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TREASURY CIRCULAR NO. 8/2023

TO: ALL ACCOUNTING OFFICERS/PRINCIPAL SECRETARIES

RE: GUIDELINES FOR THE PREPARATION OF FY2024/25 AND THE
MEDIUM-TERM BUDGET

I. INTRODUCTION

I In accordance with the provisions of Article 220 of the Constitution and
Sections 35(e) and 36 of the Public Finance Management Act, 2012, the budget-
making process for a given financial year is expected to commence not later than
30" August of the preceding financial year. The Act requires the Cabinet
Secretary/National Treasury and Economic Planning to issue a Circular outlining
the guidelines to be followed by all National Government entities on the budget
process, not later than the 30t of August each year. In this regard, the National
Treasury and Economic Planning hereby issues guidelines for the preparation of the
FY 2024/25 and the Medium-Term Budget.

e  Purpose

2. The purpose of the guidelines is to direct Ministries, Departments, and
Agencies (MDAs) on processes, procedures, and timelines to be followed when
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preparing the FY 2024/25 and Medium-Term Budget. The Circular outlines the
following:
(i)  Background to the FY 2024/25 and Medium-Term Budget;
(i) Policy Priorities for the FY 2024/25 and Medium-Term Budget;
(iif) Timelines and requirements for key activities in the budget preparation
process;
(iv) Institutional framework to guide the budget preparation process;
(v) Form and content of the budget;
(vi) Programme Performance Reviews (PPRs);
(vii) Prioritization process and costing of programmes and projects; and
(viii) Framework outlining procedures and the manner in which stakeholders and
the public will participate in the budget process.

3. The Circular applies to all National Government entities including MDA,
Commissions, Independent Offices, Parliament, and the Judiciary. County
Executive Members for Finance are required to customize and issue a Circular in
their respective Counties to guide the processes and timelines to be followed when
preparing their budgets.

e  Background

4. The FY2024/25 and the Medium-Term Budget is being formulated against an
improving economic outlook albeit a slow growth recovery among economic sectors
and regions. According to the latest forecast, Global GDP growth in 2023 and 2024
is projected to decline form 3.5% in 2022 to 3.0%.

3. The tightening monetary policy by Central Bank to fight inflation continues
to impact negatively on economic activities. Assuming no further supply-based
shocks, extreme weather and escalations of Russia-Ukraine crisis, Global headline
inflation is expected to ease from 8.7% in 2022 to 6.8% in 2023 and 5.2% in 2024.

6. Advanced economies are expected to see a decline in growth, reflecting a
slowdown in growth in the USA, Euro Area, and United Kingdom. Growth in the
USA is expected to decline from 2.1% in 2022 to 1.8% and 1.0% in 2023 and 2024
respectively. The Euro Area is expected to experience a decline from 3.5% in 2022
t0 0.9% in 2023 and a rebound of 1.5% in 2024.
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7. In the emerging markets and developing economies of Asia, growth is
projected to rise modestly from 4.5% in 2022 to 5.3% in 2023 before declining
slightly to 5.0% in 2024 mainly driven by the recovery of activities in China with
the full reopening in 2023. In the Sub-Saharan Africa region, growth is projected to
decline slightly from 3.9% in 2022 to 3.5% in 2023 before rebounding to 4.1% in
2024.

8. The Kenyan economy is expected to remain resilient in 2023 and grow by
6.0% and maintain that momentum over the medium-term. This growth outlook will
be supported by, a broad-based private sector growth, including continued strong
performance of the services sector and recoveries in agriculture, while the public
sector consolidates.

9. Given the limited resources that the economy is likely to generate under the
prevailing circumstances, MDAs are required to prioritize and accommodate
programmes within the available resource envelope.

* Assumptions Underpinning the FY2024/25 and Medium-Term Fiscal
Framework

10.  The Medium-Term Fiscal Framework supporting the budget will be anchored
on the following assumptions:

(i) Real GDP is projected to grow at 6.0 % in 2022 and over the medium-term,;

(ii) Inflation is expected to be maintained within the target range of +2.5% of
5%;

(iii) Interest and exchange rates are expected to remain stable and this will be
safeguarded over the medium term;

(iv) Total Revenue will be expected to improve gradually to reach 18.3% of the
GDP in FY 2024/25 and over the medium-term; and

(v) Total expenditure is expected to decrease to below 22.3% of GDP in FY
2024/25 and Medium Term in line with the fiscal consolidation policy.

II. SPECIFIC GUIDELINES

11.  The following are the specific guidelines to be followed in the preparation of
FY 2024/25 and the Medium-Term Budget proposals.
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(i) Timelines and Requirements for Key Activities in the Budget Process

12.  The budget process involves preparation of key policy documents for
approval by Cabinet and Parliament. In this regard, the following policy documents
will require to be prepared and approved within the timeframes outlined in the Public
Finance Management Act, 2012 and Regulations, 2015:

e The Budget Review and Outlook Paper (BROP);

e  Sector Budget Proposals;

e  The Budget Policy Statement (BPS);

e Division of Revenue Bill;

e  County Allocation of Revenue Bill;

e County Governments’ Additional Allocations Bill;
e  Debt Management Strategy Paper;

e Programme Based Budgets and supporting details;
e The Appropriation Bill; and

e The Finance Bill.

13.  To facilitate the finalization and approval of the above policy documents and
Bills within the stipulated timelines, Accounting Officers are required to strictly
undertake the activities outlined in the Budget Calendar within the set timeframes.
The timeframes for delivery of the Policy Documents, reports, and relevant Bills are
provided in Annex 1 of this Circular.

(ii) Institutional Framework to Guide the Budget Process

14. In line with the UN-Classification of the Functions of Government (COFOG),
MDAs performing closely related functions have been mapped to form Sector

Working Groups (SWGs). The SWGs will remain as follows:
(i)  Agriculture, Rural and Urban Development (ARUD);
(ii) Energy, Infrastructure, and ICT (EI&ICT);
(iii) General Economic and Commercial Affairs (GECA);
(iv) Health;
(v) Education;

(vi) Governance, Justice, Law and Order (GJLOS);
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(vii) Public Administration and International Relations (PAIR);
(viii) National Security;

(ix) Social Protection, Culture, and Recreation; and

(x) Environmental Protection, Water and Natural Resources

15. The mapping of MDAs into Sectors is provided in Annex 2 of this Circular.
Respective Sector Working Groups shall be responsible for the prioritization and
formulation of sector budget proposals. The structure and composition of SWGs is

provided in Annex 3(A) and the terms of reference are provided in Annex 3 (B) of
this Circular.

16.  Accounting Officers are reminded that the SWGs remain central in guiding
the prioritization and resource allocation for planned programmes/projects. MDAs
are therefore required to fully participate in their relevant Sector Working Groups
and bid for resources within the available ceilings.

(iii) Form and Content of the Budget
e Programme-Based Budget (PBB)

17.  In line with Section 38 (3) (b) of the Public Finance Management Act, 2012,
the budget will continue to be prepared and presented by vote and programme.
SWGs are therefore required to review programmes and align them to the mandates
of the respective MDAs. Where new programmes are proposed by MDAs, an
approval must be obtained from the National Treasury.

18.  The structure of existing and new programmes should match the main lines of
service delivery in the MDAs. During the review of programmes, SWGs should
ensure that:

(i) Outcomes and Outputs, are Specific, Measurable, Achievable, Realistic,
and Time bound,;

(ii) Performance indicators and targets are for outcomes and outputs;

(iii) Performance indicators are results oriented, Clear, Relevant, Economic,
Adequate, and Monitorable (CREAM);

(iv) Performance Indicators and targets are those that MDAs can be held
responsible for their achievement;

(v) Delivery units with no clear outputs, performance indicators and targets
are consolidated under the main delivery unit; and
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(vi) Crosscutting functions are assigned to respective programmes in MDA:s.

19.  Further, each programme should be confined to a single MDA and all
functions mapped to respective programmes. There should be no duplication of
programmes or names across MDAs. In event of existence of more than one
programme, MDAs should create an additional programme to cater for the costs of
management, administration, planning, ICT and support services which cannot be
attributed to a single programme. The format for presentation of the PBB is provided
in Annex 5A of this Circular.

o Fiscal Consolidation Policy

20. The Government will continue to pursue a fiscal consolidation policy with the

overall aim of reducing the fiscal deficit and debt accumulation. This will be
supported by enhanced revenue mobilization, reprioritization and rationalization of
expenditures. This will ultimately reduce public debt and create fiscal space over the
medium term to finance priority capital projects. SWGs are required to prepare
Medium-Term Budgets that are consistent with the Medium-Term Fiscal
Framework provided in the BROP 2023,

o Developing ‘Rolling’ Three-Year Medium-Term Budget Estimates

21. In a “Rolling” Medium-Term Budget Plan, the first-year estimate forms the

starting point for the next financial year’s budget estimates. Under this approach,
budget resources will continue to be appropriated on an annual basis but the budget
planning process will include estimates of expenditure and revenue for the two outer
years. Accounting Officers should note that the ceilings for the outer years remain
binding in accordance to the Public Finance Management Regulations, 2015.

e Bottom-up Economic Transformation Agenda (BETA)

22. The FY 2024/25 and the Medium-Term Budget will focus on the
implementation of the Bottom-up Economic Transformation Agenda (BETA). This
is geared towards economic turnaround and inclusive growth and aims to increase
investments in at least five sectors envisaged to have the largest impact on the
economy as well as household welfare. These include:

e Agricultural Transformation;

e Micro, Small and Medium Enterprise (MSME);
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e Housing and Settlement;
e Healthcare; and

e Digital Superhighway and Creative Indﬁstry.

23.  In preparing the FY 2024/25 and the Medium-Term Budget, MDAs will be
required to prioritize allocations towards the achievement of the BETA priorities.

e Vision 2030 Medium Term Plan IV (2023-2027)

24.  The FY 2024/25 and the Medium-Term Budget will also be based on MTP IV
and will build on the progress made in the previous financial years. The Government
will continue to address the policy, legal, regulatory, and governance issues as a
matter of priority to ensure optimal use of resources.

25.  To create fiscal space and guarantee appropriate phasing out of expenditure
programmes, SWGs are required to undertake a thorough review of proposed MDAs
Budgets for the FY2024/25 and the Medium Term and ensure that Budgets are
directed towards improving productivity and achievement of MTP IV objectives.
The exercise should involve the following:

i)  Prioritizing the Government programmes and proj ects in the sector budget
proposals;

i) Establishing the resources required for individual programmes and
projects and the level of provision within the ceilings provided; and

iii)  Justifying each proposed programme funding with supporting
documentation.

(iv) Programme Performance Reviews (PPRs)

26. MDAs are expected to undertake a detailed assessment of the progress
achieved towards the realization of the targeted outcomes and outputs after the
implementation of the FY 2020/21 to FY 2022/23 Budgets. The assessment should
entail analysing the previous budgetary allocations, actual expenditure and
achievement of actual outputs and outcomes.

27.  The PPRs reports should indicate both financial and non-financial indicators
of performance for each programme. The report should provide progress of both
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domestically and externally financed projects within a programme (see format for
presentation in Annex 4C). In addition, the review should focus on efficiency and
effectiveness towards the achievemenf of 'programme outcomes. Accounting
Officers should ensure that previous Programme Performance, outstanding
commitments, implementation experiengés and lessons learnt form the basis for
guiding resource allocations in the Medium-Term.

28. MDAs will only be allowed to bid for resources in their respective sectors
after finalization of the PPRs. MDAs will be required to present PPR reports in their
respective SWGs prior to discussing the funding requirements. The guidelines and
formats for undertaking Programme Performance Reviews are provided in Annex 4
(A-E) of this Circular.

(v) Prioritization and Allocation of Resources

29. The Government will continue to pursue priorities which are aimed at
safeguarding livelihoods, creating jobs, reviving businesses and economic activities.
In this regard, provision of core services, ensuring equity and minimizing costs
through the elimination of duplication and inefficiencies, environmental protection
and climate change measures will be prioritized. Consequently, the following will
serve as the criteria to guide prioritization and final allocation of resources:

(i) Programmes that enhance value chain and linkage to BETA priorities;
(i1)  Cabinet Decisions;

(iii)  Linkage of the programme with the priorities of Medium-Term Plan IV of
the Vision 2030;

(iv)  Completion of ongoing projects, stalled projects and payment of verified
pending bills;

(v) Degree to which a programme addresses job creation and poverty
reduction;

(vi)  Degree to which a programme addresses the core mandate of the MDAs;
(vii)  Programmes that support mitigation and adaptation of climate change;
(viii)  Cost effectiveness, efficiency and sustainability of the programme; and

(ix) Requirements for furtherance and implementation of the Constitution.
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30.  Based on the above broad guidelines, SWGs will be expected to develop and
document sector-specific criteria for prioritization and resource allocation within the
resource envelope.

(vi) Cabinet Decisions

31. MDAs are expected to ensure that all Cabinet Decisions are implemented. In
this regard, SWGs are required to prioritize allocations to Cabinet Decisions within
the available resource ceilings.

(vii) Costing of Programmes

32.  To support standardized costing of programmes, a costing tool has been
developed within the IFMIS budgeting module to estimate the budget baseline. The
budget baseline will comprise requirements for ongoing policy, new approved
policy and verified pending bills. Accounting Officers are required to ensure that
costing of activities in respective programmes is in line with these guidelines. The
various costing techniques and specific guidelines on how to compute the budget
baseline are provided in Annex 5B of this circular. The costing of activities, projects
and programmes will be guided by the following principles:

(a) Recurrent Budget Estimates
® Personnel Emolument

33.  The National Government expenditure on compensation to employees is not
expected to exceed 35 percent of the National Government share of revenue in line
with fiscal responsibility principles. To ensure the wage bill remains within the
medium-term targets, SWGs should not allocate resources for new recruitment,
interns, casuals, or upgrading unless there is prior approval for funding from the
National Treasury. Allocation for personnel emolument must be supported by
Integrated Personnel Payroll Data (IPPD).

34.  SWGs should also note that adjustments of remuneration and benefits for staff
in MDAs, including SAGAs, should only be done after receiving advice from the
Salaries and Remuneration Commission (SRC). MDA are reminded to first obtain
written approval on the availability of funds for any proposed adjustment, from the
National Treasury before seeking SRC’s advice. This approval should be provided
to the SWGs as supporting documentation.
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e Use of Goods and Services

35. SWGs are required to critically review MDAs requirements to curtail the
growth of the recurrent budget especially in respect of use of goods and services. All
requirements for the use of goods and services should be costed accurately and
justified. Each allocation should be supported by service providers’ agreements,
demand notes, and any documentary evidence of past trends.

e Subscriptions/Contributions

36.  All subscriptions to international organizations shall remain consolidated
under the National Treasury. However, MDAs are expected to review and justify
both current and proposed requirements for international subscriptions/payments. In
addition, inclusion of all new subscriptions and contributions to international
organizations must be supported by Cabinet approval.

e Transfers to Semi-Autonomous Government Agencies (SAGAs)

37. Transfers to SAGAs must be critically reviewed and justified, while taking
into account its revenue base. Where no sufficient documentation or evidence is
provided, the earmarked provision should be forfeited and the savings realized
redirected to other priority programmes within or across MDAs within the Sector.

38.  SAGAs are required to present their audited accounts, projected revenue
levels, and the planned revenue raising measures to enable the SWGs to determine
the required Exchequer support.

39.  SAGAs are also required to develop and implement measures that will allow
diversification and increase in internally generated revenue, rationalization of
payroll, reduction in operational and administrative costs, and leveraging on ICT in
delivery of services among others with a view to minimizing or eliminating reliance
on the Exchequer.

(b) Development Budget Estimates
e Preparation, Appraisal and Approval of New Projects

40. The Public Investment Management Regulations should be applied in the
preparation, appraisal and approval of all projects before they are factored in the
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budget. In particular, SWGs should ensure that the following requirements have
been met before a new project is considered for resource allocation:

(i)  All conditions precedent are fulfilled, including land acquisition,
compensation, Public/stakeholder participation and management, and
other development partners’ requirements;

(i)  Detailed designs are completed and relevant approvals obtained where
applicable;

(iii)  Project has received necessary regulatory approvals;

(iv)  Detailed resource requirements including funding sources and personnel
to operationalize the project are planned for; and

(v)  Project details are captured in the relevant Public Investment
Management Information System.

41.  Financing Agreements with Development Partners shall only be executed for
projects that have been approved and processed through the Public Investment
Management Information System.

42.  MDAs should submit information on new projects as provided in the format
for Project Concept Note indicated in Annex 6 of this Circular for approval by the
National Treasury.

® Ongoing and Stalled Projects

43.  Asearlier noted, the FY 2024/25 and Medium Budget will put more emphasis

on BETA projects, completion of ongoing and viable stalled projects. In particular,
projects nearing completion should be funded adequately to ensure that citizens
benefit from such investments. Further, MDAs should review all the stalled projects
and only submit requirements for viable projects to the National Treasury. The
capital projects to be factored in the budget should include both domestically and
foreign financed projects:

44.  In order to have uniform and comparable information on projects, SWGs are
required to adopt the following operational definition of projects as per the PIM
Regulations:
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(i) On-going project - a project that is underway with implementation works
having commenced or contractual commitments entered into;

(i)  Stalled project— a project which has stopped being implemented for whatever
reason or has been receiving inadequate budget allocations which cannot
facilitate meaningful progress over the medium term;

(iii) New project — a pipeline project that has been prioritised for financing, but
implementation works are yet to commence and no commitments entered into;
and

(iv)  Pipeline Project; a project that has been appraised and granted necessary
approvals and uploaded in the Public Investment Management System ready
for prioritisation and budget allocation.

45.  SWGs are required to provide details of the approved new projects, ongoing
projects and stalled projects in the format indicated in Annex 7 of this Circular.

e Projects with GoK Counterpart Requirement

46. SWGs should ensure that externally financed projects are in line with overall
MDAs priorities, and have adequate provision for GOK counterpart funding in
accordance with the financing agreement. The SWGs should also ensure that
performance for results projects as well as programmes with Disbursement Linked
Indicators (DLIs) are properly identified with supporting financing agreement.
MDAs are required to provide supporting documents for allocation of counterpart
funding. The requirement and the supporting documentation for counterpart funding
for each planned project in the FY 2024/25 and the Medium Term Budget should be
forwarded to the National Treasury by 5t September, 2023.

e Conditional Allocations to Counties

47.  Conditional allocations to Counties in respect of devolved functions must be
reflected and accounted for within the appropriate programme and sub-programme
structure under the MDAs Budget. This applies to both locally and externally-funded
programmes from which the activities to be undertaken in the Counties are targeted
to be funded.

® Public Participation and Stakeholder Involvement

48.  Public participation and involvement of other stakeholders in the budget
making process is essential and a constitutional requirement. SWGs should identify
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