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I.O INTRODUCTION

The Public Accounts Committee (PAC) is a select Committee of the House deriving its mandate

from Standing Order 205(2) which states;

"The Public Accounts Commiltee shall be responsible for lhe e-ramination of lhe accounls
showing the approprialions of the sum voted by lhe House to meel tlre public e.rpenditure and
of suclt other accounls loid belore the House as lhe Committee ma)'thinkJil."

l. I Committee Membership
l'he Committee conrprises the tbllowing members:-

l. Hon.

2. Hon.

3. Hon.

4. Hon.

5. Hon.

6. Hon.

7. Hon.

8. Hon.

9. Hon.

10. Hon.

I l. Hon.

12. Hon.

13. Hon.

14. Hon.

15. Hon.

16. Hon.

I 7. Hon.

18. Hon.

19. Hon.

20. Hon.

21. Hon.

(Eng.) Nicolas Cumbo, M.P.

Jackson K. Rop. M.P.

Andrew Mwadime. M.P.

Sakwa Bunyasi, M.P.

(Dr.) David Eseli Simiyu, M.P.

Kyengo Katatha Maweu, M.P.

Timothy Bosire, M.P.

Fathia Mahbub. M.P.

Joseph Manje, M.P

(Capt.) Clement Muchiri Wambugu, M.P.

Abdikadir Aden, M.P.

Alice Nyanchoka Chae, M.P.

Arthur Odera. M.P.

Junet Sheikh Nuh. M.P.

Kanini Kega, M.P

Manson Nyamweya. M.P.

Stephen Manoti, M.P.

Joel Onyancha, M.P.

Julius Melly, M.P.

Kareke Mbiuki. M.P.

Gonzi Rai, M.P.

Chairman

Vice- Chairman
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Jessica Mbalu. M.P

Kangogo Bowen. M.P.

Charles Mong'are Geni. M.P.

John Mbadi, M.P.

Mathias Robi. M.P.

Silvance Onyango Osele. M.P

1.2 Committee Mandate
'Ihe primary mandate of PAC is to oversight the expendilure of public tunds by Ministries.

Departments and Agencies, to ensure value for money and adherence to Government financial

regulations and procedures.

On this note. PAC sought 1o understand how China's National People's Congress coordinated

the various agencies that were responsible with audit of Govemment expenditure in ensuring

implementation of its annual reports. PAC appreciates lhat ex-post accountability is key in the

budget cycle as a whole.

Further. PAC sought to gain technical insight on how its Members could improve on their

interrogative capacity on matters finance.

l 3 Delegation
'['he delegation comprised the lbllowing Membersl

I . Hon. Gonzi Rai, MP -Leader of Delegation

2. Hon. Alice Chae. MP

3. Hon. Arthur Odera, MP

4. Hon. Mathias Robi. MP

5. Hon. Jessica Mbalu. MP

6. Hon. Stephen Manoti. MP

7. Hon. (Dr.) David Eseli Simiyu. M.P.

8. Ms. Jane Njogu- National Treasury

9. Mr. Raphael lkame- Office olthe Auditor General

10. Mr. Victor Weke- PAC Clerk Assistant and Delegation Secretary

22. Hon.

23. Hon.

24. Hon.

25. Hon.

26. Hon.

27. Hon.
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1.4 Objectives of the Visit
PAC endeavours to enhance its capacity in carrying out its mandate and meet the requirements of

the new Constitution. China has emerged to become the 2ndlargest economy in the world and this

would not have been achieved save for stringent accountability measures. It is this desired

direction that Kenya would benefit from borrowing best practice and domestication ofthe same.

Therefore, PAC sought to understand how the National People's Congress of China coordinates

the various agencies that are responsible with audit of Government expenditure in ensuring

accountability. Further, PAC sought to gain technical insight on how its members could improve

on their interrogative capacity on matters finance.

This visit would also act to cement the relations between the two countries

1.5 Appreciation

In conclusion, the Committee is grateful to the Offices of the Speaker and the Clerk of the

National Assembly for facilitating the trip. The delegation views such trips as important in

leaming of best practice in legislative oversight, especially in a fluid global environment, and

furtherance of Kenya's relations with other countries. Recommendations herein if adopted and

domesticated, will go a long way in improving how PAC carries out its mandate in improving

accountability. The delegation finally thanks the Ministry of Foreign Affairs and statT of the

Kenya Embassy in Beiling for their logistical suppo( that made the tour a success.

Mr. Speaker, Sir,

On behalf of the Members of the Committee, and pursuant to Standing Order no. 199(6), it is

now my pleasant duty to table the Report of the Public Accounts Committee on its benchmarking
visit to the National People's Congress in Beijing, China, for consideration and adoption by the
House.

Hon. (Eng.) Nicolas Gumbo,

Chairperson

P
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2.0 BACKGROUND ON CHINA

The People's Republic of China (PRC) is the most populous country in the world with

approximately 1.37 bitlion people. It is also the third largest country after Russia and Canada

with a total geographical area ofabout 9.7 miltion square kilometers.

The PRC exercises jurisdiction over 22 provinces, five autonomous regions, four directly-

controlled municipalities (Beijing, Tianjin, Shanghai, and Chongqing), and two highly

autonomous Special Administrative Regions (SARs) - Hong Kong and Macau.

Since 2010, China's economic groMh rate has averaged between 6.9 o/o and l07o indicating a

slowdown in the over l0% growth rate witnessed over the last 3 decades. China had an

economic growth rate of 6.9%o and a GDP of over USD 10.3 trillion (2015) making it the second

largest economy in the world after the United States of America. The economy is projected to

grow by 6.5% in20l6.

On l4 'March,2013, the National People's Congress (NPC) elected a new aclministralion to lead

China for the next five years. H.E Xi Jinping replaced H.E Hu Jintao as President. l'he NPC also

ratified the appointment of Mr. Li Keqiang as Premier and Mr. Yu Zhengsheng as the Chairman

of the Chinese People's Political Consultative Conference, (CPPCC). The new leadership

pledged to continue with the process of reforms and opening up of the political and economic

systenr in line with the country's strategy ofbuilding a prosperous society by 2021 and forging a

strong, democratic, culturally advanced, harmonious and modernized socialist country by 2049.

2. I Kenya-China Relations
Kenya has enjoyed cordial bilateral relations with China since independence. Kenya supports the

"One China Policy" and the reunification of Taiwan to the Mainland and has consistently worked

closely with the sole and legitimate Govemment in Beijing at the United Nations and other

international fora. The past decade has seen bilateral relatiorts between Kenya and China flourish

7
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with many cooperation projects in various flelds including: infiastructure developmenl. energy

generation and distribution. manpower development. scientific research. sports and culture.

2.2High Level Visits
Kenya and China enjoy frequent high level exchanges between leaders of the two countries. The

most recent high level visit was a six (6) day State visit in August 2013 by H.E. Hon. Uhuru

Kenyatta, C.C.H.. President of the Republic of Kenya, accompanied by Her Excellency Margaret

Kenyatta, First Lady of the Republic of Kenya. Eight (8) Cabinet Secretaries, two (2) Principal

Secretaries, six (6) Govemors, four (4) Senators, Eleven (l l) Members of Parliament and nearly

100 business people.

During the visit, H.E. The President held bilateral talks with his host H.E. President Xi Jinping of

China which culminated in the signing of eight (8) bilateral Economic and Technical

Cooperation Agreements and MOU's between Kenya and China in various field including

infrastructure. energy. environment, tinance and immigration.

In May 2014, the Chinese Premier H.E Li Keqiang visited four African countries, including

Kenya. This significant event underscored the friendship and rapidly expanding cooperation

between China and Africa generally, and Kenya in particular. The highlight of Premier Li

Keqiang's visit to Kenya was the signing of several technical and economic cooperalion

agreements between the two countries in the areas of infrastructure development, energy,

environmental conservation, agriculture and livestock production. sports and youth development,

and wildlife protection, ,rmong others. The agreements form an important foundation for

enhancing our bilateral cooperation.
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consolidate the Comprehensive Partnership Agreement of August 2013 was signed. The BSC is

expected to meet in Beijing in June 2016 and be co-chaired by the Cabinet Secretary/Foreign

Ministers ol Kenya and China.



2.3 Development Assistance
As a leading trade. investment and strategic development partner. China continues to play a

significant role in Kenya's economic transfbrmation as envisaged in the Kenya Vision 2030.

China is playing a crucial role in financing lhe implementation of several flagship projects

especially in inliastruclure construction (Roads. Standard Gauge Railway. Airport construction

and expansion). energy generation and transmission, and real estate development among others.

The Standard Gauge Railway (SGR) is China's single largest invcstment in Kenya and the East

and Central African Region's economy in the last five (5) decades.

2.4Trade

Trade between Kenya and China stood at USD 5.007 biltion in 2014. The balance of trade is

greatly in favour of China with Kenya's contribution being US$ 77.04 million.

About 90 7o of Kenya's exports are primary products which include iron. manganese, chromium.

copper ore, leather, sisal fiber. tea. cofl'ee and fish products.

Coffee and black 1ea are consumed in very low quantity in China but there is a growing

coffee/tea consumption culture within the rapidly growing Chinese middle class in urban areas.

There is therefore huge potential to increase the export of Kenyan Coff'ee and Tea.

Kenyan exports to China continue to altract commensurate taxes because the country does not

qualify for exemption by virtue of not being a least developed country (LDC). while exports

from other counlries in the EAC qualify lor Most Favored Nation (MFN) treatment.

'lhrough the existing Kenya-China Joint Committee on Trade, Investment. Economic and

Technical Cooperation (JCET). the two countries are exploring ways in which lrade and

investment can be enhanced especially through value addition and capacity building to address

the trade imbalance. The JCET is due to meet at the end of April 2016 in Beijing.

2.5 Tourism
'Irade imbalance with China can be ameliorated by atlracting maximum number of Chinese

tourists to visit the country. In the last ten ( l0) years Chinese tourists have increased from 4.797

in 2003 to over 40.000 tourists from 2012.-l'he estimates olthe number ofChinese lourists who

travelled to Kenya in 2013 and 2014 are 37.000 and 31.486 respectively. In September 2014 the
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Kenya-China Memorandum of Understanding on Cooperation in the Field of Tourism was

signed, while additional efforts are being exerted to grow the number.

2.6 Kenya Airways
Kenya Airways has been a major actor and link in Kenya/China economic interaction and

continues to be a catalyst for promoting trade and tourism wilh China. The Govemmenl of

Kenya and Kenya Airways with the cooperation olthe Government ofthe People's Republic ol
China are working together to make air travel easier by increasing flight lrequencies and entry

points to China. Kenya Airways is operating ten (10) flights per week lrom China: Seven (7)

flights per week from Guangzhou to Nairobi, of which lbur are via Bangkok. three via Hanoi,

and three flights tiom Hong Kong. Preparations to commence direct flights between Nairobi and

Beijing are almost complete. Arrangemenls are also underway lor Kenya Airways to commence

flights to Shanghai thereafier. This will enhance the movement olpeople and goods between the

lwo countnes

China Southem, the largest Airline in Asia commenced three (3) weekly direct flights lrom

Guangzhou to Nairobi in August. 201 5.

2.7 Human Resource/ Capacity Building
Currently there are nearly 500 university students undertaking studies in various academic

disciplines such as medicine. engineering. Ianguage and culture as well as social sciences on full

sponsorship ofthe China Scholarship Council. The scholarships have been increased from l0 in

2005 to over 60 Scholarships per year since 2012.

ln December 2015. H.E lJhuru Kenyatta and H.E Xi Jinping met in Johannesburg. South Afiica

at the Forum lbr China-Africa Cooperation Summit during which H.E. President Xi Jinping

announced a Chinese offer for 1000 university scholarships for Kenyan students to study in

China for the next three years. The China Road and Bridge Corporation (the company

constructing the Standard Gauge Railway in Kenya) has initiated a "Railway Talents Cultivation

Scholarship Program" whereby it will sponsor sixty (60) Kenyan students to study undergraduate
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degree course in Railway Engineering in China as part ofthc etlorts to develop human capaciry

for the sustainability of the SGR. The first 25 Kenyan sludents to benetlt fiom this agreement

arrived in Beijing in March 2016 and have commenced their studies at the Beijing Jiaotong

University.

Training Opportunities: During the 5'h Ministerial conference on FOCAC hetd in July 2012. in

Beijing, the Chinese Government pledged to support Africa enhance capacit."- by implementing

the "Aliican T'alents Programme" designed to train 30,000 personnel and provide 18.000

scholarships over a period of three years. In 2012, a total ol 150 Kenyan senior Govemment

otllcials attended training in China. A similar number was trained in 2013 and 2014. Over 100

Kenyan officials from both the Public and Private sector attended training in China in 2015.

During the 2nd Summit of FOCAC held in December. 2015 in Johannesburg South Africa. the

Chinese Government lurther pledged to train 200.000 technicians. and 1,000 media

prol'essionals. provide 40.000 other trainings and 30.000 (lovemment scholarships lor Aliican

countries in the next three years. A bigger number of Kenyan public and private sector officials

are therefore expected to train in China this year.

Hanban/Confucius Institutes: Under the languagc and culture programme, the lJniversity of

Nairobi. Kenyatta University and Egerton University have partnered with the Hanban (Conf'ucius

Institute) to teach Chinese language and culture in Kenya.

2.8 Forunr on China Africa Cooperation (FOCAC)

The Forum on China - Alrica Cooperation (FOCAC) was established in year 2000 to tbrge closer

ties between China and Aliican Countries. Over the last fi f-teen years. Afiican countries have

benefited from better terms on concessionary loans. training opportunities and scholarships.

During the Fifih FOCAC Ministerial Conference in July 2012. China pledged to provide a US$

20 billion credit line to African countries to ftnd inlrastructure development. agriculture.

manuf'acturing and Small & Medium Sizcd Enterprises" (SMIls).
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The Sixth FOCAC Ministerial Conference which was elevated to a Summit, the second one after

the Beijing Summit in 2006 and the first to be held in Africa took place in Johannesburg, South

Africa, from 4'h -5th December of 2015. The two-day Summit culminated in the adoption of the

Declaration of the Johannesburg FOCAC Summit and the 2016-2018 FOCAC Johannesburg

Action Plan. The package covers ten cooperative projects in various seclors such as

industrialization, agricultural modemization. infra-structure, financial services, green

development, trade and investment lacilitation and pove(y reduction. H.E. Xi Jinping, President

of the People's Republic of China. announced that the financial assistance package from China

to support implementation of the projects will be USD 60 billion ol which. USD 35 billion

would be preferential loans and export credil lines. USD 5 billion in grants. USD l5 billion for

Capital for the China-Africa Development Fund (CAD-lund) and USD 5 billion for loans to

develop African Small and Medium enterprises.

3.0 SCHEDULED MEETINGS

3.ITOUR OF THE GREAT HALL OF THE PEOPLE AND BRIEF ON

NATIONAL PEOPLE'S CONGRESS (NPC)
The delegation was taken round the Creat Hall of People, the House of the NPC, which has a

capacity of 10,000 people. The delegation also visited a sample of regional committee rooms and

was impressed by the unique interior d6cor of each room representing each region's cultural

onentatlon.

The National People's Congress (NPC) is the National Legislature of the People's Republic of

China and is the highest organ of state power. It currently has 2,987 members, making it the

largest parliamentary body in the world. Members of the National People's Congress are elected

for five-year terms through a multi-tiered representative electoral system. The NPC is structured

as a unicameral legislature, with the power to legislate, to oversee the operations of the

Govemment, and to elect the key officials ol state. The NPC and the Chinese People's Political

Consultative Conference (CPPCC). a consultative body whose members represent various social

groups, are the main deliberative bodies ofChina, and are often relerred to as the Lianghui (Two

Assemblies).
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The NPC holds annual sessions every spring, usually lasting from l0 to l4 days in the Great Hall

of the People. The NPC's sessions are usually timed to coincide with the meetings olthe CPPCC.

These annual meetings provide an opportunity for the officers of state to review past policies and

present future plans to the nation. The 2016 NPC annual session was held from 5th -l6th March,

2016. The Standing Committee of the NPC is the permanent organ of the NPC which perfbrms

ils lunctions when the NPC is not in session.

The composition and term of olfice of the NPC

The NPC is composed of members elected from the provinces. autonomous regions and

municipalities directly under the Central Govemment and serve for a five year term. They are

elected by the provincial people's assemblies. who in tum are elected by lower level assemblies,

and so on through a series of tiers to the local people's assemblies which are directly elected by

the electorate. Members of the NPC are organized into delegations according to the units they are

elected from. Each delegation is headed by a chairman and vice chairman. All the ethnic

minorities are entitled to appropriate representation. The current Chairman of the NPC Standing

Committee is H.E Mr. Zhang Dejiang. Mr. Zhang Dejiang made an Official Visit to Kenya from

23'd to 26'h March. 2016 when he met among others H.E the President and the Speakers of the

National Assembly and Senate of Kenya.

The functions and powers of the NPC

The NPC exercises the following functions and powers:-

i) Amending the Constitution :

ii) Supervising the enforcement ofthe Constitution:

iii) Enacting and amending basic laws goveming criminal ol'fences. civil affairs, the state

organs and other matlers:

iv) Electing the President and the Vice President of the People's Republic of China:

Appointing the Premier of the State Council (upon nomination by the President), the Vice

Premiers. State Councilors, Ministers in charge of ministries or commissions, the

Auditor-General and the Secretary-general of the State Council (upon nomination by the

Premier);
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v) Electing the Chairman of the Central Military commission and. upon nomination by the

Chairman, to decide on the choice of all other members of the Central Military

Commission:

vi) Electing the President ofthe Supreme People's Court ;

vii) Electing the Procurator-General ofthe Supreme People's Procuratorate;

viii) Examining and approving the plan for national economic and social development and

the report on its implementation;

ix) Examining and approving the state budget and the report on its implementation;

x) Altering or annuling inappropriate decisions of the Standing Committee of the NPC;

xi) Approving the establishment of provinces. autonomous regions, and municipalities

directly under the Central Govemment ;

xii) Deciding on the establishment of special administrative regions and the systems to be

instituted there and deciding on questions ofwar and peace.

Special Committees of NPC

The NPC has the following nine (9) Special Committees that examine, discuss and draw up

relevant bills and draft solutions of specific issues under the direction of the NPC and its

Standing Committee:

l The Legislative Work Committee.

2. The Committee for Ethnic Affairs,

3. The Financial and Economic Affairs Committee,

4. The Committee for Education. Science, Culture and Health.

5. The Committee of Foreign Affairs,

6. The Overseas Chinese Affairs Committee.

7. The Committee of Intemal and Judicial Affairs.

8. The Committee of Environmental and Resources Protection.

9. The Committee for Agriculture and Rural Affairs.
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The Financial and Economic Affairs Committee's main funclion is to examine. discuss and

draw up relevant bills and drafi solutions on economic issues of the People's Republic of

China.The Chairman of the Committee is Mr.Li Shenglin.

The Budgetary Affairs Commission is the administrative body of NPC that assists the

Financial and Economic Allairs Committee with the specific work of examining the budget. final

accounts and budget readjustment plans as well as implementation ol the budgel. It is also

responsible lbr assisting the F-inancial and Economic Atfairs Committee with drafting relevant

law related to lhe budget. [t was created in order to strengthen the examination and supervision

of national budget. enhance the legal administration ol financial issues and saf'eguard the sound

development of national economic and social unde(akings. The Chairman of the Commission is

Mr.Liao Xiaojun.

3.2 MEETING WITH THE BUDGETARY AFFAIRS COMMISSION (BAC) OF
THE STANDING COMMITTEE OF THE NPC

'['he delegation u,as received by' the Chairperson ol'BAC. Mr. [.iao Xiaojun. accornpanied by the

Commission's three vice-presidcnts. Mr. Liu Xiuwcn. Mr. Liu Wci and Mr. Zhu Mingchun.

The delegation was informed that BAC was cstablished in December 1998 during the Sixth

Plenary Session of the Standing Commitlee of lhe 9'h NPC as a ministerial department. This was

in order lo strengthen the examination and supervision of financial issues and sat'eguard the

sound development of the national economy and social undertakings.

BAC has four major functions. L-irst. it assists the F'inancial and Economic Affairs Committee

with the specific work olexamining the budget. final accounls and budget readjustment plans, as

well as supervising implementation of the budgct on behalf of the NPC and its Standing

Committee. Secondly. upon the entrustment of Council of Chairpersons of the Standing

Committee. BAC is responsible for drafting relevant laws and assisting the Financial and

Economic Committee with the specific work of reviewing relevant law drafts. as well as

performing other specific tasks related to budget.

Thirdly. BAC can seek special permission from the Council ol Chairpersons to request relevant

departments and units to provide information on budget and acquire relevanl data and

explanation. Finally. upon special approval by the Council of Chairpersons. BAC is entitled to
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conduct investigations on the use of budgetary funds and special funds allocated to departments,

budgetary units and major conslruction projects.

In achieving the above functions, BAC is organized into four departments: The General office

which oversees general operations. the Department of Budget and Final Account Examination,

the Department of Legislative AlIairs and the Department of Research.

Mr. Liao Xiaojun informed the delegation that the Chinese have stuck to their strategic plan, now

implementing the l3'h 5-year plan. 1'his has seen a CDP growth from USD.56B in 1978 (the l'1

year of liberalization) to USD.l0.4 Trillion in 2015. This is twice that of Japan and 60% that of

the United States. During the same period, the per capila has improved from USD.227 to almost

USD. 8000. It is imperative to note that in 1949 when China embarked on the path to

development. their per capita income was USD.35.

Mr.Xiaojun however noted that the task was still heavy with a still relatively low per capita due

to the high population. and an unbalanced development in the east, mid and west olthe country.

The Chinese economy still faced pressure. risks and challenges. He added that misuse of funds

still does happen. The difference however lay in detection. investigation and stiff penalties to

those involved at whatever level of authority and power. Detailed regulations and self-discipline

go a long way to minimize these malpractices.

Projects in China are implemented according to capability. arising lrom a rich and consultative

budget process. NPC recommendations are legally binding.

3.3MEETING WITH THE NATIONAL AUDIT OFFICE (NAO)
The delegation was received by the Deputy Auditor General, Ms. Qin Boyong, accompanied by

Mr. Hao Suchen, Director General Public Finance Audit department, Mr. He Jie, Deputy

Director General. Mr. Xing Jianfeng. Director General. Intemational Cooperation department

and his deputy Ms. Zhou Wenhua.

The China National Audit Office was established in 1983 and is anchored in the Constitution and

is headed by the Prime Minister. NAO is the administrative head of CNAO and is organized in a

two-tier system, the national level and the provincial level. NAO presents to the Standing

Committee ol the NPC and to the local levels, an annual report on budget implementation. A

16



corrective action report on the status ol implemenlation olcorrective action on previous issues is

also issued yearly. NAO has made strides to increase liequency ofaudit.

Mr. Hao Suchen inlormed the delegation that public finance audit examines the authenticitv.

legality and benefits of all public revenue and expenditure. This covers the full spectrum of

livelihoods including health, education. environment, security, ma.ior infrastructure projects etc.

It also includes implementation of policy to reveal situalional problenrs in taxation. llnance and

budgetary management structures. It also plays an active role in enactment of relevant laws. To

enhance efficiency, the unit performs real time audits and use data analysis techniques for

precision in examinalion of electronic data.

CNAO is supervised intemally and externally. The intemal oftice comprises representatives ol
political parties while extemally. the NPC is the lead oversight body.'the budget for CNAO is

included in the auditees respective budgets at all levels while their employees are civil servants.

The Auditor General is appointed by the President.

The hosts clarified that even though they cannot question policy. CNAO can suggest whether the

budget system is responsible. On security and confidential matters. day to day audit is left to

intemal auditors. When the need arises. they audit these sectors under strict confidentiality.

CNAO however does not audit the Ministry of Det'ense since their budget comes straight from

the Central Management ('ommittec.

It emerged that some auditees do not cooperate with auditors in a tinrely manner in provision of

documents. CNAO has however received strong supporl from the (lovemmentl in 2014 the

Central Covernment issued a stem circular towards this end while the state council echoed the

same in 20 I 5 for their level of authority.

CNAO has powers to punish in accordance with the law. the acts olauditees in violation of state

regulations on Govemment and financial revenues and expenditures. At the conclusion of audit.

CNAO can make an audit decision or put forward to department in charge its recommendations

as to how to deal with or punish the violations.
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3.4MEETING WITH STATE-OWNED ASSETS SUPERVISION AND
ADMTNTSTRATTON COMMISSTON (SASAC)

The delegation was received by Ms. Shen Ying the Chief Accountant. accompanied by Ms. Zhao

Hongyan, Director General Working Bureau of Supervisory Panels, Mr. Li Zhengyi, Director

General Supervisory Bureau. Ms. Wang Hailin, Deputy Director General Bureau of Financial

Supervision and Evaluation and Ms. Zhang Jihui the Deputy Director General Bureau of Foreign

Affairs.

The State-owned Assets Supervision and Administration Commission of the State

Council (SASAC), is a special commission of the People's Republic of China, directly under

the State Council. It was founded in 2003 through the consolidation of various other industry-

specific ministries. SASAC is responsible for managing the State Owned Enterprises, including

appointing top executives and approving ,rny mergers or sales of stock or assets, as well as

drafting laws related to state-owned enterprises.

As of the year 2012, SASAC oversees I l7 large centrally-owned companies. The chairman of

the commission is Mr. Zhang Yi.

The leadership ofthe SASAC is composed ofa Chairman (who is the head olthe organization),

under whom are seven vice-chairmen.

Functions and responsibilities

The SASAC performs investor responsibilities including supervision and management of assets

of the state owned enterprises. It is responsible for the fundamental management of the assets of
state-o*ned enterprises. lt works out draft laws and regulations on the management ofthe state-

owned assets, establishes related rules and regulations and directs and supervises the

management work of local state-owned assets. It shoulders the responsibility of supervising the

maintenance and incremenl of the value of the state-owned assets. SASAC participates in

formulating capital operational budgets of state-Owned Enterprises.

SASAC guides and spearheads the reform and restructuring olState-Owned Enterprises.

SASAC appoints and removes the top executives of the State Owned Enterprises, and evaluates

their performance. It establishes the corporate executive selection system in accordance with the
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requirements of the socialist market economy system and formulates and implements policies

regulating the income distribution oi the top executives of the supervised enterprises.

In accordance with related regulations. SASAC dispatches supervisory panels to the State

Owned Enterprises on behalf of the state council and takes charge ol daily management of the

supervisory panels.

SASAC has twenty (20) bureaus with 3 key functions: management (selection and remuneration

of key personnel and yearly performance assessments). refbrm and re-organization. and

Supervision. Supervision is done undcr twenty two (22) indicators clustered under four (4) broad

indicatorsl profitabitity. quality. risk managemenl and growth potential.

Ms. Ying added that the total state-owned assets stood at CNY. 190.2 Trillion. of which SASAC

supervised CNY. 47 l'rillion. By end of 2015. sales revenue stood at CNY. 45.5 Trillion. of

which CNY. 22.7 T rillion were overseen by SASAC. These figures represent one tenth of the

GDP and contribute one sixth oftotal tax revenue. It was noteworthy that between 2003 after the

reforms to 201 5. profits of these enterprises had risen from CNY. 30.6 Billion to CNY. I .2

Trillion. During the same period. listed companies grew liom three (3) to forty seven (47). while

assets grew tenfold. Many of these enterprises are now leaders in their industries. with no

preferential treatment. Expected retums are benchmarked tiom industry standards.

SASAC ensures large scale and high end market orientation of the enterprisest towards

independent market competitivencss. 60%o t>f these enterprises are publicly traded in stock

markets. Since 2015 on a pilot prog,ramme. SASAC has speeded up reforms and is assessing the

efficacy of mixed ownership. functions ofthe board of management and the capital markets.

SASAC has adopted a perlbrmance based system thal ensures non perfbrmers are demoted,

salaries reduced. or dismissed afier two successive years of underperlbrmance. 'fhree quarters of

board memberships arc external experts head-hunted to improvc on prol'cssionalism. Enterprises

are graded yearly from A to D.

On reporting. SASAC reports are sent lo the Ministry of Irinance who lhen forwards it to the

NP('
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3.5BRIEF ON THE MINISTRY OF FINANCE
The delegation missed its appointment with the Ministry of Finance afler its connecting flight

from Guangzhou to Beijing was cancelled due to bad weather. Nonetheless, the delegation

received the following written brief on the Ministry's operations:-

The Ministry of Finance ol the People's Republic of China is the national executive agency of

the Central Govemment which administers overall macroeconomic policies and the national

annual budget. It also handles fiscal policy, economic regulations and Govemment expenditure

for the state. The Ministry also records and publishes annual macroeconomic data on the

country's economy.

The Ministry olFinance's task is smaller than its counterparts in other jurisdictions. Operational

macroeconomic management is primarily handled by the National Development and Reform

Commission. State owned enterprises are the responsibility of the State-owned Assets

Supervision and Administration Commission. There are separate regulators for banking,

insurance and securities. The Ministry also does not handle regulation of the money markets or

interest rates. These, together with other aspects of monetary policy, are govemed by the

People's Bank of China, the country's central bank. The heads of all these institutions are of

equal status and sit on the State Council. The current Minisler of Finance is Mr. Lou Jiwei.

In a nutshell. the functions of the ministry arc the following:-

l. Formulating and implementing strategies. policies and guidelines for economrc

development, and public finance for Govemment revenue sharing between the central

and Provincial Govemments

2. Administration of public finance and extemal debt.

3. Preparing the annual budget for the Central People's Govemment.

4. Proposing and reviewing tax legislation plans.

5. Administering the Central People's Govemment expenditure.

6. Formulating and implementing the policy of revenue distribution between the state and

Covemment owned enterprises.
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7. Managing the social security expenditures from the central Government by fbrmulating

the accounting management rules on social security funds and monitoring the utilization

of these funds-

8. Formulating and implementing policies, rules and regulations on managing

Govemmenl's domestic debts, extemal debts and Treasury bond issuance.

9. F'ormulating and implementing accounting regulations for Government and private

corporations and promoting accountability and transparency.

I 0. Monitoring the implementation of fiscal and tax policies.

3.6COURTESY CALL TO THE EMBASSY OF THE REPUBLIC OF KENYA
The Committee made a courtesy call to the Kenyan Embassy and were warmly received at the

Ambassador's residence by the Deput,v- Head o1'Mission/ M inister-Counsellor. Mr John Tipis.

Ms. Virginia Kinyanjui. spousc to lhe Ambassador who was a\4'ay on ollicial engagements and

the lbllowing offlccrs of the nrission:

I . Mr. Joseph Mbuthia- lmmigration Attache

2. Mr. Reuben Kipturgo- Education Attachd

3. Mr. Ali [saack Gure- Financial Attach6

4. Ms. Evelyne Ong'ayo- First Secretary

The delegation shared experiences with the hosts and leamt ofnumerous challenges they faced in

execution of their duties. Key among them was financial constraints which include limited

budgetary allocation and delayed exchequer releases.

The growing number of Kenyans finding themselves on the wrong side of the law was another

major challenge for the embassy to deal with. This was probably as a result of the search lbr

greener pastures.

The delegation appreciated the enrbassy's ef'torts despite the challenges it faced.

2t

The embassy also decried the reluctance by Kenya Airways to establish direct flights to Beijing

despite them having lobbied hard and won this slot. This direct flight would boost commercial

linkages between the two countries. The Committee noted that the airline had instead partnered

with other airlines to serve the route.
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3.TCULTURAL TOUR OF BEIJING
The delegation was shown around Beijing, most notable sightings including the iconic

Chairman's Hall and the massive Tiananmen Square. The delegation then visited the Ming

Dynasty Tomb and finally climbed the Greal Wall of China 1o the highest peak, the l2'h Fortress.

The delegation was impressed by the Chinese people's rich history and resilience. and belief in

home-grown solutions to their problems, aiding the country's rise to become the 2nd biggest

economy in lhe world.

4,OOBSERVATIONS
From interaction with the hosts. the delegation made the lollowing observations and findings:-

China has made great strides in its economic growth, notably lrom a GDP of USD. 568

in 1978 to USD. 10.4 Trillion in 2015. This has been as a resulr of among other facrors, a

revamp ol their state corporations that now contribute one tenth of the GDP and

implementation of their long-term stralegic plan now in its l3'h phase. This plan is

embedded in the Constitution.

2. The National People's Congress (NPC) meets once a year for two weeks to review

progress made in implementation of policy, and listen to plans for the subsequent year.

This is a major point ol departure with Kenya's system where the National Assembly

plays a constant role in oversight, legislation and representation. To attain this, the

National Assembly sits throughout the year in between short and long recesses.

From the above. the delegation did not have an opportunity to sit in a Committee session.

3. The NPC is invariably interlinked with the Executive in all sectors of administration. This

is because all govemment departments have representation of the Communist Party of
China (CPC), the dominant party in the Congress. The NPC appoints all major Heads of

the country's institutions including the President and the President ofthe Supreme Court.

The separation of powers that characterizes Kenya's 3 arms of Govemment is therefore

not practiced in China.

Resolutions olthe NPC are legally binding and are enforced by the Executive. These are

also monitored by representative agents ofthe CPC who sit in various agencies.
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4. The China National Audit Ofllce (CNAO) is headed by the Prime Minister.'fhe President

appoints the Auditor Ceneral. Respective reports of the Auditor General are submitted to

the President and Heads ofregional Govemments lbr action.

CNAO does not audit conlldential expenditure unless requested to, and this is done with

strict confldentiality. 'Ihe budget ol'the Ministry of Delense is not audited because it

draws its budget directly from the Central Management Committee.

CNAO however has powers to punish violators of law and regulations. Subsequent

financial year budgetary allocations are based on corrective action taken on previous

queries.

1'he budget of the Auditor General is a summation ol allocations lbr audit made under

specific line MDAs. This ensures adequacy of lunds for audit.

5. The State Owned Assets Supervision and Administration Commission (SASAC) plays a

key role in managemenl ofState Corporalions. Since the reforms that include meritocracy

in appointment, performance based management and reward system and slrict fiscal

discipline, the sector now contributes one tenth ol the GDP. In contrast to Kenya. State

Corporations in China are leaders in their respective industries and compete on an equal

tboting with the rest.

6. While the Ministry of Finance handles overall policy matters. day to day operations are

lell to regulators. the Central Bank and Agencies to ensure a hands-on approach to

implementation.

5.0 RECOMMENDATIONS
From the above observations the delegation recommends consideration of the tbllowing

nreasures that are relevant to our practice and culture to enrich legislative oversight and general

accounlability:

Granted lhat the Division of Revenue is guided by the last adopted audited accounts by

the House. MDA's should receive subsequent financial year funding based on no more

than 30% above the cleared capital expenditure. This will seek to encourage f'ull
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compliance to the audit cycle, and ensure allocations are in tandem with absolption

capacity.

2. Alongside the yearly audit report. the Auditor General should include a mandatory

section ofcorrective action ofprevious queries. This will track sustained improvement by

accounting officers and expose those who do not take action.

3. In order to ensure the budget for the Auditor General is adequate to cover the office's

mandate, all audit costs should be budgeted for under MDAs as is the practice in China.

and in the private sector. These funds should then be remitted to the Auditor General

whose expenditure will be limited by the line provisions. MDAs that request for special

audits must foot the costs ofthose audits.

4. In addition to the above recommendation, an empirical study should be carried out to

establish a percentage on which the budget ol the Auditor General should be derived

from the National budget. This will ensure adequacy ofaudit funds and keep it in tandem

with a growing national budget.

5. The 'Mwongozo' document of public enterprises reform should be immediately

implemented. This reform process is in tandem with what China has achieved since its

reform programme stafled in 2005.

6. All heads (operational and boards) of public enterprises should be on specific and

measurable performance based targets. Their remuneration should be a percentage of

income their enterprises have produced. Failure to meet targets should result in demotion,

reduction of salary or dismissal after two consecutive years ofdeclining profits or losses.

These appointments must ensure three quarters of the board and the Chief Executive

Oflicer are experts in the relevant field.

7. To enforce the above recommendation. the State Corporations Advisory Committee

should be strengthened to have greater say on recruitment and oversight based on merit.

8. All recommendations adopted by the House should be legally binding, and immediately

enforceable by relevant state agencies. Failure to implement should signal refusal to

perform functions bestowed upon the specific office and stiffsanctions should be slapped

on the responsible officers.
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9. A long-term national development strategic plan should be embedded in the Constitution

to ensure undisrupted and lbcussed development path insulated from political subjectivity

that is seen during regime changes.


