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lirlreu ortl

The 201 7 BuJget Pe-riicl Siaie:.ent (BPS) is preparcd against a backdrop of slow
global economic erouth os.ing :.', a more subdued outlook for advanced economies
folloo'ing the [:K rote in iavr,:: of leaving the European Udon @rex it), -rneaker

than expected gro*rh in ihe i-:ired States, aad a sharp slowdown among Sub-
Saharan Alrican economies rspecially commodity exporters. However, the
Kenl,an econom! remaurs resilient registering strong economic growth of 5.6
percent in 2015 compared to tle average growth of 3.4 percent for Sub Sahara:r
Africa and 3.2 percent for ,elobal economy. Further, our macroeconomic
perfurmanee rcmails Sroadb <abtc with-ovcrali inflatiurrwithin taryeqJfurya
Shilling exchange rue ro the US 16116r ysm:ining stable aad low short term interest
rates, a reflection of ample hquidity in tle money market. The economy is
pr<.rjected to gro* at 6.0 percerl in 2016 a.lrd over 6.5 percent in the medium term.

'lhis BPS also comes at rhe brirk of completion of the Second Medium Term Plan
(MTP ll) (.2013-2017). The preparation of the third Medi,m Term Plan (MTP iil)
of the Kenya Vision 2030 for r-he period 2018-2022 has commenced with a mid-
term revien' of MI? II b1' ta-\ing stock of the milestones achieved so far and
rransiting to MTP IlI. As suctr, the policy goals, priority programs and fiscal
framework in this BPS are ..d ect
MT'P. The fiscal framervork will ensure sustainable debt and improvement in
expenditure management. Ia particuiar, we plan to gradually lower our fiscal
deficit (by closing the gap between revenue and expenditure), over the medium
term, while at the same time providing sufficient room to finance productive
expenditure so as to sustain equitable growth. Further, expenditures will be
scnitinized carefirll,u- to ensure q,:ality and alignment to the govemment economic
transfbrmation agenda as outl led in the MTP and strategic interveotioDs of
national i-nterest. The IITP Itr \lill mainstre"m the Sustainable Development Goals
(SI)Gs) based on key rhematic areas that include advocacy and awareness creation;
domestication and locaiizing SDGs; capacity building; stakeholder mapping and
engagement; monitoring and reporting, and resource mobilization.

This being the fourth BPS since t}le onset of the economic transformation agenda,
tremendous achievements have been realized from the past i-nvestments. These
include among others: improved ilfrastruchue particularly construction of
Standard Gauge Railrval.' w-hich is nearly complete, construction of 1,194hn of
new roads, rehabilitation of 523km of existhg roads, completion ofthe first phase
of second container terminal al the Mombasa port, a:r addition of 615MW of
electricify to the national grid and an enhanced electricity connection. We have
also greatly improved the business environment for investuent opportunities,
enhanced security through modemizing police equipment ar:d improving police
mobility, and heightened the fight against corruption.

Going forward, spending on infrastructure, education, health and social safety net
and preparation-s for the elections remails a priority. lmplemenlation of priority
programs wiil be monitored closely so as to realise benefits and maintain positive
grou'th momennim. create jobs. reduce poverty and inequality.
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The policy intcrrtions outlined in fiis BPS have benefited tronr rvide consultations.
I would lilie to thanlc the President and the Deputy Presjdent tbr the eflective
leadership in putting together lhis document. To my cabinet colleagues, staff ofthc
National Treasury and othcr gr)\,cmment oflicials, Asantc Sala for your
contributions ancl understanding as rre build a united and prosperous Kenya.

t

K. It
CABLNLT SI' SURYAR\',/'t'l I I. NAt'IO\.\ L

t..(;ll
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Acknorvledgement
'Ihe 2U i 7 Budget Policl Srarc-meli (tlPS) :. prepared in accordance with the Public
Finance \.lanagement (PF\l) .\cr- -2ari -]. Il .uilines the current state of the economy
and outlook over the mcdium tcrm. i.road :::zcroeconomirissuesa:d medium term
fiscal trarnervork, the ser srategic pric:.ias and policy goals together with a
summery of Gol'emment spending plars. e_r a basis of the FY 2017l18 budget. The
document is expected to improve the pullic's uni615randi1g of Kenya's public
finarc'es and guide public debate on econc:oic and development matters.

Over the tru13ll4J0l!-l+U€diqsl-Te+==€xpeadif,are.Fra:newerF$4[EF);the-
govemnront has fi.mded prioriry progra-:s that are supportive of accelerated
inclusive growth and development. The:rograms are carefully assessed before
funding ro ensure thev are in line uirh the troad economic faosformation agenda.
'Ihe key programs implemenred ars ei:nsd at creating conducive business
environrnent, developing in-frastructrue to gupport manufacturing and
industrialization, transformilg agricuiture. provision of better social services and
rural development through devolution.

'l-he key achievements realised under the prioritizrd programs include: improved
-scc t 1n 1,\ ilr lrr\tructurq and police c rN o
investors, investnaents a.nd boost investor's confidence; development of road
network, rail and ports to decongest major cities and open up Kenya for tade at
home and rvith our neighbours. To this end, imFlementation of phase one of the
SGR project is progressing on rvell and H.E The President recently launched phase
1wo which will link the planned special i:rdustrial zone in Naivasha to Nairobi and
Mombasa-

In addition, the govemment is on course 11', provide quality and affordable energy
through exploiti:rg the vast potc-ntiaj in geothermal, wind and solar energy and
transformation of the Agricultriral sector rorvards mechanization to ersrue food
security is ongoing. On social sen'ices, the government has made great progress in
improving u'elfare of all Keny ans througtr improved services in health care and
education and caring for the wlnerable groups through cash tarsfers.

Our financial sector has anained notable achievemenls in increasing fi-nancial
access among Kenyans. We are ranked nurnber 50 out of 138 countries for financial
market development and our capital market was voted the most irrnovative in
A-frica in 2015. Devolution has led to distribution ofresources and development to
all comers olthe countr_v. The national governrnent is commifted to build capacity
ia the counties to en-hance resource management, raise own source revenue and
entrench good govemance in all institutions and fight agaimt economic crimes.
The government will conti:rue to imFlement priority programs to raise productivity
and economy-wide efficiency for sustai-nable and inclusive growth.

The preparation of the 2017 BPS rvas a collaborative effort among various
Govemment Agencies- \\'e are gratelr:l fc-r rheir inFuts. We thank all the spending
units, the i{inistries, Govemment DepartmeDts aod Agencies for timely provision
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of inirrnlation. \\'c ar; al:t-r ,=rietul fui ll-,c rouments fr,lrn thc \lnuro \\'urking
Crorrp and l'ub,lic Sector I lca-:gs of Octobrr 2016 which provided i:rputs to this
201 7 llPS, in addition to conir.ents lrom the public.

A corc tearn in ihc \arional lrea;ury spent substantial amount ol time putting
together this BPS. \\'c aie pir=cularly gratc'lul to them for their tirelcss effons in
ensuring that'Jris Joc,JrDenI ri5 producerl in timc aad is of high.luality.

l)l{. k,\1t.\t C(;E. CBS
PltI\CIt,.\t_ sl.( Rt. I.\R\ /t'fi[_ \.\1'to\.\t- I lt]_.\sl-R\
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-1b,,ut rht Budget l' lic-t) StatenVnl

Tl'rc :,:dget policy statement (BPS) is a govemment policy document that sets out
the -:road strategic priorities and policy goals that will guide the national
qo1 ::n4renl and thc corinty govenunents in preparing their bufuets both for the
lbi..- ,r'ing financial year a.nd over the medium term.

ln il:e document, adherence to the fiscal responsibility principles is explained to
den.-,nstrate prudent and transparent management of public resources in line with
the L ocstitution and the Public Finance Management @Flrzf Act, 2012.

See-::on 25 of the Public Finance Managernent Act, 2012, provides that the National
Tr*-.r:ry shall prepare and submit to Cabinet the Budget Policy Statement for
approval. SubsequentJy, the approved BPS is submitted to Parliamenl by the 15th
Febr'.:ary in each.vear. Parliament shall, not later ttran 14 days after the BPS is
submitted, table and discuss a report containing its recommendations and pass a
resLrlution to adopt it with or witlout amendments. The Cabinet Secretary shall
tale into account resolutions passed by Parliament in frnalizing the budget for the
relevaat financial year. The budget calendar for the FY 2017/18 has been adjusted
to t-ake into account the general elections to be conducted in 2017.

@
(a) an assessment ofttre current state ofthe economy and the financial outlook

over the medium term, hcluding macroeconomic forecasts;

ft) the financial outlook with respect to Govemment revenue, expenditures and
borrowing for the next financial year and over the medirrm terrn;

(c) the proposed expenditure limits for the national governmen! i:rcluding ttrose
of Parliament and the Judiciary and indicative traitsfers to courfy
governments;

(d) the fiscal responsibility principles and financial objectives over the mediurn
term ir:cluding limif5 61 161a1 annual debt; and

(e) Statement of Specific Risks.

The preparation of the BPS is a consultative process that involves seeking and
tal,:ing into account the views of: the Cornmission on Revenue Allocation; County
*qovemments; Controller of Budget; Parliamentary Service Commission; Judicial
Sen'ice Commission; the public and any other interested persons or groups.
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1.1 Overvierv

1. The global cconomy is expericncing a perind of growth slorvdo*n in thc
volule of intemational trade rnainly driven by subdued deoand, particularlf in
investment, u,hich is nccessar) t'rrr generating intcrnatjonal trade llo*s in ihe tbrm
of capital goods and intermediatc inputs.

2. Domestically, despite the improvcments in _erowth or,er the last ferv lears.
wc are yet to reach orr oplimal 'lcvels 

and hence thc necd to tack.le thc- challenge-.
that hinder us from operatiug optimally. Some of the constraints as idenrified in rhe
previous budget policy statemenls include: busincss enviroDment: in&astructure;
agdcultue; devolution ard social servioes. 'lhc govemment thereforc, rq-quires
focused measwes aimcd at tackling the constraints arrd adva.ncing structural
reforms to substantially unlock the growth potential and reduce unemplolment and
poverty.

3. In this regard, implementation of the Vision 2030, and in particular the five
pillars of the economio transfbrmation agenda, niunely: creating conducive
business environment; developing in-frastructure for grorth of industries:
trarsforrning agricultue to sustain growth; supporting manufacturing to create
employment; i,nvesting in quaiity, ac,cessible and relcvant socia.l services: and
enha::cing nral economic development through consolidadng gains made in
devolution will ensure that Kenya makes social progress and build a competitive
economy.

4. This Budget Policy Statement then:fore builds on the commitments made
by the government in the lest BPS of implementing proglrams to raise productivitl
aad economy-wide efficiency. thereby sustaining high a:rd inclusive soslh in line
with aspirations of Vision 2030.

5. The preparation of the third }fedium lerm Plan (MTP [D of the Kenya
Vision 2030 for the period 2018-2022 has commenced with a concept trote that
will be finalized after hcorporating strleholder comments both at the national aad
county levels.

6. On the Post-2015 development agenda, the i7 Sustainable f)evelopment
Goals (SDGs) and respective 169 targets a:rd 230 indicators will be mainsteamed
into the MTP III and Counfy lntepgated Development Plans (CIDPs). The SDGs
will be mainstreamed based on key thematic areas that include advocacy and
awareness creation; domestication and localizing SDGs; capacity buildiag;
stakeholder mapping and engagement; monitoring and reporting and resource
mobilization.

1.2 Sustaining Conducive Business Environment for lnvestment
Opportunities

7. This thematic area continues to lbcu-s on sustaining conducive business
environment by maintaining macroeconomic stabiliI and enhancing sc-curiq' so as

I

il
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\l:rcrrrrronouric Stahilitr tirr Srrstlincrl (,rrr$ lh :rnd I)r\ <l')prucnt

8. The Govemment ha-s cstablished a sti(\ng track rec,':i of macroeconomic
stability tbr sustailcd and inclusive developrxenl. Ir Lirde: :Lr su-stain this effort
going forward, the Govemment ,uvill condnue to impleme:i prudent fiscal and
monetar)' policies fiar are supportive of accelerated iiclusive growlh and
development.

9 ln anchtrr nr:tc r(-lce on()nt ic stabiliir- :lt. itric-il nolic, sirateg) recogLizc S

the need to efficientl)' apply the limited resources on priorl programs with the
highest impact on the stated objectives, bur *ithin a medit= term framework of
sustainable debt and strong financial position. As outlined -:': 2016 BPS, this will
be achieved by firrther rationalization and alis.ment of prossxms and resources to
the priorities undertaken by the spending }linisries. Departrnents/Agencies to
deliver desired outcomes economically and efficiently.

10. lvlonetary policy stance wili aim to mainnin overall month-otr-month
inllation rate *'ithin the Govemment's target range of 2.5 percent on either side of
5.0 percent target and ensure that movements in the short-terrn interest rales
support the obiective o1' prl ce stabilitv. The level of foreign exchangg reserves
together with the Precautionary Arrangements rvith the INIF wil1 continue to
provide an adequate buffer againsl 5fuort-term shocks. The annual growth in credit
to the private sector is projected to pick up gadually in &e year to June 2017.

1 1. Overall macroeconomic stability and susrainability of pubiic debt will be
supported by continued coordination offiscal and monetar,v policies. The National
Treasury will contirue to work closely with the Central Ban-k of Kenya and Kenya
Revenue Authorit-v to shengthen the coordination benveen f'iscal and monetary
policies.

Enbancing Securitv for Sustained Gro* th and [-mplo1-ment

12. Kenya is part ofthe global cornmunity a-nd is susceptible to various security
challenges including terorism and the radicalizarion of young men and women.
RecogrLizing the importance of security in sustaining economic growth a.nd

attacting investnents, t}re Govemment remains committed to reduqing incidences
of crime and insecurity,

13. Some of the achievements realised il this sector include: enhanced
surveillance system especially ir: urbaa area-s, i-nvestment il street lighting in major
cities and towns, establishment of comma.nd and control cente, expansion of
police tairing facilities, acquisition of police patrol vehicles and motorbikes and
vehicles for National Goverrment officers and motorbikes for chiefs and assistant
chiefs, erhanced cormection of the I-ntegrated Population Registration System
(IPRS) to agencies and launch of e-passport. In addition, the government has
improved police welfare through provision of comprehensive life and medical
i:rsurance oover and construction of housine unit-s. recruitment of more police
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ofilccrs hencc t'mprlr linq Lrx 11' 
llic'o 1, I ln )p llrtion rrtio. I r rrr |ter ihc ( iot,crnnrcnt ha.;

rcstructurdd the N,rtir.}nal C|r,g;1ur-.rt,\tirnini,"tration (-\ti.\) thcrcbv improrinu
efficiency and sen,ice delivcrl' to rhc people.

14. Going lbr*'ard, thc Corcmmcnt wiil continuc tircusing on the following
areas; scaling-up investmcnts toruards modcmiration of security systcms aimed .it
strengthening security of our bordL'rs and tluoughoLrt rhe country, erianced
security operations, especially of arcas prone to crinrcs; building capaciw tbr
effective and faster investigation, and strengthening coordination among securil-
agencies witb shonger parhership rvirh communities. The Gr.rvemment tvill firrther
invest in ICT to facilitate timely access to crin:e scenes t-hrough comprehensive
mappilg of crime and its incidences ot,cr timc. I'his rlatabese rvould then be applied
fo facilitate improved planning, deployment of assets ald perlbrmance
managemenl as it would be possible to understand why and bow crime occurs.

15. [: addifion to the above, the govemment will further implemenr the
foilowing reforms over the mediurn term to enhance security: capacit).
enhancement of NGA to improve coordination of Nationa.l Govemment function-s,
acquisition of vehicles and motorbikes for the newly rccruited assistant count)
commissioners and assistant chiefs, crealion of infrastructure Securitv Unit to
safeguard the mrmerous Govemment projects such as roads, dams and ports.
continued and sustained public sector reforms, increase public aw'areness.
parhemhips ard stakeholder's engagements.

1.3 Continued spending in Infrastructure to Unlock Constraints to
Growth

16. kr order to support a rapidly-$owing economy a-s envisaged in the Ken1.'a
Vision 2030, ttre Govemment will continue to sustain a-nd cxnand the on-soinp
public investments in road, rail, energy and water supplies.

Further Expanding Road Nehvork

17. Great strides have been made in the road construction a:rd rehabilitation
which include construction of new roads, rehabilitation and maintenalce of
existing roads. The major achievemenls include the construction of 1,l94km of
new roads, rehabilitation of 523krn of existing roads, and maintenaace of
149,604km ofroads.

18. Over the medium term, the stategy is to expand, modemize and maintain
tle road transport in order to have an effective, efficient ald secure road network.
Further, we aim to, strenglhen the institutional liamework for road development
and accelerate the speed of completion of road construction projects, and slep up
road tan-sport safety and regulations.

19. To this effect, in the FY 2017118 the Govemment has earmarked to
construct 1,i38km of low volume seal roads to enhance rural connectivity,
1,7681am of new roads ard 41 footbridges, rehabilitate 224km of roads. and
maintqin an 2iditional 36,225km ofroads to facilitate efficient movement ofgoods
and people.
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20. 1hc Govcmrncnt is corrullined to dr-con1lcli majol urha.r .cr:ii; -:ii.ruih
the expansion of major roaus in urban areas, such :r-s the Outcrin.t :.-.ec in \aircbi
City and Mombasa road section duzrl carriage rvay'. fo hrrther decrtngest the CiB.
of Nairobi aad improve traffic t1ou,, the Goi emment will t'asr iiack ihe
construction of Ngong Road, the irnprovement of roal junctions aud cor-;tn:ction
of missing-link roads and non-motorised transpc)rt lacilities.

21. In order to boost regional tade, the (lovemment rvill prioririze fie
advarcement of the LAPSSET project implementation on the fusr tliree berths at
the port of Lamu aad the construction of major roads under the Easr.{-frican and
Tra:rsport Facilitatiou Programs and the South Sudan - East African Regional
Traaspod,,:lradeandDevetropmee+ Iaeili+atien Program.-. - -
RaiI, Marine and Air Transport

Standard Gauge Ra way

22. The Govemment's commitment to develop and manage efficient a:rd safe
railway transport is clearly demonstrated by the pare of tle construction of the
Standard Gauge Railway (SGR) Eom Mombasa to Nairobi which is nearly
complete and is expected to be completed by mid-2017. Construction rvorks for
the second phase (Nanobi - Naivasha section of I20kms) of the SGR project rvas

officially launched by the President on October 1 9, 201 6. This extension rvill lhk
- --speciaUlduSrial zoneslhalri/ouldie-establishedjlNai:,rash4tometo-the-Olkaria 

-geothermal power plants, to Nairobi and Mombasa-

Sea Porb

23. The Government has made good progress on refonns and modemization of
the port of Mombasa" especially in expansi6a 6f 15e contai:rer terrnilals and cargo
handling and storage, which has reduced sipificantly time to clear cargo- The lust
phase of the second container termir:al has been completed which is capable of
harrdli:rg fourth generation vessels of 60,000 twenty foot equivalent units (TEUs)
c,apacity. Moreover, the Kipevu Oil Terminal will be relocated to a more suirable
location to allow for expansion. The multi-billion shilling project *ill hvolve the
decommissioning of the existing Kipew Oi1 Termilal atrd the construction of an
off-shorejeffy near Dongo Kundu. In addition, a framework has been developed to
encoumge private investments and participation in port expansion and port
operations.

24. These developments, together with the integration of the single windorv
system with other related systems to facilitate faster, efficient and competirive
clearance of cargo, will ultimately position the port of Mombasa as a preferred hub
il Eastem and Central A-frica. The Govemment will continue to develop several
commercial ports within the next 5 years, including the Lamu Mega Por! Kisumu
Port as weil as other smaller but highly developed ports along the coastli:re.
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lirporls

25. Kenya aims to entrcnch her position as undisputablc regional aviation hub
by expanding, modernizing and managing thc aviation sector. 'l'he screening yard
and security toll gate at Jomi) Kenyatta International Airport (-IKI--\) has been
completed while rehabilitation work at the trve airstrips (Nanyuki, Ilianga, l-odrvar,
Embu and Malindi) and expansion and modemization of Isiolo and Kisumu
airports are ongoing. (ioing forward, the Govemmcnt will further scale up the on-
going airporls expaasion iurd modemization; commence work on thc .TKIA. Second
mnway for completion by end of the year 2018. 'lhe Govemmcnt also plans le
commence the expansion ofthe Eldoret Intemational Airport to enable large oargo
planes to land and position it as a tra::-sport hub.

Access to Adequate, Affordable and Reliable llne rry Supply

26. The realisation olthe developntent objectivcs set out in the Govemment's
economic bansformation agenda aad Vision 2030 rvill be feasible if quality energ_v-

sewices are availed in a sustainable, competitive, cost effective ald atlbrdable
manner to all sectors ol the economy.

27. The Governnent's comrtritment to provide affordable and competitive
electrical energy remails on course. Significant progress has been ruade towards
generation of 5000 MW of power. AJready, a progranl to add adequate pow.er
generation is on-going, and since N{arch 2013. more than 615 MW of electricity
have been added to the national grid; of which, 371 N{W are from geothermal. With
this additional power, total power available on the national grid is 2.282MW and
this has simificantly reduced the cost of power.

28. The Govemment has also continued to raise its power production by
firrther exploiting the vast geothemral, rlind and solar resources rhat Kenya is
endowed with. These resources are expected to increase the clean energy mix
cementing Kenya's position as a world leader ia renewable energy.

29. Going forward, the Govemment rvill continue to invest in the construction
of more electricity substations, transmission l.ines, and distribution transformers to
boost the availability of electricity zrnd to sustain demand. To date, the Government
has constructed and upgraded more than 8i power substations between 2013 and
June 2016. The additional power supply has signilicantly widened access to porver,
reduced ttre cost of doing business, and spurred growth of enterprises, and
expanded tle consumer base from 2.2 million households in March 2013 to 4.9
million households in June 2016. In addition, more than 22,245 primary schools
have been connected to the power grid to facilitate the digital literacy programme
and 810 public institutions have been connected to altemative (solar) power.

30. To conserve the environment and encourage value addition, the
Govemment will continue to improve access to clean altemative energy tbrough
connection of more public imtitutions with solar energy, installation and
maintenance of wind masts aad data loggers. The Govemment will also connect an
additional 52 towns under the street lighting program rvhich aims at lighting bwns
and cities into 24-hour economy.

I
I
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1.4 Sustuining Sectorll Spending {irr l,mplovnrcnt ( trcalion

Agricultural Transformation to Sustain Growth

31. Agriculrurc is indeed a ke;, sector in thc economy ol our narion.
contributing 23 percent to the c:ountry's GDP and 27 percent indirectl,,- riuoueh
forward and backward lilkages. It is worth noting thal Lhe sector is not only a kev
player in our economy as a nation but that it also provides employment ald is a
means of Iivelihood for the majorig of the Kenyan people.

32--'Recogrizirrglhoimlrotzmoe ofthe seTtor, the G-ovemmenf-hdSlemained
committed to ensuring that the sector is cushioned tbrough development of
policies, measures and interventions to enable transformation of agricuJture fiom
subsistence to commercial famting and agribusiness, a:rd to ensure sustaioabje
food security il the country.

33. As a resul! fiemendous achievements have been realized, which iaclude
among others; availed 521,047 MT of subsidized fertilizer a-nd established a
fertilizer blending facility; enhanced Stategic Grain Reserve (SGR); procuremenr
and distribution of 7 eslq;- 72 rice reapers and 1Q[
motorized rice tbreshers; production and distribution of 880,880 straws of semen;
production of 135 million doses ofassorted vaccines; insurance of66,085 tropical
livestock units (TLUS) under the Livestock hsura:rce Programme ; establishment
of mini fish processing facilities ; and development of National Residue
Monitoring Plan @MP) for farmed fish that was approved by the European Union.
Govemrnent hac ssrnmi55isnefl two fertiliser plants in Eldoret and Nakuru r+ith a
capacity of 500,000 tonnes in total. Once fully operational, the pla:rts will enable
Iocal blending of fertilisers and hence lower cost of fertilizers.

34. Land is a key resource in growing the agriculrural sector. The governrnent
has developed a draft Nationai Spatial Plan and physical plaming manual
(standards and guidelines); formuiated National La:rd Use Policy a-nd digirized l3
Iand registries; registered 2.4 mi.llion title deeds; en-hanced administr.2ti., ,6
management of public land; and procured ard imta.llation of Enterprise Resource
Plan @RP) comprisi:rg of Land Information Management System QrrI-IMS).

35. During the FY 2017118- 2019/20 Medium Term Expenditure Framework

O4TEF) period, the govemment has prioritized among others the follo*.ing
programs: development of Agriculture Techaology Centres; strengthening
agricultural meshanizati6n; development of Soil and water conservation national
strategy; enha[cement of Kenya Cereal Program and Climate Resilience
Agriculture; Aflatoxin management; National Accelerated Agricultural hputs
Access Programme; improve access to market information and Eastem Afiican
Agriculture Productivity Project for commercialization of technology.

it
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Supporting (lros th oI lllnrtlrre turiog lirt Etnlrlrrr ini nl ( rc]Ir,,n

36. Manuthcturing sector is among priority scctors iddntiiletl hy the Vision

2030, carmarked to catalyze Kenva's leap to a higher middle incomc econtrnty.

Despite the diftcult times due to weak exports and loss of flagship investors, the

sector's notable contributions include 10.3 percent sharc rrf (iross Domcstic

Product (GDP) in 2015, and increased employment creation to 2.8 million persous

in 2015 up from 2.4 million in 2013.

37. The sector has also made great strides in the development of industrial

in-frastructure such as Special Economic Zones, l"ree Trade Zones, arnd Industrial

Parks. The SEZs, and the subsequent boost in manufactwing, is intended to create

jobs and expand after il starts. ln effect, the SEZ Act 2015 has been enacted and

the master plan, feasibility study and strategic environmental assessment lor
Special Economic Zones (SEQ at Dongo Kr:ndu N{ombasa have been completed.

The construction ofthe textile and apparel industrial buildings and worksites at the

Export Processing Znres (BPZ) Atld River are at 65 percent.

38. As a result, the Sector has realized gro*th in both foreign direct investment

and exports; total foreign direct investment doubled from IGhl0l billion in FY
2013/14 ta Ksh 224 billion in FY 2015/16. The counuJ*'s total exports to AGOA
markets rose from Ksh 47 billion to Ksh 67 billion during the same period. out of
wbich exports of apparels increased by 14.4 percent from Ksh 30.2 billion to Ksh
34.5 billion.

39. To promote dre deveioprnenr of inciustries anci ertractive sectors oi tie
economy, the Govemment continues to promote the ease ol doing business by re-

engheering processes and cost reduction. To this end, the coultry's
competitiveness in Ease of Doing Business ranking index improved by 2l points

to position 92 from position i 13 previously out of 190 countries according to the

2016 World Bank Doirg Business report. The Govemment has also oontinued to

allocate national resources towards the leather industrial park developmen! textile
development, modemizing both Rivatex and the nerv Kenya Cooperative

Creameries.

40. Going forward, the Govemment will prioritize the development of regional

specifrc induslrial clusters in Mombasa, Kisumu and Garissa, operationalization of
the SEZ Act 2015, development of the basic infra-structure in Dongo

Kundu/Mombasa, developmenl of integrated industrial database, development of
basic infrastructure for leatier industrial park in Kenanie, development of a

common manufacturing facility for leather in Kariokor, and training SMEs on

business management and value addition in counties, development of industrial
parks and establishment of small and medium ildustries (SMI).

rl
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l ourism Recor r:r1', Sports, ( ulturu.:lnd .\rl\

41. The role of tourism, sports, culhre and irrts in rhe counq*'s transformation
and economic development is diverse.'l-hese sectors play this role by promotion
and exploitation ofkenya's diverse culture ald ans; enharcing Ken,v-a's reading
culture; regulatioD, development and promotion ofspons, lilm industry and music;
and preservation of Kenya's heritage. In cogniz-rmce olthis, the Govemment has
continued to undertake several initiatives to spur recovery ofthe tourism sector and
create an enabling environment for tourism bu-sinesses, sports and culture,

artuerships tetslecnindiridualq citizen compimt'esINC

ald non-citizens

42. Other achievements in the tourism sector ilciude: increased bed-nights by
Kenyans, increased cruferencc activity in the country, operationalization of the
Tourism Regulatory Authoritv, which has enabled the tourism sector to classiry
and rate 122 hotels and restauratts and assessment of 54 pre-qua1ified tourism
establishments in Nyarz4 Westem aad North Rift regions and classification of 25
establishments ( I -4 stir rating).

A? Tn eh^ric nrrlt '.p .-,1 .-r ^\,Ai il"- 1".+ *-,1:,,- r-* --,-;^,.1
trained aad nurtured 73,700 talented youth in various sports difi;#"r";;;"#;
target of 55,490, sensitized 694 persons and tested 231 athletes on aati-dopilg
against a target of200 set in both cases; enhanced film monitoring and enforcement
by issuing 1,043 film regulatory licenses; and conducted 5,753 random inspections
2gainsf a 5gl target of5000 to ensure inappropriate content is not distributed to the
public, and heightened the construction ofthe National Library in Nairobi.

44. Going forward, the Government working in parrnership with key
stakeholders aims to increase tourism eami:rgs, intemational and domestic tourist
arrivals, and conference tourism; develop and diversi$ niche tourism products;
facilitale concessional loans to tourism and tourism related facilities; and complete
the construction of Ronald Ngala Utalii College. Irurther, govcmment will continue
to upgrade 5 regional stadia (Kamariny, Chuka, Karatu-Ndarugu, Ma$abit and
Wote); completion of ttre flltra-modem National library, fu1I operalionalization of
the Kenya Film School, improve compliance with sports regulations, increase
awzueness on the fight against doping, and disserninate heritage knowledge.

Promoting iVlining Sector for Job Creation

45. The mining sector has been identified by the Medium Term Plaa II of the
Vision 2030 as one of the key drivers for economic growth and transformation
currentiy contributing 0.9 percent to GDP but this is expected to rise to at least l0
percent by 2030 with the discovery and exploitation ofnew minerals. Ia addition
to contributing to GDP, the sector employs more than i3,800 and 6,000 Kenyans
in private and public sectors respectively. h order, to spur gro*th in the sector ard

17 2017 Budget Policy Statement
It

i

d



attract iuvest()rs, thc Ctrvernorertl has cr'"cr tbc -voitrs c(,ntinusd t{) ;:riiiatc rnriliur(i
to transform the sector.

46. These initialives have paid off, is ei,idcnced by the signilicant
achievernents of the sector. Kenya is onc of the ri'orld's leading prodLrcers of
natural carbon dioxide, fluorspar, soda ash and titanium. 'l'rventy other minerals
have been identified and confrmed including a lnique type of mby'. ln the year
2015, 0.6M metric tonncs of titanium, 340kg gold, 6-1,000 metric tonnes of
Fluorspar, 0.5M metric tonnes of Soda Ash, and 3,700 lvl metric tonnes \r,erc
mined. Overall, mineral output value rose by 14.7 percent from Ksh 2l .1 billion to
Ksh 24.2 billion in 2015, while in terms of current prices, the contribution of
mining and quarrying activities rose from Ksh 23.0 billion in 201I to Ksh 53.8
billion in 2015.

47. The Government recognizes that the mining sector oan only become a core
driver of Kenya's economy, to the extent that the conditions are put in place to
support an attractive climate for investors. To this efi'ec! the Govemment has

enacted a new Mining Ac\ 2016, in order 1o make the sector stable, predictable
and transparent. In addition, the Govemment has developed a set of i 6 regulations
to fill in the gaps in the new law and help operationalize it. The Govemment has
also strengthened the Iicensing process through the Online Tra:rsactional Mining
Cadashe Podal (OTMCP), which has enhanced transparency and accountabilify.
Further, in a bid to attact inveshent in the sector, the Govemment is in the process

6f 612lizing the process ofconductiag a nationwide Atbome. Geophysical Survey
and establishing a Geological Data Balk to provide data on mineralized areas in
the country and act as repository centre for all geological data and information
respectively. These developments will ease access to geological data and
information thrrs reduce exnloration risk Going forward, the Govemment wi!!
prioritize on the implementation of the new Minhg Act, 2016 and the development
of an overarching National Extractive Policy aad a20- year Mining Strategy.

1.5 Sustained Investment in Social Services for the Wclfare of Kenyans

48. To loster inclusive growlh, reduce poverty and inequalitv, the Govemment
will continue investi-ng in quality and accessible hea.lthcare, releva:rt cducation and
strengthen the sociai safety net.

Ilealth Care

49. The health sector aims to achieve the highest possible health standards in
line with the population needs through supporting provision of equitable,
affordable and quality health and related services to a.ll Kenyans.

50. Spending in the health sector recorded improvements in communicable disease
control, matemal and child health as well as access to ARVs. The govemment will
continue to implement programs and projects aimed at promoting health promotion
and prevention; addressing the health needs of children, mothers and adolescents;
improving the health infrastructure; enhancing social health protection and
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achievement ofuniversal health coverage and the strengthening ofadherence to rlorn;^
and standards as w.:ll as health regulation.

51. To r-his effec! the FY 2017l18-2019120 budget will prioritize scalirg up oI
policy inten entions aimed at enhancing equitable access ro high impact healthcarc
services, addressing challenges associated with der,olution ofhealth care and high
tumover rate arnong health workers, controlling non-communicable diseases, and
improving health service delivery in the country. The emphasis will therefore, be
addressi:rg these challenges in order to ease the burden 1o the households and
attainment of the highest standards and care for sustained long-lerm growth and
development.

--Qn alif anrlFelevaETEdir-cafi on l-oi a IlXenyins

52. The Govemment's overa.ll goal in the education sector is to increase access
to education aad ftaining; improve quality and relevance of education; reduce
inequality as well as leverage on knowledge and skills in science, technology, and
innovation for global competitiveness. To achieve this goal, the Govemment is
committed to fiirther entrenching r::riversal aad compulsory basic education aad
expa.nding tediary education.

53. The education sector achievements have been significaat in the FY
2015116. They include; increase in the number of Earl Childhood Development
and Education (ECDE) centres, Free Primrry Education which contir:ues to be
implemented with enrolment stabilizing at 8.8m over a:rd the number of Primary
schools increasi',g ftom 21,302 in FY 2013/i4 ro 21,871 in FY 2015/16. Despite
these achievements, a number ofchaiienges stili remain. They include high poverry
incidence, high education costs to households and governmen! unsatisfactory
access levels especially at post primary education, low progression and regional
aad gender disparities in educational attainmsal.

54. The medi,'m term strategy will therefore, locus on:

. Construction and improvement of infrastructure in all leamhg institutions
and county ofEces for teacher management services.

. En-haucilg capitation and grants to institutions, support for education and
curriculum reforms and enhancement and support for exarni:ration,
competeDce assessment and cerfifi cation.

. Expansion of education 2ad laining opporhrnities in mareinalized and
underserved areas. Promotion of education and TVET activities by
development of policies, licensing, accreditation a:rd quality assurance of
all iastitutions.

r lnslsasing provisions for loans, bursaries and scholarships to meet the
increased demands ofeducation aad training.

. Enhalcement ofICT integratiou ia education at all levels and promotion of
science, technology a.od imovation activities by development of policies,
research licensilg, a:rd accreditation of research and qrralily assurance of
research institutes.

2017 Budget Policy Statement

::
c

19

l?
"t



Mainstrcarning, tuonitorinll ancl er,aluirtii,i: oi prouranm.'s iind
emporvering thc Central Plaming and Projer:t i\,ftrnitoring t.,nit (CIPP\,It,)
to conduct effective monitodng of institutions.

Scaling up Social Safely Ncts

5-5. The (iovemment continues to build resilience and promote affirmative
action for addressing challcnges facing lulnerable groups. Retw'een the year 20l-l
and 2016, the sector realized a number ofachievements, i-ncluding: 40.520 t)rphans
and Vulnerable Children (OVC) who have been supported with scholarships;
792,8 I 5 children in distress assisted through the child help line 1 l6; 13,679 persons
witb disabilities prcvided with assistive and supportive devices and 3,026
supported with sun screen lotion while 133,000 Self Help Groups/Commrinity
Based Organizations that have been registered.

56. On the National Safety Net Programs, the achievements include: increased
number of older persons receiving cash hansf-ers fiom 164,000 to 310,000;
increased mrmber ofhouseholds with OVCs receiving cash transfers from 253,000
to 353,000; aad increased number of Pcrsons with Severe Disabiliries receiving
cash hansfers from 27,000 to 46,414.

57. The first phase of the Single Registry has already been set up; this phase
entailed its establishment where all the information on the five Cash l-ransfer
Programs is kept. These programs include: Cash Transt'er to Orphans and
Vulnerable Children (CT- OVC), Older Persons Cash Transfer (OP-CT), Cash
Trarxfer to Persons with Severe Disability (CT- PWSD), Hunger Safery Net
Program (I{SNP) and Cash for Asset programme of tbe World Food Programne.
'1-1- ^ /'l^..^--^-. :- -^--- ^---L^-l-i- -erruatl\[rts ur1 ul(, sguulltr p]Jas(, ut urc DtuBru I\cBrltr]
where it will ensure that the Single Registry is securc and expand it to
accon:rmodate as many as bcneficiaries as possiblc.

58. Over the medium term, the Government is targeti-ng to carry out the
following measures in order to ensure the success of the National Safety Net
Programme:

' To build capacities of communities and register Self Help Groups and
Beneficiaries Welfare Committees @WCs) providing them with forma.l
recoqrition a:rd opportunities to link with Micro Finance lnstitutions (MF)
and non-state actors.

. lnfrastructure Development of 12 Vocational Rehabilitation
CentresffRCs) in order to provide trainees who are Persons WitI
Disabilities with proper leami::g environment and equip them with skills
for self-reliance and also enable them to participate in socio economic
activities.

. Establish National Development Fund for Persons with Disabiiities
@WDs) which is aimed at improving livelihoods of PWDs, improving
physical accessibility in leaming iDstitutions, increasing enrolment,
retention aad completion of PWDs in schools, improving literacy and
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' transitir-,n 1o higher levels' o1' etiucafion and irnpr,;r'inu pi"rrticipirtion ,rf
PWDs in derelopment activities.

r Siagle regisfy lor the National Safety Net Programme will be dec-entralized
to the remaining I 8 Counties by the end of FY 201 6i I 7.

, Integrite the esistirg Management lntbrmation S) stems for the C I-O\-C,
OPCT and PWSD-CT programs into a one-stop system. The integratecl
system w'ill enhance automation of key program components such as
targeting, enrolnent, payroll preparation, bank reconciliation, change
malagement and Danagement of complaints and grieYances. It will be
desip.ed to be compatible with the electronic targeting torrl which
pi1ol-ilanTfrn7Ee-diEEecurrent(2116i17)f inancialycar.

Empo*'ering Youth, Women and Persons with Disabilities

59. Kenya is among the countries with large proportion ofyouthfi.rl population.
Demographic dividend is reaped when this youthful populalion is utilized to
accelerate economic development. To reap the benefits of the demographic
dividend, the govemment reco'gnizes that it is important to empower youth, women
and persons with disabilities and remove all obstacles to ensure their flrll
participation in social economic development ofthe country.

is be

60. Duri:rg the FY 2013114 - FY 2015/16 MTEF, 46,699 and 58,549 groups
were supported through Women Enterprise Fund and Uwezo Fund against a target
of 40,000 and 55,000 respectively. Further, Anti F-GM campaign forums aimed at
reducing FGM prevalence in the county were held in 20 counties against a target
of 17 counties.

61. The government will conti-nue to promote gender and youth empowerment,
livelihoods for the vulnerable groups and marginalized areas through the National
Youth Service (NYS) program, the social transforrnation program, a:rd SACCOs
in order to attain sustainable you1tr led enterprises and promote employment
creation services. Further, the Govemment will expand opportmities for the youth
in procurement through the Access to Govemment Procurement Opportuaities
(AGPO) platforrn, and ensure that the youth suppliers under the plaform are paid
in time. The Govemment will also designate resources for the establishment of
youth empowerment centers which will help facilitate mentoring of youth on
leadership, national values, entrepreneurship skills and further enEench digital
literacy.

Environmental Conservation and Making Water Accessible

62. The national policy blue print envisions the country to be a nation that
prides in a clean, secure and sustainable environment aad targets universal access
to clean water and basic sanitation for all by the year 2030. To date, about 56
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percent (,f Kcnlitns iuvc access fi; rcliuhlc Jlearl rlirtcr, whih- 70 pcrcrnt lrar,-'
access to clcan sanitation.

63. Noting that Kenya is a water-scaroe county with less than 1,000 cubic
metres per capi[a of renewable freshwater resources, the (iovemment lvorking u'itlt
devolved units of govemment will continue to invest in c:lean rvater supply ar(l put
in place memures to control floods and harvest rain water as well as to protect and
consen'e the environment trus connecting over one million additional Kenyans to
safe drinking rvater.

64. The Govemment remains committed on its bid to mitigate the impact of
climate change, having signed t-he Protocol on Climate Change follo*.irg the
adoption of the Paris Agreement. Prior to the signing, the Govemment adoptcd a

Green Economy Stralegy and Implementation Plan as a guideline for its
environmental sustainability efforts. Critical part of the GoverDment's
enviroDmental conservation efforts is the stand 2gainst poaching and the illegal
tade in wildlile and wildlife products. In addition, the Govemment will continue
to mainsheam climate change measures into all its projects and progranmes.

65. Going frrrward, tlre Govemment will prioritize on sustai-nable water,
wildlife and natural resources management, t}le govemance of land and water
utilities, tle promotion of information technology, the reduction of Don-revenue
water, together with reliable water distibution; prudent infraslructue development
and adoption of best practices in operation and maintenance. Moreover, the
Govemment will suengthen the uptake of Environmental Impact Assessment for
every proj ect.

1 . 6 En h a n ci no Sprvir.c flclivcrv' lh rnrr oh Downlrr finn'-J ---- --E-

66. The three yeam that devolution has been in existence, despite its many
challenges, shows that it's one of the greatest successcs ofour new constihltional
architecture. The decentalization has led to distribution ofresources to all corners
of our countq/ and spread development to previously marginalized villages.
Further, it has devolved leadership hence reducing political and social risks that
come with systems where leadership is centralised hence some
commudties/people feel left out.

67. A challenge of low performance of own-source revenue agaiast respective
target has been witnessed since the cstablishment of County Governmenls (CGs)
in 2013. A survey by the National Treasury ofeight County Govemrnents revealed,
among other fiadings, that: revenue forecasting in CGs is not underpinned by
macroeconomic erssumptions or a credible methodology; revenue forecasts once
included in the budget are hardly updated since there is no in-year monitoring that
is done; and, there is an ambiguity of roles within County Governments in the own-
source revenue forecasting process. ln a number of instances, County Executives
prepare revenue forecasts which are later raised by County Assemblies.

68. f'he National Government has adhered to the principles of devolution by
providing resources to the county governrnents to run their affairs.

il
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69. To str,--ngtlen accountability -' ind fiscal .tliscipline. lhr: Nrtiolal
Govemment will continuc building capacitf in the r:ountics and assist them
develop a strategy to enhance revenue management by identitying strong revenu.e
raising measures and correct duplication and distortions in local taxes ard i'ces rat
hurt the business environment and reduce revenue strea-oLs rvhen j::vest<.rrs shy
away from such counties.

70. With regard to cash managemen! the National Govemment will continue
disbursing fi.rnds to county govemments in accordance with the appr<,rved
disbursement Schedule. Ir disbursing the {iinds, however, the National
Govemment will prioritize disbursements to county governments with least fi:nd
balaaees atrhe-een*alBaak ofKerya in orderlo easrrrcpnrdent catsrrramgernent --
as required under Article 201(d) of the Constitution.

1.7 Strucfural Reforms

Governance

71. The Government contir:ues the fight against com:ption and its adverse
effects to the economy which hclude ineftrciency, Iow productivity and high costs
of doing business. The Govemment will continue with the implementation of the
measures articulated ir National Call to Action against comrption which include
continuous and obj ective lifestyle audits for a1l Accoun Offrcers as wel
Authority to Incur Expenditure (AIE) holders. The Government is also committed
to strengthen expenditure control and improve the efficiency of public spending
through public filancial management reforms aimed at upgtading efficiency,
traasparency and accountability in order to free fiscal space for priority social and
investment projects aad to improve govemaace in the public sector.

72. Further during the State House Summit on Governance and Accountability,
held in October 2016 inNairobi, the Government reiterated its commitnent to light
comrption and challenged the agencies charged with combating graft, especially
the courts to fast-track their mandate. The Govemment fi_rther wamed against
politicization of comrption and integrity issues, promised swift action agaiast
procurement offenders and highlighted ttre need for strengthening ofinvestigations
and improvements to the alti-corruption cases in order to enhalce their
effectiveness.

73. Some of the achievements in the fight agailst economic crimes in the
FY2015116 include: 167 corruption and economic crime cases investigated while
358 case files were still at various stages of iavestigations; Ksh 2.6 billion loss
averted by disruption of comrption networks; 1 7 comtptly acquired assets traced,
recovered a:rd./or restituted worth Ksh 70i million; and 3 systems reviewed and
examinations to seal com:ption loopholes conducted. In addition, 6.3 million
persons were seusitized./enlisted to combat coruption, 4 cases comprising of 147
case frles on ethical breaches were investigated and 2350 Integtty Assurance
officers and com:ption prevention committees were trained.

74. The Govemment has allocated adequate resources to the Independent
Electoral and Boundary Corrnission towards the managemeot of the voter
registration and electoral operations for the 2017 Generaj Elections and its
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l-inancial Scctor Dcvelopments and Rcforms

77. Kenya's fina:rcia.l sector development continues to support economic
grouth and tra:rsformation. The bankjng sector has been expanding Iocally and
across the Sub Satraran region with iurovations driving financial inclusion. With
the Banking (Amendment) Act 2015 that capped lending rates at four percentage
points above the Central Bank's benchmark rate aad deposit rate at afleast 70
percent of the benchmark rate, the sector is expected to continue with its gro*th
based on the ability to respond to the needs of Kenyans for convenience and
efficiency riding on Kenya's position as a world leader in mobile money
tech:rology.

78. The Kenya Deposit L:surance Corporation ((DIC) was voted the deposit
insurer of the year 2016 by the Lntemational Association of Deposit Insurance

QADI). In FY 2016i 17, the World Economic Forum Global Competiveness Report
ranked Kenya number 50 in the world out of 138 countries for Financial Market
Development. In the 2016 FinAccess survey, Kenyans access to fi::alcial services
improved to 75.3 percent, up from 66.7 percent in 2013.

79. Building on the progress made thus far, the Govemment will implernent
additional measures to further deepen and strengthen the fina:rciirl sector,
including:

. The policy framework to establish the Nairobi lntemational Financiai Centre
(NIFC) and the NIFC Bill which are already before the Cabinet will be
forwarded to the National Assembly;

. The Financial Services Authority (FSA) Bill which consolidates existing non
bank financial sector rcgulators and creates a new market conduct framework

4Az-1 20/7 Budget Policy Statement

aflermatJl. This will cnsurc roicc and acuot:nl:rl-.ilit1-as r.;ll as stabilitl rnll iack ol
violence which are crucial tbr developnrent of rrLn countD,.

75. Furt-ber, the Ciovemment continuss to strenglhen various institutions that
are mandated to fight comrption in the country in order to instill good govcrnance
and to enhance capacitl- to vigorously combat corruption and recovcr comrptly
acquired assets. Already progress has been made in the.coordilated investigations
among the agencies. The Multi-Agency Team (MA l), which brings together the
Kenya Police Service @irectorate of Criminal lnvestigations), the Ethics and .{nti-
comrption Commission, the Financial Reporting Centre, the Directorate of Publjc
Prosecutions, the Kenya Rcvenue Authority and the Asset Recovery Agenr:y, have
taken to courts more tlan i60 comrption ca-ses.

76. The parliament, in FY 2017/18, will continue to fast-nack consideration of
reports on budget implementation, audited accounts of the National Govemmen!
County Govemments and State Corporations. Lr addition, they will introduce bills;
consider motions, statements and petitions; and carrl' out vetting of state officers
presented to them as required by law. These activities will go a long way in
entrenching good govemance in our institutions and ensuring accountability of
public resources.
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for the entirc non-banft finmcial sector is aLrtady betbre tlc (-labilet will Lre
forwarded tu the Nationa.l Assembly;

. 'Ihe Moveable Property Security fughts Bill which facilitates lcnclers to
provide credit using moveable properties as collateral and also creates an online
electronic collateral relistry a::d ls already belore the Cabinet radl1 be
forwarded to the National Assembly;

. The Kenya Credit Guarantee Sc.heme Bill to fi_rther support access to credit by
Small and Mediun EDterprises will be luralised and forwarded to Cabinet and
tlereafter the National Assembly;

r €tlet reMdrcsrthe-tighcosftrFcrediriru-luffiormsro-facilitare
leasing and factoring, fi.:rther extending the credit repofiing frarnework to
include credit providers from outside the financial sector, digitization of land
registries a:rd other legal reforms to facilitate the expansioll of mortgage
finance;

o Enlancing Kenya's position 2s an l5lamis Finance Hub by putting in place aa
Islqmic Finance Regulatory Framework through the recently launched Islamic
Fina:rce Steeriag Committee @SC) chaired by the Cabinet SecretaryA{ational
Treasury and Islamis fina.nce Consultative Corrnittee (IFCC);

regulatory fr^mework. This will include elhancing the macro- and micro-
prudential 56ss5 fs5ting Framework and cross border supervision framework;

Strengthering the independence and capacity ofthe Kenya Deposit Insurance
Corporation (KDIC) to ersure it is able to expeditiously undertake bank
resolution and protect the interests of depositors; and,

Larmching the M-Akiba Govemment Bond which will be the world,s first
puely mobile phone based Govemment security.
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2.1 Overview

80. Kenya's macroeconomic performance remains broadly stable despitc the
global economic slowdown. The economy's growt momenhrm has been strong
supported by significant investment in infrastructure, construction and nining
sectors, strong rccovery in tourism, lower energy prices, and improved agricultural
production following improved weather conditions. hllation is within the ta-rget

band due to prudent monetary' policy management while interest rates are low and

stable.

8l . Lnproved export eamings from tea and horticulture, reduced import bill of
petroleum products due to lower oil prices, resilient diaspora remittances and
improved tourism performance led to a narrower current account deficit. The
narrowing ofthe current account deficit together with strong capital inflows led to
a stabilization of the shilling in the foreign exchange marke! and also allowed the
acclmulatioa of intemati onal reserves.

82. Going forward, the economy is projected to expand further by 6.0 percent
in 2016 aad above 6.5 percent in tle medium term supported by stong oulput in
agriculttue with a stable weather outlook, continued recovery of tourism and
completion ofkey public projects in roads, rail aad energy generation. In addition,
strong consumer demand and private sector investment as wel as stable
macroeconomic environment will help reinforce this growth.

2.2 Recent Economic Developments

G lo b al E c onomic deve lopme nts

83. 'lhe global economic growth outlook remains subdued in 2016, though
expected to recover gradually it2017 ar,d beyond. The new shocks to the outlook
include: Britain's referendum result in favor of leaving the European Union;
ongoing realignments among emerging and developing economies, such as

adjustrnent of commodity exporters to a protracted decline in the terms of trade;
slow-moving trends, such as demographics and the evolution of productivity
gro*'th; as well as noneoonomic factors, such as geopolitical and political
uncertainty.

84. Global growth is estimated at 2.9 percent in the first half of 2016, slightly
weaker than ia the second halfof2015 and lower than the projected growth in the
April 2016 World Economie Outlook. The forecasts for 2016 and 2017 arc 3.1
percent and 3.4 percent, respectively.
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' Domestic Economic Deve[opments

85. The Kenyan economy has sustahed its robust growth in the piut decade
supported by significant structual ard economic refomrs. The economy grerv by
5.6 percent ir 2015 compared to 5.3 percent growth in 2014. The economy 1irther
improved and grew at 6.2 percentrin quarter two of20l6 up from 5.9 percent
growth registered in quarter one of 2016 (Table 2.1). This strong growth was
supported by improved performance i:r agriculture, forestry and fishing (5.5
percent), mining and quarrying (11.5 percent), transport a.nd storage (8.8 percent),
electricity a:rd water supply ( 10.8 percent), wholesale and retail trade (6.1 percent),
accornrnodation and restaurant (15.3 percent) aad information ald communication
(85 per€enq.-Grorrrth_ift-otherseetorE-particulartfrnanrefftriry, cor iu.rl
finaacial and insurance and real estate, though slightly lower compared to quarter
two of 2015, remained robust.

Table 2,1: Economic Pefformance by Sectors @erceut Growth.Rate)

zo15 2076

Source of data: Kenya Nationul Bureau of Stolistics

86. The favourable weather conditions experienced during the second quarter
enlanced agricultural production and as such, the sector expanded by 5.5 percent
compared to 4.0 percent growth in quarter two of 2015. Similarly, electicity and
water sector remained strong recording a growth of 10.8 percent compared to 9.2
percent in same quarter in 2015 owing to continued expansion of power generation
from relatively cheaper sources.

87. The advantageous oil prices and continued improvement in the road
network buoyed the transport and storage sector to a growth of 8.8 percent in the
second quarter of2016 compared to 6.8 percent during the same quarter of 2015.

Percetage Chanqes (grorvth)
Gross Domestic Product by Activi ty l0I I 2012 2014 20I5 ()2 (J2
Agri cul ture, forestry and fishing
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Manufacturhg

CoDstructi o n
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Other service activities
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lhe accommcrdation and rcstaurxnts scctor recordcd an impressir.c growih of 1:.3
percent in quarter two of 2016 frorn a contraction of 5 perccnt in thc szrme quartcr
of 201 5. The grorvth was on account of improved security and rigorous marketing
initiatives tlrat boosted conference tourism as well as the gencral tourism.

88. On average, GDP per capita for Kenya at LiS$ 1,105.8 is the highest in the
East AIiica.n Community sub region (Chart 1). The bigh and resilient GDP per
capita is due to the diversified natue of the Kenyan economy.

Chart 1: Average GDP per Capita for Various Counfries (200G2015)

Sowce of data: Intemarional Monetary Fund

Inflation Rale

89. Overall month on month inllation rose slightly to 6.47 percent in October
2016 from 6.34 percent in September 2016 due to ilcrease in food prices. The
annual average inllation rate at 6.5 percent in the year to October 2016 was within
the target mnge of 2.5 percent on either side of the 5.0 percent target (Chart 2).

Chtrt 2: Inflation Rate
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90. inllation rates rvithin the EAC region hlrve remained low due t<_r prudent
monetary and tlscal policy maaagement ald lorver oil and commodity prices
(Chart 3). High inllation rates in Ghan4 Nigeria and Zambia reflects difficult
economic conditions as a result offoreign currency shortages resulting from lower
commodity revenues and slow poliqy adjustment.

Chart 3: InIlafion Rates in selected African Cou_ntries (September 2016)

Source of dala: National Centrul Banks

91. The Kenya Shilling exchange rate has continued to display relatively less
volatility compared with the major regional curencies and strengthened by 1.4
percent for the period October 2015 to October 2016 (Chart 4). The stability of
the Kenya shilling exchange rate reflects improved export eamings froD tea and
horticulture, a reduction in the imports of petroleum products due to lower oil
prices, resilient Diaspora remittances aad improved toudsm performance.

92. In the Sub Saharan Africa region, large currency depreciations especially
in Nigeria reflects challengi:rg macroeconomic conditions as the countries adjust
to lower commodity revenues.

Chart 4: Selected Currencies Performance against the US DoUar (Oct 2015 -
Oct 2016)

Source of duta: Nationul Central Banks
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9-i. '[he Kenya Shiiling cxchangc rate strcngLhened in October 2016 against
m-ri or intemational currencies. The currency traded at Ksh 101.3 against the US
dollar, Ksh I11.9 against the Euro and Ksh 125.4 against the Sterling Pound in
(-r,crober 2016 compared to Ksh 102.8, Ksh 115.4 and Ksh 157.4 respectively, in
October 2015.

Inlerest Rsles

91. The moderate demand presswes on the overall int'lation in the recent
mulnths, have led to the easing of the monetary policy stance in the East African
couot:ies, conversely, tight monetary policy has been adopted in com-odity-
exporting countries due to the substantial depreciation of the currency that has
L-:nslated into high hllation (Chart 5).

C harl 5: l)evelo meDts of lhc Policy l{ate in selccted (iountries
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95. [n Kenya, short term interest mtes remained low due to the improvement of
liquidity conditions in the money market. The interbank rate declined to 4. 1 percent
in October 2016 from 4.9 percent il September 2016 and 21.3 percent in September
2015, while the 91-day Treasury bill rate declined to 7.8 percent from 8.1 percent
and 14.0 percent over the same period (Chart 6).

Chart 6: Short-Term Interest Rates
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96. 'I'he implementation of the Ban-king (Amendment) Acr, 2015 efl'ective
Sc-ptember 14,2016, that capped interest rates or banls' loans at 4.0 percent above
the base rate (currently at 10.0 percent) and sets the minimum interest paid for a
saving product at 70.0 percent ofthe same base rate has led to the narrou'ing of the
interest rate spread from 1 1 .3 percent in August 201 6 to 7.0 percelt by geptgmber
14,2016 (Chart Q. As a result of the new Act, Kenya has the lowest lsndirg rate
among the East African Countries.

97. The average lending rates which had hcreased to 17.7 percent in August
2016 from 15.7 percent in August 2015 have declined to 14.0 percent. gimilally,
the deposit mte which had decreased to 6.4 percent in August 2016 from 6.9
percent in Argust ?0t 5 -have-ises-to-73-perc€:rlGsg S€pt€B,ber J $el€.*-
provided in the Banking (Amendment) Ac! 2015.

Chart 7: Commercial Banks Lending Rates of Selected Countries (Sept 20f Q
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Monqt and Credit

98. Growth of broad money supply, M3, slowed to 8.1 percent in the year to
September 2016 compared to a growth of 13.5 percent in the year to September
2075 (Table 2.2). The slowdown i:: the grov,'th was largely on account of a decline
in the uptake of domestic credit.

99. Net Foreign Assets (IIFA) ofthe barking system grew by 52.0 percent in
the year to September 2016 from a contraction of 12.8 percent over a similar period
in 2015 following ircreased accumulation of foreign assets of the Centrai Bank.
Meanwhile, the Net Domestic Assets (NDA) of the banking system increased by
0.i percent in the year to September 2016 ftom the growth 0f20.0 percent over a
5imil21 p61iqd tn 2015. The slowdown of NDA was occasioned by decline in
domestic credit and other assets net ofthe banking system.
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100. Dom:stic credit slowed to an annual grouth of Ksh 66.4 billion (2.-1

percent) in the year to September 2016 compared with a growth of Ksh 526.0
billion (23.3 percent) i:r September 2015. The slowdown was maidy ataibuted to
a decline in lending to the Govemment of Ksh 36.0 billion, the private sector of
K-sh 10-r.6 bi-llion and the other public sectors by Ksh 1.2 billion.

101. Bank cretlit to the private seclor slowed to a growth of 4.8 percent in the
year to September 2016 from a 20.6 percent grovvth in the same period ia 2015.
Except for the fina:rce & insurance, real estate and transporl g eqnrmunication, all
the other sectors experienced a slowdown in credit uptake compared to the s,me
period ir 2015 due to tight credit conditions (Chart 8). A contraction in credit
flows u'as experienced in the trade, minirg and business services sectors.

Charf 8: Private Sector Credit to Sectors, Ksh Billion
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Lue rnal S ecto r Dev e lop ments

1,.t1- The overall balance of payments position recorded a deficit ofUS$ 1,225
n ;ilion in the year to August 2016 from a surplus of USS 716 million in the year
10 -{ugust 2015. As a share to GDP, the current account deficit improved to 5.9
pe=ent in August 2016 aom 7.9 percent in August2015. this is attribuled b a
2J.i percent improvement in the value of the merchandise account reflectiag a
dcr,-iine in payments for mercha::dise imports (Chart 9).

Chart 9: Balance of Payments

Source of dd.a: Central Bank of Kenya

103. The decLine in commodity prices has adversely impacted the exports of
Africa's major exporters ofnon-oil, non-renewable resources. ln some cases, this
has more than offset tle. improvement in the oil trade balance resulting to 1he
*idening of the current account balalce (Chart 10). ln some of the oil rich
countries, the current accou.nt balances tend to swing &om large surpluses to large
deficits and these swings are typically accompa:ried by declines in i:rtemational
resen'es.

Chart l0: Current Account Balance @ercent of GDP) for Selected Countries
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Fo re ig n Exc h a nge R e s e u^ es

101. lhe bankir:-: sr stem's total foreiga exchange holdings increa-sed by 11.8
percent to USS 10,i,{5 million in August 2016 from US$ 9,265 million in August
2015 (Chart lI). Inis wa-s due to the increase of the Official reserves held by the
Centra.l Ba* (coLsi:uting the bulk of the gross reserves) to US$ 8,144 million (5.5
mon*rs of impol 6.rver) in August 2016 from US$ 6,963 million (4.4 months of
import cover) in .i':gust 20 i 5. I{owever, reserves held by commercial barks
decrea-sed slightly to LiSS 2,211 mjllion in 2016 Irom US$ 2,303 million in 2015.

Chart ll: OIlicial Foreign Exchange Reserves (US$ million)

Source of datu: Central Bank ofXenya

Capilal Markets

105. 'lhe capitai market recorded mixed performance in both equities and bonds
market segments in the year to October 2016. Activities at 1he stock market slowed
dorm uith the Nairobi Securities Exchange (NSE) 20 share index reco rdng 3,202
poi.nts in October 2016 compared to 3,869 points in October 20i5. Market
capitalization was at Ksh 1,982 billion in October 2016 compared to Ksh 2,046
bil[on in September 2015. The drop in market capitalization is as a result of an
increase in share supply which depressed the overall share prices.

106. There has been a gradual recovery of the NSE rel'lecting restoration of
market stability ald improved confidence in the economy. The NSE index had
been weighed do*n by the prolonged uncertaitrty in the global finar:cial markets,
and capitai outflows from emerging and frontier market economies.

2.3 Fiscal Performance in FY 2016/17

107. The implemenration of the budget for FY 2016111 has progressed well.
Revenue collection has improved in the fust quarter with high receipts of VAT and
excise revenues reflecting improvements in revenue administration from the i-'fax
syster! new excise tax measures and the re-introduction of ivithholding VAT.
Expenditures lagged behind their respective targets during the fust quarter but are
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expi!'ll'd tr"r :lck up in 'rhe next quzlrter as implementation of development
prosrrir.rmes =J the gcneral activity of Govemment gain pace.

108. lly tie cnd of September 2016, total cumulative revenue including A-I-A
coliecte,l arn.,,.:nted to Ksh i i 3.6 bilJion againsl a 14get ofKsh 328.0, representing
a shortfall oi i.sh I4;4 billion. The shsrffall was a a resdt of the telow-target
collection oi -oe ordinary revenue by Ksh 3.8 billion aad the miaisterial A-I-A by
Ksh 10.6 bii.:oo. The shortrall in ordinary revenue was 6ainly on account of
underperfoimance in import relatea revenues namely; import duty, VAT im.lorts
and IDF fees.

109. The :..ial expenditure and net lending for the first quarter of FY 2016/17
amountedlo--:s13873-bilfon,-agftaErget-oTKi6-525-.I6illion.TFe shortfall
olKsh Ii9.: 'oillion was attdbuted to lower absorption recotded in both recrment
a:rd developnent expenditures by the National Govemment and lower tlaa
projected disbursement to CouDty Governments. Recurrent expenditure for
National Govemment amounted to Ksh 237.7 billion , agains a target of Ksh 298.1
billion. witb ,..::rderperformance tecorded in wages aad salaries, and Operation and
lvlaintenaace rvhich accourted for Ksh 15.1 billion, and Ksh 38.8 billion,
respectively.

110. The combined effect of the revenue and expenditure performance in the
first quarter of FY 2016/17 resulted to an overall fisca.l defici! oD a commitulent
basis (including grants) of Ksh 72.5 billion (equivalent to 1.0 percent of GDp)
againsr a rargeted deficit ofKsh 182.3 billion (equivalent to 2.5 percenr of GDp).
On cash basis the overal.l deficit was Ksh.88.8 billion (equivalent to 1.2 percent of
GDP).This deficit was financed through foreign bonowing amounting to Ksh 39.2
billion and net domestic fiaancing amounting to Ksh 49.7 bi1lion.

I 11. Net domestic fina.ncing arnounted to Ksh 49.7 billion againsl a target of
Ksh 97.1 billion by end September 2016, an nnder performance of Ksh 47.4 billion.
The net dome:-,ic borrowing of Ksh 49.7 billion comprised bonowing through
government securities of Ksh 76.3 billion and net repayment of other domestic
borrowing of Ksh 40.7, less accumulation of govemment deposits of Ksh 13.8
bi-llion and receipts from government on lent loars of Ksh.0.2 billion.

2.4 W 2016117 Revised Fiscal Estimates

112. In view'of the fiscal developments to end September 2016, 2015/16 base
adjustrnent and weaker than expected performance to September 2016 especially
on import related taxes the Government has revised downwards its tax revenue
projections for the financial year, However this downward reduction is offset by
higher i-nvestrnent income than in the original budget estimates.

1 13. Overall revenue inclusive ofA-I-A are projected to rise by Ksh.18.2 billion
above the previous estimates, reflecting projected reduction in ordinary revenues
by Ksh 1.9 billion and increase in A-I-A by Ksh 20.1 billion. The downward
revision in ordinary revenues is on account of projected shorrfalls il Import duty
(IGh 5.9 billion), Income tax (Ksh 1i.3 billion) largely on account of PAYE and
V.AT by Ksh 6.9 billion on account of VAT on imported goods. However, the
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shortfJls in thdsd t..i\c: arJ ::_nificurtly' .rl^l'sct hy upuard revision in excise
revcnues (ti.sh.9.l billioa1 tiu: Io the posilivc crutlook of the nerv excise tax
measurcs, ald lnvestmcnt il;;me (11.7 billion) aad other revenue (Ksh.1'5
billion)..

114. In addirion, Ihe Gor,cr.rnent has instituted various meirsures aimed at
aligning the expendirures wi';:n the revised resource envelope. These include
measures to curb non prioriq' expenditures and to free resources for more
productive purposes as rvell as expenditures cuts on slow and delayed projects.
Similarly, foreis financed der'.':opment expenditures has been revised downwards
to reflect realistic absorption capacity

115. in summar). ttre revi..'d fiscal framework reflects overall increase in
reveoues by I3h 18.2 bilton lr.rm Ksh 1,500.5 billion to Ksh 1,5i8.7 billion; and
a reduction in total expenditures and net lending by Ksh 203.9 billion, from Ksh
2,275.6 billion to Ksh 2,071.7 billion. The deficit, inclusive of grants, is, tierefore,
pdected to decline from Ksh 702.3 billion to Ksh 516.7 billion (equivalent to 6.9
percent of GDP). Borrowing tiom the domestic market has been revised
dowawards to Ksh 227.0 billion from Ksh 236.1 billion in the budget. The overall
impact of these developments is reflected in Table 23.
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2.5 Adherence to Fiscal Responsibility Principles

I16. The Govemment recognizes that the fiscal stance it takes today will have
implications into the future. Therefore, a:rd in line with the Constitution and the
Public Finance Management (PFI\,O Act of 2012, the principle of sharing the
burdens and benefits of the use of resources and pubiic borrowi::g between the
present and futue generation implies that we have to make prudent policy
decisions today so that rr-e do not impose an unwarranted debt burden on future
generations. AIso to ensure that development portfolio is not crowded out by both
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thc \rLional and f-'r)',lnt\ Grrr eilmeuts, ,.r e shali ensurc adhercnce to the ratio of
devclopmcnt to recurrcnt cspendirures oi:r least 30:70 over the mcdium 1erm, as

set out in the PFNI ;\et.

117. The National Govemment will obsene strictly' regulation 26 (l) (a) of the
PF\l r\ct, which rcquires thar the nat(.nal govemment's expenditure on the
compensation of emplol,.-es (including beeefits and allowaaces) shall not exceed
35 percent of the nationel soseflrment'i equitable share of the revenue. It is
erpected that count-v govemmenls u-ill also stictly adhere to this requirement as

stipulated in the PFM regulations 25 (1) G) (County Regulations) and those that
are already in hreach to take remedial me3sures as provided in the regulations.

I 18. In addition, the national anC county govemmenls will through
implementation of tre e-procurement module of the IFMIS apply prudent
expenditure management on items such as ofEce supplies and their pricing that
should, as much as possible. reflect actuai market prices. Time for paying for goods
and serv'ices should be reduced to enable Govemment get competitive prices i:r the
market.

I 19. The respect zrnd observalce oflhese fiscal rules set out in the PFM law a:rd
its regulations is importar:t a:rd necessary to entrench fiscal discipline. Observance
ofthe principles ofpublic frnaace and fiscal responsibility principles, as stipulated
by the Constitution and the PFlv{ Act, 2012, has been as follows:

a) 'Ihe National Govemment's development as a percent of total budget was

32.7 percent in FY 2015/16 as shown in Table 2.4. It is expected at 33.2
percent in FY 2016/17 ard projected at 32.6 percent in ttre FY 2017/18 and
34.4 percent in FY 2018/19. These resources for development are above the

30 percenr minimr.rm rireshoiri ser oul in the PFM iaw.



'l eble 2.-1: l{rr cntrr: and tr n diturcs, h billion

Source: Nationol Treas ury

b) On compensation of employee.r, the share to National Govemment revenues

was 31.6 percent in FY 2015/16, and is projected at 29.7 percent in FY
2016/17 and al 29.0 percent in the FY 2017/18. These ratios demorstoate the

commitueDt to the fiscal responsibility prinaiple of ensuring that thg nafional

govemment's expenditure on wages and benefits for pubLic officers sha1l not
exceed a percentage ofthe national govemment revenue as prescribed by the

regulations 26(1)(a).

c) Aaother fiscai responsibilitr principle requires that the national govemment's

bonowings be used onl) lor the purpose of fiaancing development
expenditure and not for recurrent expenditure. This priaciple continues to be

adhered to by the govemment ensuring that its policy as set out in the Medium
Term Debt Management Strategy aad other policy documents requfues that
extemal financing is done only for deveiopment purposes.

d) the National govemment is requircd to maintair Public debt and obligations
at a sustainable level as approved by Parliament. The Government borrowing
level is set in the Medium Term Debt Stategy approved by the National
Assembly. The shategy :ims at ensuling public debt sustainability and

minimizing the level of conti-ngent iiabilities. The Govemment is commifted

to adherence to this principle at all times. Our debt ratios compared with
intemationalll recognized threshold continues to show that our debt level
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rcrnain:i sustainablc ('l'ables l.5a and 2.5b). ite bzueline public debt path
renrains consistent with thu EAC cr'rnr crgclce .:riteria ldehcit and debt) and

below &e relevant public debt benchmark-

'l'ahlc l.5a: Kcn a's l'ublic Dt,ht Sustainabilitv Indic:rtors

Source: Mll- Stuff reporl for Kenya. -llarch 2016

'f able 2.5b: Ken a's llrtern a I I )ebt Sustainabilitl I n dicalors

,9ource: ILIF Stalf rcportfor Kenya,,llarch 2().16

e) To marage fiscal risks prudently as requted, the Govemment [65 imfroved
its macroeconomjc forecasts a:rd regularly reviews the impact of
macroeconomic projections and their implications on the budget. A detailed
Amex on the Specific Fiscal Risks is prepared as part of the Budget Policy
Statement. 'fhe Govemmenl al5s takgs into account the fiscal risks arising
from contingent liabilities, impact of the Public Private Partrership and

Financial Sector Stability. Further, every year a contingency provision of Ksh
5.0 billion is factored in the budget to cater for urgent and unforeseen
expeDditure.

f) On the principle of maintaining a reasonable degree of prediclability with
respect to the level oftax rates and tax bases, in the FY 2014/15 Government
simplified and modemized the VAT legislation aad consolidated atl the
appeals in the tax legislation to a single legislation. Similarly in the FY
2015/16, modem and simplified Excise Dutv and l'a-x Procedure legislations
were enacted. A review of tle Income Tax Act will commence shortly- These

reforms are intended to lock in predictability and enlance compliance with
the tax system and ensure stability in tax revenue flows.

Indicaor position

| 20r{l r0l5i :0161 2017 20,8 2019 lt|lil 1025

I

I
\,r r:.j 18.5 1i5 40.9

PV of Public Secior Debt io Revenue ralio !l,.]1jl i:l.ll lI Sl 1i2.0 228, r 218.0 r876

ftbt Servicc to Rrven, e ratio xl 4rol 301 14.7 19 0
32.1 26.4 22.0

Indicalor Itrcshii posiLion

:016:01{i 20t51 :017 t0l8 :019 2010 2025

?V ofErtsnal Debt ro GDP iaft I

I
iol 30.9 ji.7 iS.l t9.6 40.1 41.6 12.6 .t 6

PV of Extemal Debt to F4orl ratio 2ool el.o il8.i 1i0.9 1.r 8.8 138.0 134.1 134.6 i10.3

?V ofErremrl Debt to Rerenue ralio rml er.l lr:8.i 1t.2 118.6 116.i 114 5 114.4 109.1

Debt Seflim lo Dport ralio 251 r6.6 6..1 9.0 14.8 9.1 il.9 f.i 9.1

Debt Senre to Revenue ratio )11 il5 6l i.9 6.9 12.1 f.i 1r.9 T.1 8.1
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.1.6 l'. eol rrnric ()utluok

2-6.1 Erternal Environment

120. The giobal gro\\,th rbr 2016 is er::rated to expand_ by 3.1 percent, a
slowdor.ra from a growth of -1.2 percent recc:ied i:r 2015 (Table 2.Q. The recovery
is expected to gather some pace in 20:- and beyond driven primarily by
deveiopments i-o emerging market and dereloping economies, as conditions in
stressed economies graduaily norm2lize.

121. Economic growth in advanced econ,-.inies is expected to decline slighdy in
-fQlflcnmFered +o 2015 ""d tbea rise gradrrr_]F,Tbedeelieeisduc+e+r#eak-eu*eat-
demand a-nd a lower equilibrium real inter*: rate; thd slowdowtr and rebalancing
in China, r saksnirg global trade; decline i: commodity prices, a windfali gains
for most advanced economies but sizable losses in disposable income for
commodity exporters.

122. A few emerging market and developilg economies have experienced deep
recessions that have dragged global activiq over 2015 aad 2016. They have been
affected by genera lized slowdorvn ir: advaaced economies; rebalancing ja fhina;
the adjustuent to lower commodity prices; an uncertain extemal environment; and
geopolitical tension and conJlict in some countries and regions. To avert this, the

diversification.

123. However, wift flselining commodity prices, depreciating curencies of
some emerging market economies, and ir:creasing financiai market volatility,
downside risks to the global outlook have risen, particularly for emerging market
a:rd developing economies.

'l'able 2.6: Grurvth Pro ections for Selected Re ons/Countries

Source: October 2016 World Economic Outlook
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1).-:+. (ii,truiir il S rrlr-Slrll:r-rur \iiic;r is crpecicii i,r seakcn ii,'m 3..i percent in
201.5 trr I.4 pcrcent in l()10- occlsioildd hr the repercu:ss:ott-s of declining
conrmorlity prices. particularly those for oil, as ,'rell a; lou'er de:nand trom China,
thr: largcst single trading partner of sub-Sah:ran ,'\1rica, and the tightening of
global financiel conditions tbr the region's fiontier market econcmies. Among the
r!'gion's oil importcrs. a rnajority wiil continue to experielce solid $owth,
espccially lorv-inconrc cuuntries, u,here iDvestmenl in i.nfrastrucr,:re continues and
private consumption remains strong. The grorvlh rvill pick up n 2017 to 2.9
percent, driven by suslaincd in{iastructure ilvestment; buoyant serv'ices sectors,
and strong agricultural production, even as oil-related activiries provide less
support.

2.6.2 Kenya's Nfacroeconomic Prospects

125. Kenya's economic growth prospects for the FY 2017/lS and the medium
term lakes into account the global slou,er growlh in demand, particularly
invcstment, which is espec'ially pertinent to generate i-olemational trade flows in
tle form of capital goods and intermediate inputs. Further, it ta-\es copizance of
the domestic environr:ient including the general election to be held in August 2017.
The growth profile accommodates the strategic objectives of the Govemment as

outlined ir ttre second Mcdium ferrn Pla:r @aTP) of Vision 2030, considering
progress made in implementation of key projects.

126. The outlook, therefore points to a continued robust growtb, lower fiscal
deficils, contained inJlation within the t2rget range aad a gradual improvement in
tre external current account bala:rce.

127. Real GDP is projected to expand by 6.0 percent inFY 201612017,6.2
Dercent in Fy 201712018.6.5 percent in FY 2018/2019 and. 6.6 oercent by FY
2019120 (Table 2.7 and Annex Table 1). This high growh wili be supported by
ongoing investrnents in infrastructural developmenl resilent domestic demand,
continued recovery in the tourism sector and grow'th of exports il the sub region.
In addition, the growth rvill be supported by struchual reforms aimed at improviag
competitiveness of the private sector and promoting overall productivity in the
economy.

128. lnJlation is currently within set target and is expected to remai:r so in the
medium term underpinned by prudent monetary policy by the Central Bank of
Kenya. Interest rates have declined under the new interest rate regime followi:rg
assent to the Banking (Anrendment) Act,2015. the interest rates are expected to
remain low over the projection period. At the same time, the Kenya Shilling
exchange rate is expected to remain stable and competitive.

129. Kenya's extemal position is projected to strengthen over tle medium term
supported by a narrower current account deficit due to low i-ntemational oil prices,
a slowdown ia consumer imports, improved earnings from tea aad horticulture
exports, and the resilient diaspora remittances

130. The fiscal policy aims at supporting rapid and inclusive economic growth,
ensuring sustainable debt position and a1 the same time supporting the devolved
system of Govemment for effective delivery of sewices. Consistent wittr this
objective, the policy is set 1cl gradually reducing fiscal deficits, with a focus on

4Z 2017 Budget Policy StatementI
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higher revenues to protect gro\tth enlancilg p,-':::c ilt'estments and social
spending. Fiscal detlcit, as a peroent ro GDP. is proi:::ed to desline to 6.9 percent
in F-Y 2016/17 and 6.4 percent ir Fr' 2017i 18 rvhic: takes into account one off
2017 General election related expendirures. Therea.,'-er the deticit is projected to
decline to 4. I percent of GDP in 2019.'20.

131. The rel enue performa:rce uill be uaderpinne: by on-going reforms in tax
policy and revenue adminisfuation while ia expenditur: side austerity measures will
be taken to reduce cunent spending ard improve resoruce absorption foi
development purposes especially in-fraslruchue development.

Table 2.7: Macroecouomic Indicators Urderlying the Macr.recotromic Policy Framework

Sodre Ndi,lltl fann

2.6.3 Risks to the Economic Outlook

132. Risks to the outlook for FY 20i7l18 and the medium term emanate from
both extemal a:rd domestic sourc€s. They include weaker than expected growth in
the global economy, continued low demand in adva:rced and emergrng market
economies as well as the low commodity prices that may impact negatively on our
exports and towism activities.

133. Further, the uncertainty irr the global markets due to potential tightening of
US monetary policy aad consequent increiue il the US interest rates, Britain'5 ysls
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to exit thc l:ur,,purrr l,'ninn :rnJ pcrsistcnt gcopolirical uncedainii in the
intematitxral oil markets may have an impact on our erionont) .

134. Domestically, the economy is exposed to risks including anv occurrence of
adverse *cather condition-s, public expenditue pressures especially recurrent
expenditures pose a fiscal risk, and potential uncertainties associate,i. general,
thereby dampenilg short-term growlh prospects.

135. The government will, however, continue to monitor the above risks and
wili undertake appropriate mea.:iures to safegriard macroeconomic stability
wherever necessary.

2.7 Fiscal Policy and Outlook

136. The 2017 MediLim-Term Fiscal Policy aims at supporting rapid and
inclusive economic growth, ensuring a sustainable debt position and at the same
time supportir:g the devolved system of Govemment for effective delivery of
services. Our fisca.l policy also indicates our deliberate convergence path towards
the East A-frican Cornmunity Monetary Union protocol's frscal targets.
Specifically, the Fiscal policy underpinning the FY 2017118 Budget and MTEP
aims at raising revenue from an estimated 20.4 percent of GDP in FY 2016117 to
20.6 percent of GDP in FY 2017118 and 21.5 percent ol GDP over the medi,,m
term while containing gro*th of total expenditure. Total expenditues and net
Iending is projected to decrease from 2l .8 percent of GDP :u:rFY 2016/17 to 27.6
percent of GDP in FY 2017/i8 and 26.4 percent of GDP over the medium term.

137. The overall fiscal deficit iuclusive of grants is therefore projeoted to
decrease from 6.9 percent ofGDP in FY 2016/17 to 6.4 percent in FY 2017l18 and
then decline to 4.0 percent of GDP over the mediurn term. The higher deficit
continues to reflect the implementation of the one off SGR project and general
election expenses. Including graats and excluding expenditures related to tle SCR,
tle deficit declines from 5.5 percent ofGDP in FY 2017ll 8 to 3.6 percenr ofGDP
over the medium term-

138. This consolidation process will ensure smoother tansition torvards the
EAC convergence crilerion on the def,rcit inclusive of grants of 3.0 percent ofGDP
by FY 2020/21. Embedded in this policy is the aim to continue contaiaing the
gror+th of recurrent expenditures in lavour ofcapital investrnent so as to promote
spstainnllg and inclusive growth.

2.8 Deficit Financing Policy

139. The govemment w'ill continue bonowing from domestic and extemal
sources mairiy on concessional terms. Non-concessional extemal borrowing will
be limited to projects with viable expected retums ald the ceili:rg stated in the
Medium-Term Debt Strategy paper. The Govemment will also continue
diversifuing its sources of funds through accessing intemational capitai markets.
Ottrer a.ltemative sources of financing tle govemment may explore over tle
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medium term-ihchidc-; the lslanic tinancing i[srr'fienis. Li: Samurai rnarke!
Panda bonds and Diaspora bonds.

140. 'fhe Govemment's borrowing plans remain anchored i: rhe medium term
debt management strateg)- which aims at ensuring public debt sustainability. The
Government will ensure that the private sectLlr is nol cro$dei out through high
domestic borrowing levels. This is to ensure that their ;::ricipation in the
development agenda is guaranteed i.:: order to accelerate econorric activities. This
*-il1 be achieved by ersurilg transparency in the markei t}rs,'gh i5s,,a',& of ttre
borrowing calendar and intsoduction of various products/ir:riatives aimed at
widening the investor base a:rd increasing the retail participation in the govemment
seeurities-rner.ke+

l4l. On the extemal financing front, the Governmenl wi.ll rr:imize the degree
of foreign exchange rate risk exposure associated rr-ith the eremal debt portfolio
by adopting a deliberate approach ia diversi$-ing curency strucure so as to hedge
again5l gxs6.rre rate risks especially to new loa.n commitaents. A cautious
approach will be adopted in the issuance of exlemal Government loan guarantees
and provision of govemment support to minimize the risk exposure to contingent
liabilities.
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142. 'lle rcsourclr cnvelope available lirr allocation among the programmes is
based on thc Iiscal policy and medium term fiscal fiamework which is explailed
as follo'w's:

Revenue Proj ections

143. The fiscal framcrvork for tbe FY 2017118 Budget is sct based on
macroeconomic policy fiamework set out in Chapter II.

144. The FY 20lll18 budget targets revcnue collection including
Appropriation-in-i\id (AIA) of Ksh 1,706.0 billion (20.6 percent of GDP) fiom
Ksh 1,518.7 billion (20.4 percent of GDP) in FY 2016/17(Annex Tables 2 and 3).
This perfomrance rvill be underpir:-ned by on-going reforms in tax policy and
revenue admirfsfration, through aulomation and inter agency col.laboration ar:d
connectivity. The Govemment ll'ill also complete tie review the Income Trx law
so as to modemize it and align it to intemalional practice. Ordina,f' revenues for
the budget year is projected at Ksh 1,549.4 billion (18.7 percent of CDP) in FY
2017/18 up from the projected Ksh 1,374.5 billion (18.5 percent ofGDP) in FY
2016117.

Expendifure Projections

145. In the FY 2017118, total expendinre and net lending are projected at Ksh
2,288.4 billion (or 27.6 percent of GDP) from the estimated Ksh 2,067.0 billion
(27.8 percent of GDP) in the FY 2016117 budget. Recunent expenditures wiil
amount to Ksh 1,339.1 billion (16.2 percent of GDP) compared wi& Ksh 1,186.6
hillinn ('16 0 nel:enl nf GDP\ ir FY )n16111

146. The wages a:rd salaries for the National Govemment (excluding ivlDAs
whose budget is captured as current grants/transfer) inFY 2017/18 is projected at
4.8 percent of GDP.

147. Expenditure ceilings on goods and services for sectors/ministries are based
on fimding allocation in the Fy 20l6l17 budget as the startfurg point. The ceilings
are then adjusted to take into account one-off expenditures in FY 2017l18.

148. The ceiling for development expenditures including foreign finzrnced
projects (including net lending) in nominal terms amounts to IGh 640.4 billion i:r
the FY 2017l18. Most of the outlays are expected to support critical infrastructure.
Part of the development budget will be fi:aded by project loans and grants from
development parhers, while the balance will be financed through domestic
resources-

149. A contingency of Ksh 5.0 billion is provided for in FY 2017118.1n addition,
Ksh 7.7 billion is provided for the Equalization Fund.
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150. Reflecting the proj ected expenditues and rcvenues. the fiscal deficit
(excluding gants), is proiected at Ksh 582.4 billion (equivalent to 7.0 percent of
GDP) in FY 2017118 6gains! f}u) esrimated fi<cal deficit of Ksh j-18-3,billon (7-4
percent of GDP) lu:,Fy 2016i17.Including gra:rts, the frsca.l deficit is prc:ected at
Ksh 530.9 billion (6.4 percent of GDP) in FY 2017/18 agails fie estima:ed fiscal
deficit of Ksh 516.5 billion (6.9 percent of GDP) in FY 2016117.

151. Excluding expenditures related to the Standard Gauge Railwa1' (SGR)
which is a one offexpenditure, &e deficit for the FY 201 7/1 8 amouots to Ksh 458.9

-$illiorerL5-pereent-of 
GDR - -

152. The fiscal deficit in FY 201 7/1 8, wili be fir:anced by net errernal E:a:rcing
of Ksh 221 . 1 billion (2.7 percent of GDP), Ksh - 10.9 billion or -0. I percen: erf GDP
(repayment to Central Bank ofKcnya) and Ksh 320.7 billion (3.9 percent oiGDP)
fiom net domestic borrowing.

3.1 Budgetary Allocations for the FY 2017/18 - 2019120 MTEB
153. The budgeta-ry allocations to the tkee arms of Governa:ent as rvell as
sharable revenues to the Counties is surnmarised in Table 3.1 as follo*'s:

Table 3.1: Summary Budget Allocations for the FY 2011/18 - 2019/20 MTEF
(Ksh Million)

So urce : Notional Treas ury

Key Priorities for the 201,7118 Medium Term Budget

154. The budget submissions by MDAs will critically be reviewed with a view
to remove any non-priority expendihues and shit the savilgs to the priority
programmes. The Second MW (2013-2017) and the priorities of the Jubilee
Administration will guide resource allocation.

155. The Govemment is comrnitted 1q imlroving the implementation and
absorption capacity ofprojects. ln this regard we shall continue to reflect specific
projects planned for implementation in the development budget. This will help in
monitoring and reporting on project implementation.

156. The budget for Fy 2017/18 will focus on the follorving:

l)etails 2016t2017 zlll7 t?,018 2 0l 8/201 I 2019t2020

l1

l;
J
t-l
4

Natioral Govemrent

Parliament

The Jdiciary

The County Golerm:ent

t,628,448.9

31,480.0

17,758.5

281,784.6

1,55 1 ,057. 1

30,915.1

18,006.6

304,236.2

t,676,069.2

31,693.5

19,372.9

328,512.1

t,735,731.4

32,646.1

20,430.3

3s4,875.8

lirllI 1,962,472.0 1,904,215.0 2,055,647.7 2,,143,683.7
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CapiLrl investmcnts in Energl', Inlraslnrctu.re, IC'[ si:utor ;urtl ol.hcr
development expendihre in general. 'lhis reflects the priority assigned to
capital inves&nents in our growth objectives. The Energy, Inliastructure
and ICT Sector will receive 26.7 percent oftotal discretionary erpenditures.
This reflects Govemment's commitment in improving inlrastructure
countrywide for faster growth.

En-hancing support to social sectors (Social Protection, Health and
Education). These will continue to receive the bulk of budgetary resources
especially in education and health sectors. The Social Sectors rvill receive
29.2 percent of total discretionary expenditures.

157 . Other priority areas including security, govemance, justice, and agriculture
will be given priority in the allocation ofresources.

Mcdium-I'erm Expcnditure Estimates

15 8. Table 3.2 provides the projected baseline ceilings for the FY 201 7/ I 8 and
the medium term, classified by sector.

rl

il
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'l'ablc -l.l: -\'letliunr'l rrm Scctor Ceilings,2t)ll, ltl - 2019/J() {Ksh }lillionr

SECTOR

S o utc e : Natio n aI Tleas ury

Allocation of the Baseline Ceilings

159. The baseline estimates reflects the curent ministerial spending levejs in
sector programmes. In the recurrent expenditure category, non-discretionary

2ot7l18 n1.8l:,9

% share oi ihe Tohi irDerdituE

3PS

Lerlrne i
BPS Cellin ection

20 20171016117

).! ec.iont

Printed

Estimates

nrclD 20is:J 2013120

ABri€ulturc, RuEl & Udsn Develogm€nt Sub Total 6,W.1 4a05r,1i 5r,225.0 se529.o Lt*i L$tl
Rec Gross 1,5,75L4 1z0r.o | 1z4a.o 17,53.0 i 1i% "..c/

Dev. Gross 1q7919 25,010.1 33,796.0 y,na.Di L9%

tueElLhtastnldue&lll su! Iotal (rq,15, q -,10+e]!ol 11*d--leu6]-8.{ti 2&4!6

ReL Grcss 41945.7 56,46.6 | m,O,.3 70jss.6 zsxi 4.*l : lj|( i.9x
Dev. Gross Nl,111.1 3fr,49L2 41\257.r 13i,3i\.4 12s6,l .! !Y' i4.5ry.

General Economic & Commellial AffaiE Sub Totnl 13,666.2 18,971-0 u,99r0 20,78&0 Lry
1) $n !, s,6170 | 9,8m0 qe&oj o8/T 06,6l

Dev, Gross q06r8 9,354.0 i0,191-0 4.fl,
Health 5!b Total 60,269.9 >4,906.1 6!969,7 62,15L9 3.6% l.o%

flec Gross 28,990.1 )9,ffi.1 s,107.9 r0,361.1 L r;" iv
25,R1.0

[ducrtion Sub Total 339,924,1 112,531.6 388,$49,4 39&397.7 23.3% 22.tyo 12.3%

Rec Gross 315,749.1 350 AL5 363,9371 173,033.1 B.TA LL%l 2Lr% 20.9%

4flL! t ,u!L!
G ovemance, J ustice, lrw & oder sub Tohl 195,5la0 19159&4 D5A5.2 11-0i( 10.

Rec. Gross i65,8214 172,221.4 161.311.9 155481.8 9.9% 10.8v" 9.4% 9.3%

Dev. Gross 29,ffi,E ?J376.4 25,914.4 28,553.4 16% L6%

Publlc Administrtion & lntemational

Relations Sub Total 214,W.1 247 t44x..0 259,996,s 269,084.5 15.5% 15.u%

ReL Gross t1l qn, n 140,0125 141,890.5 9.W" 7.EX

Dev. Gross 1m,mz8 103,3927 i9%
NationalSeo.ity sub Total 114,U;.2 1J0,205.1 B4,501.0 138,$4.0 &L% 1.9,4

Rec Gross Ia"0m 2 1J0,1S.1 Lr4,455.0 138,909.0 7.!%l 78/. 7.8%

Dev. Gross 45.0 450 45C 45.0 0.0%

Social Protection, CultuE & Recreation Sub Total 44,647,S 43,361,7 4&1303 49,;7t.6 LT* LT* LtrI
Rec Gro5s 18,199.2 18,n2.4 20,219.2 20,904.5 r1%

Dev. Gross 16,44.2. 24,585.3 28,111.1 28,67Ll L6% t-6%

Envimnment PrDtectjon, Water & I'latuEl

Resoumes sub Total 88,999.4 69,922.4 81,536.8 93,560.5 s.2%

Rec Gross 19,556.4 21,739.2 21831.2 22,m8.2 L)% ':3Y, 1.2%

Dev. Gro5s 69,44L9 48,181.2 59,705.6 n.ln 3.U,
TOTAL TOTAI L6n,587.4 1,5*,979.2 \7U,136.4 1,1U,W7.4 IN,V* 1}J,Di ln tt

Rec, Gmss 852525.0 959,906.2 970,188.1 991966.7 $.4" 56.2% s55%

Dev. Gro5s 820,161.4 640,073.0 755,948.3 1 ,&N.1 44.5%
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e\pr-nliitures Lrke first charge. 'l hcse iucludc paymcnl of stdtut()ry obligatiors strch
as inir3st pa)ments, salaries lor Constitutional oflloes and pensions.

160. Compensation of employees covering staff in the line mi:risties providing
sen'ices for National Govemment functions accounts for about 4.8 percent ofthe
GDP. Other recurrent expendilures that include operations and maintenance
accouEl for 4.7 percent of GDP.

161. Development expenditues have been shared out on the basis ofthe MTP
priorities and strategic intervenlions. The following criteria was used in
appoitionin g capital budget:

On-going projects: emphasis has been given to completion of on-goi-ng
capital projects and in particular infrastructure projects with high impact on
poverty reduction, equity a-nd employment creation.

Counterpart funds: priority was also given to adequate allocations for
donor counterpart fi:ads. Donor counterpart fi:nds are the portion that the
Government must fir:ance in support of the projects finanssd !y
development partrers.

Strategic policy interventions: pioity was also given to policy
interventions covering the entte nation, regional integration, social equity
and envirorunental conservation.

Finalization of Spending Plans

i62. The irnaiizarion of rhe preparation of rhe cieaiieci bucigem wiii entaii
thorough scrutiny to curtail spending on non-produclive areas and ensure resources
are directed to priority prograrrunes. As detai]ed budgets are scrutinized and the
resource envelope firmed up, in the event that additional resources become
available, government will utilize them to accommodate key national sfategic
priorities. Specffically, the following will receive priority:

I-ntervention identified during the stakeholders consultation for 2017/18

lv{TEF budget;

Strategic intervention in food security enhancing programmes, expansion

of energy connection to rural areas and public facilities and other policy
interventions to enhance regional integration and social equity; aad

Specific consideration to job creation for the youth based on sound

initiatives identified within ard outside the normal budget preparation.

3.2 Details of Sector Priorities

163.The medium term expenditure framework for 2017118 - 2019/20 ensures
continuity ia resource allocation based on prioritized programmes aligned to the
Second MTP (2013-2017) of Vision 2030. It also focuses on strategic policy
initiati'r,es of the Jubilee Administration to accelerate grorvth, employment creation
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and poverty reduction. '[he reOent achievemeirts and key priority targets lol each
sector are based on t}le sector reports that can be accessed on the National Treasury
website www.treasury. go.ke.

Agriculture, Rural & Urban Development Sector

164. The overall goal of the sector is to attain national food security and
5ustainnlls management of land and the blue economy.

165. During the FY 2017118-2019120 MTEF period, focus will be to increase
productivity aEd outputs in the sector; improve market access aDd trade; enhance
nalitrnal fond _recrrrilr; . srrstqinqbly exploit tlre llue €cooomy; str€Egeee
institutional capacity for improved service delivery; enhance the role of youth and
women il ttre sector; enhance accessibility, equity and sustainable management of
land resource; and improve storage, access and retrieval ofland ald land resource

data and information.

166. Ia order to implement the prioritized prograrnmes, the Sector has been
allocated Ksh 42.1 billion, Ksh 51.2 billion and Ksh 52.6 billion for the fi-nancia.l
years 2017/2018, 2018/2019 and 2A19/2020 respectively. Recurrent expenditure
allocation is Ksh 17.0 billion, Ksh I7.4 billion and Ksh 17.9 billion forFY 2017/18,
I'Y 2Uf6/19 aad, lY 2U79/'20 respectively, whereas DevAoFmeni-xpdatE i6r
the same period is Ksh 25.0 billioq IGh 33.8 biilion, and Ksh 34.8 billion.

Energy, Infrastructure and Information, Communication and Technolory
Sector

167. The sector aims at promoting and sustaining cost-effective public utility
hfrastructura.l facilities and services in the areas of energy, hanspor! housing,
urba:r and ICT and telecommunications.

168. Some of the major projects prioritized ir the M"IEF period FY 2017/18 -
2019120 include: 5,538MW of additional installed electricity generation capacity;
Northem Corridor Transport Improvement Project; Lamu Port Southem Sudan and
Ethiopia Transport corridor (LAPSSET); Staadard Gauge Railway; Slum
improvement projects, completion of Economic Stimulus Projects (rer,il and
market hubs), construction of civil servant Houses, knprovement of services within
Nairobi Metopolitan region, Konza Technopolis; National Optic Fiber Backbome
In-frastructue (|JoFBI) Phase II, promotion a.nd development of the maritime
sector, Digital Literacy Programme and County Connectivity; Construction of
houses for Police aad Prisons services, exploration and appraisais in oil blocks a:rd
Early Oil Pi.lot Scheme (EOPS) to enhalce early commercialization of the crude
oil discoveries; Kenya Petroleum Technisal Assisklce Project Q(EPTAP).

169. Ln order 16 imFlement the prioritized programs, the Sector has been
allocated Ksh 427.0 billion, Ksh 491.3 billion and Ksh 507.9 billion for the
firancial years 2017 /18,2018119 and 2019i20 respectively. Recurrent expenditure
for the medium-term is Ksh 66.5 billion, Ksh 70.1 billion and Ksh 70.6 biliion

q

!

I
51 2017 Budget Policy Statement



rcspecti'vclv. The dclelopmcnt expen,Jituro for the same period is Ksh 360.5
bi ll ion, Ksh .12 1.3 biilion, and Ksh 4-l 7.,1 billion respecrir ely.

(,eneral l-cononric anrl Cunrnrcrce \ffairs Setlor

170. fhe strategic objectives ofthe sector, include: I.ilprovement ofthe business
environment; Mobilizing savings and in'estulent resources for national
development; lmproving governance and accountabijjty in the cooperative
movement; Promoting regional inteeration and cooperation; and, Supporting
glowth and development of domestic aad international rade.

171. During the FY 2017118 --201921"1 \4TEF period rhe sector focus will be,
among ottrers, to: Operationalize the Special Economic Zones (SEZ) Act 2015;
develop new standards by KEBS; Increase KIE credit disbursed; install new milk
processing machinery and equipment at New KCC: Develop Risk Based
Supervision system (RBS) for Sacco Societies Regularory Authority (SASRA);
Develop al Integrated information management system for co-operatives; Improve
accessibility of agricultural products/commodities to markets; equip Weights &
Measures laboratories; lnvestigate and prosecute contraband and counterfeit cases;
Facilitate potential and existing enterprises includirig youth and women in export
business to increase exports; Comply rvith harmonized EAC tariffs and Common
Extemal Tariff; Reduce Non-Tariff Barriers; Commission One Stop Border Posts
(OSBP) and establish a Monetary lnstitute for the East African Com-unity; tourist
establishments; Hold cultural tourism festivals and promote tourism to increase
eamings

172. 'fo implement the prioritized programmes, the Sector has been allocated
Ksh i 9.0 biiiion, Ksh 20.u biiiion and iGh 20.8 biiiion tor the Irnanciai years
2017/2018, 2018/2019 aad 201912020 respectively. Recurrent expenditure
allocation for FY20l7/18, FY2018119 and FY20i9/20 is Ksh 9.6 billion, Ksh 9.8
billion and Ksh 9.9 billion respectively. The Development erpenditure for the same
is Ksh 9.4 billion, Ksh 10.2 billion, and IGh 10.8 biJlion respectively.

llealth

173. The general health sector goal is to attain the highest possible health
sta::dards in a manner responsive to the population needs: i1 aims to achieve this
goal through supporting provision of equitable, aJfordable and quality health and
related services at the highest attainable standards to all Kenyans.

174. Key projecls to be implemented in the FY2017/18 MTEF period include:
undertaking provision of water and sanitation activities in the counties in order to
improve heaith and hygiene to the citizers, coD-struction of a radiation waste
management facility that is aimed at reduci:rg radiation aad radioactive substance
away from the envirooment and people, rehabilitation of hospitals across the
country, free matemity services for the deliveries in public hospitals and accredited
private hospitais and low cost private hospitals under new expanded free maternity
program aad roll out of Universal Health Coverage in order to improve efficiency

ii
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in the provision of &e essentiai health services for Kenyaus rvhilc also ensuring
financial risk protection particularly for the poor and vulnerable groups.

175. ln order to implcment the prioritized progralnmes, the Sector has been
allocated Ksh 54.9 billion, Ksh 62.0billion and Ksh 62.8 billion for the financial
yets 2t171201t, 201812019 and 2019/2tN respectively. The recunent
expenditure allocation for FY20t7i 18, 2018119 and 2019/20 is Ksh 29.6 billion,
Ksh 30.1 billion and Ksh 30.4 billion, while development expenditure a-llocation
for the same period is Ksh 25.3 billion, Ksh 31.9 billion, and Ksh 32.3 billion
respectively.

176. The sector's overall goal is to increase access to education aad traidng;
improve quality and relevance of education; reduce inequaiity as weli as leverage
on knowledge and skills in science, techaology, and innovation for global
competitiveness.

177 . To meet its goal as well as contribute to economic growth, the sector has
prioritized the following prograrnmes for &e 201711 8 to 2019/20 MTEF Period:
Teacher resource management with recruitment of 5,000 additional teachers and
promotion of the existing establishment; fiee primary education; free day

a:rd Training (TYET) ffiastruchue and Research Science, curriculum reform and
deepening technology (ICT). An additional allocation has been provided for the
establishment of seven additional u.niversities i.e Koitalel samoei, Bomet, Alupe,
Gatundu, Tom Mboya; Kaimosi and Turkana.

178. In order to implement the prioritized prograntmes, the Sector has been
allocated Ksh 372.5 billion, Ksh 388.9 billion and IGh 398.4 billioa for the
financial yea.rs 201712078, 201812019 utd 2019D020 respectively. The recurrent
expendihue allocation for FY20l7l18,20l8ll9 artd 2019120 is Ksh 350.3 billion,
Ksh 363.9 billion and Ksh 373.0 billion, while development expenditure allocation
for the same period is Ksh 22.3 billion, Ikh 25.0 bitlion, a::d Ksh 25.4 billion
respectively.

Governance, Justice, Law and Order Sector

179. The sector plays a key role by creating an enabling environment for
economic, social and political development of the country. It is responsible for
providing security, conectional services, legal advice to Govemment agencies a:rd
3dmini51'n1i61 sfjustice. It is also responsible for promoting integrity and the fight
against comrption, providing prosecution services, regulating pofitical parties,
protecting witresses and protecting human rights. Further, the Sector is charged
with delimitation of electoral bor:ndaries and management of electoral process,
promotion of gender equality aad inclusion of marginalized goups and
communities. Additionally, the Sector plays a role in peace building and conflict
management, registration services, regulation of gaming industry, provision of
population management services, eradication of drugs and substance abuse, crime
research and government printing scrvices.
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I80. Some of the Scclr.rr's criiici ar('l prioril) iu.r.iLs jrr the ?t)17'i3 lo 2019!21)
MTEF period include: modemi;zation of policing scrvices: preparation and
management of tbe 2017 general elections; sc:aling-up issuance of third generation
IDs; regisnation, regulation and funding of political partir-s; securitization oi
Somali border; national cohesion and integration initiatives; decentralization of
prosecution services; modemization, arrtomation and deceutralization of key sub-
sector's ptogftunmes to all the Counties; enbenchment of democracy and
promotion and mainst'earning of human rights; gender equality and non-
di scrimination across all sub-sectors.

181. In order to implement the prioritized programmes, the Sector ha-s been
allocated Ksh 193.6 billion, Ksh 191.i billion rmd Ksh 195.1 billion for the
finansial years 201712018, 2018/2019 and 201912020 respeclively. The recurrent
expenditure allocation for FY2017l18, FY2018/19 and FY2019/20 is Ksh 172.2
billjon, Ksh 162.3 billion and Ksh 166.5 billion, while development expenditure
al.location for the same period is Ksh 21.4 billion, Ksh 27.0 billion, and Ksh 28.7
billion respectively.

Judiciary

182. The overriding goal for the Judiciary is to provide equitable access to and
expeditious delivery of j ustice.

183. During the MTEF period 2017l18 -2019120,the Judiciary wiil continue to
implement the Dispensation of Justice programme. The objective of this
programme is to implement Judiciary's Constitutional mandate which includes
inter alia; dispensing justice expeditiously to all irrespective of status, promote
aiternative ciispute mecbanisms, ariminister justice without undue regarcl lo
procedural technicalities and promote the purpose and principles of the
Constitution.

184. In order to implement the prioritized programmes, the sub-sector has been
allocated Ksh 18.0 billion for FY 2017/18, Ksh 19.4 billion tbr FY 2018/19, and
Ksh 20.4 billion for the FY 2019120.

Public Administration and International Relations Sector

185. The Sector provides overall policy, plannilg, coordination and leadership
for national prosperity; enhance i:etergovemmental relations; articulates Kenya's
Foreign Policy, protect Kenya's sovereipty and enhance territorial integrity;
promote prudent financial and fiscal management; oversees national legislation,
public service delivery. Further, the sector promotes harmony, equity and fairness
in public service remuneration and administrative justice in the public sector.
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186. In the FY 2017 -18 - 2019120 MTEF period, the Sector intends to
implement tbirty six programmes which are aimed at fulfrllir:g constitutional
mandates; providing leadership for national unity, growth and prosperity;
supporting devolution; implementing affrmative initiatives towards empowerment
of youth, women and persons with disabilities; coordinating public benefits
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organizations; etisui,inq prudenr ilnancial managemenl in the public sector;
promoting economic and comm.':;ial diplomacy; and ensuri.g macro-economic
stability tbr sustainable developme:lr.

187. 'l'o implemem the prioritiz--d programmes, the Sector has been allocated
Ksh247.4 billion, Ksh 260.0 bili:..:r and Ksh 269.1 billion for the financial years
2017/18, 2018i19 and 2019,20 iespectively. Recurrent expenditure for the
medium-term is Ksh 144.0 billioq Ksh 140.0 billion a:rtr Ksh 141-8 billion
respectively. The development r'rpendihre for the same pedod is Ksh 103.4
bi-llion, Ksh 120.0 billion, and K-sh 127.2 billion respectively.

l'l-trlitlmlint

188. Parliament pla,vs a crucial :ole in strengthening the democratic space and
good governance in tle coutry. It .:pproves overall policy and provides leadership
to National Legislation and oversight with respect to public expenditures. It also
vets and approves appointraent of state ofEcers as per the provisions of the
Constitution.

189. Duri:rg the 2A17/18-2019/20 MTEF period" the sub-sector will iatoduce
bills to parliament; consider motions, statements, and petitions; and provide
oversl t over us
including vetting of State Officers, conduct public hearings, and prepare working
policy docnments on all Govemment sectors a:rd conduct 6ainings and induction
for new members after the August 201 7 general eiections.

190. L: order to implement the prioritized programmes, the sub-sector has been
allocated Ksh 30.9 billion for FY l0l7i 18, Ksh 31.7 billion for FY 2018/19, and
Ksh 32.6 billion lor the FY 2019120.

National Securitl'

191. The Sector is mandated with the mission of deterring aggression, defending
the Republic of Kenya and providins support to civilians in maintaining peace and
order. The Sector will continue to defend and protect the territorial integrity and
sovereignty of Kenya ald modemize its operations during the FY 2017l18 and the
medium term.

192. In orderto implement the prioritized prograrnmes, sector has been allocated
Ksh 130.2 billion forFY 2017li8, Ksh i34.4 billion forFY2018/19, andKsh 138.9
billion for tie FY 2019120.

Social Protection, Culture and Recreation Sector

193. The sector is mandated to address the issues on promotion a:rd exploitation
of Keaya's diverse culture for peaceful co-existence; enhanchg Kenya's reading
culture; development and promotion of sports; preservation of Kenya's heritage;
promotion of cultual and sports tourism; regulatioq development aad promotion
of the film industry; aad development, research a.nd preservation of music in the
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country. The scctor is nlser nrarxlated r.r'i th thc er.ihar:cement and promotion ol
harmonious industrial relations; safety and health at workplaces; employment,

industrial traidng, regulation of sports organi2lisn5 ,6 trade unions,
productivity management, national human resource planning and development,

social security, social assistance, children welfare and social development.

194. In order to implement the prioritized prograrnmes, the Sector has been

allocated Ksh 43.4 billion, Ksh 48.3 billion a:rd Ksh 49.6 billion for the financial
yeas 2017/2018, 2018/2019 ar.d 201912020 respectively. The recurrent
expenditure allocation for FY2017118,2018/19 and 2019120 is Ksh 18.9 billion,
Ksh 20.2 biilion a:rd Ksh 20.9 billion, while development expenditure allocation
for the same period is Ksh 24.5 billion, Ksh 28.1billion, a::d Ksh 28.7 billion
respectively.

Environment Protection, Water and Natural Resources

195. The overall goal of the Sector is to ensure sustainable development in a
clean and secure environment. The specific objectives are to: enhance sustainable
maaagement ofenvironment, water, irrigation a:rd natural resources; ersure access
to water and natural resources benefits for socio-economjc development; enhance
capacity building for environment, water and natural resources management;
increase utilization of land through irrigation, drainage ald land recLLrnation;
enhance research on environment, water aad natural resources for sustainable
development and protect s16[ 1sg]airn the environment in order to establish a
durable and sustainable system of development a.nd resilience to climate chaoge.

i96. For i.irc 20 i 7i i 3 - 2Ai9i2A iviilEF perioci rhe secror has prioritized
progmnmes i:rtended to promote sustainable uti-lization and management of the
environment and nahral resources for socio-economic development. These
progftrnmes include: environmentai management and protection, metrological
services, nafural resource management programme, water harvesting, irrigation,
integrated regional developmen! mineral resource management, general
administration, planning a:rd support services.

197. In order to implement the prioritized programmes, the Sector has been
allocated Ksh 69.9 billion, Ksh 81.5 billion and IGh 93.6 billion for the finarcia]
yeas 2017 /2018, 201812019 and 2019/2020 respectively. The recurrent
expenditure allocation for FY20l7l18, 2018/19 and 2019/20 is Ksh 21.7 billion,
Ksh 21.8 billion aad Ksh 22.0 billion, while development expenditure allocation
for tle same period is Ksh 48.2 billion, Ksh 59.7 billion, and Ksh 71.6 billion
respectively.

3.3 Public Participation/ Sector Hearings and Involvement of
Stakeholders

198. The Sector Working Groups (SWG) provide an all-inchxive process for
identifying and prioritizing Govemment Projects and activities by stakeholders.
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t hc involvement ol stakeholdt'rs is a Ctrnsuiutional -requiremcnt. fhg procr_ss is
comruenced early in rhe budget preparation process uirh the launch oi S\\'Gs.

199. The Constitution provides that the public should be involved in the budget
makilg process through public participaiion. Further, the Public Finance
Ma:ragement (PFlri! Ac1,2012 section 25 (5) requires the Nalional Tieasur). rl-hile
preparing the Budget Policy Statement to seek views ofvarious institutions and the
public. In.this regard, the sector priorities were subjected to public sector hearings
in Octobei20l6. All ttre sectors incorporated views arising from the public during
the sector hearings.

200. Specific issues raised during the public sector hearings under the various
-SectoilflorEfiEGroups indndaa

Agriculture, Rural and Urban I)evelopment Sector

201. There was concem about the deficit budget and the public telt that the
budget of the sector needs to be reviewed upwards due to the importance and
contibution of the sector to the economy. Strategic partnerships witl donors and
other stakeholders could be enhanced as a way ofalso addressing the deficit. The
sector noted this aad agreed on the importance of strengthening the li::kages.

-202f-me pu61ia=tated es like
import duty and VAT, and wanted these taxes be removed as for the other
agricultural production implements to boost and curb post-harvest losses. The
sectol stated that they arg la talks with National Treasury to zero rate ttrese
equipment.

Energr, Infrasfructure and ICT Sector

203. The public was pleased with the progress i:r catering for people with
disability in terms of infrastructue through havi:rg ruriversal design in construction
of roads and houses. The sector noted this and offered assurarrce that they rvould
keep enforcing these i:r the various hfiastructure put up to ensure ltre various
groups ofpeople are catered for.

204- There were also calls by the public to have affordable housing to tle masses
ia addition to providing affordable safe energy. The sector stated that they are
liaising with the private sector to provide housi:rg to the public through using
affordable building tecblologies. They are also improving access to electricity
which is now at 57-58 percent and they target to increase to 70 percent in 2017.

General Economic and Commercial Affairs Sector

205. With regards to tourism, the public noted tlat arrivals in tourism in MTEF
figures in the presentation figures were a reduction even from the shategic
plan/Vision 2030. 7t was explained that the figures were revised dow,:rwards
especially owing to the security challenges that affected tourism and also the
budgetary provisions.
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20(>. [mpha-sis *,rs uiren ,'r linkagcs witlr the social prtrtee tion scctor iu gi vi-Eg

innovations to cash transicis. F-specially in skil.ls training and households
budgeting and investrnent to rDsure the transfers sustain and improve livelihoods.
It was also recommended thai priority areas should include robust interaction with
the civil society in addition te- linkirg the report not on-ly to the MTP II but also to
the Kenya irdustrial trarsiormation programme. The sector welcomed the
recommendation.

Health

207. The public commended the sector on the transformation KNH has had in
terms of senice delivery, equipment, i.nfrastructure and qualir,"'' of service a:rd
hoped this nill be up scaled :-rd maintained.

208. As regards disabilitl,. the sector was asked to take not of cerebral palsy
whose prevalence w'as on the rise. Il addition they are to conduct training aad
specialised services for staffto deal with the various kinds ofdisabilities.

209. The public sought to understand the reiationship between mini5try 4fl
county govemments in the provision of health services. The sector inforrned the
public that the min'istry's role is to set norms, standards and regulation aad they do
work in colla-boration and cooperation with county govemment $rough the inter-
governmental forum up to the higher levels of IBEC and the Surnmit.

Education

210. On teacher taining institutions the public wanted to know what the sector
is doing to ensure qualiqv. The sector said they achieve tbis by ensuring capitation
and they have set aside funds to improve in-frastructwe, also evaluati::g the
minimum entlv level lbr their teachers ir: Uaining institutions.

211. There was a.lso concem that TVET allocation in IIELB being too low to
cater for the fees charged by institutions. The IIELB said that it is working with
the ministry to ensure that the amounts provided go to the needy students and they
are increasing their loan recovery in order to increase loan for funding. They are
also working with other bodics that firnd education to administer the fi.rnds. The
sector was also urged to startilg a campaign on TVET loans to ask student to apply
for the loan through TVET to create awareness and increase the uptake of this new
product.

212. Further the public wanted to know horv the sector compensates counties
that fund school activities. It was clarified that primary education is a national
government finction funded at the nationa.l level but if counties fi.rnd education
related activities ften it is a complementary activity unless it is Early Childhood
Development @CD) which is a clearly stipuiated fi:nction.

213. The relocation of KTTC was also questioned and it was explained to be
govemment skategic decision due to its interaction with other stakeholders and it
is of national importance.

I
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Governance, Justice, Latv and Order Sector

214. The public rvished to know IEBCs state of preparedness for 201 7 election.
They were informed that this is informed by the IEBC election preparedness plan
and also the strategic plan and they will eDdeavour to carqr out the elections within
the approved budget aod timelines.

21,5. The sector was also asked to capture commitments from donor funding to
indicale the counterpart fi.rnding to facilitate fiuding. The sector responded that
donor commitn:ents are sti1l being firmed up and once this is done the counterpart
will be given and indicated in the BPS.

between police, citizens and CSOs to dispense the fears, create a cordial
relationship and address pertinent issues rather thal having reactive tendencies
after something displeasing has happened.

pu[Iiq flflmini5tration and International Relations Sector

217 . Regarding the initial tensions between national and county govemment the
public was pleased and coomended efforts of working together for the
developmental agenda of the @utrtry. This relationship was as a result of a robust
intergovemmental relations body put in place that engages with the 2 levels of
onwernrnerrf ln hri"rd ^rrt ' h^EA anrliol -ala+in-.Li-

--"-:-,:,@vE_

218. The public also reiterated the need to cascade intergovemmental relations
to the county levels and lower leveis e.g. pubiic participation and civic education.
This is together with strengthening capacities for counties to improve own revenue
generation and diversi$ the revenue sources. The sector stated that there is a public
participation guideline and they wili put effort to cascade it to the counties aad that
the stoqctures ale operationa.lized. Further the National Treasury is workilg with
govemo$ on how counties can diversifr their revenue base and there is progress
[sing done.

Social Protection Culture and Recreation Sector

219. The public raised concern over ttre many strikes especially i:r the counties
which are attributed to challenges in the Ministry of labour on staff shortage i:r
labour offices and wanted to know the mechanisms in place to filI the voids. The
sector responded that there are pla:rs to hire 56 labour officers and approvals are in
place and together with the succession issues which will be addressed by the sector.

220. Regarding the cash tansfers to older persons, there was concem that the
data on the n,,mber ofpeople getting the fansfer and their location isn't publicly
available. The sector clarified that the data is available on the social protection
website aad on the single window platform where idormation about the recipients
can be taced up to the ward level.

221. There was a call to have more inveshent in the arts in order to capture the
high popuJation of youth and provide employment in areas zuch as fashion,
performing arts, fi'lm 5nd 6usig stc. Further there is need to lower the high taxation
on imports for software for film creation and reduce multiple taxation on royalties
for artistes, which make the country uncompetitive. The sector appreciated these
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recornmcndaliors and on rhe issue oftirratir:n rhcy stated thiri ihel,are in talks riith
the National Treasury 1o harmonise the tiixes.

Programme Performance lnformation for 2017/18 - 2019120 III'EF Period
222. Infomration on progrirmmes outputs, kcy performance indicators, and the
set targets for the 2017i 18 - 7019/20 MIEF period is contained i-n Anner Table
6, a::nexed separately to this 2017 BPS.
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I\" (-OT]NI I' FINANCIAL MANAGEMENT' AND
DIVISION OF REVENUE

{.1 Performance of County (lovernments in FY 2015/16

223. (.ountv Govemments' budget allocations for FY 201 5/16 amounted to Ksh.
367.4 :illion, a i2 percent growth ftom FY 2014i15 (Table 4.1). Development
budget :llocations grew by l0 percent, while recurrent budget allocations grJw by
15 percent. The coulties' aggegate expenditure in FY 2015/16 amounted to Ksh
295.3 billion, or 80 percent of allocations. Development spending was 35 percent

tFthe todal ae.fila{_€xpendittrc, growiog--bf @
compa:ed to the actual spending in the FY2014115.

Table {.1: County Governments' Aggregate Budgets and Expendifures (Ksh
billions)

Fina ncial Year
Budget AllocatioDs ExpeIlditure

201_ri l4
2 01{/ l5

Recurrent

160.6

181.4

Total
261.0

326.3

Recu[ent

132.8

167 .6

Total
169.4

258.0

Development

100.4

144.9

Development

36.6
go.4

lul5,t 6 rrr5 2U8.4 3i7rI 101.5 I9 i.8 29s.3

Source of dala: Controller of Budget

224. In FY 2015/16, County Governments collected an aggregate of Ksh 35
billion from local revenue sources, equivalent to 63.4 percent ofthe targeted Ksh
55-2 billion. Three key observations can be made from this performaace. Firstly,
counties' own-soruce revenue (OSR) is growing sipifica4tly slower. The
counties' OSR grew by about Ksh 7.6 billion (28.9 pircent growth) from Ksh 26.3
billion in the FY 2013/14 to Ksh 33.9 billion ia the FY2014/i5. ln contasr,
between 2014/i 5 and2015/16,1he increase was 3.2 percent, equivalent to orly Ksh
1.1 billion. @igure 4.1a). This underscores tle need for counties to apply more
fiscal effort while also improving efficiency in revenue collection. Secondly,
actual OSR collection as a proportion of target has dropped from 67.3 percent in
FY 2014/15 to 63.4 percent in FY 2015116. Collections :u:FY 2015/16 remained
below even the 2014/15 target, which was itself downgraded due to poor
performance in the previous year. ln general, the escalating misalignment between
target aad actual OSR collection hiehlights &e difficulty counties continue to face
in preparing realistic forecasts. Thirdly, quarter tbree (i.e. January-March) is the
most productive for County Governments revenue-wise (Figure 4.1b). Thts is
when property rates and business iicenses -- the two decentralized tax bases with
geatest potential -- become due for collection. Counties would do well therefore
to develop and maximize the scope for collecting these two charges.
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4.2 County Governments' compliance with fiscal responsibility
principles

4.2.1 Compliance with the requiremenl for development spending allocations

225. in FY 2015i 16, forry-five (45) counties complied with the requirement in
the PFM Act" 2012 that at least 30 percent of budgets be allocated to the
development expenditure (Figure 4.2). Eight counties managed to allocate more
than half of their budgets to development The eight are Turkana, Mander4 Kwale,
Tana River, Wajir, Kilifi, Kitui and Makueni. AII except the last two featue in the
list of mareinalized counties as per the Marginaiization Policy developed by the
Comrrrission oD Revenue Allocation (CRA). Nairobi and Kiambu counties were
beiow the .30 percent buriget aiiocation to rieveiopment spendurg margrnally.

F igure 4.2: Recurrent and Develo m€nt tsudget Allocations for I Y 201 5/16 ercent)

Source of data: Controller of Budget

226. However, compliance wilh this principle does not always tra::slate into
acnral development spending of simi.lar proportion. In Taita Taveta for instance,
development was allocated 30 percent ofbudget, but onJyl5 percent was spent on
development. In fact, this kend is true for all counties, with the exception of
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Jrlonrb.ca. uhlch allocaled -j1.6 perccni rri irs budgei IL) d.e\elr,lment bu1 spent a

slightll. higher proportion (32.5 percent). In general, \ r--.r;lnces behveen budget
allocations and actual spending are of coricem, more so *hen they are significant
as was the case in Makueni and Nlachakos (-23 pe:cent and -i8 percent,
respectively). It is critic-al for the couniies to nanow such ,,'sriances by striving to
meet tleir development spending targets. as per apprur'ed County lntegrated
Development P1ans (CIDPs) and Counry" Fiscal Strategl' Pepers (CFSPs).

4.2.2 Compliance wilh requirernents on recurrent spending anil salary costs

227. Personnel emoiriments by the Counry Governmenis remains at 40 percent
of overall _expenditure, q]thgggh-as_aplopp4ign of recurre:t spending. salary cos tS

exceed 60 percent. (Tdble 4.2). Since &eir establishmeni rhe counties' aggre9ate
person::e1-related spending has growa b,v more than 53 p'ercen! which hints at a
rapid increase in new recruitments in the counties. The Public Finance
Malagement (Couat_v Govemments) Regulations, 2015. requires that counties'
wage bill be set at 35 percent of total revenue i.e. Narional Govemment tansfers
and local revenues. In FY 2015/16, aggregale personnel emoluments represented
40.2 percent of combined county revenues, a l0 percenrage-point i:rcrease from
FY 2014/i 5. For a mrmber of County Govemments, persomel costs dominate their
budgets, leaving little fiscal space for Operations and Nlaintenance (O&lvf) or
capital spending. The need for counties to .oot^in their w'age bill is now urgen! as

,sme iieed to expand development spendmg.

Table 4.2: Summary of County Governments' Expendifure
Figwes in KSh billions, etcept where indicated otherwise 2013tl4 2014tl5 2015116

Aggregate Re current Expenditure, ofwhich:

Penonnel Emo[roents

Operatiom & Maintenance

Aggre gate Development Erpenditure

Overall Expenditure

Penonuel emoluments:

as % oftotal recurrent eryendihle

as % of overall expenditue

129.1

51.7

i 6.6

165.7

162.6

103.1

59.5

90.4

253.7

191.8

I18.6

73.2

103.5

295.3

61.8

40.2

60

46.'1

63.4

40.7

Souce of dota: Contoller of Budget

4.2.3 Prudent management offucal risks

228. The legal fiamework for Public Filance Management requires Coun{
GoverDments to disclose specific fiscal risks with potentially sipiicant impact on

the county economic environment, and to prudenfly manage such risks. I-n this
context, it is important that among otler measures, the counties: i) imFlement

efforts to enhance own-source revenues f6 minimizs overreliance on Exchequer

transfers; ii) accurately forecast own-source revenue to avoid negative impacts on
their budgets; and, iii) adhere more strictly to expenditure ceilings set out in Cormty

Fiscal Strategy Papers. In addition, efforts should be taken to avoid duplication of
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ti.;nctir-rns belrveen tlte trro levcls of Govemmcnl as this caries the risk of
generating i-ntergovemmental conllicts, wasteful spending and financing gaps that
could advemely affect implementation of the fiscal framework.

1-2.4 Enhancement of cottnties'own-source revenues and ensuring
p re dic ta b ilily in to-res

?)9. As indicated in the BPS 2016, a:r hteragency Working Committee -- uader
the Intergovemmental Budget and Economic Councii (IBEC) -- has been preparing
a policy framework and a National Framework Legislation to support County
Governments' orvn-source revenue (OSR) efforts. A draft National Policy on
County Govemment's OSR is ready, and is being subjected to stakeholder
consultations. The draft Policy proposes measures to broaden County
Governments' tax bases, while strengthening their revenue administmtive
capacity. The draft Policy focuses on four distinct but interrelated themes as
follows:

(D Legal and institutional framework for ow:l source revenues: Jlis aims f6
provide direction towards a more unified and coherent legal framework
underpinning County Govemments' taxation efforts.

(ii) Revenue potenfial: This aims to guide assessment ofttre counties' revenue
potential, by examining efficiency improvements. In this context, the
National Treasury will undertake a County revenue potential study. The
study will estabfish the current base for each county's local revenue, and
articulate each county's 1ax potential and tax effort. It is expected that the
Study's findings will help the counties improve their revenue forecastilg.
Preliminary outputs of the Study arc expected ir: December 2016, with
subsequent deliverables being spread over FY 2016117 andFY 2017118.

(iii) Revenue assignments: This aims to clearly delineate revenue mandates
both between the two levels of Goverrment and among the counties to
sliminate disputes.

(ir) Capacity for revenue administration: This aims to assess counties' existing
capacity to manage revenue-related responsibilities, including collection
and arlministmtion of taxes, fees and service charges and male
recommendations on how to strengtlen counties' institutional capacity for
better tax administration.

230. Further, the Interagency Working Committee has drafted a Bill to reguJate
the process to be followed by County Govemments in imposing, varying or
waiving taxes, fees, levies and other charges. The draft County Governments' (Tax
Regulation Process) Bill establishes the process whereby the counties may exercise
their taxation authority -- in accordance with Articles 209 and,210 of the
Constitution -- while the National Governmen! through the National Treasury
exercises its policy oversight role. Like the draft Policy, the dmft Bill is being
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suLfier-ted to broad stakeholder consullations beibrr: irtroduction in Parlituncnt
following Cabinet approval.

4.2-5 Short term bonowing by County Governments for management of cash

flows

231. Pursuant to an Intergovernmental Budget and Economic Council (IBEC)
agreement, the National Govemment will develop guidelines to regulate short-term
borrowing by Cou:rty Govemments from the Central Bank of Kenya (CBK).
Access to short-term borrowing will enable the counties to better manage their cash
flow, while elimilating need for high-interest commercial ba:rk loans.

232. The above guideli-nes will mitigate fiscal risks, which could arise from
short-term letrding or implicit guarantees to County Govemments. One obvious
risk is the realization ofcontingent liabilities. According to the 2016 Medium I'erm
Debt Stategy (MTDS), contingent liabilities arisirg from the portfolio of lending
and guarantees to counties can hcrease the National Govemment's debt stocks ald
servicing costs. Another risk is that of County Govemments lowering their fiscal
effort atrd focusing less on maximization of local revenue, due to the ability to
access short-term bonowiag. Apart from dealing with the above risks, there is need
to enforce more strictly expenditwe measures aimed at minimizing wastage and
enhancing productivity of public spend ln addition, the National Treasury u'iil
sustai:r the efforts to end delays in disbursement of equitable share transfers and
ottrer factors which might lead to escalation of demand for short-term finance by
ftre counties.

233. The National Treasury, tbrough the Public Debt Management Otfice
(PDMO) wili pursue a mrrrber of strategic interventions aimed at suppodng
Cor:nty Goveomeots to plan for and manage their debt in a more sustainable
manner. Among the interventions are: i) strengthening the institutional
arangement for public debt m,nagement at the county level; ii) providiag
teclnical assistance to Cor:nty Treasuries in the preparation of Medium Term Debt
Strategies as required by the PFMA; iii) upgrading of the debt recording sysrem
within IFMIS to corectly capture, ana-112e and report on any county borrowing;
a:rd iv) ensuring comprehensive, accurate and timely fuformation on any
borrowing by the counties, including regular publication ofpublic debt information
to eDhance tansparency on debt management.

4.3 Finalizing the transfer of assets and liabilities to the counties

234. To finalize the transfer of assets a:rd liabilities from the defunct Local
Authorities (LAs) to the Corinty Govemments, a draft Legal Notice has been
prepared to facilitate this tansfer process. The transfer is expected to be concluded
by March 31s, 2017. Among assets and Liabilities of the defi:nct LAs to be covered
in this process are: i) pending bills; ii) tax arrears; and, iii) statutory deductions
relating to the National Hospital Insurance Fund (l.trHIF), National Social Security
Fund (NSSF), Pension Funds, VAT and PAYE. Preparation of the dra-ft Legal
Notice to enable the transfer has been done by the Intergovemmental Relations
Technical Committee (IGRTC), which succeeded the defunct Transition Authoriry
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(T.\). 'l hc l(j1( IC ,,vill ali.o u()ordinalc ih. actuirl auditL:g ofasscts ancl liabilitres.
As part of the institutional arrangemcnt to 1'acilitatc rhis transfer process, multi
agency commiftees are to be set up in the counties, an,j the Auditor-General will
audit the final outcome.

4.4 Vertical Division of Revenue

235. County Governments' equitable share of revenue raised nationally for FY
2017/18 is arrived at by adjusling rhe cor:-nties' equitat'le share for 2016117 Q.e.
Ksh 280.3 billion) by a factor of 6.72 percet which is the average month-on-
month inJlation for FYs 2013/14,2011115 & 2015116. as reported by the Kenya
National Bureau of Statisrics ((NBS). The rationa.le lt; this adjustment factor is
to ensure that counties are adequately compersated for escalation in costs related
to the delivery of devolved functiors. Based on this adjushent, County
Govcmments' equitable share in FY 2017/l 8 is estimared to be Ksh 299.1 billion
(Table 4.3).

Table 4J: Coun Governments'E uitsble Revenue Share Allocation h \lillion

236. In addition to the above equitable share allocation, County Govemments
will in FY 2017/18 receive Ksh 34.0 billion tbrough various fma:rcir:g streams as

follows ( ?a6les 4.4 and 4.5):

. From the National Govemments' equitable revenue share, Ksh I 3 billion
conditional allocations for: i) level-5 hospitals; ii) free matemal healthcare; iii)
leasing of medical equipment; and, iv) compensation for foregone user fees.

. IGh 605 rnillion as a supplement for consrruction of offices in five county

headquarters that did not inherit adequate omce space.

. Ksh 7.9 billion fiom the Road Mai:rtenarce Fuel Lery Fund (RMLF). As in
previous years, this is calculated at 15 percent of projected Fy 2017118

collections by the Kenya Roads Board (I{RB).
o Ksh 12.5 billion from proceeds of extemal loans/gra.nts to be tansfened to

County Governments as conditisnal all6catiens, ald which will fuance
devolved firnctions in accordance with siped filancing agreements for the
loans/grants. The loans/grants to be distibuted to counties in FY 2017118 are

as follows: i) a World Bank loar fiaanci:rg the Health Support Project (also

known as Result Based Financing) in 21 Arid- and Semi-Arid counties (Ksh
873.4 billion); ii) a World Bank loan supporting the Kenya Devolution Support

BDdget item 20r5/16 ?016fii 2lllt- llt
BaseliDe fie. allacarion in the previot s Fn 226.550.0 759.711.5 280300.0
BaselirE adjustrE s:

l- Boseline ad.justnents (DrE to additiorul cou$yfur.tions)
,A.diusted baselitre: 229.606.0 259,174.5 280J00.0
Additbnal revetue rrea$rcs

l. Adjustment for revenue grawth 23,907.0 20,575.2 18,836.2

2. Othcr adjustmenls 4.500.0
J. A4l:tments negoti./tted in Pa iament post-BPS t,166.5

Computed equitsble reveDue shere sllocrtion 259,771.5 280-300.0 299,136.1
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Programme (KDSP), which is t-acilitating capacilv building and performance

grants to all counties (Ksh 5.5 billion); iii) a World Bank loaa financing the

National Urban Transport Improvement Proj ect (N]IJTRIP) in two counties

(Ksh 6.02 billion); and iv) financing ruder the Kenya-Italy Debt for
Development Programme (KIDDP) financing rehabilitation of youth
polytech-nics (Ksh 97 million) and rehabilitation of sub-county hospitals (Ksh

51 millior). For allthe loms/grants above, release of fimds to cormties will be

based on Guidelines f61 ]vfanagement of lntergovernmental Fiscal Transfers,

which was developed by a:e interagency committee under the auspices of the

management of loaas/grants from NUTRIP and KIDDP is to be undertaken by

the National Govemment with involvement of County Govemments through

Project Steering Committees aad Proj ect lmplementation Units for each

programme/project. Proceeds ftom the above-mentioned World Bark loan for
KDSP will be distributed to counties via two grants: i) a capacity building
("leveI 1") grant of Ksh 1.5 billion, to be distribrxed using two equally-

weighted parameters i.e. equal share aad tle revenue sharing fonnula approved

by Parliament; and, ii) a performance ("level 2") grant ofKsh 4.0 billion, to be

as u an

annual i:rdependent performance assessment. Whereas the 'leveI 2' grant is
included in County Govemments'FY 2017l18 allocations from loans/grants,

in Table 4.5, its dishibution is not reflected iri Table 4.6, because distribution

wi-Il be determined upon completion of the performance assessment in early

2017.

'Iable ,1,4: Vertical Division of Revenue h Million

237 . As highlighted in Table 4.4, more than Ksh 7 .7 billion is also allocated i:r
FY 2017 /18 through Equalization Fund. The National Treasury appointed Fund's
Adrninistator, aad the Fund's newly-constituted Board commenced operations.
Moreover, an Equalization Fund account has been opened at the Cental Balk of
Kenya (CBK) with a balance of Ksh 6.4 billion as at 30s June, 2016, being
nndisbursed a.llocations from previous years. L: the fi:raacial yeat 2016117, a
further amount of Ksh 6.0 billion was budgeted for distribution to 14 Counties
identified in the Poli nalized Areas, which was devel edb the CRA.

Type,4evel of etlocation 2015n6 2016/t7 ?017fi8

NalbDal Go\,.rred 991,892.0 1,099,899.0 1250,275.8

Of trfiicla
1.298.0 4,121.0 3,369.2F r ee mal ernal lDa h hcor e

Leasinz of Medical Eqipmeru 4,500.0 4,500.0 4,500.0

C om p erlt al io n fot Ls e r fe e s fo r go n e 900.0 900.0 900.0

4,000.0Lerel 5 hospitals 3,600.5 4,200.0

200.0Specid Pttpose Grant @mergenqt Med Sen.)
Supplement for anstrttclion ol covty heodquarters

6,000.0 6,000.0fuualiation Fud 7,727.0

Couofy equitable sbar€ 280,300.0 299,136.2

Total sbareeble revenuc r,251,666.5 1,380,199,0 1,549,412.0
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I'able .1.5: I)isaggregariou o t ( r,lllli\ ( ;r)! ct nulrrrt\' ..\llocrrtirrrr lr. s lr .\liilirrul
2015/ l 6 r0l6/t 7 .1017,,1ri

4.5 Horizontal allocation of revenue

238. Horizonta.l distribution ol County Govemmenls' equitable re\renue share
allocation for FY 2017118 is based on the revised revenue sharing (second
generation) criteria recommended by the Commission on Revenue Allocation
(CRA) and approved by the Senate a::d the National Assembly respectively, on
20th April aad 22nd June, 20i6. The critcria takes into account population (45
percent), basic equal share (26 percent), poverty (l 8 percent), land area (8 percent),
fiscai responsibility (2 percent) and development faclor (l percent). The population
data used in the above criteria is based on the 2009 census, as adjusted by the Kenya
National Bweau of Statistics (KNBS) following the Court of Appeal (Civil
Appeal) Rulhg No. 64 of 2012. It is rvorrh noting that application of the adjusted
population data has intense implications particularly for Mandera, Wajir and
Garissa counties. Table 4,6 shows lhe projected lransfer 1o each county.

4.6 Conclusion

239. ln order to en-ha:rce performance of County Govemments, the National
Treasury will implement wide-ranging reforms under the Revised public Finance
Management Reform Strategy (2016-2018). Among other areas, the reforms are
aimed at stengthening counties' own-source revenue (OSR) systems, improving
their capacity to formulate realistic and credible budgets and supporting County
Assembly oversight committees. It should also be noted that the National Treasury
has received comments from the Commi55i61 ea ftevenue Allocation (CRA) which
have been incorporated in the foregoirg sections of this chapter.

299,1i6.2280,300.(jComty equifabb sharc

AddidoDal mnditiollal allocatbs, of!viih
Free maternal hedhhcaft l .1,12 t.0 t,169.2
Leas 4,500.0 4,5t'0.0 4,500.0
C 900.0 900.0
l-erel5 als 3,600.5

900.0

4,200.0
se Gruht (Eme ly'ed" Serv

605.0
Allocation collections.50.,6 0 3,300.0 4,i06.8 7,875.0
lllocations from loans aad 10.671.2 1,870.7 12,541.1

Total CouDty Allocatolr! 2tt7,0ll.l 302, r9lt.5 3-r3,1:6,8
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ANNt,,X I: Sl'Al'[.]lliNl'OF Sl'F.ClFlC IISCAI- RISKS

Introduction

1 . Kenya's recent gro\4th performance remains robust and the outlook is positive.
Despite positive economic policies and structual reforms undertaken under the
Economic tansf6rm6lioa Agenda program, 1tre economy remains vuLrerable to
shocks, reflectilg less favourable global financial market conditions, as well as

security threats and extreme weather events. To this end maintaining fiscal
stabiiity is critical for safeguarding against these adverse shocks and ensuring ttrat
growth is sustained despite challengi-ng circumstances.

2. The "Statement of Specific Fiscai Risks" is part of the requirement under the
Public Finance Menagement Act,2012 for prudent management ofrisks. It outlines
Kenya's exposure to fiscal risks that are associated with assumptions used for fiscal
projections, public debt dyramics, opemtions of state corporations, contingent
liabilities, vulnerabilities ofthe finatrcial sector, as well as risks posed by nature.

3. The Statement is intended to inform the parliament and the public about the
count4r's exposure to these various sources ofrisk, a:rd what more can be done to
ensure fiscal viabiiity in the event of the occurrence of t}le stated risks.

4. Overall, the Statement highlights the following: spending at current levels and
Iow absorption of development fi-ding, combined wittr low revenue collections,
makes it more difficult for the govemment to achieve its fiscal targets; Shocks to
16" gxqfuange rate could impact the size of debt servicing, the terrns of trade, a:rd

inllation; the financial sector remains sound and is adequately capitalized despite
global financial crisis; Contingent liabilities from key State Corporations present
minimal fiscal risks; and Risks from the devolved system of govemment remain a

key concem.

Macroeconomic Assumptions Changes

5. Changes in macroeconomic assumptions create risks to both revenue and
expenditure projections as they play a key role ia the formulation of the budget. '

This section reviews past macroeconomic aad fiscal performance i:r Kenya and
then assesses four important sources of fiscal risk to the budget namely:

. Reduction in real GDP.

. Inflationinstability;
r Exchalge rate volatility, and
o Volatility of commodity prices on imports;



6. I'able 1 presents the mdgnitudc of f,rst round impacrs ,tf various
macroeconomic variables mentioned above ou fiscal aggregates.

Table 1: Fiscal Sensitivity to Kev trlacroecouomic Variables,20lTl18 (Ksh bn)

Soarce: E stimales fr7m N ationql Treasur!

7. The reduction in real GDP aad depreciation of tle exchange rate results in
rcduction ofrevenue against expenditures while an increase in inJlation aud value
of imports i:r dollar terms results i:r higher revenue against expenditures. Overall,
when all the shocks are applied at ttre same time, revenues iacrease more ttran

expenditures.

Revenue Expt nditurc Budget Bahme

[ryf grySE L"rt fa@l F@ gPry"/.)_

l9*f*"S8s"!qdrEl}asr p@E!I191"/.) _ _

10% depreciation in tvl,iS \i

lqry€#&._@S_g@g{9ry",1"d psqsls_ql _.
All shocks Corobimd

- 15.4

t2.l

6.E

-0.1

-8.6

9.1

5.0

I i-:

Assessment of Past Forecast Accuracy of Underlying Assumptions and
Budgetary Aggregates

8. Overall, the macroeconomic assumptions underlying the recent budgets and

actual budget outhrm have generally been accurate with minima-l deviatiors as

shown in Table 2. Over the peiod 2073/14-2016/17, the -verage deviation
between the assumed and provisional achlal real GDP growth rates rvas only 0.1

percentage point. With respect to hllation assumption, the largest deviation was in
FY 2014/15 by only 1.0 percentage point which reflects the stability of inflation
rates. The depreciation of the shilling exchange rate against major intemational
currencies since the FY 201512016 was due to the strengthening of the US dollar.
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9. The actual performance offiscal aggregates vis-e-vis target was largely as per
target. Ordinary revenue collection perfonnance was broadly on target with all the
tax revenue categories recording slight positive variances except income tax. The
underperformance in A-i-A largely reflects the under reporting from the relevant
m i ni st'ies/deparunents.

i0. The average deviation of total expenditure ard net leading letween FY
2013114 aad FY 2016117 represented an uDderspending ofKsh 97.2 bilIion. This
shorlfail was attributed to lorrer absorption in development expenditures in FY
2016117. The recurrent expenditue had an overspending of Ksh 14.6 billion in FY
2016117.
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'11. Exdcution of developmem expendilure was generally below target which
reflects low absorption of domestically financed development by MDAs, delays in
procurement and low absorption of extemal donor fi:nds.

12. The slower-than-programmed spending on development budget poses a risk
to the fiscal program, going forward. ln order to prevent this risk ftom
materializiog the National Troasury is preparhg guidelines on how capilal projects
should be planred, appraised and evaluated before fi:nds are finally committed in
the budget. The National Treasury will engage Development Partners and execute
financial agreements wherr the ryoject has

execution-

13. Going forward, there are risks associated with expenditure proposals that
can:rot be accommodated within the baseline ceilings.

SPECIF'IC FISCAI RTSKS

i4. This section addresses areas of specific fiscal risk faced by Kenya- Each of
these risks has a li*age to the expansi6l of in-frastructure in the country, a key

nnnditinnc fnr

t all the more
important:

. The sustainability ofpublic debt;

r Explicit Contingent Liabilities
. Lnplicit Contingent Liabilities
. Dsrolved System of Govemment

Sustainability of Public Debt

15. The sustainabiJity of Kenya's debt depends on macroeconomic perforrnance

a:rd prudence debt maragement. Sipificant uptake of domestic debt could lead to
refinanci:rg risk aad expected increase i:r the US interest mtes could also exert
presslue on the debt sustainability position due to expected rise ia interest rates in
the global markets. IIl additior, increased extemal filaacing on both concessional

and non-concessional terms pose an inherent foreip exchange risk which may
worsen the PV ol debt and therefore increases the risk of debt distess. lncreased

use of longer-term domestic debt instnrments would help mitigate exposure ofthe
governmeot debt pordolio to foreip curency risk and contribute to reducing
domestic rollover risk.

16. The govemment recop.izes the importance of managi::g debt il a prudent way
to ensure the debt burden is shared equally between the clrrrent and fufine
generation. The latest debt sustainability aaalysis (DSA) for Kenya Qvlarch 2016)

73 2017 Budget Policy Statement



indicates that Kenya's. dcbt is sustaiual,lc. The DS,\ compares debt burder:

indicators to indicative thresholds over a 2O-year projection period. A debt-burdel
indicator that exceeds ils indicative threshold suggests a risk ofexperiencing some

form of debt distess.

17. The World Bank's Country Policy and Institutional Assessment (CPLA,) inde-x-

classifies countries into three performance categories i.e. Strong, Medirim and Poor
and each category has different indicaiive tlresholds lbr debt burdens dependi''e
on the country's policies ard institutions. Kenya is rated as a strong policl'
performer and a low middle income country and thus is subject to the threshold of
74 percent on the Present Value of Debt/ CDP, Kenya's debt ratios compared with
intemationally recogrLized tlreshold contilues to show that oru debt level remai',<
sustainable.

Table 3: Public Debt [ndicators

Source: IMF Country Report No, 16/85,.lllarch 2016 and National Treasury

i8. Pubiic <iebt has i:een on a rising trend, increasing at an average annua.l rate ot
19.8 percen! and reaching a nominal value of approximately Ksh 3,603.3 billion
n 2015116. As a proportion of GDP, public debt has risen from 40.7 percent in
2011112 to 54.8 percent n 2015/16 (Chart 1). However, fiere is i:rcrease in
govemment support in the irnding of heavy capital projects through the public
private partnership arrangement. This will help in.reducing the rate of debt
accumulation and thus maintain the net present value of public debt to GDP ratio
at below 50 percent.

i

I

LI

Indicalor IIrcshold psition

t0l1 t0t5 :016 l0li 1018 l0l9 20:oi :ols

PV ofhrblic Sector Debtto GDP ratio 1t
42. I 45.8 48.i 48.i 48.i 419 4i.01 40.9

PV ofPublrc Sector Debt to Reienue ralio 100 221.1 2lt I 2318 232.0 228 i 224.5 218 0 r87 6

Dbt Service to Rrevenue ralo 410 104 30.0 34.7 18I )t.L 22.0
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'Chert l: Evolulion of DebtStockFy 2tl09l1{, to 2f}15/15
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Explicit Contingent Liabilities

State Corporations/State Owned Enterprises

19. While liabilities of state-owned enterpdses constitute a potential source of
fiscal risk, they are curreatly not a major cause of concem. The govemmeut is
cautious in issuaace of gr-rarantees and other support measures to the state owned
enterprises.

20. A study that coDducted few years ago identified some sources of liabilities in
state corporations including otr-going court cases, penalties for non-compliance
with statutory deductions, poor aad non-performance of state corporations leading
to calls on govemment gurantees, under i::surance of assets, ald liabilities
associated with defined-benefit pension schemes.

21. Some of the recommendations of the study which have been implemented
include conversioD ofpension schemes from defiaed-benefit pension schemes to
defined-contribution pension schemes aad conclusive vesti:rg of assets arrd

Iiabilities il respect of some state corporations. Respective state corporations have
come up with remedial plan to ensure compliance with the requirements of
Retirement Benefits Authority includi:rg providing for budgetary resources to
make good any actuarial deficit arising from the conversion. Other on-going
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,-
initiatives include review of governarce framex orks of state corporations and

privatization of state-owned enterprises.

22. Contingenl liabilities are frequently not recorded directly in the budget and

thus are not subjected to budgetary oversight. 'lhese could lead to poor

quaatification of Contingent Liabilities and the possibility of large urplanned
expenditures if the guara:atee materializes. There is need for monitoring of these

contingent iiabilities to avoid fiscal difficulties in the budget year in case they

happen.

Failure of State Owned Enterprises

23. While Govemment at times has a stake in state owned enterprises and other

Government i.nvestments in public compa"nies, its conhactual obligations may be

limited. However, due to the stategic nature ofthose state olvned enterprises and

public companies in view of the national interest and the overall impact of their
failure to the economy, the Government may be morally obligated to bail out those

state owned enterprises and public companies in finaacial distress. This may pose

serious fiscal risk and challenge to budget implementation as The Nationai
Treasury has to provide budgetary resources to bail out those state owned
enterprises and public compAnies in the course of ttre budget year.

Unfunded Pension Liabilitics

24. Urder current pension arrangements, the government firnds its pension

liabilities from the current budget based on projectiors ofthose entering retirement
from the public service. The legai retirement window ranges from 50 years to 60

years, where 50 years is the voluntary retirement age while 60 years is mandatory.

Un-fi.mded pension liabilities arise as a fiscal risk as the projected voluntary retirees

pension liabilities have yet to be qrrantified a:rd the government has not set aside a

fi:nd or scheme to cover for these. Were the proportion of voluntary retirees to all
claim pension, the govemment would face a larger pension liability putting a

burden on the current budget.

Public Private Partnership (PPP) Projects

25. Since 1996 and as a result of progressive legal, regulatory aad irstitutional
reforrns ofthe economy, Kenya has attracted private investments into the country's
economic in-frastructue .""1e15 insluding telecommunications, energy, transport,

water and sewerage. The frontu.nner sector to lock in private participation in
public ffiastructure development is the energy sector - which witressed its first
Independent Power Producers (IPPs) in electricity generation startiag from 1996.
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Currently, a1J of the''doirilfyt'penerhtajd^electricir-r.'!. piivate sectorJed, with
thirteen (13) active IPPs. [o most of thc IPPs, Goverr::ent has provided some
fomrs of govemment support measures. mainlr: a l-efter c-: Support. (A-unex Table

o.

26- There are fw'entv-one (21) new generation projecs that are at an advaaced
stige of plamiog -+kee (3) being large projects using coal and geothermal
technologies, arid eighteen (18) renewable energy projecls that lvi1l use wind, solar
and other renewable energy tecbaologies. Other ongoi-ng ald planned PPPs i-n the

Infrastructure Ongoing
(risD
Mr)

Planned
2015-
20r8(UsD
Mn)
2500Road sector (PPP To11 Road Proj ects: 2nd Nyali Bridge.

Natobi-Nakuru-Mau Summit D,ral ling; Nairobi-
Mombasa Dualling, O&M of Nairobi Southern Blpass:
O&M of Nairo bi-Thika Highway)

Ports (CT2, Kisumq Shimoni, MTS)
Rail sector

. RVR

. Nairobi Commuter Rail
Education sector (KU, ls Umbrella students hostels,
other nniversities)
Water ar:d Environment (multi-purpose dans, water
supply projects, solid waste mpmr.t.)
Health sector (300 bed private wing, cancer memt
centres)
Accommodation (civil servants housing, police and
prisons housing)
Tourism @{ICC, BICEC, Marina)
Export Quarantine Station & Livestock Export Zone
Multi-storey car park in Nairobi and Mombasa
Likoni Cable Car
Totals
Percentage of GDP

150

404 120
600

52.5

4s6.5
0.650/0

2000

100

500
10

100

43
6,723
tl.7Yo
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27. Follow'ing the adoption of the PPP Policy in 201 1 , and the enactment of the

PPP Act in 201 3, as well as the establisbment and operationa.lization of critical PPP

i.Lstitutions (the PPP Committee, the PPP Unit and the Petition Committee), there
har fsga a steady gowth in the quality and size of the PPP pipeline of projects,
drawn from diverse economic sectors and county govemments. A total of 64
projects are in the National Priority List ofPPP projects. These projects are in the

Fansport and infrastn:crure, energy, tourism, education, environmen! health
among others (Iable below).

PPP Pioeline. Auoust 2016
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Note: "FS" stods for feasibility study stage. "TA Proc" stands for transaction advisory
proctrement- "Commercial Close" st@lds for signmg of the PPP project agrcement. "TA

advisor. " Prelm FS" stands for Preliminoy Feasibilily Sndy. These acronyms serye to
tndicate the cwrent stage oJ eoch proj ect's development.

28. The GOK understands that any PPP proj ect compdses roles aod

responsibilities for both the public a.nd private sector. In particuiar a:rd based on
specific project needs, the public sector's contributions to the "partnership" of
PPPs would typicaily include the use of multiple instruments of zupport and credit
enhancemeDt measures such as proj ect development firndi:rg, availabilify
payments, upfront capital graats, operational grants, revenue guarantees, Partial
fusk Guarantees @RG), etc.

29. In accordance with section 7(i) of the PPP Act the PPP Committee has

adopted a Fiscal Commitrnent and Contingent Liability (FCCL) Maaagement
Framework to ensure approval ol a:rd fiscal accou:rtability in the management of,
fi:rancial and any other form of Govemment support graated in the
implementation of the country's PPP progam. To oversee the
institutjonalisation and operationalization of this Management Framework, the
Govemment in collaboration with the World Bark (.WB) and the PPP Unit, has

established an FCCL Unit within ttre Dfuectorate of Public Debt Management
Office ofthe National Treasury.

30. The unit is responsible for: maDdatory evaluation ofall proposed PPP projects

for financial risks aad contingent liabilities as a condition of project approval;
confirrnation of this initial approval at feasibifity stage based on prefened bidder
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subrnis5ir)n ilnd linal ncg()liurcJ projcet stmcturri rusirr moniloring ofall support
measurcs lor any a:rendmcnt(s) or variation(s) to a p;oject agreement's terms zLnd

conditions, project oulpurs or any rmivers in the pnrjcct agreement; and, the

ongoing development ofa policy frameu.ork to govera the issuance of any and all
types of letters ofsupport requested across Govemmelt. The policy will provide a

clear structure aad process as a primary- means oi managing financial risks
to government by ensuring robut and rigorous alalysis and review before
the Government takes on such commitn:ents.

3 L All guarantees and ottrer securitv instruments provided under ttre PPP agend4
together with all other contingent liabilities wil.[ 'oe integrated into The debt
management process. The FCCL Unit now routinely assesses aad is establishing
systems for monitoring. these projects with a view to ensuring contiauous risk
management and the scheduled disclosure and reporting of all fiscal risks
associated with PPPs.

32. To mitigate the risks, operationalization of the PPP Project Facilitafion Fund
(PFF) (a multi-purpose revolving fi:nd) ar:d establishment of a good Govemance
Framework to manage Direct (or explicit) Liabilities ard Contingent Liabilities is
critical. A usefirl component of tle good govemance framework is the below
qualitative risk assessment tool that is currently under implemenlation, while the
Unit researches and practices on quantitative approaches of valuing CLs and
calculating estimated payments.

Contingent Liability Risk Assessment Tool for Operational and Planned PPP
I'ro ects

PPP Projects Type of Explicit Ct Probability/lmpa
ct

E nergy
300MW L. Turkana
Wind

80.32MW G ulf
Power

150MW Olkaria lll

82MW Triumph
Power

GoK Letter of Support covering Political
Risk events:

. Total project cost depreciated at
5% per annum

. Expenses incurred by the Seller as

a result of termination
. NPV of 5 years profits at 10%

discount rate
. lndemnity Agreement covering

PRG payments (WB and AfDB, as

appropriate)

Probability, Low.
lmpact, High.

Reason+ *

90MW Rabai HFO

74MW Kipevu ll HFO

Proba bility, Low.
lmpact, High.
Reason+ i
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PPP Projects

140MW Longonot
Geotherma I

60MW KinanBop

Wind Power

Type of Explicit CL Probability/lmpa
ct

GoK Letter of Support covering political
risk events:

. Total Project Cost depreciated at
SYo p.a.

. Expenses incurred by the Seller as

a resuh of termination
. NPV of 5 years profits at 10%

discount rate

Probability, Low
lmpact, High.
Reasofl * *

Transport
Rift Valley Railway
(RVR)

IDA PRG to the concession company Proba bility, Low.

lmpast, HiBh.

Education

Kenyatta University
Student Hostels

GoK Letter of Support covering political
risk events:

. Total cost ofthe project
depreciated at 5% p.a.

. NPV of 5 years profits at 10%

discount rate
100% occupancy guarantee
provided by KU

**These probabilities arc deetned low based on Kenya's soyereign credit roting, According to
Stdndord & Poot's, the ayrent qedit rating ofKe\ya is B+, implying thd the probability o/default
of GoK within oae year is 0.4% (xtimated by Standod & Poor's using historical data of defaults
ofthe last 20 yeo$).

33. To entench better outcomes in fiscal risk management, the PPP Unit is tlso
placing a lot of emphasis in proj ect finaacial models, with the view to ensuring that
project debt repayment is frontJoaded, while equity pay-out is backloaded. This
way, overall fiscal exposure is poteDtially lowered.

34. Overall, the foregoing disclosures establish the case that Kenya's PPP
progralnme lemains affoldlable, sustainable and genelally rcspollsive to the
demands of public fiaance: tansparency, faimess, equality of opporh:nity ald
fiscal responsibility.

Environment

35. Nahual disasters often lead to lower economic gowth and a worsening in
fiscal and extemal balances. They can also have a sigrificaut impact on poverty
and social welfare. For instance, flood depending on its mamitude could impact
agriculture, infrastucture such as electicity poles and transformers, roads, bridges
and therefore affect households both directiy and indirectly. Due to the impact a
natural disaster on social welfare and its effects on essential amenities, the
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government may feel ohligated to prevc t s<.roial rvclfrirc rcduction by incu,ri.og

cost of retuming normalcy after an occurrence.

36. The government being privy to some past occurrences has been providing a

contingency fund to cushion the fiscal frameuork lrom the risks, among others.

However, the impact of such likely unforeseen events could be of greater

mamifude than the provision and hence pose fiscal risk to the government.

Climate Change related fiscal risks to the economy

37. Temperature will contiaue to increase over the next century by 2.8oC, with a
possibility of rising above 3oC or more. The physical consequences ofsuch a rise

include: changed precipitation pattems, sea level rise (amplified by storm surges),

more intense and perhaps ftequent extreme wea&er events, and increased

prevalence of vector-bome diseases as well as catastrophic events, such as

prolonged droughts and flooding in many coirnties.

38. The potential economic consequences ofclimate chaagc include:- productivity
changes in agriculture and other climate sensitive sectors, damage to coastal areas,

stresses on health, biodiversity, fragiJe ecosystems, water systems, changes in
tr'ading pattems and intemational inveshent flows, financial market disruption,
increased lulnerability to sudden adverse shocks, and altered migration pattems-
all wittr potentiai implications for extemal stability.

39. The fiscal implications of ciimate cha:rge could be among its most powerful

and immediate, ailecting many counties hcluding Kenya- Climate developments

will directly affect fiscal positions, through their impact on tax bases aad spending
programs a:rd use of fiscal instrumefis n mttigating the extent of CC and adapting
so as to limit &e damage tbat remains.

40. Over the last three years, the National Treasury has been leading the process

of developing fiscal instruments for climate proofing vuherable sectors of the

economy through enhancing mitigation and adaption. These include: Climate
Finance Policy, Climate Public Expenditue review a:rd climate change budget
coding for tracking climate change related expenditure. However, climate change

will continue to pose significa:rt fiscal risk especially through potential floodi-ng
and drought incidences.

l'errorist Attack

41. Potential terrorist attacks would affect the tourism sector and may also impact
market confidence. Tourism contibutes 0.5% ofGDP and brings in a substantial

N

I
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" hmount of tirreign e'd#iiagsi li: the recent past, Keriya faced teror attacks including
in: Westgate Shopping \{al.i n Nairobi (September 2013), Eastleigh in Nairobi
(April 2014). Thika Highival'attack (May 2014), Gikomba Market attack (May
2014), Mpeketoni attack i,n Lamu (June 2014), Mandera bus attack @.lovember
2014), lv{alitera quarr,r' w'ork:rs attack (December 2014) aad Garissa University
College attack (April 2015). Tl.ese attacks have resulted i! loss oflives, destruction
of property, loss of businesses. disn:ption of famiiies, restriction of movement of
people, religious :nim65ity aad profiling of certain communities.

___.__- 42: These iv_
impact on government revenue Aom tax, increased governnetrt spending on
security and peace restoration as well as redeemirg couoty's image hence risk to
the govemment's fiscal framework-

43. The Govemmnt has undeitaken a lot of reforms over tle last two fi-nancial
years to mitigate the adverse effects of this risk under the Economic
Transformation Agenda particularly on the creation of a conducive business
environment.

Technological Disaster

44. Information technology accounts for about 0.9 percent of GDP (2015) driven
by financial innovation in mobile money tran sfer services. i.1 billion transactions
amounting to Ksh.2.8 trillion were transacted through this system in 2015. The
main telecommunication company driving this channel constitutes a sipificant
share of the market as well as a sigrificant proportion of colporate tax paid to the
govemment. Various filancial products have been leveraged on this payment
channgl inelgasing the inter linkages between this tech-nology a1d ths fanking
sector. If this system was to be compromised the impact would be substantial
considering the iir:kages and the corporate tax revenue for government. The
financial and other imtitutions liked to this system would be susceptible possibly
am ounting to the value tansacted tlrough the chann el, were this risk to materialize,
the impact on govemment i-ncluding loss of deposits, loss of potential revenue and
market con-fidence would put pressure on ttre government to compensate the
Iosses.

45. Tech-r:ological innovation via the mobile money transfer services aad its
pivotal role in ttre economy should therefore be given due consideration as a
plausible fiscal risk.
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Liabilities of thc l-rnancial sector r ir systcmicalll important lllnks

46. The Kenya Deposit hsurance Corporation (I(DIC) was cstablished under

Section 36 ef &s lanking Act as a deposit protectioD scheme to cover depositors

aDd act as a liquidator of failed member iastitution. As at December 2015, Ksh

244.6 biilion were insued by KDIC. 30 million accounts out of 3 I million accounts

were covered, translating to 96 percent coverage of accounts. As KDIC was

established to protect small depositors, deposits are insurcd only up to Ksh
100,000, which may be low as the economic mobility increases and the Kenya
middle class grows changing 1tre average value of deposits and the definition of
small depositors. Simulation analysis irdicates that the K-DIC is adequately firnded

to be able to pay at a higher cap level, However, deposits held by Systemically

lnportant Bank's may be held by a large proportion of the popuiation that the

goverDment may feel compelled to pay depositors the gap between the value of
their deposits aad the maximum covered amount even if this is at aa enhanced

level.

Devolved System of Government

47. The constirution of Kenya provides for two level of government i.e. National
and County govemments which are both independent and inter-dependent. This
system of govemance which came into place i:r March 2013 gives Couty
governments powers under Article 209 to collect assigned revenues, budgets and

spend. Cor:nties spend as per the fi:nctions assip.ed to them under Schedule 4 of
the constitution (Devolved functions). They are financed through Central

Govemment Traasfers, Own Source Revenues a:rd Conditional Allocations.

48. However, major risks have emerged from Kenya's fiscal decentalization, and

which require prudent management especially by the County Governments: These

ilclude:
(i) Overrehance on national goverDment traasfers and the need to increase

own source revenues.

(ii) Dependence by some counties on one major owr-source revenue hence

exposing them to fiscal shocks occasioned by a dip in their main revenue

source.

(ii, Unrealistic own-source revenue projections which ren:lts to rurealistic
expenditue estimates inevitably generating pending bills and causing
general cash flow problems. This could engender undue dema:rd for
borrowi::g.

(iv) Duplication of firnctions that risk generatiag intergovemmental conllicts,
wastefi spending and finalci.ng gaps that could adversely affect

implementation of the fiscal framework.

I

il
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(v) Illegal borror.vilg by Sonte C)ount1,' Ciovemments: Consritution allorvs
County Govemnrenls to raisc revenue by rvay of borrouirg subject to
guarantee by the National Government. A borrowi,ng frametork to
operationalize this has been prepared and embedded in the Public
Finance (County Governments') Regulations, 2015. However, some
counties have borrowed from commercial baaks without the requisite
guarantee. Such un-lawful borrowing is a potential source of fiscal risks.
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0?fIS I l: Gntral A dministmtion Phnning and Support Service.s 281.9 150.? 150.7 J)61
0l ffi0 14: ICI Iniutnrctum Developnrnt 1'.41.2 21,161.1 4bqE
01ffi P5 ECnvemnrnl&nies t. ) l5l.l
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Anncx Table 4: Summir of lix ctrditurc bv Pro nr mrncs, 2016 / 17 - 2011) 120 l(sh \ I illio n ..Con ttl

.i,ll

I,661,0

Srdor/ VoldProgrmrrle Ddaih 201?/lE Ceiling

Currenl ft[lal Current Cndld Told Currenl CrIilxl Currcn{

GA{IMI ICONO]\{C AND C!}SilACIAI AtrAIRI 12,604,4 11,061,E 9,61,l,0 9Js{ 0 lEpI.0 9,E00.0 l0,l9l,o fIe1,0 9J4E 0 l0,El9,o

I 1?4 S{ale Drprtnnl for Trde 2,919J 215,0 2,1?9,0 113,0 2,592,0 xp15 0 $2,0 2,?'l?,0 ?,2,{4,0

010?ffi L3: Tmde &velopnnt and Pmrmlion 19193 245.0 2,1790 4[,0 1591 0 2Jr50 \1410 uu0
1l8l $tale Deprlmmt for trat llrhrrn LrleEaliorr I,541,2 65,0 1,552,0 1,61?,0 1,5i7,0 6s0 1,{42,0 r,$E.0 (,5,0

n 1,541.2 65.0 1,552.0 650 t,617,0 1,fl,0 65,0 1,642 0 1,59E0

1201 Mnhlryof Tuuism
,) 

1V',) 4,8{2,0 2,865,0 3,671,0 6,536,0 2J3s o 3'9?r o 6J0?.0 2,989,0 4,143,0

0106ffi12:Tourism and Prlrmlion \1v1 4,E12,0

11,61;6,2

3,lri4J

3,154,3

1,fl

1,[L
1,1k1

I,6X,2

r6,2

2,E65 0 1,6'/10 6,5i6.0 1el5 0 l,9l?,0 6e07 0 i9E9 i

HIAIIII 2EJ90,r rll?e,E 60J19,9 29,609,1 r5i96 9 30,10?,9 3l,E6l,E 6U69,? 30JEr I 3rJ6EE

lllSl oifledlh t!,990 r 3rl?e E 601(9I 29,609,1 25J96 9 10,10?,9 3l,E6l,E 61,969,r l 0 Ij83

0401ffi P,l Prwntirc,ImnntinIRiSC{H r,5xl 6ft14 1,65? |
040ffi PJ National Rsteml & 1,,9fli

0401ffi P,i lleaft]r tesmntr and .. \,ifr l j,i05.? 5)311

040ffi0 1.4 Cncrll Adflifl istration, 5,4m,6 Q 
q100

I,fr9.5 5,EL1 1,051,0 60306 t. r,05r0

, Slardards ald Rcguhtbns010$ffiP,5Herlllr 19,6 E,0lE,0

15,1[J

Efifl 6 1,744 6 5,169 4 ?,ll4l r3l4zE |,1$12

III
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Annex Table 4: Summa ofE cnditu re Pro il 2076n7 - 2019 0 h Million .,Contd

69

161 0

111.0

Sedor/ YoldPrqrrnrnr Ikhik
2019120 hojedion

Cunurt CaItil Told Currsnl Cxdlal Tolil Currcrrt Cadlnl To ;r] Currcrrl Calllal ]'otul

DUCAI1ON J15,749.1 ?4,1?5.1 ll9J2{,4 150,?51.0 22j02,0 t?2,$1.0 l6l,9l?,0 2s,011,0 lt iI49,0 l?3,031,0 15,365,0 198,19E,0

lor Basic fimltion 8,395t 67,1?5,0 60,001.0 61,138.0 ( i I0fr l

Eiiiicriiol050rmP.t 5,t\ili T$13 r?,wi,0 l,2il.0 rilrr.0 i1,E6 a :'
0502ffi PJ &conduJ Bucrlion J\fri.t I,6lll wn,0 1,613,0 i6,71'.!

0501ffi PJ Qu ty Assumrw md Sarduds 4,0x,9 4,ofl.0 161,0 4,456.0 4,162,0 406,0 4,563.0 4,2520 lrl

0103ffi P. E Gne'lalAdflinistration
, Phnning lnd $:pport $eirms 4,4U2 )L.l

l

1,ri9.t 4,4Et.0 4tr,0 4,590.0 42{.0 5,0i4.0 4,69E.0

fot Yostiond lrdTcdnicrl 2,611,0

0t0mhTfttrnhl Yoalfold Elumtion atd TmJnrng \n4.5 406,0 uil.4 4,096,0 11n.0 4,ITL\ lqnoo
050ffiP,7Youtlr Training md Dvdopmlt I05.0 I05,0 60,0 1050 t65.0 I05,0 64.0

0508fr[ P. 8 Cflelll Ad dllbtntion and Su i0l 50.0 201,0 2n7,0 20i tl 211.0

1065 Shh Deplmenltu Iiriwn i! Efuulior 86,0,r6.1] 11,t,i,0 l0 i,l06J

0$flI P.4 Univenity Bucalion 5{,52.14 El,qr.0 11,942,0 ,.] 
':

050ffi P.6Rmonl, $irr e, Tcclnohgy md hnovathn 1,410.1 l,4n.r 3,4110 156.0 j,ru.0 l,{69,0 i:c,0

050E010 P, E Gnemi Adninir tmlion,flanring and Support Srvices 698.9 098,e ffi1.0 6'i 0 0

2091 Turtren Senice Comnilliol 100 Ll I llJrjll,1]

Offi P,l Tutls Rnounr Mmlgonnt 195J01.0 :95,101.0 21t,6?1,0

05iffi Pl&veinaamand S{mdaris 950 9J.0 [].0
051 lm Pi Crnenl Addrrislntio ort Sefitcsllann ard Su 6,l,Y)2 lm.0 6,tfi,2 6,t85,0 ti8.0 6$,0 6,1{5.0 1490 16,4940 6,50.0 6,ffi2.0I
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Soclor/ VotdPrcgrmfl c Dclrils 2016/17 Elirrlcs 2017i lE Cciling l0l8ill lrojcrtiorr

Currenl Olrhl 'told Currcrl

tit:t10.7

Ci[td Tolal Crfllai Currclll Cstitil
collxxAxcq J6TICE, LAW AND oRnn 165,E11.4 19,696 6 2t)76.1 191,596.9 I6t,t1?,9 r89,t91.6 166,4t l.E
l02lSlrle&Fdn rl tor lrtlrior L r01,?70,1

?9.0,.0

I9J52,0

--ffi
t6ll\.----:r-ji-

. 20J{6.r

20,{64,1

2n4

. t,ll4.5

. !,641.6

I,?67.1

. 13,312,5

. ll,ltzs

2,768J

,9ll.E li9,lrEl0 I:t..tl0.Lr rE,s'6 s

Ofll0l0P.l Pofting &.rin 7,9660 rlls.7 ,7i0.0 90,?55.0 14,00.0 El,6m.i
0fi2mP, Phn Po Coodinllion and Su oiSeryicr rt,658.t E,86E,6 'n,541 I,]II,E 20,661.E 19,7?4.6 2,0Et,0 . r:: r 10,1214 1,016 9
0fl10ff Pl ftvemnrnt &wices t2E2 EE4.E t50.(r ilE.6 ?9$i m0 lti.t
m50mP.4 Man &rvrrs 5,469i t,5ir.1 i,n06 1,7r 1) 1m.o

lirtlrsrn ar,i 5i.l ,.1
for ConxtonrlScnic$ 900,0 21,6,{6.t1 1j636,{

0$1tfl PI Corc{tionil soryirt-s 1,0i4,? 19,fl4.9 21,109.4 1,5,6.4 n,r 2.E n,t4t.0
ff210m P.2 Crn€El Ad dnistnrion Plann snd Scrviccs ?68.9 t5l It ir 11?4 266.t itl I ]l{.I 28r.9 lmol ls,,

115? Shh lryoflircrnd o[Jurlhe ,t,0i5.1 379.0 4,414.1 ,l{5.(] 4.560,{ 4,i10,,1 Ilrtr 4,16E,4 4J[.6 Ii1,7
1,6 .0 9.0 l,(20.0 I,6tI,6 i('E52 6?.1

s,l:t0'rl P 2 d Con! tilutioosl A trair

Otr9ffi P.4 OenenlAdnin ['lan and Sn Servias

l26lllcJudic

1,7,194
E 116l i,$01l 4tE.l

i00 40.0 111.6 xi.5

lJ,6EljI 5,1El],7 lu,t{lr,l
_?!l
14,0t5,8

ll,E5,5 4,1,19,(l r?JoE,5 4,19E,9 l?,5 ,4

06lmmP l: Dirpensatioo ol]ustica l?"859.5 4,449 0 I?,]OEJ 4,19E.9 17,51t,4 [,6EE.6 5,1E0.? 14,081E

100.0 2,791,1 8t,0 2,E,1E,5 145.5 .:
2,691.r lr:l0 2,?9t.1 2,rfi, 8t0 i45.J 2,SE.2 1E79.?

l29l 0lfico oflht Dircttor olIuXh Prcmulionr 2,125.6 9E.6 t]?t.t 2,rEL{ $1.6 rJ6l,9 7141,4 l4E,l 2JIJ 191.0
06120ffi P.l hrbhPmseqltion &$ic6 \tlsr 9E.6 \n4.t 2,lEr.4 e2.6 \?fi.e 1,244.4 t4E.r 13llJ l9r0

t3ll0flircot islr|r otlolitkd P tiss E26,9 E26.t 856,1 E56,1 E?6,9 E16,9 E99,,1

trl(00P.1 Rcrirtntion, &d funding oflo[th.al lanis 82f.9 E56.1 8i{.9

,A,nnex Table 4: summary of Expenditure by programme s, )0l6/lj - z0lgl20 (I(sh Million) ..contd

l2ll DIi$ andA![{orru

20llrz0lto
-

lul.i

)

161.1

lJi

El(l.tt lt) tllt
i.r

899 {
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Sedm/ YoldProgrmltc Drhih 2016i1? &tinutes 20lE/I9 Projeclior

Currml Crfhl lbtrl Crlihl Told Currnl Cqitrl Totrl Current Caliltl

II,]BtIC A}MI{ISITIAIION AND MIX]IATIONAI RI,AI]()NS ll{J07.0 110,001J x,rJ09J r0rJ96,7 I,{?/40J t40n12,5 119,98{,0 x9J'55 141X90,1 127,19t.0

l0llTlehoi&ncJ ?843J 4EIJ E.1i{.: EJl4,0 'i5r
fiilffiP2CrbindAfaim 10.0 lB,0 2,llt.0 l,&1()0 i05l,o Lm.0
0?01ffi 14 State Horlre Affain 1,n6i r lt.0 1,lv.4 32t.0 1,3E4,0 l,rE8.0 511.0 l,70l,0 lItLl 5[.0

0040il t.6 Drputy Pruid ent Suvices \1il2 6r.l 111( ( TN 2,0il.0 2,0i'2.0 tli.c 1r36.0

l,0l4.E t,0l4.t 40 1,215.0 rjl4.0 ii 1r0 u
urE.0 60

0 1ffi Il CnvmnntAdv .tiriiei

lorPl and S trtir tics 4,717J

07ff010 Pl : &lnonic hfu and Mlional flannrg t,ir$:$ 1E,160.6 40,s6.0 r,121,0 41,311.0 l,l16.0

0?0m P2 ; Naliolral Sulistiul hfonrnljon &nicm l,8il3 1,464.5 1,N.9 1,465'0 3,1,8.0 2,ill,0 1,44t.0 3,7E0,0 i,813.0 1,44?.0

ring and &dation Swic* il0 361,0 2l t.0 l30t

krviri 1l.i

i0liffi P,? htgntd R4iond Der*pmat 3,E61.9 r,E620 i0{6ii

Offi 14: Gnenl ldninistntion Plan ort Scrviqes 5if i 146 6n,i 5l[ ]
l0J2 S hh Deprlment for Derolutiorr (49J 1,,124,0 3,il?J,5

Curenl

111,N{.1

E,?JI'

1,ffi.0

1,ffi30

?"m0

rrlr0

s,{$i

lm0

tr313,0

I49,0

lx0

1,0{5,0

5?t,0

1,029,0 2,4J4,0 1,461.0 7J9,0 2,434,0 I,l?J,0 7{eJl 2JxI
0712{fr Pi GnenlAdnin irliliol, Piarning ad Sr:ppo( Seflirs :cl) ]it 0

ll04 t iE r9.1 4e601 \ryl"
Alhin rrrd hternrtiond Tradcol j,000.0

t.?,509.l] 4,00l),0

07150mt.2 Ionign Rehlion rnd Dplonnq v4.n.9 17tr.0 15,t8E,9 14,124,0 1,r00 16,051.0 r1,6E5,0 3,650.0 t4,E91.0 1,i66,0

llrcnomc attd Cormrnial Diphmcl

Ioral ?,01ry R6ard, fudI Dwfipnnl ud Tuioiul

CoEcntrqo
:1.0

illntiorr Plannirg arrd Srrppoi Sflres0Tl4ffii.lGlrenlAdnin 5,0t71 1,otr,0

,10.l

20.0 l,ll?.0 r,l[.0 iiii l,t6l.0 1,129.0

Annex Table 4: Suurma of Ex cnditure b Pro mnlcs z0t6n7 -2019t20
20l7lE Csili

Million .,Contd
?0l9iiLl

loLt I

:'

l]1,
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Scclor/ YotePrograrnme Detaih
2019/2i]

Current CrIld ftflts] Tol&l Cunerrl Ctlihl lohl Currell Crtitrl
T[!UC ADilII{SIXTTIOI{ A}ID WIIXr'IIAIIONAIRtrIATIONS 10u96,7 .r l' ' 140,012.5 ll9Jt1.0 159,C95.5

20i1 PuHic Scrvicc Omnri$ion I,l7',{ lr,r] 60,0 1/69.0 u41,0 ${t.l :,t01,0 1,000,0

0250tI P.l 0enrralAdninlstrllton, Phnnhg and Support Serviccs 881.4 19.0 0.0 r42.0
9{)6.0 [ii].0 I,766,0 911.0 Lm.0

0?2fl00 PJ Hunnn Retoum nnmgenrtlarrd Dcyrlopmnl IE],9 liSr
0i7ffi PJ Gvcmmce lrd lttrond Vrfus

20ll SduiE rnd Remunerrliur Coonislion

) l
Itr,O 10,0 li2 0

!-iJ.rl
5i9,r]

{??Iffi P,l Srluies aod Remnmlion Manlgumnt nl.0 y6.0 $1.0 561,0 5i9,0

21ll Auditor.Gleml

mflmP.lAl]dirkyiffs

{,1E2,9 't14.0
215,0 4j11,0 4,105,0 1t5,0 5,1,t0,0 4IJs,0

4,182 9 2t5 tr 4,511,0 4,515.0

2l2l fulrdlerotBotrt s61.3

071ffi P.l C.onlrol and Mal lgemlof Pubft frmncel )6ll $il 610.0

2l3l IIc Gnursrion 0n Afuinkhrtir Jultico

0711ffi l.l Pmmtion 0lAdninirlativ€ lu$icr

46E,6 46E,6 4E0,0 ,1h,0 510.tl 5i

4{8,6 430.0 4300 494 0 ,i!4 ij 110 0

NAIIOI{AISMI]R]IY 17,i.00i],1 150 124,045,1 110,160.1 ,15 i] ll{,{56.0 {5,0 i

l0llltirirhyofhleuc 9E,651,1 ,15,0 l0Jj56,l ,15.i 103,601.1 106,12r,0 t06,t66.0

frO1ffi P.l:Dfena 9?,0t9 0 4J.0 r,064,0 l02,t4t,5 ,15.0 l0lrE{.5 t04,lN0 104,37t.0 107,669.0 .i5 i
0E0ffiP.20vilAid 4$,0 450.0 2ff),0 :00 0 4500 1)llil li
0t03ffi Pl GmralAd Plmni,q and I,tt5.l I,it5.r u14,6 rj4r.o ij4J.0 1.'

igenceStnice 'i lr
25J,16.0

0E040ilP.lMtiond 25,346.0 lii,hllc l&,lli0 2rll, o

Annex Table 4: Summary of Expenditure by programme s, 2016117 - z0lgt20 (Ifuh Million) .,contd

2016/l? fitirutu 201?/lE C'eil

Tohl 0mmt
111 9,E r,{{ {{,1

yL| r[2,0

It3.9 U.0

Told

It,trlE,,t I

|u 106.0

Jll.o 546,0

5tJ.0 s{6.0

.)1,

l]6,9 :1i.1l

lr

4.6

,0
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I0.0

:id I
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{1tr.9i 4It6!

,t80,0
194,0

46E,6

Support Servioes

:5,b0i.0



&:tor/ Volo/Progflmn Ihtiil! 201 6/17 D tirtr.l..r 2017/tt cdt rg 20lt/l I lrojcctior
Currcn{ &rihl Tol rl Cu rnt Crdkl lohl Currcnt Crdlsl 1 ,lrl Curcnt Crtilirs0ctAL Pn0TIr.I0N, CULTXnEAM RICnIT\TjON tE,trt.t 261448_',t 4t 64?.S IE,782.5 2{,5E5.2 4J161.6 10,2t9.3 2t,l .2 48,110.5 \ ,90d.3 1t,6114 19,51t.-)

l,{0s,t 5,{11.3 6 5l?.? 2,150,3 1,219..1 6)69,6 't,|u.1 5Ji6.l I r,grr.a J65.2 5,611.?
07llmP8 InilLtivc5 691.2 gt2 1,r63.0 l,l6l.0 \mt rJr6l
07Jlm P.9 A6dc.rtd ASAL 70t,( 5,lll3 ,t0 5 1,9 .7 ,,5i6.1 6,ll6.l 767 0 5,6112
P 11 C'll.nl AdniniltElion S..vica. n6.8 lE.l 2+19 2.T.1

1112 Slrtc for l,6c?.0 r,555.0 5,16r.0 2,15E.3 5,1011 x,6983 I,t{9.[ 3,90?.9 l,l6JJ
1,025 6 I,'JJ,O ,5806 2,158l 540 0 16931 2,?lE r t, t69 E 1,W 9 2,8115 l,l63.l

ald ScfliccsPhnI 5Et.l 5EI.]
I l3l Slnte for irtr rndC llurc 2,651.0 9E6,0 J 6J?,0 2,896.5 925.0 1J23,5 2,99{.t 1,010,4 r,01r.4 I,069,7

1,1fl2 ffi0 ,m0 2 I,]R,O 2m0 t,5R0 1.447 4 m.6 I,S8l
otumPlTtrA,tr itSc n06 4M 125 0 14r 4 I sJ92

&rvicas 210 n7.1 6m0 I}lu on1
090im P.5 &i.ol tnd 5u 5i0 lt,r5 12j I i:]8 82.9lttl shk lor hbur rJ0l.E lr?9.0 l,(,s1.5 1,il,E.6 1,141,1 t,l04.r 1,793.6ofrm P lr PmnDtion ofthc Bist hbouPncli@ 4211 66.0 491l 5915 147 5 1,110 ff/.0 19,1E Eot7 6t9.0
69fi(m P 2 Manpow. DivdoprEnl, &phyrEnl !0d podurtivity

5215 { [.2 9l 8 1 5ll t t9(,6 92E. t fi26 lffi1 911.3 $t5
mlmP 5: Cinccl AdrinttBtion 0nd Sefticex y1l

1.17 I 559 5 5J9.5 ,51 t5l
lrE5shh lorSo.lrllroh!tion I1,E1I,E It,it E 2 t1,92(.8 23,{1t.9 10,0EE.1 9,\r r 7 16,{18.1

.nd Clildr!.1 &rviccs 1,0t28 l,8at 6 3, 1.6 9r4.t

lt,q]?0 lq0l2l 5jn.1 5,t75 E r5,r6r.1 2t,04J.2 6iril I t5,4n 1
Srviccsand 500 40 5,r d ri{, 70 2t3 9 2lt1 49 2l6l 2159 {9

l2l2 Slnh for Gcnrhr I,t25.4 3,196.' 4,(r21f 1,142.7 3,1J0.0 4,512.7 1,tr0.5 l,?4?.0 .1,)17.s I,Zi2.6 l,EJ(.0
2,110 0 t:to0 2,r00 2,1100 1,441A 2,4410

09120m P 2 &Ddcr l,l2J.4 t,ls.9 ,4n1 9t20 um0 2lsla t6i .) 2,?$r0

tml tm.l 20t.1

limo
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No. Project Namc Project
Description

Project
Value
($ Mn)

Stxtu S Type/Value/
Cuar antee

State Obligation for
fixed Capacity
Paynrcnts(Ann
ua l)

1 Africa
Geothermal
Intemational 140
MW

25-year Power
Purchase
Agreement on a
Buitd, Owa, and
Operate @OO)
basis at Longonot
geothermal power
proj ect adjacent to
Olkaria, Kenya.

760 Financial
Close: 3rd
April20l4

Status:
Urder
consh'uction

Letter of Supl
being finalize

)ort is
c

1. Total Proj ect Cost
depreciated at 5% p
annutn.

2. Expenses incurred !
Seller as a result of
termination.

3. Net Present Value I

Years profits at 10of
discount rate.

ly the

|,f5

ct'
US$ 77.3Mn

2 Lake Turkana
V/ind Power -
30oMw

The wind turbine
farm is being
developed on BOO
basis in
Loyangalani,
Marsabit West
County, on a 20-
year PPA with
Kenya Power.

84'7 Financial
Close: 24th
March i2014

Status:
Under
constrqction

Letter of Supl
covering Polir
fusks issued r
February 201:

Ind€mn ity
Agreement
LC to be repft
with Escrow r

ort
ical
n 28th

ced
tccount

l. Total Project Cost
deDreciated Et 57o DJ

anium.
l. txpenses mcufled U

Seller as a result of
termination.

3. Net Present Value
Years profits at 10
discount rate.

5

gl

y the

De-emed
Gbnerated
EIIergy
P+yments
Euos I l0.4Mn

Anncx Table 5: Public Private Partnershi P Pro e ts- nlcnt's arantee Rud ination t rlnsil

Call on
GuarIllrt
ce (Y/N)

NO

NO

I
I
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No. Projcct Name Project
Description

Projcct
Yaluc
($ Mr)

Type/Valuc/ Slnte
Guarantee

Amoutrt for Tcrmitration
Paynrent (default by GoI0

3 GulfPower -
E0.32 MW

The Heavy Fuel
Oil (FIFO) power
plant is berng
developed on a
BOO basis, in the
Athi River region,
on a 20-year PPA
with KPLC.

108 Letter of Support
covering Political
Risls issued on Znd
July 2012

Indemnity Ageement
covering PRG
payments was si8ned
on 14th March 2013.
PRG Amount US$
35Mn and Euros 7Mn

l. Total Project Cost
depreciated at 5% per
afflum.

2. Expenses incurred by the
Seller as a result of
termination.

3. Net Prcsent Value of5
Years profits at l0%
discount rate.

.1 Triumph Power
- 82MW

The Fleavy Fuel
Oil Q-IFO) power
plant is being
developed on a
BOO basis, at
Kitengela near the
Athi fuver area of
Mavoko, on a 20-
year PPA with
KPLC.

l5 6.5

Fiuancial
Close: l Eth

Nov. 2013

Status:
Under
constructioil

Financial
Close: 7th
August 20. 3
date

Status:
Under
consfuction

Stotus

Letter of Support
covcring Political
Risls issued on 2nd
l,rly 2012
Indemnity Agreement
covering PRG
payments was signed
on 5th December
2012. PRC Amounr
US$ 45Mn

l. Total Project Cosi.
depreciated at 5% per
arutum.

2. Expenses incured bv the
Seller as a result of
termination.

3. Net Present Value of 5

Years prolits at l0%
discount rate.

US$ 24.5M1

Obligation for
fixed Capacity
Payments(Arrn

Crll on
Guartr lt(
cc (\',/)i)

lral
Euros 16.3 Mn \()

NO
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No. Projcct Nanlc Projcct
Description

Projcct
Value
($ Mn)

S I ir( lrs Type/Value/
GuaraIrtec

Stirtc

5 Thika Po\Yer -
87MW

The Heavy Fuel
Oil (HFO) power
plant is being
developed on a
BOO basis, in
Thik4 on a 20-year
PPA with KPLC.

t46 Financial

Status:
Operational
from Aug
2013

I lthClose:
Octob
2012

Letter of Supl
covering Polir
fusks issued r

July 2012

Indem-nity Ag
covering PRC
payments v/ar
on 28th Augu
Pf.G Amount
35Mn aad Eu
7;?Mn

,o.rt

ical
rn 2nd

re sment

signed
!t 2014,
US$
:os

l. Total Project Cost I

depreciated at 5% pi
annum,

2. Expenses i-ncurred
Seller as a result o
termination.

3. Net Present Value
Years profits at 10
discount rate.

j
t5

thev

6 Kinangop Power

- 60.8MW
The wind power
plant is being
developed on a
BOO basis in
South Kinangop,
Nyandarua County
on a 2o-year PPA
with KPLC.

150 Financial
Close: 3lst
December
2012

Status:
Under
coDstruction

Letter of Suptr
covering Polil
Risks issued c

July,2013

ort
ical
n 26dl

L TotalProject Cost 
]

depreciated at 5% pf
annum.

2. Expenses incrured !
Seller as a result of
termination.

3. Net Present Value o

Years profits at I0%
discount rate.

y the

t5

at
Deemed Energy
Pqyment
uS$ 26.8Mn

"t Orpower
150MW+*
Olkaria III
Geothermal
power plant( I't
plant 48MW,2"d
Plant 36MW,3d
plant l6MW and
46 Plant 29MW)

Description:
20 year - BOO

559**r. Financlal
Close: Jan,

1999

Status:
Operational

Letter ofSupl
covering Polit
Risks issued c

April 2015
Indemnity Ag
LC covering I
payments of I
US$ 3lMn

ort
ical
n 16th

'eement

RG
mount

L Total Project Cost
depreciated at 5oZ per
aunum.

2. Expeuses incurred by
Seller as-a result of
term r n atr on .

3. Losses incuned by thf

the

iseller

US$70.98 Mn

Arrount lir t l urrrrirrllli ()l,liglrll0I li,r
Iixetl Cupacitl'

lt ( rrll lrr
(;uI|lrllt
ec (\'/N )

Payncnt (default Lry G l()
l1
tt

yrncl ts(Arrrr

Euros 17.1Mn NO

NO*

NO
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StatusNo. Project Nanrc Project
Description

Project
Yalue
($ Mn)

Type/Value/ State
Guarsntee

Amount for Termination
Payment (default by CoK)

Obligttion for
fixcd Caplcity
Payments(Ann
ual)I Rabai Power

Plant - 9olvIw
20 year - BOO 155 Indemnity

Agreement
LC Account

Net Present Value ofNon-
Escalabe Capacity Charges for
the remaining period to the
expiry ofthe term discounted
at 12% per annum

Eulos 19.7Mn

Mun as Powcr
Plant - 35M'rlr'

l0 Years-BOO 50 None None US$ 5.3Mn

Kipevu III,
l20Mw

Located at Kipevu
in Mombasa, the
diesel power plant
is on a BOO basis
for a 20-year
period

t34 None Norte Ksh 2,209Mn

11 Kipevu-
74MW

Located in
Mombasa next to
IGlindini seapon,
the Heavy Fuel Oil
QIFO) power plant
is on BOO basis a

20-year period

85

Financial
Close: Oct,
2008
Status:

Operstionll

Financial
Close: July,
2008
Status:
Operational
Financial
Close: Nolre
Status:

OperationrLl

Financial
Close: Sept,
1999

Status:
Operationr I

Indemnity
Agreemetrt

1. Net Present Value of Non-
escalabe Capacity Ctrarges
for the remaining period to
the expiry of the term
discounted al llvo pet
aonuln,

2. Expenses incuned by the
Seller as a result of
termination.

3. The value ofthe stock of fuel
and other consulables and
spare parts at the Plant

US$9.62 Mn

Call on
Cuarant
ec (Y/N)

No

NO

NO

NO
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t

t2

ll Powor
'lcchnology

Solrrtions Ltd,
( iik ilrr l( irrrrjolrL
Snrilll llydro
PowoI Stations
0.5 l4MW

rWilh rcspecl. ro I(inangop Wind po
iI) rl)ittation ptrnel undel ICC rulcs.
lcsolution.
$* l'lrc Olpower's Olkarid III Geothc
I 50MW, with the outstanding 2lMW
***1he project value for brpower,s (
implernented 2lMW, whibh would br

, it is rccognized that a clailn un er the Government Lettcr of Support was lodged, and the matter is currently sub judice, before
While a clairn has been lodged, has been no actual call oll the guarantee. It is expected that this matter will find amicablc

flnrl powel plant is cuffently op
luoL yet implemented.

)lkaria III Ceothermal projoct ofU
ing the project to l50MW.

SIJRY

ing at l29MW 0om

558 Mn is for the

thc existing 4

already install

plants; however, the PPA indicates the project is sized at

ed 129MW. It does not include the cost ofthe yet-to-be-

].I I Ii] NAI'IONAL'[REA

No. Project Name
tion

Proje{t

'*"ln
Project
Value
($ Mn)

Status Typc/Valuei Statc
Guarflntee

Amount for Termination
Psyment (default by coK)

Obligation for
fired Capacity
Paymcnts(Ann
ual)

Call on
Guaro n t
ce Cf/N)

Imenti tea
Factory Limited
0.28MW

-teedm I arrtf
PowerlPlant on 

^BOO dasis

Operati.r rg None None None

Feed i+ Tariff
PowerlPlant on a
BoO {nsis

Operatil rg None Nonc None NO
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