cach House of Parliament may
establish commitices and shall make Standing Orders for the orderly conduct of its

proceedings, including the proceedings of its committees.

Parliamentary committees consider policy issucs, scrutinize the workings and
expenditures of the National and County Governments, and examine proposals for
legislation. The result of any process in Committces is a report, which is tabled in the

House for consideration.

The Senate Standing Committee on Finance and Budget is established pursuant to section
8(1) of the Public Finance Management (PFM) Act, Cap 412A and standing order 228 of
the Senate Standing Orders and is mandated to-
a) investigate, inquire into, and report on all matters relating to coordination,
control, and monitoring of the county budgets and examine-

(i) the Budget Policy Statement presented to the Senate;

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

(iii) the Division of Revenue Bill, the County Allocation of Revenue Bill,
the County Governments Additional Allocations Bill, and the cash
disbursement schedules for county governments;

(iv) all matters related to resolutions and Bills for appropriations, the share
of national revenue amongst the counties, matters concerning the
national budget, including public finance and monctary policies and
public debt, planning, and development policy; and

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

Controller of Budget on the implementation of the budgets of county

governments.
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MEMBERSHIP OF THE COMMITTEE

Following the constitution of the Standing Committees of the Senate of the Thirteenth

(13™) Parliament on Thursday, 13 October, 2022, the Senate Standing Committee on

Finance and Budget as currently constituted comprises the following Members-

6|

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

2)
3)
4)
5)
6)
7
8)
9)

Sen. Maureen Tabitha Mutinda, MP
Sen. (Dr.) Boni Khalwale, CBS, MP

Sen. Joyce Chepkoech Korir, MP

Sen. Tabitha Karanja Keroche, MGH, MP

Sen. Mohamed Faki Mwinyihaji, CBS, MP

Sen. Richard Momoima Onyonka, MP
Sen. Shakila Abdalla Mohamed, MP
Sen. Eddy Gicheru Oketch, MP

Chairperson
Vice-Chairperson
Member

Member

Member

Member

Member

Member

Member

SCFB Report on 2024 Budget Policy Statement



CHAIRPERSON’S FOREWORD
Section 25(2) of the Public Finance Management Act, Cap 412A provides that the

National Treasury shall submit to Parliament the Budget Policy Statement (BPS) on or

before 15" February in each year.

Pursuant to this provision, the National Treasury and Economic Planning submitted the
2024 Budget Policy Statement to the Parliament on 15" February, 2024. Subsequently,
the 2024 BPS was tabled in the Senate at its sitting held on 15" February, 2024 Thereafter,
and pursuant to standing orders 186(4) of the Scnate Standing Orders, thc BPS was
committed to cach Standing Committee for consideration and subsequent submission of

recommendations to the Standing Committee on Finance and Budget within seven days.

Scction 25(7) of the PEMA, Cap 412A provides that Parliament shall, not later than 14
days after the BPS is submitted to Parliament, table and debate a report on the BPS

containing recommendations with aim of approving with or without amendments.

The BPS is a government policy document that sets out the broad strategic priorities and
policy goals which guides the national and county governments in the preparation of
budgets. It entails-

a) an assessment of the current state of the economy, including macrocconomic
forecasts as well as the prioritics of the Government current pillars of growth and
strategic directions;

b) the financial outlook with respect to Government revenue, expenditures and
borrowing for the next financial year and over the medium term;

¢) the proposed expenditure ceilings for the National Government, including those of
Parliament and the Judiciary and indicative transfers to County Governments;

d) the fiscal responsibility principles and financial objectives over the medium-term
including limits on total annual debt; and

¢) Statement of Specific Fiscal Risks.

In compliance with the provisions of standing order 186(6) of the Senate Standing Orders,
the Committee proceeded to undertake consultative mectings with key stakeholders. The

Committee received either written or and oral submissions on the BPS from the following

stakeholders-
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a) The National Treasury and Economic Planning;

b) The Commission on Revenue Allocation (CRA);

¢) The Council of Governors (CoG);

d) The Institute of Certified Accountants of Kenya (ICPAK);
¢) The International Budget Partnership-Kenya Chapter;

f) The County Assemblics Forum (CAF); and

) The Institute for Social Accountability (TISA);

The 2024 Budget Policy Statement is designed to build on the gains under the 2023 BPS.
The theme of the 2024 BPS is Sustaining Bottom-Up Economic Transformation A genda

for Economic Recovery and Improved Livelihoods.

Regarding the macro-fiscal framework, the National Treasury projects that the cconomic
growth will be approximately 5.5% in 2024. This growth will be supported by continued
robust growth in the services sector, and strong recovery of the agriculture scctor. The

overall inflation is expected to largely remain within the target band of 5(+2.5)% in the

medium term.

In regards to the exchange rate; the Kenya shilling depreciated by 19.3 % against the US
dollar and 23.4% against the Euro between June 2022 and June 2023, thercby adversely
affecting inflation levels and increasing the stock of debt by over Ksh. 800 billion.
However, as at 20" February 2024, the Kenya shilling exchange rate had strengthened
against major international currencies, appreciating by 10.8 percent against the US Dollar,
10.9 percent against the Sterling Pound and 10.8 percent against the Euro. This is majorly
on account of the impact of management of the settlement risk associated with the maturity

of the Euro bond due in June 2024, as well as forex inflows from the infrastructure bond.

The ordinary revenue in the FY 2022/23 grew by approximately 6.4% (FY 2021/22
ordinary revenue was Ksh. 1.917 trillion and in the FY 2022/23 it grew to Ksh. 2.041
trillion). The 2024 BPS projections on ordinary revenuc as a sharc of GDP indicates that
revenue will increase from 14.3% of GDP in 2022/23 FY to 17% in the medium term (by
FY 2026/27). This will be achieved through increasing tax compliance rate from 70% to

90% as well as increasing investment to GDP ratio from 19.3% to 25.7%. The projected
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ordinary revenue collection for FY 2024/25 is Ksh. 2.948 trillion. The projected revenue

including grants is Ksh. 3.484 trillion.

The proposed total expenditure and net lending for FY 2024/25 is Ksh. 4.188 trillion. This
represents 5.2% (Ksh. 206.7 billion) increase relative to the approved Supplementary No. 1
budget of FY 2023/24.

The projected fiscal deficit for FY 2024/25 is Ksh. 704 billion (3.9% of GDP). The
National Treasury proposes to borrow Ksh. 326 billion from external markets and Ksh.

377.7 billion from the domestic market.

The government proposes to focus on implementation of various interventions and
policies geared towards reduction of the cost of living and improving livelihoods.
Additionally, it will emphasise fostering a sustainable inclusive economic transformation.
The main interventions will target five key priority arcas, namely-

a) Agricultural Transformation and Inclusive Growth;

b) Micro, Small and Medium Enterprise (MSME) Economy;

¢) Housing and Settlement;

d) Healthcare; and

¢) Digital Superhighway and Creative Industry

In regard to division of revenue, the National Treasury proposes an allocation amounting
to Ksh. 391.1 billion to county governments equitable share for FY 2024/25. This is an
increment of Kshs. 5.7 billion (an equivalent of 1.47% growth) from Kshs. 385.4 billion
allocated in the FY 2023/24. This proposed allocation is approximately 13.2% of the
projected ordinary revenue collection of Ksh. 2.948 trillion for FY 2024/25 and 24.91%
of Kshs. 1.570 trillion being the most recent audited and approved revenues raised

nationally for FY 2020/21.

The National Treasury attributes this marginal growth to implementation of a fiscal

consolidation plan aimed at reducing the fiscal deficit.

Further, the county governments arc projected to reccive additional allocations amounting
to Ksh.54.7 billion. This comprises Ksh.19.06 billion to be financed from the National

Government’s share of revenue and Ksh.35.66 billion from proceeds of loans and grants

from development partners.
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g)

h)

J)

k)

The most recent audited and approved accounts of revenue is Ksh. 1.570 trillion
being for accounts for FY 2020/21.

With the exception of Laikipia County, county governments have not received their
Contribution in licu of Rates (CILOR) payments since the inception of devolution,
amounting to Ksh 13.12 billion. However, the National Treasury indicates that a
payment plan for outstanding CILOR dues is being processed

The county governments are experiencing additional expenditure pressures
cmanating from statutory deductions including the proposed housing levy and
increased NSSF contributions, which reduces resources for other county
government priority expenditure. Additionally, the requirement that county
governments provide counterpart funding towards Community Health Promoters
further constrains the bascline expenditure levels.

The Road Maintenance Levy Fund Act, Cap 427, that establishes the Road
Maintenance Levy Fund was enacted before the coming into force of the 2010
Constitution and the devolved system of government. The Act therefore does not
properly deal with the nature of this allocation and the basis for determination of
the entitlement for each level of government

Agriculture is a core pillar for the revolutionization of the growth of the ecconomy.
However, there is minimal investment towards the sector, especially provision of

agricultural extension services to farmers

Some of the salient recommendations include-

Policy Recommendations

a) That, the most recent audited accounts of revenue received, as approved by the

National Assembly is Ksh. 1,570,562,945,014 for FY 2020/21 and shall be the basis

b)

11 |

for determining the county cquitable sharc under Article 203(3) and the amounts due

to the Equalisation Fund under Article 204(1) of the Constitution;

That, the National Treasury prioritizes disbursement of equitable share to counties in

line with the cash disbursement schedule and pursuant to Article 219 of the

Constitution which provides that a county’s share of revenue should be transferred to

the county without undue delay and without deduction;
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c)

d)

g)

h)

That, the National Treasury in collaboration with CoG should fast-track development
of the Integrated County Revenue Management System and submit to the Senatc, a
status report including draft legislation for the operationalisation of the system by
30th June, 2024;

That, the National Treasury should expedite the approval of the payment of
outstanding Contribution in licu of Rates (CILOR) to county governments;

That, the National Treasury expedites finalisation of the proposed framework for
sharing of mineral royalties revenue among the National Government, County

Governments and communitics with a view to finalising the same by 30th June 2024;

That, within 3 months, the Ministry of Agriculturc and Livestock Development should
engage with the CoG on possible collaborations to ensure adequate provision of
extension services to farmers which is key in transforming and modernising the

agriculture sector and consequently increasing food production;

That, National and County governments should ensure realistic revenue projections
since over-projection of revenue results in revenue shortfalls that lead to pending bills
and further accumulation of debt as a result of budgeting for revenues that will not be
realised;

That, the National Treasury should expedite the transition from use of cash basis of
accounting to modified accrual basis of accounting which may help in recognition and

management of pending bills;

Financial Recommendations

The Committec made several financial recommendations including-

12 |

a) The proposed allocation of shareable revenuc to County Governments for FY
2024/25 should be Ksh. 415.9522 billion, based on the following factors-
i) Bascline of Ksh. 385.425 billion being the approved allocation in the FY
2023/24;

ii)  Adjustment for revenue growth of 6.4% (This is based on the actual ordinary

revenue growth realised in the FY 2022/23); and

SCFB Report on 2024 Budget Policy Statement



iii)  Further adjustment by repurposing of the scrapped MES programme
allocation amounting to Ksh. 5.86 billion.
b) The total additional allocations to countics should be Ksh.55,453,732,777,
comprising-
i, Road Maintenance Levy Fund - Ksh.10, 522,21 1,853
ii. Aggregated Industrial Parks programme - Ksh.4,500,000,000
iii.  Supplement for Construction of County HQs- Ksh.445,000,000
iv.  Transferred Museum Function — Ksh. 30,184,835
v. Community Health Promoters (CHPs) — Ksh. 3, 234, 930,000
vi. Mincral Royalties — Ksh. 1,055,205,814
vii.  Court Fines — Ksh. 7,431,745
viii.  Allocation from Development Partners in the form of Loans and
Grants-Ksh. 35,658,768,530
¢) That, the Fiscal Deficit (including grants) for the FY 2024/25 be binding at
Ksh.703.9 billion (3.9% of GDP).

d) That, the allocation to the Equalization Fund for FY 2024/2025 be sct at
Ksh.7.852,814,725 in line with the most recent audited accounts, approved by the
National Assembly (Ksh.1.570 trillion, FY 2020/21). Additionally, based on the
commitment by the National Treasury to the Senate, vide letter ref number
TNT/ZZ/81/014/E974) dated 19" May, 2023, an additional amount of Ksh. 9.98
billion be allocated to the fund as partial payment of outstanding arrcars. The

cumulative allocation to the fund should be Ksh. 17,832,814,725.
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CHAPTER ONE

THE 2024 BUDGET POLICY STATEMENT
1.0 Introduction
1. The Budget Policy Statement (BPS) is prepared and submitted to Parliament pursuant
to section 25 of the Public Finance Management Act, Cap 412A. It provides an
assessment of the state of the economy and the financial outlook over the medium term
including macro-cconomic forecasts, the overarching policics of the government, the
resource envelope and expenditure ceilings. The BPS also sets out indicative transfers

to county governments for the next financial ycar and the medium-term.

2. The 2024 Budget Policy Statement is designed to build on the gains under the 2023
BPS that was themed “Bottom-Up Economic Transformation Agenda for Inclusive
Growth”. The 2024 theme is “Sustaining Bottom-Up Economic Transformation
Agenda for Economic Recovery and Improved Livelihoods.” The focus is to ensure
poverty reduction and ignite economic recovery by targeting five priority arecas namely:
Agriculture Transformation and Inclusive Growth; Micro, Small and Medium
Enterprise (MSME) Economy; Housing and Secitlement; Healthcare; Digital

Superhighway and Creative Industry.

L. THE MACRO-FISCAL FRAMEWORK

a) Highlights of the Macro Framework 2024/25
3. The National Treasury projects that the economy will expand by 5.5 percent in 2024. This
growth will be supported by continued robust growth of the services scctors; the
accommodation and restaurant subsector, transport and ICT. Rebound in agriculture and
ongoing implementation of measures to boost activities in priority sectors by the

government are also expected to boost growth.

4. From the supply side, growth will be driven by strong recovery in the agriculture sector
and a decline in global commodity prices that will reduce the cost of production. Further,
the ongoing fertiliser and subsidy program and provision of adequate affordable working
capital to farmers will support growth of the scctor. Manufacturing sector will be
supported by improved availability of raw materials following recovery in agricultural
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production; the construction sector will be supported by the affordable housing

programme and government infrastructure projects.

. From the demand side, growth will be supported by increased houschold consumption and

robust private sector investment, as well as government investments, strong export growth

and resilient remittances.

. The contribution from food prices to headline inflation is expected to decline but pressures
from fuel prices arc expected to remain in the near term. Overall inflation is expected to
largely remain within the target band of 5 (+ 2.5%) in the medium term. The government

will also support a flexible exchange rate system 1o act as an external shock absorber.

" There are downside risks to this outlook emanating from unpredictable weather conditions
which could affect food production resulting in inflationary pressures, and tight liquidity
conditions which could affect financing of the budget. Externally, escalating geopolitical
risks could lead to higher global commodity prices. Further, a slowdown in global
economic recovery could weaken global demand thereby affecting Kenya’s exports,
foreign direct investments, and remittances. Continued aggressive global monetary policy
tightening especially in the United States also presents significant risks to the exchange

rate and financial inflows.

b) Highlights of the Fiscal Framework 2024/25

. The National Treasury projects that ordinary revenue as a share of GDP will
increase from 14.3% in 2022/23 FY to 17% in 2026/27. To achicve this, the government
has developed a Medium-Term Revenue Strategy (MTRS) whose objectives include,
raising revenue as a share of GDP from 16.5% to 20%, increasing tax compliance rate

from 70 % to 90% as well as increasing investment to GDP ratio from 19.3% to 25.7%.

. The projected ordinary revenue collection for FY 2024/25 is Ksh. 2.948 trillion. This
represents a 14% growth relative to the National Treasury’s expected collection in
2023/24. The strategies underpinning the MTRS to enhance revenue collection include
the reduction of the corporate rate of income tax to boost Kenya’s compctitiveness and
enhance investment, as well as the review of PAYE bands to improve progressivity.

Further, to enhance revenue collection from VAT, the MTRS proposcs a rationalization
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10.

11;

12.

13.

14.

of exempt and zero-rated supplies, a review of VAT rates downwards, and an introduction

of VAT on services such as education and insurance.

The MTRS is expected to form the basis for the measurcs that will be contained in the
Finance Bill 2024, and contains measures aimed at expanding the tax basc through
taxation of the informal sector, the digital sector and the agricultural sectors as well as
implementation of revenue administration reforms which will require an additional

allocation of Ksh. 12.9 billion.

The projected total expenditure and net lending for FY 2024/25 is Ksh. 4.188 trillion.
This represents 5.2% (Ksh. 206.7 billion) increasc relative to the approved Supplementary
No.l budget of 2023/24 FY. The main drivers of the increased budget include an
additional Ksh. 89.9 billion expenditure on interest payment on public debt as well as a

Ksh. 70.7 billion increase in development expenditure.

The BPS highlights cxpenditure rationalisation stratcgics aimed at reducing total
expenditure and net lending to around 23% in FY 2024/25 and over the medium term.
These include scaling up PPPs, climinating non-priority expenditures, privatization of
State-Owned Enterprises (SOEs), rolling out of e-government procurcment, and

implementation of Public Investment Management Information Systems (PIMIS).

The combined impact of the policics aimed at increasing tax revenuc collection and
curtailing the growth in expenditures is expected to reduce the fiscal deficit (including
grants) from Kshs. 886.6 billion (5.5% of GDP) in 2023/24 to Kshs. 704 billion (3.9% of
GDP) in 2024/25. To finance this fiscal deficit, the National Treasury proposes to borrow

Ksh. 326 billion from external markets and Ksh. 377.7 billion from the domestic market.

II1 KEY POLICY INTERVENTIONS
i) Transforming the Micro, Small and Medium Enterprises (MSME) Economy

Under this pillar, the government intends to review and rationalise all business licences
and to cap total licences at 1.5% of total turnover. It also targets to enact administrative
burden law cnsuring no business spends more than four hours a month on tax and

regulatory compliance.  Other interventions include establishing MSME business

18 | SCFB Report on 2024 Budget Policy Statement



development centres in every ward, as well as Industrial Park and business incubation

center in every TVET.
ii) Housing and settlement

15.Under this pillar, the government targets to provide at least 250,000 houses in every
financial year as it fast-tracks the delivery of affordable houses and enables low-cost
housing mortgages. To this extent, the BPS reports that the government is structuring
affordable long-term housing finance schemes, including a National Housing Fund and
Cooperative Social Housing Schemes that will guarantce off-take of houses from
developers, The government is also targeting job creation for youths and aims to employ
graduates from TVETs in the affordable housing programme. The government further
targets to upgrade and support juakali capacity to produce high-quality construction

products by linking it with TVETs.

16. Further, to support rural housing and settlement, the government will cstablish a
Settlement Fund similar to the one that was used to acquire land from settler farmers after
independence. The land purchased by the scheme will be subject to land use planning
where beneficiaries will own transferable residential plots in planned settlement to stop

land fragmentation.
iii) Healthcare

17. Key interventions under healthcare include the provision of a fully public financed primary
healthcare system, an emergency care fund and a health insurance fund that will cover all
Kenyans; installation of a digital health management information system; setting up a fund
for improving health facilities; and availing of medical staff to deliver Universal Health

Coverage.

18 The Social Health Insurance Act will, among other things, establish the Primary Health
Fund, a fully publicly financed chronic, emergency and critical illness fund and the Social
Health Insurance Fund. The Government will be implementing a per-houschold payment

system, where a flat rate applics to everyonc, regardless of their income.

19. The Government's initiative, Afya Nyumbani, aims to increase the availability of human

capital in the public health sector. Key components of the initiative include employing
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20,000 new healthcare workers, deploying 8,429 workers whose contracts had lapsed, and

enrolling 3,394 interns nationwide.

20, Further, the National Government in partnership with County Governments, plans to ensure

sustainability of the 100,000 community health promoters (CHPs) through a matching basis

payment scheme for CHPs, with a 50:50 ratio. Each CHP is assigned 100 homes within

their neighbourhood. The CHPs use electronic community health information systems (c-

CHIS) to collect real-time houschold data, plan health service delivery, and connect

houscholds to health facilities.

21.

iv) Agricultural Transformation and Inclusive Growth

The government has indicated that it intends to align all policies under the agriculture
sector towards increasing food production and reducing the cost of food. The strategies
under this pillar will be geared towards addressing the cost, quality and availability of
input; reducing the cost of food and cost of living in general; reducing the number of food
insccure Kenyans; raising productivity of key food value chains; increasing access to
affordable credit and agricultural extension services, creating direct and indircct jobs,
increasing average daily income of farmers as well as forcign exchange carnings and

revamping underperforming and collapsed export crops while expanding emerging ones.

22.The government has also mainstrecamed nine priority value chains into the budget

including those that have the highest potential to impact on the economic vibrancy and
reduce cost of food stuffs, increasing exports (tea, dairy, leather), reducing food imports

(rice, edible oils, blue economy).

v) Digital Superhighway and Creative Economy

23.Over the medium term, the government targets to increase and fast-track broadband

connectivity across the country by construction of national fibre optic connectivity
network, enhance digitization and automation of government processcs, establish Africa
Regional Hub, promote development of software for export, implement the digital master

plan, and strengthen Konza Technopolis.

24. With regard to the creative economy, the government intends to leverage digital prowess,

protection of intellectual property rights, mainstreaming arts and culture infrastructurc
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(theatres, music halls, art galleries) into the infrastructurc development program,

Incorporating Creative Economy into Brand Kenya and commercial diplomacy initiatives,

establish a vibrant film ccosystem and facilitate monetization of music to promotfe

entreprencurship.

COUNTY FINANCIAL MANAGEMENT AND DIVISION OF REVENUE

21 |

Division of Revenue for FY 2024/25

a) County Equitable Share

25.The County Governments are proposed to receive Ksh.391.1 billion as cquitable

share; translating to 13.2% of the projected ordinary revenue collection of Ksh.
2,948 trillion for FY 2024/25 and 24.91% of Kshs. 1.570 trillion being the most
recent audited revenues raised nationally for FY 2020/21. The county cquitable
share for FY 2023/24 was Ksh. 385.425 billion, when compared to the proposed

allocations of Ksh.391.1 billion there is a marginal increase of 1.5 % (Ksh.6

billion).

26.The National Treasury attributes the marginal growth of the County Equitable

share to implementation of a fiscal consolidation plan by the government aimed at

reducing the fiscal deficit to 3.9% of GDP in FY 2024/25, increased debt service

and low ordinary revenue collections.

b) Additional Allocations to County Governments in FY 2024/25

27.Pursuant to Article 202(2) of the Constitution, County governments arc projected

to receive additional allocations amounting to Ksh.54.7 billion in FY 2024/25. This
comprises Ksh.19.06 billion to be financed from the National Government’s share
of revenue, and Ksh.35.66 billion from proceeds of loans and grants from

development partners.

78 There arc several new additional allocations: Ksh. 10.522 billion for the Road

Maintenance Levy Fund (RMLF); Ksh.2.5 billion for Community Health
Promoters (CHPs) and Ksh.30.2 million for the transfer of the Museum Function
to cater for personal emoluments. New donor projects include the Food Systems
Resilience Project (FSRP) with an allocation of Ksh.2.25 billion and UNFPA Grant

- 10th Country Kenya Programme with an allocation of Ksh.65.19 million.
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¢) Intergovernmental agreements in respect of the Additional Conditional
Allocations

29. The National Treasury has constituted an interagency task force to develop model
Intergovernmental Conditional Allocations Transfer Agreement (ICATA). As at
February 2024, the final model ICATA was forwarded to the Council of Governors
for onward transmission to the county governments for processing in line with

sections 191A to 191E of the PFM Act, Cap 412A.

d) Equalization Fund
30. The 2024 BPS proposes an allocation of Ksh.11.4 billion in FY 2024/25 to the
Equalisation Fund. This allocation includes Ksh. 7.867 billion as the 2024/25

allocation and Ksh. 3.533 billion as partial payment of arrears to the Fund.
ii. Compliance with Fiscal Responsibility Principles

The Budget Policy Statement (BPS), 2024 highlights that in FY 2022/23, out of the forty-
seven (47) counties, only seven (7) met the threshold of the PFMA requirement that
development cxpenditure be at least 30% of total expenditure. Actual expenditure on
development in the last three financial years has averaged at 26%. The trend has been

dwindling from 29% in FY 2018/19 to 23% in FY 2022/23.

32.The BPS further highlights that expenditure on wages and benefits by County

33.

Governments has consistently been above the 35% threshold of their total revenue in
contravention of regulation 25(1)(b) of the Public Finance Management (County
Governments) Regulations, 2015. The trend over the past five (5) years shows an increase
from 36.5% in FY 2018/19 to 41.9% in FY 2022/23. When compared with the total of
cquitable share and own revenue sources (OSR) the wage expenditures are over 50% on
average. Notably, in FY 2022/23 only six (6) counties (Migori, Kilifi, Mandera, Kwale,

Turkana and Tana River) had their expenses on wages and salaries below 35%.

iii.  Enhancement of County Governments’ Own Source Revenue (OSR)
Due to poor performance of Own Source Revenue (OSR) among all the county
governments, the 2024 BPS proposes the enactment of the National Rating Bill and the
County Governments (Revenuc Raising Process) Bill, as well as offering rigorous training
on tax policy and Revenue Forecasting to enhance OSR collection.
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34. The National Rating Bill shall provide a legislative framework for the imposition of
property taxes on land and buildings by County governments. The Bill also gives the
procedure for claiming and payment of Contribution in Licu of Rates (CILOR); and timely
updating of valuation rolls by the County Governments. The overall objective of the Bill

is to provide for enhancement, certainty, uniformity, and fairness in the levying of

property rates by the counties.

iv. Prudent management of fiscal risk

35. As at 30" Scptember 2023, countics reportedly accumulated pending bills amounting to
Ksh. 163.2 billion. Notably, pending bills owed to various pension funds (LAPT RUST,
LAPFUND and County Pension Fund) amounting to Ksh.73.4 billion have not been
factored by some County Governments in their pending bills stock. The amount consists of
principal debt of Ksh.12.5 billion (17% of the total debt) and Ksh.60.9 billion (83% of the
total) as accrued interest. Owing to these huge outstanding balances towards the pension
schemes, some County staff risk retiring without pensions. The BPS 2024, urges the
affected counties to prioritize the settling of the liabilities.

36.County Governments owe the Kenya Power & Lighting Company (KPLC) Ksh.3,
492.122,613.47 as outstanding clectricity bills over the years; with Nairobi City County
owing the highest amount of Ksh.2,171,944,344.79.
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CHAPTER TWO
SUBMISSIONS BY STAKEHOLDERS

37. This Chapter cntails a summary of stakeholders’ comments on the BPS as received from

the following -

a) The National Treasury and Economic Planning;

b) The Commission on Revenue Allocation;

¢) The Council of Governors (CoG);

d) The Institute of Certified Public Accountants of Kenya (ICPAK);
¢) The International Budget Partnership, Kenya (IBP-K);

f) The Institute of Social Accountability (TISA); and

g) The County Assembly Forum (CAF).

2.1 Submissions by The National Treasury
The Cabinet Secretary for National Treasury and Economic Planning appearcd before
the Committee and submitted as follows-

38. The 2024 Budget Policy Statement (BPS) marks the second iteration prepared under the
Kenya Kwanza Administration. It reiterates the government's commitment to the Bottom-
Up Economic Transformation Agenda (BETA) as outlined in the Fourth Medium-Term

Plan of Vision 2030.

Theme and focus of the 2024 Budget Policy Statement
39. The theme for the 2024 Budget Policy Statement (BPS) is: Sustaining Bottom-Up

Economic Transformation Agenda for Economic Recovery and Improved Livelihoods.

40. The agenda outlined in the 2024 Budget Policy Statement (BPS) recognizes the critical
significance of managing the cost of living through cffective market mechanisms. This
approach aims to not only enhance income generation but also boost productivity and
ensure the availability and affordability of goods and services for all citizens. The
interventions target five core priority areas namely: i) Agricultural Transformation and
Inclusive Growth; ii) Micro, Small and Medium Enterprise (MSME) Economy; 1iii)
Housing and Settlement; iv) Healthcare; and v) Digital Superhighway and Creative

Industry.
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41.

The agenda places special emphasis on achieving specific socio-cconomic objectives,
including increased employment, equitable income distribution, enhanced social security,
expanding the tax revenue base, and boosting forcign exchange carnings. To realize thesc
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 Including Minerals

& Forestry; and (ix) Building Materials.

Recent Economic Developments

42. The 2024 BPS is framed against a backdrop of an improved outlook for global growth,

43.

44,

moderating international oil prices, and hei ghtened geopolitical tensions particularly in the
Middle East. Global growth is estimated at 3.1% for 2023 while that of 2024 has been
revised upwards in the January 2024 World Economic Outlook (WEO), from 2.9% to
3.1%. This growth outlook for 2024 reflects stronger-than-expected growth in the United
States, continued strengthening of the Chinese cconomy, and strong growth in several

large emerging market and developing economics.

Following the various interventions rolled out during the past onc year by the Government,
the Kenyan cconomy remained strong and resilient in the first three quarters of 2023
despite the challenging external environment and significant loses and damages duc to
frequent extreme weather conditions. The cconomic growth averaged 5.6% (5.5% in Q1
and Q2, and 5.9% Q3) primarily driven by a rebound in agriculture activitics and a

continued resilience of the service sector.

Growth for 2024 is anticipated to remain strong, with a projected rate of 5.5%. This
forecast represents a modest increasc from the cstimated growth of 5.5% in 2023,
indicating a sustained upward trajectory. This growth trend is notably higher than the 4.8%
growth observed 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 houschold 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
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45.

public infrastructure; and improvement in the external account supported strong exports

and resilient remittances.

The government's commitment to scaling up efforts on policy and structural reforms under
the BETA framework reflects its determination to address pressing developmental
challenges and accelerate cconomic recovery. By prioritizing human capital development,
market reform, domestic resource mobilization, institutional restructuring, and
digitization, the government aims to build a resilient and inclusive economy that can

withstand global turbulence and drive sustainable growth in the long run.

46.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 7.5% in May 2022
to 13% in February 2024 in order to maintain price stability consistent with our inflation
target of 542.5%. This monetary policy action was complemented by Government
interventions aimed at lowering the cost of production, casing of global food prices and
favourable weather conditions that increased food supply. As a result, overall inflation rate

declined to 6.9% in January 2024 from a peak of 9.6% in October 2022.

47.The Kenya shilling exchange rate has strengthened against major international currencics

48.

since 9" February 2024. By 20" February 2024, the Kenya Shilling Strengthened by 10.8%
against the US Dollar, 10.9% against the Sterling Pound and 10.8% against the Euro,
compared to 9th February 2024. This is attributed to forex inflows from the Government
infrastructure bond which was oversubscribed by 412.4%, and the impact of de-risking the

2024 Buro bond through USD 1.5 billion received from international investors.

FY 2023/24 Budget Execution

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.

49, Revenue performance represented a growth of 14.4% compared to a growth of 9.8% 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.
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50.

51.

Expenditure Performance

Expenditures were below target by Ksh. 350.4 billion on account of below target
disbursements towards both recurrent expenditure and development expenditures. The
below target performance in expenditures is largely explained by the shortfalls in revenue

performance as well as underperformance in external and domestic financing.

Fiscal operations of the Government by the end of January 2024 resulted in an overall
deficit including grants of Ksh. 310.7 billion (1.9% of GDP) against a target of Ksh 461.2
billion (2.9% of GDP). The deficit was funded with net domestic financing of Ksh 203.1
billion (1.3% of GDP) and net foreign financing of Ksh. 84.5 billion (0.5%o0f GDP).

Emerging Challenges in the Implementation of the FY 2023/24 Budget

52. During the implementation of the FY 2023/24 Budget, the challenges encountered include:

53

expenditure carryovers and fuel subsidy arrears amounting to Ksh 102.2 billion by the
beginning of the year, ordinary revenuc shortfall of Ksh. 104.3 billion by closure of the
Financial Year and debt service costs significantly above the budget levels as a result of

exchange rate movements and clevated domestic interest rates.

In order to address these challenges, the approved Supplementary Estimates 1 of FY
2023/24 introduced rationalisation 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 886.6 billion (5.5% of GDP) from Ksh 718.9 billion (4.4% of GDP)

in the budget estimates.

54 The National Treasury observed the following in regard to implementation of FY 2023/24

Budget-
a) Ordinary revenuc collection has experienced shortfalls since July 2023 with the total
cumulative shortfalls in ordinary revenuc collections as at end January 2024
amounting to Ksh. 232.6 billion;

b) 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

of January 2024. The liquidity challenges arc expected to ease in the second half of
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the FY as the resources from cxternal sources come in. This will address the

outstanding exchequer requests.

55.The combination of revenue underperformance and the underperformance in the raising
resources from the domestic borrowing market has compromised the ability to timely fund
the FY 2023/24 budget. For smooth implementation of the budget, a Supplementary II
Budget needs to be finalised by rationalizing expenditures further to increase the primary

surplus and reduce the fiscal deficit to 4.7% of GDP in line with the IMF program.

Fiscal Policy for FY 2024/25
56. The fiscal 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 friendly
fiscal consolidation plan. The consolidation will be supported by enhanced revenue
mobilization and rationalization of non-priority expenditure while protecting essential

social and development spending.

57. 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 trade-offs exerted by Kenya’s limited fiscal space and continued financing
constraints. The focus of fiscal policy remains on reducing the deficit from 5.6% of GDP

in FY 2022/23 to 4.7% of GDP in FY 2023/24 and further to 3.9% of GDP in FY 2024/25.

58 There will be continued focus on aggressive domestic resource mobilization through the
continued implementation of the Medium-Term Revenue Strategy (MTRS). In addition,
tax administration by the Kenya Revenue Authority will be strengthened through scaling
up use of technology to scal leakages through enhancements of iTax and Integrated
Customs Management System (iCMS) and usage of Tax Invoice Management System (e-
TIMS).

59.1n the FY 2024/25 budget, revenue collection including Appropriation-in-Aid (A.i.A) 1s
projected at Ksh 3,435.0 billion (19.1% of GDP). Of this, ordinary revenue is projected at
Ksh 2,948.1 billion (16.4% of GDP).

60. Total expenditure is projected at Ksh 4,188.2 billion (23.2% of GDP); comprising of

recurrent expenditure of Ksh 2,859.3 billion (15.9% of GDP); development expenditure of
Ksh 887.8 billion (4.9% GDP); transfer to County Governments of Ksh 446.0 billion
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61.

(includes Ksh 391.1 billion for cquitable sharc and Ksh 54.9 billion in additional

allocations); and Ksh 5.0 billion for Contingency Fund.

Budget for FY 2024/25
The total budget ceiling for FY 2024/25 is 4,143.7 billion. It is proposed that the National
Government be allocated Ksh. 2,511.5 billion (60.6% of total expenditure) which
comprises Executive (Ks2,438.9 billion); Parliament (Ksh. 41.6 billion) and Judiciary
(Ksh 23.7 billion), county governments Ksh. 391.1 billion (9.4% of total expenditures) and
Ksh. 1,241.1 billion (30% of total expenditure) for consolidated Funds.

62. Following deliberations with the Committee-

63.

64.

a) The National Treasury indicated that they would provide further information
regarding Integrated County Revenue Management System (iCRMS) and provision
for additional conditional allocation for the transfer of library function.

b) The Committec expressed dissatisfaction with the proposed meagre 1.5% growth

of the county cquitable share

2.2 Submissions by The Commission on Revenue Allocation (CRA)

The Commission on Revenue Allocation appeared before the Committee and submitted

as follows. That-

CRA averred that the growth of county share of nationally raised revenuc should reflect
the actual revenue growth trend of 6% over the past fiscal years. In this respect therefore
CRA proposes that county governments be allocated Ksh. 398 billion as their share of
nationally raised revenue as opposed to the proposed Ksh.391.1 billion. In their submission
to the Committee, the Commission stated that they had arrived at their proposal for county
cquitable share (Kshs. 398 billion) by using a base of Ksh. 375 billion where they had
deducted RMLF (Ksh. 9.8 billion) from the county cquitable share allocated in FY 2024/25
and had grown this base by Ksh. 22.5 billion representing a 6% growth in expected
revenues in FY 2024/25.

CRA noted that the BPS proposed-
a) a reduction in the proposed baseline ceiling in Agriculture from Kshs. 98 billion to
Kshs. 87 billion and the education sector from Kshs. 689.6 billion to Ksh. 666.5

billion. CRA noted that there is need to explain the huge reductions given the
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