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PRELIMINARY

1.0 ESTABLISHMENT AND MANDATE OF THE COMMITTEE

Article 124(1) of the Constitution of Kenya provides that each House of Parliament may

establish committees and shall make Standing Orders for the orderly conduct of its

proceedings, including the proceedings of its committees.

Parliamentary committees consider policy issues, scrutinize the workings and

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

legislation. The result of any process in Committees is a report, which is tabled in the

House for consideration.

The 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-

61

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

control, and monitoring of the county budgets and examine-

()
(i)

(111)

(iv)

the Budget Policy Statement presented to the Senate;

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

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

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 monetary policies

and public debt, planning, and development policy; and

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

Controller of Budget on the implementation of the budgets of county

governments.
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2.0 MEMBERSHIP OF THE COMMITTEE

The Standing Committee on Finance and Budget was constituted by the Senate of the

Thirteenth (13") Parliament on Thursday, 13" October, 2022 during the First Session.

The Committee was later reconstituted on Wednesday, 12" February, 2025, during the

Fourth Session. The Committee as currently constituted is comprised of the following

Members-

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

2) Sen. Maureen Tabitha Mutinda, MP - Vice-Chairperson
3) Sen. (Dr.) Boni Khalwale, CBS, MP - Member

4) Sen. Mohamed Faki Mwinyihaji, MP - Member

5) Sen. Richard Momoima Onyonka, MP - Member

6) Sen. Shakila Abdalla Mohamed, MP - Member

7) Sen. Eddy Gicheru Oketch, MP - Member

8) Sen. Mariam Sheikh Omar, MP - Member

9) Sen. Esther Okenyuri, MP - Member

71
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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 5%

February in each year.

Pursuant to this provision, the National Treasury and Economic Planning submitted the
2025 Budget Policy Statement to Parliament on 13" February, 2025. Subsequently, the
2025 BPS was tabled in the Senate at its plenary sitting held on 13" February, 2025.
Thereafter, and pursuant to standing orders 186(4) of the Senate Standing Orders, the BPS
was committed to each Standing Committee for consideration and subsequent submission

of recommendations to the Standing Committee on Finance and Budget.

Section 25(7) of the PFMA, 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.

In compliance with the provisions of standing order 186(6) of the Senate Standing Orders,
the Committee held consultative meetings with various stakeholders. The Committee
received either written or oral submissions on the BPS from the following stakeholders-

a) The Commission on Revenue Allocation (CRA);

b) The Council of Governors (CoG);

¢) The Institute of Certified Accountants of Kenya (ICPAK);

d) The Budget Hub;

e) The County Assemblies Forum (CAF);

f) The Institute of Public Finance;

g) The Hennet;

h) The Institute of Economic Affairs;

i) Okoa Uchumi,

i) The Constitutional Commissions and Independent Offices; and

k) The members of public- Mr. Kelvin Ronyo, Mr. Peter Njoroge and Mr. Eliud
Matindi.
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The theme of the 2025 BPS is Consolidating gains under Bottom-Up Economic
Transformation Agenda for Inclusive Green Growth. The BPS envisions the global
economic growth to perform at 3.2 percent in 2024, with projections of 3.3 percent for both
2025 and 2026. The economic growth in developing economies is projected to stabilize at
4.2 percent in both 2024 and 2025, supported by technological advancements, a growing

consumer base and infrastructure development.

The National Treasury estimates the economy to grow by 4.6 percent in 2024, down from
5.6 percent in 2023, with projections of 5.3 percent growth in both 2025 and 2026. This
growth is based on expected improvements in the agriculture sector driven by favorable

weather conditions and supportive government policies.

The BPS indicates that the inflation has gone down and has remained stable at 5.0 percent
target band since June 2024, primarily driven by substantial drops in energy prices and
ongoing moderation in food prices. Key contributors to the decline of overall inflation is
the consistent negative growth in fuel and food prices between January 2024 and January
2025 especially due to currency appreciation and favorable weather conditions that boosted

agricultural yields.

Under revenue outlook, the projected total revenue collection for FY 2025/26 is
Ksh.3,385.8 billion which is 17.6 percent as a share of GDP. This represents an
improvement of 11 percent (Ksh.325.8 billion) relative to the projection of Ksh.3,060.0
billion for FY 2024/25. The government expects to collect Ksh.2,825 billion as ordinary

revenue and Ksh.550.7 billion from the Ministerial Appropriation in Aid.

For the First half FY 2024/25 total revenue performance fell short of the target (Ksh.
1,442.3 billion) by Ksh.107.7 billion as at December 2024 with a collection of Ksh.1,334.7
billion. This was majorly occasioned by the underperformance of the ordinary revenue to
the tune of Ksh.93.3 billion. The 2025 BPS proposes several initiatives to improve revenue
collection which include- the operationalization of the National Tax Policy and the
Medium-Term Revenue Strategy 2024/25-2026/27, strengthening tax administration,
broadening the tax base, reducing tax expenditures, leveraging on technology to modernize
tax processes and closing revenue loopholes, improving tax system efficiency; and a focus

on non-tax revenues that MDA can generate through public services.
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The proposed overall budget for FY 2025/26 is Ksh.4,336.1 billion, which is 9.8 percent
(Ksh.387.7 billion) above the approved expenditures in Supplementary Estimates No. 1 for
FY 2024/25. The main drivers of the increase in the proposed expenditure is the National
Government ministerial expenditure which is set to increase by 11 percent (Ksh.261.6
billion), increased expenditures under the Consolidated Fund Services (CFS) of Ksh.131
billion and the increase in equitable share to counties by Ksh.17.1 billion. The projected
fiscal deficit in FY 2025/26 is Ksh.831 billion (4.3 percent of GDP) from the actual
borrowing of Ksh.880.5 billion (5.6 percent of GDP) in FY 2023/24.

The shareable revenue (ordinary revenue) is expected to grow from the projected
Ksh.2,575.9 billion at the end of FY 2024/25 to Ksh.2,835 billion in FY 2025/26. Out of
this, the BPS proposes to allocate Ksh.405.1 billion as county equitable share which is
equivalent to 14 percent of the sharable revenue. The allocation is an increase of Ksh.17.7

billion from Ksh.387.4 billion allocated in FY 2024/25.

The government proposes an additional allocation to county governments of Ksh.69.8
billion in FY 2025/26 as additional revenues to county governments. The additional
resources are conditional and unconditional proceeds from the National Government’s
share of revenue amounting to Ksh.12.89 billion and Ksh.56.91 billion from loans and

grants from Development Partners.

In FY 2025/26 the government proposes to allocate Ksh.10.5 billion to the Equalization
Fund out of which Ksh.7.8 billion is the 0.5 percent Constitutional requirement and Ksh.2.7

billion as contributions towards arrears.

Fiscal risks relating to county government include- spending more than 70% of their budget
on recurrent expenditure, spending more than 35% of the total revenue on salaries and
wages and increasing burden of pending bills in counties, which totalled Ksh. 181.9 billion

by the end of the FY 2023/24.

There is a notable concern regarding the inadequate performance of Own Source Revenue
(OSR) by the Counties since 2013. In the FY 2023/24, the 47 counties collectively
generated Ksh.58.95 billion as Own Source Revenue, falling short of the Ksh.80.9 billion
target by Ksh.22 billion.
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The Committee held a total of twelve (12) sittings (Annex 1- Minutes of the Committee) to
deliberate on the BPS and made several observations and recommendations. These include-
Observations

a) The proposed revenue mobilization Strategy for FY 2025/26 is similar strategy
proposed for FY 2024/25. Notable is failure to make policy adjustments which
raises concerns about the effectiveness of these initiatives in regard expect robust
revenue performance.

b) The planned borrowing of Ksh.684.2 billion from the domestic market and Ksh.
146.8 billion from external sources to finance the projected budget deficit of Ksh.
831 billion in FY 2025/26 may lead to crowding out private sector lending, limiting
access to credit and potentially slowing economic growth

¢) The ordinary revenue is projected to grow by 10% (an increase of Ksh. 259.1
billion). However, despite this overall growth, the county equitable share for FY
2025/26 is proposed to increase by only Ksh. 17.7 billion.

d) In December 2024, the Intergovernmental Relations Technical Committee (IGRTC)
identified, delineated, and transferred several functions to county governments.
However, the BPS 2025 does not outline a framework for allocating and transferring
the necessary resources to support these functions. The absence of clear policy
direction contradicts the principle that resources should follow functions, potentially

hindering effective service delivery at the county level.

Recommendations
The Committee recommends that, among others, -
a) For equitable share distribution-
i) The national government's share for FY 2025/26 be Ksh.
2,359,449,965,860.
ii)  The county equitable share for FY 2025/26 be Ksh.465,001,459,673.
b) That the Equalisation Fund be allocated Ksh. 10,589,554,076.
¢) That Additional Allocations to counties be Ksh.69,802,409,624.
d) That Commissions and Independent Offices be allocated an additional Ksh.2.4
billion in FY 2025/26.
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CHAPTER ONE

THE 2025 BUDGET POLICY STATEMENT

1.0 Introduction

The Budget Policy Statement (BPS) 2025 was submitted to Parliament pursuant
to section 25(1) of the Public Finance Management Act (Cap. 412A) on 13%
February, 2025. The law requires the National Treasury to prepare and present
the Budget Policy Statement, approved by the Cabinet to Parliament, by the 15t
of February each year. The BPS contains broad strategic priorities and policy
goals that should guide the national and county governments in preparing their

budgets in the subsequent financial year and the medium term.

The Budget Policy Statement should contain the following-

i. an assessment of the current state of the economy, including
macroeconomic forecasts as well as the priorities of the Government
current pillars of growth and strategic directions.

ii. the financial outlook concerning Government revenues, expenditures, and
borrowing for the next financial year and over the medium term.

iii.  the proposed expenditure limits for the national government, including
those of Parliament and the Judiciary, and indicative transfers to county
governments (Division of Revenue between the two levels of government
and County Governments Additional Allocations).

iv. the fiscal responsibility principles and financial objectives over the

medium-term including limits on total annual debt.

Section 25(7) of the Act requires Parliament, not later than fourteen days after
the Budget Policy Statement has been submitted, to discuss a report containing
the House recommendations and pass a resolution to adopt it with or without
amendments. Standing Order 186(4) of the Senate Standing Orders requires the
Committee to consider the Budget Policy Statement and the recommendations
received from other Standing Committees and table a Report for consideration

in the House.
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