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FOtiliwoRI)

Kenya's economy has maintained a steady path over the last flve years despite the

exposure to unfavourable shocks. l'he Public Finance Managen'lent (PIrM) Act (2012)

and the PFMA Regulations, Legal Notice No, 34 (2015) ushered in a new era in public
debt managemenl thal entrenches and promoles prudent and sound debt management

practices lor both National and County Governments with the airn to enhance efficiency
and transparency.

The country's debt levels remain sustainable in the medium term. The GovernmenI is
committed to the development of domestic markets for governrnent securities as a way

ofreducing economy's vulnerability to exogenous shocks and diversifying its investor

base and lowering the cost of borrowing.

The 201 5- l6 Annual Public Debt Management Report presents debt developments

during the fiscal year including total public debt portfolio, composition and structure of
the debt as well as debt service obligations met in 2015/16. Also included is public
guarantee debt, on lent loans, dcbt strategy and sustainability analysis. The Report
indicates that the long maturity profile, diverse cunency mix and the relatively high

concessionality of external debt cnsures that debt service costs and risk are within
acceptable levels.

The publication qf the 2015116 Annual Public Debt Managerrent Report demonstrates

the National Treasury's commitment to providing public debt inforrralion to all

stakeholders in accordance with the Public linance Management (PFM) Act (2012).

E,NIIY
CABINE'I- S 't'tt tiAst rttYIi't'A IIY/'r'H ri NAl't o

r('lt, Itctl

lrutuul I'tblic' l)tht A'lunugenrant Rcl)ot t, Kur.t,u. en/ .Jtrtrc f () l6I\



'l his 20 l5/l6 Annual Public l)cbt Managenrcnt Report was prepared in accordance "vith

thePFMAct20l2.Itoutlincsthestatusoldebtandmediumtermoutlook.Kerryadebt
levels remain within sustainable levels'

The scope and coverage of the repon rellects the National 'freasury's cotnmittnent to

borh transparency in rcporting ani accountability in the management olpublic debt ln

a<.ldition to the Annual puUlic Debt Managelnent Report' fu(her information on public

debtisavailableinanumberofolllcialpublicationshostedontheTreasurywcbsite:

ACKNOWI,Ii l)G tlM lr,Nl'

www.trcasu o.kc

DR. KAMA GIi, CBS

PRINCIPAL SECI{ETARY/ NA'tIONAL TIIEASU ITY

r wish ro recognize rhc rore played by the f)epartment of Debr policy, Strategy and Risk

Management in the l)irectorate ol' Public Debt Management; the Macro and Fiscal

Affairs Department and thc Central Bank olKenya in compilation olthis report'

To all our readers, we hopc that this publication will provide valuable inlbrmation to

enhance undcrsranding of public dcbt rnanagemcnt'
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Legal Basis for the Publication of the Annual Public Debt Management Report

The Annual Public Debt Management Report is published in accordance with:

(i) Section 6a Q) @) of the Public Finance Management AcI(PFMA) which states that

rhe PDMO shall prepare statistical and analytical reports on debt and borrowing

and submit to the cabinet Secretary and the commission on Revenue Allocation.

(ii) Section 200 of the PFMA Regulations which states that not later than three months

afler lhe end ofeach financial year, the cabinel Secrelary shall prepare and submit

an annual reporl to Parliament on public debt in the format set by the cabinet

Secretary. The annual public debt report shall include the following information:

a) Review ofprevious year's financing ofbudget deficit;

b) Composition of External debt;

c) Publicly guaranteed debt;

d) On-lent loans and contingent liabilities;

e) Debt strategy and debt sustainability;

Q Outlook for the mediurn term; and

g) Any commitment fees and penalties paid on any undisbursed amounts of a loan

\l ,,ltttntol l'ultlic l)ebt llurutgemenl llepttl' Kenlu entl 'lunc 2016
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BXECUTIVE SUMMAI{Y

Kenya's Gross Domestic Product (GDP) grew by 5 6 per cent in 2015 compared to 5 3 per

centin20l4whiletheoverallinflationlatewas6.6Yoin2O|5compared:to6.9yoin20.14.

As at end June 2016, the outstanding total public debt, including publicly guaranteed debt,

amounted ro Ksh 3,61 1,33 1 million compared to Ksh 2,843'696 million at end June 201 5' an

increase of 26.9 per cent. l)omestic and extemal debt accounted for 50 3 per cent and 49 7

per cent oftotal public debt at end ofJune 2016 respectively ln nominal terms and as a per

cent of GDP, total public debr was 54 8 per cent, while domestic debt was 27 '5 per cent with

external debt accounting for 27 3 per cenl by June 2016'

.I.hetotalpublicdebtServicepaymentsasatendJune20l6amountedtoKsh25l,440million.

External and domestic debt service was Ksh 78,583 million and Ksh 172'857 million

respectivelyaSatendofJune20l6.Theratioofdebtservicetorevenuesreducedto2|.2per

".ntby"ndJune20l6from24.6pelcentbyendJune20l5.overall,annua]interestpay]nent
was 3J per cent ofGDP, with interest payment on external and domestic debt accounting for

0.7 per cent and 2.6 per cent ofGDP in FY 2015/16 respectively

The average time to maturity (ATM) for domestic and external debt is 4 3 years and I l 2

yearsrespectively*ithoverallA].MforthetotalpublicdebtportfolioofT.8years.Although
SOp"r""n,ofthepublicdebtporrfotiohasafixedintereslrate'27'3percentofoutslanding
debt will re-fix in FY 2016ll'7 .

ThecompositionofdomesticdebtindicatesthatthestockofTreasuryBillsandBonds
accounted|or32.4percentand63.5percentoftotaldomesticdebtrespectivelyasatend
June 2016. Commercial banks were the largest holders of the total public domestic debt (Ksh

927,307 million -5I I per cent) while the share held by Non-bank (Non-residents and non-

bankFinanciallnstitutionsincludinginsurancecompanies,andpensionsfunds)was43.4per
cent at end June 201 6

As at end June 201 6, ten ( l0) IFBs had been issued raising proceeds worth a total of

Ksh258,584millionlorfinancingdevelopmentprojecrsinthecountry,Two(2)llrBswor.th
Ksh 56,076 million were issued in 201512016'

TradingofGovernmentbondshasincreasedsignificantlysince20l0asaresultofvarious
initiatives to improve secondary market activity for bonds' Tumover was KSh 3l 1' 660

millionin20l6comparedtoKsh2g4,320millionin20l5.Therewasimprovedtrading
activity during the last quarter of the financial year 2015/2016'

Publicandpubliclyguaranteed(PPG)externaldebtstockhasconlinuedtoriseoverthelast
five years, increasing to Ksh 1.796,198 million in June 2016 from Ksh |,423,252 million in

June 2015, a rise of26.2 per cent. 
-I'he increase was attributed to disbursemcnts from

commercial syndicated loans, mulrilateral and bilateral creditors as wcll as forcign exchange

ratc movemel'tts.

The share of multilatcral and bilateral crcditors decreased tiom 59.6 pcr cent and 3 I .9 per

cent as at end .[unc 2012 to 44.5 per cent ancl 30.5 per cent as at end .Iune 2016 respectively'

I)ebr owed to suppliers' credit rangctl between L9 pcr cent in .lune 201 2 antl 0.9 per cent in

xiv,lllttttttll,ltblic'Dehll,IutlugentcnlRep()l.t'Kenwt'cnLl.June20l6
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June 2016. The proportion ofdebt owed to commercial creditors increased to 24.1 per cent in

June 201 6 fr.om 6.6 per cent in June 201 2. The increase is attributed to issuance of the

International Sovereign Bond and contracting of syndicated loans.

As at June 2016, the World Bank (lDA), commercial lenders and China were the main

creditors at27.4 p$ cent,24.l per cent and 17.4 per cenl respectively. AfDB/ADF, Japan,

France and IMF were among other major multilateral and bilateral creditors.

As at end ofJune 2016, the currency composition olthe external debt stock comprised

mainly the United States Dollar (USD), Euro, Japanese Yen, Sterling Pounds (GBP), and

Chinese Yuan which accounted for 60.4 per cenl,22.1 per cont, 8.7 per cent,4.8 per cent and

3,5 per cent respectively while other currencies accounted lbr 0.4 per cent of the porlfolio.

The cour:try's external debt is largely long term. By end ofJune 2016, over 63 per cent ofthe

debt had marurity longer than l0 years with only I I.4 per cent maturing within 4 years.

Howe vcr, the exlernal debt with maturity of more than I 0 ycars has been declining while

category ofdebf between l-10 years has been rising, indicating hardening ofaverage external

debt terms.

As at end oflune 2016, the average maturity, grace period and average interest rale on new

extemal loan commitments were 20.3 years,6.2 years and 2.6 per cent respectively. Overall,

these are lavourable bonowing terms in line with the Government's external debt strategy of

contracting loans on highly concessional or "soft" lerms

'l'he outstanding on-lent loans increased by Ksh 375,396 million to Ksh 572,249 million by

end June 2016 lrom Ksh 196,853 million by end June 20 I 5 ( 190.7 per cent rise). This

increase is attributed to new on-lenl loans to transpofl, energy, roads and water Sectors where

Ksh 359,597 million accounled for Stantlard Gauge Railway (SGR) and to revive the airline

industry.'l-he total receipts by Governmenl fiom on-lenl loans amounted to Ksh 4,990 million

during I;Y2015/16.

The toral outstanding Government guaranteed debt increased by Ksh 16,597 million to Ksh

60,530 million by June 2016 from Ksh 43,933 million by end June 2015.',fhis increase is

mainly atrribured ro disbursements of Ksh. 8,1 70 million and Ksh 6,243 million lrom

Cermany and Japan for KenGen and Kenya Ports Authority respectively'

During the FY 2015/16, the Government as a guarantor spent Ksh 1,050 million to service

guaranteed debts owed by public enterprises in financial distress and where guarantees have

been called. Tana and Athi zuver Development Authority (TARDA) and Kenya Broadcasting

Corporation (KBC) accounts for 28.3 per cent and 7 | .7 per cent respectively of the payments

nrade in 2015/16.

Kenya's public debt is within sustainable levels over the mcdium terrn and well within the 50

pcr cent iimit oIGDP in NPV terms in line with I)FMA regulations and the requirements of
thc I'last Africa Communiry (EAC) convergence criteria

l'he total public debt in nominal terms is projectcd to rise to Ksh 3.766,900 million in June

2017 fionr Ksh 3,61I.i3l million in June 2016 and lurthcr increase to Ksh 5,321,100 million

in Junc 2020. l.lowever. as a proporlion of GDP, public clebt is proiected to decrease to 50 7



percentinJune20lTfrom54.8percentinJune20l6thenincreaseto53.lpercentinJune
7020.

Extemal debt is projected to decrease to 24 1 per cent as a proportion 9f,9PP-]" June 201 7

from 27.3 p., 
".nr 

in June 2016 then increase to 24'7 per cent in June 2020' The domeslic

debtwilldecreaseto26.6percentinJune20lTfrom2l.5percentinJune20l6thenincrease
to 28.4 per cent in June 2020.

In nominal terms, the total debt service as a proportion ofrevenue is projected to decrease to

)-o.i p"r..* in20l6l11 from 21.7 per cent in iot.stte , and then increase to 21.5 per cent in

)otsizo As a percentage ofGDp, total debt service is projected ro decrease to 3.7 per cent

inzgonl from 3.g perienr in 2015116 then increase to 4.3 per cenl in 2019/20.
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STRUCTUITE OF THE REPOITT

1.his rcport comprises eight chaptcrs. Chapter onc providcs an overview of linancing of thc

I..Y20l5il6budgetdeficitaswellasadescriptionofthedomesticandexternaldebt.l.hc
detailedDomcsticDebtispresentedinChapter,rwoandl]xternalDebtinChapter.fhrce'

on-LcnlLoansisdealtwithinChapterFour.ChapterFivepresentsPubliclyGuaranteed
DebtandPublicPrivatePartnerships(PPP)aswcllasFiscalCommitmentsandContingcnt
Liabilities. Disputed External commercial Debt is presented in Chapter Six while chaptcr

Scven presents Debt Strategy and Debt Sustainability Chapter Ilight presents Legal

I..rameworkonPub]icDebtManagementwhileChapterNineplescntstheoullookibrthc
Medium Term.
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CHAPTI',Ii, ONII

NAI'IONA L GOVERNMtrN'I"'S FISCAL DEFICIT FINANCING
AND PUBLIC DEI}l'IN 20I5/20I6

l.l Econonry

Kenya's Gross Domcstic Product (GDP) grew by 5.6 percent in 2015 compared to 5.3 per
cent in 2014. This expansion was as a result ofsignificant growlh in some key sectors among
them agricuhure, construclion, real estate, and financial. However, grouh in mining and
quarrying; information and communication, and wholesale and retail trade decelerated during
thesameperiod. Overall inllation rate was 6.6%in2015 compared to6.9Yoin2014.

1.2 l.'iscal Ii:r ll n cc

The overall actual FY 20l5ll6 fiscal balance was Ksh 474,600 million (7.2 per cent of CDP)
and was financed through cxtemal borrowing of Ksh 269,900 million (4. I per cent of GDP),
net domestic financing of Ksh 202,300 million (3.1 per cent of GDP) and domestic loan
repayment receipls ol Ksh 2,400 million (Table I - l).

Table l-I: Kenya Financing Fiscal Balance,20l4ll5 and 2015/l(r in (Ksh million)

Ksh nr illio n As o/o of
GDP

Ksh
m illion

As o/o

of GDI'
Net Foreign Financing

Nct Dome stic finan cing

l)omcstic Lo:rn
llcpay nr en ts(l{eccipts)
Tota I

217,479

25t,to2

) oo,

471,373

3.8

4.4

0.1

8.3

269,900

202,300

2,400

47 4,600

4.1

3.1

0.0

7.2

Source: National Treasury,2017 Budget Policy Statement

1.3 Total Pu blic Dcbt

Public Debt is the totality ofpublic and publicly guaranteed debt owed by any level of
government to either citizens or foreigners or both. As at end June 201 6, the outstanding total

public debt, including publicly guaranteed debt, amounted 1o Ksh 3,611,331 million (Table l-
2) compared to Ksh 2,843,696 million at end June 2015, an increase ol'26.9 per cent.

Domestic debt increased liom Ksh 1,420,444 million in June 2015 to Ksh 1,815,133 million
at end June 2016, an increase of 27.7 per cent.

On the other hand, extemal debt (including guaranteed debt) increased by 26.2 per cent from
I,423.252 million at encl June 2015 to Ksh 1,796,198 million at cncl June 2016. Domestic and

extcrnal debt accounted lbr 50.3 per ccnt and 49.7 per cent oflotal public dcbt al end olJune
2016 respectively. tly end June 2015, both domestic and external debt accounted lbr 50.0 per

cenl each -

..lttrruul l)tthlie l)tht ,\lunuTyntr lltltort. Kttt.\'Lr. e ttLl .Jtutt l0l6

2014/15 5lt6



Chapter One - National Government's Fiscal Defcit Financing oncl Public Debt in 2015/2016

.tablcl.2:TrendsinKcnya'sTolalPublicl)cbtin(Kshmillion)

.ltrn- l i .lLlrl-11 Itttt-I )
a

irotuEsrtc t-lt ll't
Ccntral Ilank
Commercial Ilanks

Sub-total: Banks

Non-bank l'inanci:rl
I nstitutions
-lbtal Domestic

As a 7o of GDP

As a 7n of total debt

Ilx'l E.RNAl- Dllll.f
Bilateral
Multilateral
Comme rcial Banks

Su ppliers Crcdils
Sub-l'otal
cunntNi'El]n urur'

I| ilatcral
Multilateral

Sub- I otal

l otal l:xtemal debt

,ts a io oiGDI'
As a 7" of totat debt

2t'1,910 248,636

507,920 s93,397

s 8,928 234,'t99
1\ )o'7 16.452

800,025 r,093,284

39,667 41,2t8

I L8l !'133
27.5

503

491,864

794,197.5
432,377

t6,628
1,73s,667

56,481

4,044 '

60,531

l ,796,1 98

-'lit- - 4e.1

3,61 I ,331
54.8

47,383
4 r 1,867

459,250

399,580

It58,ll30
2t.5
52.9

199,950

451 ,28'l
50,540
'14,81I

716,588

19,170

5 24,505

5(r3,675

4 8(r,8 80

I,0s0,s5s
IJ.J
s 5.5

65,700

617,221

6s2f}l
601 ,406

1,,284321
25.5

5l

1,,420,444

24.9

50

405,562

680,1 92

716,93',t

16,628

l ,379,3 t 9

3 9,495

4,439

43,934

1,4i3,252

50

2,ti-t3,696
499

43,s93

3,190

4??J83

7 63,971

19.2

41.1

t,izz,sot. 
40.1

1.870

J3,537

1,941

45,221

843,562

44.5

I,138,505
22.5

-47
1,894,1 l7 2,422,832

42.1
c;naNO TO rnt.
'I'otal rlebt As a '7' of (l l)l'
M cnrorand u nr it ent

I (iDP* (in Ksh million) 3,990,412 4,49(r,000 S,Oal,Z:O 5'703'321 6''86'000

Source: National Treasury and Central Bank of Kenya

' Pre- 1997 Govemmcnl Debl and Others consist of CBK Overdraft to CoK' clcared ilems awaiting transfer to

PMG, commercial bank advances and Tax Reserve Ce(ificates

In nominal terms and as a pcr cenl of CDP in the period under review' total public debt was

54.8 per cenl by June 2016 compared to 49 9 per cent bv June 2015' while 1"y1:tl'-*tt
27 .S'per cent bi June 20 I 6 tiom 24 '9 per cent by June 201 5 ' with external debt accountlng

lor 27.3 per cent by June 2016 from 25'0 per cent by June 2015 (Table I -2 and Fig' l -l )'

'' Jun-16

63,33s 99,856

730,419 . 921 ,307

7s3,7s4 _!1927),.63
626,690 '187,9'10

.'lnnrrtl l'uhlic l)eht lltmag,emcnt lleport' Kcryo' und 'lunt 2016



Chopter One - Notiotral Goverrrnent s l;iscctl l)eficit Fitruncing anel Pnbli<: Dtbt in 20t5/2016

Figure 1-l: Kenya's I)ublic and Publicll,Guarantced l)ebt Stock, 2lJl2- 2016 in (Ksh million,
pcr ccnt)

60

50

30

20

t0

0
June 2012 June 20 I 3

.t0

tr

t,050,555

843,562

June 20 l4

I ,284,321

r. r38,505

June 201 5

1,421),444
1,112!!!
| ,81 5,13 3

IDomcstic Debt 858,830

Extemal Debt 763,911

Public debr as % ofGDP
NPV debt as % of GDP 4 0.3 ---'-

4 8.0

44.2

I J?1 )5' 1,796,t97 .5

49.9 5,1.8

4 3.5 48.34 0.1

Source: National Treasury and Central Bank of Kenya

1.4 Debt Servicc

Public debt service involves payment of principal, interest and other contraclual obligations
in relation to Government debt. The total public debt service payments as at end June 2016

amounted to Ksh 251,440 million. Debt service dccreased by Ksh 1,831 million (or 0.72 per

cent decrease) from Ksh 253,271 million by Junc 2015.

External and domestic debt service was Ksh 78,583 million and Ksh 172,857 rnillion
respectively as at end of iune 201 6. As a percentage of thc total public debt service, external
and domestic debt service was 3 I .3 per cent and 68.7 per cent by June 201 6 compared to 44.8

per cent and 55.2 per cent respectively as at end June 2015.'l'he ratio ofdebt service to
revenues reduced to 2l .2 per cent by end June 20 I 6 from 24.6 per cent by end June 20 I 5

(Table l-3 and Figure l-2).

-) ,4nnual Puhlic Deht lvlanagcnent llaprtrt KL,tt.l.u. t:ttd .lune 20l6
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Chapter One - Nalional Governntenr's Fiscal Deficit Financing ond Public Debt in 2015/20 I6

'I'able I -3: 'l'olal t'ublic Dcbt Scrvicc (Ksh million)

llxtern a I l'rin ciP a I
80,214 36.015

23,954 23,993 25,800
I3,3 30 42,s68

Iixtern al I nterest
7,351 I I ,051 I 5,600

't'otal Uxternal Dcbt
Scrvice ( rEDS) -1 1,305 35 ,044 4l ,400

24.1 25.8

r 13,544

44.8

78,583

ll.3

172,851

e t.z

251,440
1,158,200

'[EDS as a 7o of l'ota 27.5

l)ebt Suwice ('I'l)
Domestic Intercst

139,121

n2,3:t9 l l0,l84 119.200

12.5 7 5.9 14.2
I)o mcstic lntercst as a

of TDS
Total Dcbt Service (TDS) I 13,(t44 145,228

Ordin lu rv llc\Icll ll c
690J33 771),436

240,000

180.000

I20,000

60,000

Total Extemal Dcbt Service

Total Domestic InteresVDebt
Service

- x -Total Debt Service as a 7o of
Revetute

- 

Total External Debt Service as a

% of ExPorts

Source: National 1'reasury and Central llank of Kenya

I (r0,600

e18,990

55.2

753,271
1,03 l.24tt

Export Earnings (goods

only) 499,131 528'900

foi"t n"tt Service as a 7o 16 5 I8'7

of Rcvcnue
iotal External Dcbt 6 3 6'6

Servicc as a 7o of ExPorts
Source: National 'l'reasury and Central Bank of Kenya

Figurc I -2: Kcnya Domestic and External Debt Scnice' (Ksh million)
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C hopter One - National Governntent 's f iscal Deficit Financing and Public De bt in 2 01 5/20 l6

1.5 Cost ancl Itisk Charactcristics ol l'ublic l)cbt

Overall, annual interest payment was 3.7 per cenl of GDP, with interest payment on extemal

and domestic debt accounting for 0.7 per cent and 2.6 per cent ofGDP in FY 2015/16

respectively (Table I -4).

At end ofFY 2015/16, the weighted average interesl rates ofexternal and domestic debt

ponfolios were 2.6 percent and I 1.2 percent with an overall wcighted average interesl rate on

total debt portfolio of 6.9 percent. Out of the total debt, 23.3 per cent will fall due in FY

20t6/17

A significant portion of the external debl consists ofhighly concessional loarns characterised

by long repayment periods with low interest rates. These features have a strong influence on

the overall cost and risk exposure of Kenya's existing external debt portfolio.

The average time to maturity (ATM) for domestic and external debt is 4.3 years and I 1.2

ycars respectively (Table l-4). The wide average maturily disparity betwccn external and

domestic debt is because ofdifferent malurity structures, with a large concessional

componenl of lhe extemal debt, while a third of thc domestic debt are short term securities.

The ATM for the total public debt portfolio is 7.8 years.

Although 96 percenl ofthe public debt portfolio has a llxed interest rate,27.3 per cent of
outstanding debt will re-fix in FY 2016/17. The weighted average time to re-fixing (ATR) for

external debl portfolio is 10.9 years while 12.0 percent ofoutstanding external debt will re-fix

in FY 201 6/ I 7. Domestic debt is mainly composed of fixed interest rate instruments with

ATR of 4.3 years. Nevertheless, 43.0 percent of the portfolio will be re-fixed within a year

because ofpredominance of short-term dcbt. Approximately halfofthe total govemment debt

portfolio is exposed to exchange rate risk. The depreciation of Kenya shilling against the US$

highlights a potential exchange rate risk impact on the budget in terms ol risc in external debt

service paymcnts.

.'lttrrtrrtl l'uhlit l)t'ltt llunu,qcurcttt lltlttrl. Kt'rt.t'tr t'ttrl.lttttt 201(t



Chapter One - Nalional Government's Fiscal Dertc Financing ontl Public Debt in 201 5/201 6

-l'ablc l--1: l(cnva: (lrtst :tntl llisk lnd ica to rs of Existing l)ebt, as at cnd-FY20l5/16

Anrount (in millio s of KSh) I , ?96,1 98

t1:t66

21 .3

20.li

0.1

3-2

I ,81 5,1 33

l i,e53

3,61 l, 3l I

35,719

54 8

4 8.1

3.3

r 6.6

Amount (in m illions of ust))

Nominal debt as o/o Cl)P

PV dcbt as '/" of CDP

Cost of dcbt lnterest Paymcnt as 7o CDP

lnteresl paymcnt as Yo Total Rcvenue

6.9

r
I

t

I

21 .5

21 .5

2.6

13.4

2.6 t1.2
wcighted Average lnterest Rate (9/o)

Itcllnancing risk Average time to malurtty (ATM) (years) ll.2

4.0

5.0

l.t

10.9

I 2.0

905

4.3

4 3.0

51.4

n.5

4.1

4 3.0

100.0

56 4

I 2.6

1.6

2't .3

95 2

,7

27

8

3
Debt maturing in I Year (% of total)

Deht maturing in I year (o/o of totai ri'enue)

Debt maturing in I Year ('/o o fGDP)

Interest rate risk Avirage time to re-fixing (ATR) (years)

Debt re-fixing in I year (7o oftotal)

Fixed rate debr (% of lotal)

rX risk
50?

t i d"bt (v" of rntut d.bt)

SlFx debt 1% of reservesl
9.5

(l ,.lttrtttttl I'thlic Daht ltltrnttgr:nrcnt lle pot l, Kutyu cttLl 'lttttt 2016
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CItAPTEII l'Wo

DOMI'STIC DIiI}T

This chapter presents the Governmenl domestic debt which consists of stock of Government securities (Tr
Govemment debt and Government Overdraft at Central Bank of Kenya.

2.1 Total Domestic Debt

As at end June 2016, the stock of domeslic debt was Ksh 1,815,133 million.'I-his represents an increase of
stock of Ksh I,420,444 million by end June 2015 (Table 2-l and Figure 2-l). The increase in the stock wa.

Treasury bills and bonds due lo growing domestic borrowing needs.

Tablc 2-l: Outstanding Domestic I)e bt (Ksh nrillion)

lns 1r'rr nr rrr I .lun-12 .lrrrr-l] .lun-ll
Islt '],,,,1 ..t,,eli l' .lr 't, Lrl rloe( I..slt .,, ol \l(

Total Stock of Domcstic Debt (A+B) 858,830 100 1,050,555 100 1,284,3?7 100

A Governrnenl Securities( l-3) 848,997 98.9 t,040,274 99 t,242,502 96.7

Treasury Bills
Banking Inslitut ions

C)thers

132,047

7 5;4ej

56,550

15.4

8.8

6.6

25 .4

17.5

8

23.3

t3.7

9.6

261 ,21 I

183,458

81,7 5l

299,406

t7 6,450

t22,956

2) 1'reasury Bonds

Bank ing Inslilut ions

Others

3) Pre- 1997 Covernment Debt

33't,4 t2 19.3 34),04',1

34gj3g 40.7 403,12't

29,999 3.5 28,889

32.5 436,381

38.4 478,38 r

2.7 28,334

686,95 I 80 744,t?4 70.8 914,762 '7 t.2

34

37.2

2.2

B. Others+ 9,831 l.l 10,281 I 4l,825 3.3

Of which iBK Overdraft 7,257 0.8 6,999 0.7 37,238 2.9
* Others consisl oiCBK Overdraft to GoK, cleared items awairing rransfer ro PMG. commcrcial bank advances and Tax Reserr

Source: Central Bank of Kenya

Annual Public Debt Management Reporl, Kenya, end Jun'7



Overall, the level of domestic debt was partly offset by a rcpayment of Ksh l 'l l7 rnillion o1'

thePre-lggTGovemmentDebr']'heCBKOverdraftlevelincreasedbyKshT'Tl0millionto
Ksh 44,204 rnillion by end June 2016 tiom Ksh 36,494 million bv end June 2015'

Figure 2-l: Outstanrling Domestic Debt (Ksh million)
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39,111

26t6-19

.3!.9f2e
t ,035,662

June 2016

49,446
?s ssg

;eq,oqs
r , 152,041

2.2 Domestic Debt bY Instrument

The composition of domestic debt indicares that the stock of Treasury Uills and Bonds

accounted for 32.4 percent and 635 per cent oftotal domestic debt respectively as at end

June 201 6 compared to 22'5 per cent and 72 9 per cenl as at end June 201 5 respectively

(Figure 2-2).

The proportion ofPre-1997 CBK advances to Government dropped by 4'2 per cent to l 4 per

cent of lotal domestic debt in June 201 6 compared to l .9 per cent in June 20 l 5 due to a net

repayment of Ksh 1 ,l l7 million during the I--Y 20 I 5/ I 6'

It .ltututtl ['ttl',li< l)ahl '\futrttlgcnwnl [lcporl KL']t)tt cnl Jtt)tL' )(ll6

: .Jule 201 I

, t0,293

595,661

31,663

izo,ooi



Chapter Two - Domestic Debt

-

Figurc 2-2: f)omcstic I)cbt by Inslrunrcnl
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Source: Central Bank of Kenya

2.3 l)onrcstic Debt by Iloldcr

Of the total public domeslic debt, commercial banks were the largest holders with Ksh
927,307 million (51.I per cent) at end June 2016 compared to Ksh 730,419 million (51.4 per

cenl) in June 2015. The sharc held by Non-bank Q',Jon-residents and non-bank Financial
lnstitutions including insurance companies, and pensions funds) decreased to 43.4 per cent in
June 20 I 6 lrom 44. I per cent in June 201 5 (Table 2-2 and Figure 2-3).

Table 2-2: Domestic Dcbt by Holder (Ksh Million)
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Figurc 2-3: I'ublic Donrestic l)ebt by Iloltler
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'l'rcasury Bills lntl llonds by Holticr
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Of the total Treasury bills and bonds, commercial Banks were the major holders with.53'0

per cent in June 2016 
"o-po,"aio 

53'1 per cent in June.20l5 Pensions Irunds (including

NSSF) accounte d for 27.1p".tt"t oft'"utury bills and bonds in June 2016 compared to

27.0 per cent in June 2015 (Table 2-3 and L'igure 2-4)'

Table 2-3: C)utstanding Stock of Treasury Bills anrl Bonds by Iloldcrs (Ksh million)
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l,'igurc 2-J: Outstantling Stocl< of 'l'rcasurl, llills anrl lJontls bv Iloltlcrs
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2.4.2 Treasury Bills by Holder

In June 2016 compared to June 201 5, the stock ofTreasury bills increased by 84.4 per cenr
to Ksh 588,088 million from Ksh 318,929 million while the proporrion held by commercial
banks increased by 67.4 per cent to Ksh 361,859 million from Ksh 217,742 million
respectively (Table 2-4). In the same period, holdings by pension fund institutions increased
to 20. I per cenl from 12.8 per cent while proporlion held by insurance companies decreased
lo 3.1 per cent Fom 6.5 per cent-

'l'able 2-4: Outstanding Stocl< of 'l rcasury llills by Iloldcr (l(sh nrillion)

June -20 l5 June -20I 6

Ksh M % Ksh M % KshM % Ksh M % Ksh M y"

Conrrlercial
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'75,491 5't. 183,458 68.7 t't6,431 58.9 217,742 68.3 361,859 61.5
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t4,923 5.6 19,856 6.6 20,849 6.5 t8,356 3.1

L) 0 0 0 0
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7 ,220 5.5

C(,

Pensions Funds 28,686

.(including NS_$l)___rOthers 14,34'l

21 . 42,917 I 6. I 67,803 22.6 40,946 t2.8 t'11 ,948 20
7

10. 20,282
9

I 00 267 ,21t

1.5 35,3 l0 r L9 39,392 t2.4 89,924 I 5

'l'otnl t32,041 100 299,106 r00 3u1,929 100 588,088 t00.0
Source: Central Bank of Kenya

2.5 Outstanding Treasury Bonds

As shown in F-igure 2-5, the outsranding Treasury bonds anrountcd to Ksh I , I 4 I ,04 I m iilion
in June 2016 compared to Ksh 1,035,662 million in June 2015.'['his excludes special bonds
amounting to Ksh 1 1,000 million. 46 per cent of outstanding governmcnl bonds will be

ll ,lttttuul l)uh/ic l)aht Muttu,qetttent llL,pt)t't, Katr_t'Lr. t'ntl ./trnt l0l6
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5 3.05 t.9

2.6

t0.7

----r--
19 l lr) 6 lSl
.s5 t0.7 . ():

I loklci i ,lrrrr- l2 ,lrr n- l -i .lurr- ll .June l6



Chapter 'fwo - Domestic Debt

retired in the next 5 years Heavy redemptions are expecled in 201 8 ( 1 3 8% of outstanding

bond stock), 2O2O (g5%) and 2028 (7 8%)

Figurc 2-5: Outstantling'l'rcasury llonds
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'l'able 2-5: Outstanding Stoch ol'l'rcastrry lirntls b1' Iloltler (Ksh nrillion)
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2.6 'l'rcasurl llills and lhnds by'l.enor

As a proportion of total stock ofTreasury bills and bonds by cnd June 2016, Treasury Bills
accounted ior 34 per cent while Treasury Bonds with tenor of l-5 years, 6-9 years and l0
years or more accounted for 23.1 per cent, 6.7 per cent and 36.1 per cent respectively. This

reflects increased investor preference for medium to long term instruments (Figure 2-6).

Figure 2-6: Outstanding Governmenl Securities by Tenor
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2.7 Treasury Bills and Bonds by Time to Maturity

Figure 2-7 shows the distribution of the stock of Treasury Bills and Bonds by time to

maturity along the yield curve as at June 2016. In line with the MTDS objective of

developing the domestic securiries market through lengthening the malurity of domestic debt,

the stock distribution on the yield curve reflects increased medium-long term issuance which

is an indication ofpositive gains lrom reforms aimed at rcslructuring the debt ponfolio.

Jun- 15

23.',7 14.0
Jun- ll

26.,1

Jun- 14

t6.I
Jun'12

3 8.5 23.t21 .6 I0.6
| 6.2 6.79.6l5.l I 0.9

2t.6 36.tl5 I35.1

.lnntrtl l'uhlic l)tht l,larutg3nrcnl Reporl. Kattt'tt ctrl lunc 2()16l3

lun- l6



Chapter Tu,o - Domestic Debt

Figure 2-7: Stock of l'rcasury Bonds Along thc June 2016 Avcrage Yicld Curve
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Average maturity o1-Govcrnment securities as at June 2016 was 4 31 years while lbr bonds

only was 6.84 years. This represented a ratio of 36:64 oITreasury bills and bonds (Figure 2
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Figure 2-8: Averagc Timc to Maturity of Government Securities
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tap into the capital nTarkets to finance their capital requirements and deliver on their mandate

eflectively.

As at end June 2016, ten ( l0) lFBs had been issued raising proceeds worth a total ol Ksh 258,

584 million for financing development projects in the country. Specifically, two (2) IFBs
worth Ksh 56,076 million were issued in20l5/2016. (Table 2 6)

'l'aflc 2-6: I'rimar1, Marl(et Auctiolt I'crformance of Infrastructurc llontls (Ksh Million)

lss ue Numbcr lssue Datc
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3 5,273

3',7 ,362
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9.',l 5

6

tFB l/201 l/ t2

tFBv20t3/t2

3-r0-]l []
30-09- ri [2]

3 5,8 50

36,000

38,999

*,szg
37, t90

*,sai
24,326

35,364

t2

ll
tFBt/2014/t2 27-r0-14 []l 15,000 41,003 35,48r ll

t2.363

tFBt /2015n2 30{3-ts ri 50,000 7 6,394

35,0 r 5

-ir,1n 5r,192
t

I 30,000 21, t78

3 4,898

25,t20

36,301ooo 3r,429

ll
n.s

t 4.'153

r 3.319

FBI/2015/09
rR l/20 t6i 09

t4- l2- | 5

23-05- l6 l0
Crand Tota I 258,584 257,531

Source: Central Bank of Kenya

Notes

l l This bond was reissued on rap on ?-Nov- | l, 5-Dec-l I,2-lan-12,6-Feb- 12 and 2'1-Feb-12. The bond will be

amonized on 28-Sep-15, 23-Sep-19 and l8-Sep-23

[2 ]This bond was reissued on rap on 28-ocr- 13. The bond will be amonized on 25-Sep- 17, 20-Sep-2 I and I 5-

Sep-25

[3]This bond was reissued on rap on l-Noy-14, l0-Nov-14 and l7-Nov-14. The bond will be amortized on 22-

Oct- 18, I 7-Oct-22 and I 2-Oct-26

[4] This bond was reissued on tap on I 3-Apr- I 5. The bond will be amonized on 22-Mar-21 , 1 8-Mar-24 and I 5-

Mar-27

2.9 Average Intcrest Rates on Treasury Bills

Figure 2-9 shows rhat the average interest rate for the 9l-day, 182-day and 364-day Treasury

bills declined by I l0 basis points, 210 basis points and 30 basis points to 7.06 per cenl,9.2

percent and 10.7 percent in June 2016 from 8.16 per cent, I l..i percentand ll.0percent
in June 2015 respectively. The spike in interest rates in october 2015 was likely due to tight

liquidity and placement of two banks in receivership.

l5 ..lnnuctl l'tthlic Debt Nlanugentanl ll(port. Kutt'tt. ttnl ,lunt' 2016
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F'igurc 2-9:'l'reasury llills lnrcrcst Ilatcs

25

t5

0

20d.

5

0

5 May JLr
Aug
-15

Sep-
l5

I 1.53

1 2.05

-16

r 0.61 t|.7 l9 8.92 0

13.18 I 0.11l 10.79

t3 .14 t2.25 I 1.83

t.618 2.091 2.558 2.1 I L878 2.094 2.3 08

1.283

Jan-
l6

Feb-
l6

- 

91- Day

- 
182- Day 1r.98

----'Spread 9l&182 | .4?3

-- --' Spread 182& 364 -0.05 1.258 t.073 0.622 0.5 54 ]l41 1.0l9 l .l5 tl

Apr-
l6

Mar-
l6

I)ec-
l5

Nov
-15

Oct-
l5

u.35
I3.45

9.809

tt.42
12.33

t 4.01

?l .65 
.

i2l.sr
I .1.61

11.39
14.0712.50I 5.192l .61t5.2413.3 II I .91

-164-Day
r .684-0.1l0.518
1.1710.092

- l.2l
1.848

I6 ,.lnnutrl Pttblit' Deltt lvlttnugentent lleport Ken)'u antl luna 2016

n.l5l 7 .250

10.24 I 9.558

.60 I 0.84

I

i

I



Chapter Ti,o - Domestic Debt

2.10 Governn:ent Secu rities Trading

As shown frgure 2- 10, trading of Governmenl bonds has increased significantly since 2010 as

a result of various initiatives to improve secondary market activity lor bonds. Tumover was
Ksh 3l l, 660 million in 2016 compared to Ksh 294,320 million in 2015,

Figure 2-10: Trend ofTreasury Bonds Trading Turnover
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There was improved trad ing activity during the last quarter of the financial year 2015/2016
(Figure 2-l I ).

Figure 2-11: Treasury Bonds Trading, FY 2015 - 2016
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Figure 2-12 shows that trading activity was concentrated in the medium to long segments of

the yield curve with the bulk Jl ir in b"n.hrnurk maturities of 5 and I0 years. Active trading

isalsodepictedatthel2yearmatulitywhichrepresentsinliastructurebonds.l.hisoutcome
is a reflection of positive guin' ftotn tff""ti'" implementation of the benchmark bonds and

In frastruclure bonds Programs

Figurc 2-12: Bond "l'rading along (he 2015- 2016 Average Yield Curvc (Ksh Million)
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onO'r""n.",ing stabilily in the market (F-igure 2- l-3) 'fhe shape of
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F-igurc 2-13: Governmerrt ol'Ken1'a Sccuritics Yield Curve, ,lune 2016
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Source: Central Bank of Kenya

Increased issuance of benchmark tenors and reopening ofbonds has attempted to address

fragmentation problem, increased turnover in the secondary markel, lowered interest rales,

firmed up the yield curve and also minimized issuance costs as a result of narrow bond yield

spreads in the secondary market (Figure 2-14).In addition, there have been enhanced

subscriptions in primary market auclions and improved market confidence. With a well-

defined, stable and reliable yield curve, all issuers stand to gain in tern.rs of pricing new

issues.

Figrrrc 2-l.l: Evolution of Kcnya (jttvcrnmcnt llcnchnrarh lirnd Yicltls
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Belore 2007, Kenya's bond market was characterized by many srlall bonds of similar and/or

difitrent maturities scattered along thc yield curve. This bond fiagmentation phenomenon led

to an illiquid secondary mtrrket ([igurc 2- I 5), reflected by inlreclucnt trades and widc spreads

on the yiclds. The net result was an unstable and unreliable yield curve. with most inveslors

pursuing buy-hold rather than buy-trade strategies due to lack ol'rcliablc pricing nrechanism.

To devclop a robust domestic boncl market. it is irnportant to havc a rcliablc yield ctrrvc as a

lnnuul l'uhlit Dt'ht .\lurutgetnenl R('l)ot l. Ktn.tu' t'ntl .hutc )016l')
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pricing tool and the bond index as portlblio valuation tool' Bond markel iiagmentation

discouragcs the dcvelopnlent of thc yicld curve and bond index

Figure 2-15: Evolution of Kcnya Govcrnmenl Bond Yield Curvc
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Increased issuance of benchmark tenors and reopening of bonds has atlempted to address the

fragmentation problem, increased tumover in the secondary market (Figure 2-10)' lowered

inrJrest rates, firmed up the yield curve (Figures 2-13'2-14 and 2-15) and also minimized

issuancc costs as a result of narrow bona yietd spreads in the secondary market (Figure 2-l4)'

ln addition, there have been enhanced subscriptions in primary market auctions and improved

market confidence. With a well-defined, stable and reliable yield curve, alI issuers stand to

gain in terms of pricing new issues.

2.12 Interest Payments on Domestic Debt

lnterest and other chargcs on domestic debt increased to Ksh I 72'857 million by June 2016

from Ksh 139J27 mlllton by June 2015 (Table2-7) as a result of increase in domestic debt

stock. As a proportion of total domestic debt servicc by end ofJune 201 6' interest on

l.reasury bilis and boncls accounted for 21.7 per cent and 73.g per cent respectively. 'fhere

was minimal change in the ratios of domestic interest payment to domestic revenue and

expenditure during the period under review'

l{)
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Chapter Two - l)ontestic I)ebt

l'ablc 2-7: Intercst l'aynrcnts on l)onrcstic l)cbt (Ksh Million)

Treasu rv Ilills 11,055 19,505 26,897 24,714 3'7 491

1-reasury Ilontls 64,620 82,560 85,758 127,496
3,000(lll K (- orn nr issio n

Pre - 1997 l)ebt
000 3,000 3,106

t08,948
3,000

794
3,664

82,339 I l0,lti4 t 19,200 139.,72'l 172,857

I 1.9 12.7 IJ 11.5

8.7 ().2 9.2 8.5

2.5 2.4 2.4

9l .8

Othcrs crtlra l t

C

Domestic
I n tcrest/Expend itu re
Domcstic Interest/GDI'
I)onr cstic I n I crcst/'I'ota I

I n tcrcst

Source: National Treasury

1,698 I, t38 825
3,421 2,30t 2,240 4,077

,

0

(o"

90.9 88.4 80.7

lt /nnuol Puhlic Debt Managamenl llt:port, Kcn-tu. e rul .June 2016

I.1.9
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I
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3.1 Total External Debt

Public and publicly guaranteed (PPG) extemal debt stock has continued to rise over the last

Iive years, increasing to xsrr iiso,r98 million in June 2016 lrom Ksh l ' 423'252 million in

June 2015, a rise of 26'2 per cent ('fable 3 1 and Figure 3- l) The increase was attributed to

disbursements lrnrn "onr."r"Jl 
syndicated loans, multilateral and bilateral creditors as well

as foreign exchangc.at" mo'"ments Guaranteed external debt increased to 3 4 per cent of

totalext-ernaldebtasalJune20l6lrom3'lpercentatendJune20l5.

clIAPl-ltR 1'IIlttrli

[,XTIiITNAL DEl}T

-l'ablc 3-l : llxte rnal Dcbl by Crcditor 1'ypc (Ksh lvlillion)

199,950 2t7,970 248,636 405 .562 491 ,864

451 ,287 507,920 s93,39'.t 680,1 92 794,191

5 0,5 40 5 8,928 234,199 216,9

14.8 I I 16, 452 16,628 16,628

7 t 6,58ti tl00,025 1,093,28 4 1,379,319 l'735' 667

jt 432,37z

licrs Crcdits

Sub.Iotal
Mennronluttr iletn (guortt e

Ililateral

Multilatcral

Sub-l'olal
'l'otal Extcrnal
(including Public
gu ara nteed dcbl

Source; National TreasurY

/ 1 5q'1

3,791

39,667

3,8r0

l:,sii -

843,562

4t,218

3,943

39,495

4,439

cd ebt )

5 6.4 87

4.0,14

.17,383

76-1,971

43,221

I,138,505

43,934

1,123,252

60,531

I ,796,198

72 ,lnnttttl l'trblic l)ehl iltrttttgatncnl lltf)rt' Kttn)u attcl 'Jtttte )0 l6

,. 
(-'reditol'tvPc

llilirlu itl

\l rrllilrrter:rl

( ottrtttertial llltttlis

.lun-2012 .ltrn-201.1 .lun-201-1 ,lttnc 2l)l S .lurrc 20I (r

I

15,201



C'hopter 7.hree - Exlerntl Dchl

Figurc 3-l: Public and Publicll, Guaranteed flxtcrnal Dcbt by Crcdilor'l'ypc (Ksh
Million)
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-1.2 Slructurc ol l'ublic rrntl l'ulrliclr' (irrlran(cetl Iirtcrnal l)tl>t

As shown in Figure 3-2, the share of multilateral and bilateral creditors decreased from 59.6

per cent and 31.9 per cent as at end June 2012 lo 44.5 per cent and 30.5 per cenl as at end

June 2016 respectively. Debt owed to suppliers' credit ranged belween 1.9 per cent in June

2012 and 0.9 per cent in June 201 6.

The proportion of debt owed to commercial credilors increased to 24. I per cent in June 201 6

from 6.6 per cent in June 2012. The increase is attributed to issuance of the International

Sovereign Bond and contracting of syndicated loans.

..1trntul Ptthlic l)tht !\luna,qantnl lltPol l, Kan.ttt, t'tttl .lune 20162l

"F

548,35 r

432,3',t1

r6.628

3.2.1 Classification by Crcditor Cate gory



Chapter Three - E-rternal Debl

Figurc 3-2: I'PG Extcrnal Dcbt by Creditor Catcgory
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3.2.2 Classification by Major Crcditors

As at June 2016, the World Bank (lDA)' commercial lenders and China were the main

creditors a127.4 pq cenl,24 l per ccnt and 17 4 per cenr respectively A{DB/ADI;' Jap-an'

France and IMF were among o;her major multilateral and bilateral creditors (Figure 3-3).

Figure 3-3: PPG External Debt by Major Creditors

'. 2'7 Aot'
IDA

Commercial
China

ADB/AfDB
JaPan
IMF

France
GermanY
EECiEIB

SPain

Suppliers Credit
IFAD

Belgium
Others

2.4.ty.

.#f,fl10.0%
,- 5.1o/o

- 

4.7Vo

G 3.3o/o
ei l.'l!o
n'q |.2o/a

o.r, l.l%
.B 0.9Yo

- 0.'l%o

a 0.4o/o

f- 1.8%

t1.Avo

0.0% 5 .r)v. r0.0% t 5.ovo 20.0% 25.0% I0.0",'o

Source : Nittional 'l rc:rsttrv

3.2.3 Classification by Currency Structure

As at end oiJune 2016, the currency composition ol the external debt stock mainly

comprisedtheUnitedStatesDollar(USD),Euro,JapancseYen,stcrlingPounds(GBI,)and
ChineseYuan.l.heUSD,Iiuro,.IapanescYen,Cl]P,andChirreseYuanaccour-rtcdlbr60.4

24 Annttal Ptthlic l)ehl Mttnttgenant lleport' Kenlu antl 'ltrnc 20l6

r-
I



Chopler Three - E-rlentol Dcht

per cent, 22.1 per cent, 8.7 per cent, 4.8 per cenl and 3.5 per cent respectively while other

currencies accounted for 0.4 per cent of the portfolio (Figure 3 4).

The currency mix reflects source of funding but not an outcome of a deliberate debt

management strategy. A diversified currency mix mitigates against exchange rale risks on

external debt.

Figurc 3-4: Contposition of lixtcrnal Dcbt, end.Iune 201(r

YUAN, THERS, O,4%

YEN,8.7

{
cBP,4.8%

usD, 60.4%

Source: National Treasury

As shown in Figure 3-5, the dominant currency in 2010 was the liluro at 35.9 per cent while

the USD dominated in 2016 at 60.4 per cent due to various USD denominated loans

contracted during the period.

EUR,22.t%

2-s ,4nnual Public Debt Llanagement RcPort, Kettyu. end .lttnc 2016
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Figure 3-5: Trentts in Currency Composition of Extcrnal l)ebt
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3,-i MaturilY Structu rc

0
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i 5.4

1'he country's extemal debt is Iargely long term By end of June 201 6' over 63 per cenl of the

debt has maturity longer than l0 lears with only I l '4 per cent maturing within 4 years

(Figure 3-6). Llowever, Table 3-2 shows that the extemal debt with maturity of more than l0

y"Jrc nu, been dcclining while category of debt between I - l 0 years has been rising'

indicating hardening ofaverage external debt terms Longer average term-to-maturity of

loans allows the Sovernmenl more timc to repay its obligations'

l6 lnntttrl l'rrhlit Dtbt ,\lanuguttcnt lltlxtrt Kenlu anl 'lutrc 2016
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Chtpter Thru - Exteutol Debt

Figurc -1-(r: Outstantling Extcrn:rl l)eht by Maturitl,Struclurc, end,lune 201(r
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'[able 3-2: Outstanding External Debt by Maturitl,Structure
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Source: National Treasury

3.3.1 Average Terms of New External Loan Commitmcnts

Average maturity is one of lhe measures of refinancing risk. As at the end ofJune 2016, the

average maturity, grace period and average inlerest rate on new external loan commitments

were 20.3 year\ 6.2 years and 2.6 per cent respectively (Table 3 3). Overall, these are

favourable borrowing terms in line with the Govemment's extemal debt strategy of
contracting loans on highly concessional or "soft" lerms.

Table 3-3: Average Terms of New External Loan Commitments

'I'erms

..\r'e r:r ge lllturit\'(\'eiIr's)
(i rrrce l'eriotl (r cars)
.\r rragt, lnlcrtsl l{irtc ('2, )

.l rr rr t2

-o. J )). /
6.2 ri 0

0.rJ 1.2

i un-15
t8.I 2t.0

o.q
2.5

20.3
6.7
2.6

6.2
2.6

,4nnuul Puhlit Dcht Mantr,qantnt Rcport, Ktn.l,u. t'ntl .ltrne 20l6

Over l0 Yrs
61.gvo

.lrrnc l(llI .lunr, llll5 ,lurrr. l0lo

un-13 ,l un-l J
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-1.,1 Iixtcrnal l)cb t Strvicc

Multilateral -Pri49iPg
lnteresl
Sub
'l'ot:tI

Biliteial PrinciPal I 1,394

lnterest 3,5'70

Chapler Three ' Exlernol Debl

I 1.550 t3,149 t5,424
5,6415,5 80 4,881

I 5,91 2 l7,l-10 l{1,230 21,065

The total principal and interest payments on public external debt decreased to Ksh 78'583

million by 
"nd 

jun" 2016 from Ksh I 13,544 million by end June 2015 (or 30.8 per cent

decrease),onaccountofrepaymentoftheUSDollar600million(Ksh53bi]lion)syndicated
loan during the period under review (1'able 3 4)' Commitment fees paid on undisbursed loans

was Ksh 3,137.9 million during FY 201512016'

l'ahle 3-4: External Debt Service Payments by Creditor Category (Ksh million)
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3.5 ExtcrnalLoansl)isburscmcnts
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AsatendJune20l6,totaldisbursementsonexternalprojcctloansandA-l-Agrewby2S
percenttoKsh305,000millionfromKsh2g6,5T2rnillioninJune20'15(Table3-5)'

Table 3-5: External Loans Disbursements (Ksh million)
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('llr\I'TIilL l'OUlt

ON.LIiNT LOANS

.1. I I ntrod uction

On-lending is an arrangement where the National Government through the National Treasury

contracts loans from external or domestic sources and in turn lends to public enterprises. This

arrangement is guided by the following considerations:

i ) The public enterprise has a strategic role;

ii ) 1'he public enterprise has a weak balance sheet and cannot attract competitive

Iunding ; and

iii ) A public enterprise is undertaking a social welfare project that would be more

efficiently executed on behalf of the Government.

4.7 Stock of On-l-ent Loans

The outstanding on-lent loans increased by Ksh 375,396 million to Ksh 572,249 million by

end June 2016 from Ksh 196,853 million by end June 2015 (190.7 per cent rise). This

increase is altributed to new on-lent loans to transport, energy, roads and water sectors where

Ksh 359,597 million accounted for Standard Gauge Railway (SGR) and to revive the airline

industry (Table 4- l ).

'l uble .l-l: Stock of On-l.cnt l,ttans in (l(sh nrillion)

Etlucation

Wrrtcr urrrl I rrig:rtion

'l'orrrisrn

I,)ne rgy and Petroleum

I I .l 07.6

t ,23s.9l.'inancc

56.250 5

l r,088.9 I r,088.9

2,t10.2 1,08tt.4

40,131.4 49,387.6

r til .0 l8l .0

114,053.4 123,t32

r 81.0

363,179.0
107,2|.0

'l'ransport:rntl I n frlstru ct u rc

I'lanning and Devolution

Agriculture , Livcstock and
Fishcries
'l'rlrle :rntl lnrlustry

(-'oopcrltivr

.l()tal

SoLrr cc: Nal itina I 
-l_rcitsurr

572,24it.8

3,779.0 3,s82.5

8,757.0 8,757.0
8,751 .0

4 5:i.9

729.t

l,24t.t
7,561.5

46r.0

63
I8I ,287.3

t,26t.t

451 9

99l i
r 96,ri53. I

)9 Annrnl Ptrhlic Debt Managemcnl Reporl, Ken.t'u, erul .lune 20l6
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Chapter Four - On-l-enl Loans

4.3 On-Lent Loans (including Arrcars)

1'he outstanding total on-lent loan portfolio by end June 2016 was Ksh 609'883 million of

which stock, principal arrears and accrued interest accounted for Ksh 572'249 million' Ksh

24,63 I million and Ksh I3,004 million, respectively (Table 4-2)

Tablc 4-2: On-Lent Loans (including Arrcars) as at June 2016 (Ksh million)

Iiducation I l ,l 07.60 118.8 I 1,258.50

Finance

Wate r & Irrigalion
'f o u risnr

lincrgy & Petroleum

I ,23 5.90

s6,250.50

Ittl
123,1 32.s0

363,1 79.00

2.1

4,425.00

556.4

127.5

2,119.60

134

96.7

l ,366.1 0

63,395.l0
871.4

t23,t32.50
:or,:st.oo

I

I

115.9
1'rir nsport irnd
I nfrilst ruclu rc

lJ.7 5 7.00 10,71 5.60 4,843.80 24,316.40
l'litntring & l)cvolution

griculture , Live stock 7,241 .10 8,608.30 4,559.s0 20,409.00

.Q Fisherics 456.4453.9 1.2 1.3'l-ratl t an d Industry
'729.1 173.3 402.5 I.i0-1.e0

Coopcrativc
'fotal 572,24[t.tt0 24,630.60 13,003.70 609,883.00

.fable 4-2 shows that arrears on on-lent loans (wirh accrued inrerest) had accumulated to Ksh

37, 634 million by end June 20l6 To promote efficient management ofcosts and risks of

government debt, reduce non-paymeni ofon-lent loans and ensure debt sustainability' the

!orern*ent will support a strong institutional framework'

4.4 lleceiPts from On-Lent Loans

'l'hetotalreceiptsbyGovemmentfromon-lentloansamountedtoKsh4'gg0millionduring

Fy20l5/16, out of which rrn'i,:oo million was principal and Ksh 2,683 million was interest

.jouice: The National Treasury

(1'able 4-3 )

l0 ,.lttrtttttl l'uhlit Dabl lltttut,qenent lleport Kan.tu ':nl 'Jttne ')l)l6



Chapter Four - On-Lent Loans

'l-able 4-3: Receipts from On-Lent Loans, by End June 2016 (Ksh nrillion)
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lncreased demand for quality and alfordable services from citizens in transport' waler and

sewerage, health and energy has led to the Government to look for alternative sources of

financing which does not directly impact on Kenya's debt porlfolio and associated risks'

To this end, Kenya has seen th; growlh of private sector financing public investments

through the Private Public Partnership (PPP) initiatives'

The ppp moder has faciritated public investments funded by the private sector in the area

power generation and pro'ision of medical equipment services in public hospitals (-fable

5 l). In the pipeline, u'" ,'o1t*' in roads' *ater and education sectors to be funded

through the PPP initiatives'

Table 5-l: Public Private Partnership (I>PP) Projects and termination tcrms -

('llAl''l'lall l-lvE

FISCAL COMMITMENTS, CONTINGENT LIAI}ILITIES AND

PUBLICLY GUARANTEED DEBT

5.1 Fiscal Contmitments and Continge nt Liabilities

5.1.1 llecogniz-ing Potential Iriscal llisks

Kcnya

Total Project Cost

depreciated at 50^ Per

annum.

Expenses incurred bY

the Seller as a result ol'

termination.

Net Present Value of 5

Years profits at I 070

discount rate

16025-year Power

Purchase

Agreement on a

Build, Own, and

Operate (BOO)
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geothermal
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I
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n47) [-ake 'l'urkana

Wind Power -
100 Mw
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for.\ iflo!r n t.
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The wind
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on BOO basis in

l-oyangalani,
Marsabit

County. on a 20-



year PPA with
Kenya Power.

Net Present Value of 5

Years profits at I 070

discount rate.

tofi Total Project Cost

depreciated al 5o/o per

annum.

Expenses incurred by

the Seller as a result of
termination.

Net Present Value of 5

Years prolits at l0%
discount rate.

Euros 16.3

m illion
3 Guli Power -
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The Heavy Fuel

oir (HFo)
power plant is

being developed

on a BOO basis,

in the Athi River

region, on a 20-

year PPA with
KPLC.

Total Project Cost

depreciated al 5Vo per

annum.

Expenses incurred by

the Seller as a result of
termination.

Net Present Value of 5

Years profits at 1 070

discount ra1e.

The Heavy Fuel

oir (HFo)
power plant is

being developed

on a BOO basis,

at Kitengela
near the Athi
River area of
Mavoko, on a

20- year PPA

with KPLC.

i56.51

Euros l7.l
million

146 Total Project Cost

deprcciated al 5Yo pet

annutn.

Expenses incurred by

rhe Seller as a result of
termination.

Net Present Value of 5

Years profits at I 0%o

discounl rate.

5 Thika Power -
87 MW

The Heavy Fuel

oir (HFo)
power plant is

being developed

on a BOO basis,

in Thika, on a

20-year PPA

with KPLC.

Deemed

Ilnergy
Payment US$

26.8 million

'l'he wind power

plant is being

developed on a

BOO basis in

South Kinangop,
Nyandarua

County on a 20-

150 Total Project Cost

depreciated al 5Yo pet

annum.

Expenses incurred by

the Sellcr as a result of
termination.

(, Kinangop
wind Power -
60.8 MW

.,lnntrul Public Deht l4unagentenl llcport, Kt'tt-vr. eni .lune 2016

No. \ittnr: l'r oi((t
l)r'r(r il,ti0

l'r oicrI

(srrilli(,r')

.\filouIl li)r'li rfirinntirn I'xvllrrrt
(drt:irll l)) (;r'li )

( )l'lil,r I i(,n l0r'
fi\r(l ('itl)il(il_l'

l':rllll rr ls(.\ n n ltxl)

1'riumph
Power -

82MW

us$ 24.5

million
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Net Presenl Value of 5

Years profits at I 07o

discount ratc.

year PPA with

KPLC.

us$ 70.98

million
Total Project Cost

depreciated al 5oA Per

annum.

Expenses incuned bY

the Seller as a result of

termination.

Losses incuned bY the

seller

558[)escription:20
year - BOO

1

I:uros 19.7

nrillion
155

It

rJSs 5.3

million

Net Present Value o

Escalabe CaPacitY Charges

for the remaining Period to

the expiry of the term

discounted al l2Vo Per

annum

f Non-

None50

20 year - BOO

l0 Years-llOO

Orpower

Olkaria III
Geothermal

Power Plant -
129 mw (lst
Plant 48MW,

2nd Plant

36MW,3rd
I'lant l6MW),
and 4th Plant

29Mw)
Rabai Power

Plant- 90MW

Mumias
Bagasse

Cogeneration

Power Plant -
35MW

9

Ksh 2.209

million
None114Kipevu Ill-

l20Mw
I0.

Kipevu Il
Power plant -

74 MW

Located in
Mombasa ncxt

to Kilindini
scaport, the

Llcavy Iruel Oil
(llFO) porver

plant is on I}OO

85 Net Presenl Value of
Non-escalabe CaPacitY

Charges lor the

remaining period to the

expiry ol the term

discounted at lOYo Per

annum.

r.JSs9.62

millionI t.

l.l ,4ttrtual PLthlit Dcht l'lanage ment ll(Port Kant'tt r:r 'ltrttt )()16

Obligrtion for
lix c(l ( flpxtitIlrltfitltlt l)l (;,' l\ I

l'll)'rrlcnt

l-ocated at

Kipevu in

Mombasa, the

diesel power

plant is on a

BOO basis for a

20- year period
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basis a 20-year
period

Expenses incurred by
the Seller as a result of
termination.

The value of the stock of
fuel and other

consumables and spare

parts at the Plant

t2. Imenti tea

Factory

Limited 0.28

MW

Feed in TarilT
Power Plant on

a BOO basis

Nonc None

13. Power

Technology
Solutions Ltd.
Gikira
K ianj ora

Small Hydro
Power

Stations

0.5l4MW

Feed in Tariff
Power Plant on

a BOO basis

None None

14. Rift Valley
Railways

Provision for the

concession of
Kenya- Uganda

railway lreight
and passenger

services

389 The lesser of:
l. Concession Fees for

the previous 2 years

2. US$ l0 Million

None

t5 Kenyatta
universilv

student Hostel

Development of
students Iiostels
to accommodate

6,000 students

The private

party will
design, build
and operate the

hostels for a

minimum period

ol25 years.

52s COK Letter of Support

covering political risk
events:

o Total cost ofthe project

depreciated al syo p.a,

. NPV of 5 years profits
at I 0o% discount rate,

. l00o/o occupancy

guarantcc provided by

the KU

Nonc

Source: National 'l rcasury, 201 7 Budgct I,olicy Sratenrent

l5 ,lnntul l'trhlic Deht t\hutuyt,ntt'nt llL,l)t)rt. Kot.tu, ttkl ,llnL 20l()

No. l'rojr(l \rrnr( I'rojcc(
I)esclilrliorr

l>roj rct
\ra lut._
(Snrilli,,',

,tnroullt lbr 'l errtlinxliol| l'Nytne t
((lcfnult I'y (;(,t\)

()lrlig:rliorr lirr
firr:rl (':rp;rciil
l'urrl ! t\(.\ rr Dtr:t l)



Chopter Iive ' Fiscal Conmilments' Contingent Liabitities and Publicly Guaranteed Debt

Challenges havc, however, emerged from the internatronal arena that Kenya is no

exceptional with regard to tiscal isks inherent with the PPP initiatives 'fhese implicit

financial obligarions utt not toptu"d in financial debr.statistics or accounting protocols

until they crystalize. The obliiations have proven to be potenr Frscal risks due to their

off-balance sheet nature fheir occurrence can trigger a substantial funding call on

government financial resourccs thereby undermining the implementation of governmenl

projects as approve by Parliament'

5.2 PubliclY Guaranteed Debt

Publiclyguaranteeddebt,rcl-erstothedebtowedbyNalional(lovernmentpublicentities
and County Governments to both for"ign and local creditors but guaranteed by national

*"r"-r"", 'l-he debts may be denominated in domestic or foreign curency'

5.2.1 Stock of Publicly Guaranteed Debt

As shown in Table 5-2 the total outstanding Government guaranteed debt increased by

Ksh 16,597 million to fsn Ooj:O million by June 2016 from Ksh 43'933 million bv end

June 2015. This increase i' tuinty attributed to disbursements of Ksh 8'l?0 million and

Ksh 6,243 mirion from Germany and Japan for projects under KenGen and Kenya Ports

AuthoritY resPectivelY'

.lttnttttl l'trhlic Dchl t\letttttgt'ntc lIlcpot'l Kctt-tu ar 'ltn'' )l)16
lr)



'l-ablc 5-2: Stock of I'ublicl1, Guaranlee d l)cbt by ,f unc 2016 (Ksh Million)

Nairobi City County 1985

Kenl'a Broadcasting
Corporation

1989

'l rlliorrr I(elrl rr l,trl 1990

Umoja ll Housing
Project

KBC Modernization
Project

Purchase of
Microwave'['elephone
Systenr
Tana Delta lrrigatiorr
Proj ec t

USA 146

J apan 1 q 1,1

Canada 3s3

Japan t,191r 990

3,584

l5l

1,526l.ana and Athi ll.ivcr
l)cvcloprncnt Authority
East African Portland
Cemcn t

I(cn(ien l,l tl

Cement Plant
Rehabilitation Project

Mombasa Diesel
Generating Power
Project

Sondu Miriu
Hydropower Project
Sondu Miriu
l{ydropower Project II

.la pa n 2,226

Japan 4.442

Japan 4.268

-lapan 9,1 86

1990

I 995

1991

96

4,048

3,950

IJ

2004 8,98 t

2007 Sondu Miriu
Hydropower I)roject -
Sang'oro Powcr I)lant

Japan 3,67 t 3,660

lnnual Public Debt Management Report, Kenya, end Jur

,\!lcnL1\' Ycar' [)urposc Lri lltu loirrr ( rctlilor Jun- ] -l .lirr- 1.1
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Kcn-va I)orls Authorit-v 2001 Mombasa Port
Modernization Project

jOOt Kenya RailwaYs
Concessioning

9,608 13,167

3,870 3,943

Unutilized LJ nutilized

Unutilized Unutilized

Japan

IDA
l(cn1 a llailu'a1s

Kenya F'armcrs
Association

National Cereals &
Producc lloard (GSM-
r02)
l'otal

2005 Revival of KIrA I-ocal
banks

- "'"^i;'"- uSA2009 Importatron oI
under GSM- I 02

Source: 'fhe N ational Treasury

43,537 13,221

1d Annual Public Debt Management Reporl' Kenya' end Jur

Ycar I'ltrPosc tll'tltc lolitl ('r,.:tlilor Jun-ll Jun-14

,-olo-_-otk*iu 
Unit 4and5 JaPan

Geothermal Power
Project

iOrO Rehabilitation and GermanY

ExPansion of the

HYdroPower Plant
Kindaruma

201I Rehabilitation and GermanY

UPgrade of the

Geothermal Plant

Olkaria

4) 42

L
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5.2.2 Paymcnts b1, lhc Governrncnt on Publicll,Guaranteed Dcbt

During the FY 2015/16, Government paid Ksh 1,050 million as called up guaranteed

debts owed by public enterprises who were in financial distress. As shown in Table 5-3,
Tana and Athi River Development Authority (TARDA) and Kenya Broadcasting
Corporation (KBC) accounts for 28.3 per cent and 71.7 per cent respectively of the

payments made in 2015116. The PFMA section 6l and the regulations to the PFMA
section 201 require that any money paid by the National Treasury in respect ofa guarantee

shall be a debt to the National Government and is recoverable from the borrower whose
Ioan was guaranteed.

Tablc 5-2: Payments by the Government on Guaranteed Debt (Ksh million)

CCN 42.5

TARDA 229.4 185.3 414.1

KBC 504.2 504.2
'fotal 21t .9 504.2 r 85.3 961.4

20t2tr3 CCN I7.8 3 8.5 16.3

ARDA I 91.4

KBe^ 461.8

158.7

t97.2

400.4

400.4

352.1

8Z)2
1,290.6I'otal 231 .2 461.8

2ol3t14 CCN 31.7 l8. r I5.8
302.3TARDA 154.8 147.5

KBC 360.7 3 73.8 734.5
'fotal l s4.8 398.4 1 85.6 373 .8 I ,t 12.6

2014/15 CCN
1'ARDA

3 8.8

t42.4
40.0

t30. I

78.1

l

I

I

t

KBC 324.7 338.9

272.6

663.6
'lotal

1 8l .2 324.7 170. I 338.9 1,014.9

CCN201sil6

Kt]C

,I'AI{DA
148.22 148.53 296.75

355 .7 5 397.12 '153.47

148.22 355.75 r 48.53 397.72 t,050.22Total
Source: The National Treasury

l9 .ltrrttrul l)trltlic: Dtht t\lunagcnrent R(l)ot t, Kt'n.ttr. ttnl .Jtrnt )() l6

llorroryer Qutrrtcr Quarter ()rrartcr Quur{er 'l-otal
TI III IVI

42.5

I



CI'IAPT!]II SIX

DISPUTBD BXTERNAL COMMERCIAL DEBT

6.1 Background

Kenya,sdisputedexternalcommercialdebtisestimatedatKShl6,628millionorl.2percent
oftotal public debt ar end June 20l5 ln August 2004' the Government suspended payments

pending verification ofthe amount due on each of the eighteen ( 18) suppliers' credit contracls

whichoonstitutesexternalcommercialdebt.Soonaflerthesuspension,lheControllerand
Auditor General undertook a special audit on eighteen (18) suppliers' credit oontracts as

lollows:

l. Eleven (1 l) contracts that are in dispute;

2. Three (3) contracts thougtr iully paii by the Government' relate to projects in dispute as

under (1) above; and

:. f"r. tii'"""tracts in which the creditors voluntarily retumed all funds paid by the

Government

In four (4) of the eleven (l l) suppliers' credit contracts in dispute' the creditors sought legal

re.dressincourtsorarbitration,,inUK,TheHagueandSwitzerlandlorbreachofcontract.ln
response, the Govemment engaged reputable and experienced international law firms to

represent its interest.

InFebruary2005,theEthicsandAnli-corruptioncommission(EACC)beganinvestigations
on these contracts. Although some progress has been made' the pace has been slowed down

by court orders that have prohibited EACC from carrying out investigations in some areas'

6.2 Audits on Bxternal Commercial Debts

The Controller and Auditor General's Special Audit Repofl was tabled in Parliament in May

2006. The findings indicated that procurement laws and regulations were violated in the

contracting process, that the projects were overpriced and in most cases' no credit was

extended by the creditors. fi. n"pott recommended that professional valuation of works'

goods anrl services be carried out to determine value for money'

ln January 2007,lhe National 'freasury contracted Pricewaterhousecoopers (PwC) to conduct

forensic audit and valuation. PwC submitted the forensic audit and valuation report on 3151

JuIy,2007. 'lhe PwC Report established that thosc contracts were procured in an irregular

mannerandthatthepricing,financing,andothertermsofthecontracldonotreflectterms
obtained on aLm's Iength commcrcial transactions'

Specitically, the PwC RePort cited:

i ) Signiticant ovcrPricin g

ii i Seiious cont.a,entions of Kenya public expenditule law

iii i Circurnstantial evidence that these contracts were corrttplly procured

40 'rhttttrcrl Pthlic Debt l\4unagcmcnt lleyxtrt' Kenyu e nd 'lune 2016



Chapter Six - Disputed External Commercial Debt

i, ) Evidence ofpre-financing (i.e. upfront payments) by the Government but
paying interest on own funds.

v ) Under-delivery ofsupplies provided under the contracls

As a precautionary measure, the Government sought to eliminate financial risk exposure on

Promissory Notes issued under seven (7) contracts. The Minister for Finance, in consultation

with the Attorney Ceneral, issued a Caveat Emptor in December 2007 informing all parties

that the underlying contracts were fraudulent and hence the Promissory Notes were illegal

and the Government would not honor them. The Caveat Emptor was circulated to banks

worldwide through Society for Worldwide lnterbank Financial Telecommunication (SWIFT)

and placed in the local dailies.

6.3 Government Position on Existing Commercial Debts

The Government is committed to resolving the dispute on the oulstanding external

commercial debts on the basis of fair value received by the Govemment on each contract as

determined by independent valuers and based on legal advice. On the other hand, the

Government will take legal measures to recover from the suppliers any payments over and

above the fair value received. Four of the I I contracts in dispute have been successfully

resolved. Resolulion of the remaining projects is on-going. To achieve this, there will be

enhanced co-ordination by state organs including; State Law Office, Ethics and Anti-
Corruption Commission, Directorate of Public Prosecutions and the National Treasury.

Some key lessons have been learnt on this matter referred to by lhe media as the "Anglo

Leasing" scandal. Firsl, weak institutional arrangement of public debt management

undermined accountability and transparency in the contracting, disbursemenl and payment

processing ofexternal loans. To address this wcakness, the Goverrunenl has embarkcd on a

comprehensive public debt management reform prograln to set up a fully lunctional Pub!ic

Debt Management Office (PDMO) at the National 'freasury responsible fbr all matters

relating to public debt.

Second, inadequate public financial management system weakens budget formulation and

implementation. This partly explains payment of suppliers' credit contracts against under-

deliveries. Public Financial Management Reforms have been undertaken to strengthen the

budget, accounting and control systems in National Government.

l'hird, weak legal framework on public procuremenl permitted single sourcing on account of
national security conccrns. Whereas restricted tendering system or single sourcing is not

wrong per se, it can be subjcct to abuse in absencc ofrobust fiamework ofchccks and

balances. This matter has to a large extent been addressed in the Public Procurement and

Disposal Act.

Finally. lack of lbrrnal debt policy and strategy that guides debt managenren( operations

created fiscal risk lhrough high cost borrowing to finance non-priority cxpcnditurcs. As a

)ttttturl l'ttblic l)tb/ lvlunttycntr:nl Rrl)ot t Kett.t'Lt. t'tul .luttc l0l6.ll

6.4 Lessons Le:rrnl fronr Extcrnal Comnrercial Dcbt
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remedial measure, the National Govcmment prepares an annual Mediunr Term Debt Stratcgy

(MTDS) that indicates the preferrcd borro*ing sources and levcls to finance the budget

deficit taking inlo account <iebt susrainability ln terms ofcost and risk Specilically' external

commercial borrowing will be contracted transparently liom reputable financial institutions

or through issuance of lnternational Sovereign Bond as was done in June and l)ecember

2014

.12 .ltttttttrl l'trltlic Dthl ll[(t!(Igtnttnt llL'Po] t Kctt.ttr ':ttr'l 
lttttt' )016
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PUI}LIC DI]B'I- S'IIIATEGY AND DE,I]T SUSTAINABILITY

1.1 Public Dcbt Strategy

1.1.1 Thc Mediunr Ternr Dcbt Management Stratcgy

The Kenya Government through the National 'l'reasury prepares the Medium Term Debt Management
Strategy (MTDS) in line with section 33 of the Public Finance Management Act (PFMA). The Medium
Term Debt Management Strategy (MTDS) is a useful public debt mana8ement tool that recognizes the
cost and risk trade-offs in setting sustainable borrowing limits and ensuring that debt is serviced under a
wide range of shocks without risk of default. The aim of the MTDS is to achieve the debt management

objectives enshrined in the PFMA as (a) to minimize the cost of public debt management and

borrowing over the long-term taking account ofrisk; (b) to promote the development of the market
inslitutions for Government debl securities; and (c) to ensure the sharing of the benefits and costs of
public debt between the current and future generations.

ln FY 201 5/201 6, the Covernment's debt management slrategy was to borrow 55 per cent of
its financing needs from domestic sources focusing on medium term inslruments and 45 per

cent from extemal sources, composed of28 per cent concessional, l1 per cent semi

concessional and 6 per cent on commercial terms. This strategy was arrived at after

considering alternatives as presented in Box I below.

llox l: l-\/ zlll5ll6 iVIItl)ll.rN'l 'l'l,lltM l)lilll' Mn NA(;liMlilNl'S l'lrAl'licY (M1'l)S)

I. AltcrnativeBorrowingStrategies
The FY 2015/16 MTDS evaluated the following five (5) possible debt financing strategies (Table 7- l):

l. Strategy I (S l. FY 2014/15 MTDS) was the prelened strategy in 2014 and assumed 40% external

mainly fron.r concessional borrowing and 600/o domestic financing. The concentration ofissuance with

5 and l0 years maturities assumes an initiative to reduce cost of domestic debl associated with longer

dated securities.

2. Strategy 2 (S2. FY 2015/16 MTDS, more concessional external borowing) assumes 45% gross

external financing and 55oh gross domestic financing. Concentralion on more concessional debt to

reduce cost.

3. Strategy 3 (S3. Medium to long-term domestic borrowing) maximizes domestic borrowing assuming

600Z ofgross financing needs is from domeslic sources, especially issuance of medium to long-term

debt securities.40To gross external financing needs would be met by the same sources.

4. Strategy 4 (S4. More domestic borrowing) assumes 357o gross external and 657o domestic financing.

Extemal borrowing from concessional and semi concessional creditors.

5. Strategy 5 (S5. Semi-concessional external financing). lJnder this strategy, domestic debt is 65% while

external debt is 35% nrainlv from semi concessional sources.
'l'ablc 7- I : ..\llcrn ltivc l)r:bt i\{ana gcnrcnt Strrt ttgics

,,lnnuul l'ublit l)cbt i\lLttu t.qt nrc tlt ll(porl. Ken;u, encl .lune 20164.1



Chapter Seven - Public Debt Strategt and Debt Sustainability

L,nvis:tgctl Nelv tlcbt

20t 5/l6
M'I'DS

s/

Conccssional
cx tcrn tl dcbt

S2

More
domcstic dcbt

S3

Mcdium term

domcstic debt

S4

Sem i-

concessional
extcrnal

dcbt

S5

Domestic
l -vear
2-vear
5 -vear
l0-vear
I 5-vear
20-vear
External
Concessional
Semi-concessional

600h
9Vo

t0%
| 4Yo
4.4

t5%
7Yo

40'h
26%

8%
60h

55"/"
6V"
8%

13o/o
4%

l3Yo
1t%

45o/"
28%
I lYo

600/"
5%

l00h
l4V.

5%
t4%
l30h
40"h
21%
t3%

60/0

650/"
5%

I lok
| 5o/o

5%
l5%
t4%
35'h
19%
9%

65"/"
looh
1l%
| 50/,

5%
l4%
t0%

35',h
8%

2l%
6 6

6o/n

o crcl
II. FY 2015/16 MTDS

After analysing the strategies, 52 was identified as the optimal strategy which entails:

557o domestic financing and 45Vo external financing;

The domestic bonowing will be on medium term basis; 
ral terms

Extemal borrowingwill comprise of 28Vo on concessional terms' I l9lo on seml concesstor

while 6% will be contracted on commerc

Source: FY 2

ial tcrms.

015 /16 IYITDS, National 'l'reasurY
-__)

1.1.2 Implementation of thc FY 2015/16 MTDS

Asshownin'fablc''-2,thereweredeviationsolactualfinancingmixoutturncomparedto
M.IDS plan in ljy20l2/l3, t,y20t3/14, l-y2014/15 anct FY2015/16. With exception ol

budgct for FY201l/12, the proportion ofexternal financing in the budget plan has always

bcen higher and domestic debt financing lower than the proportions included in the respective

MTDS tiocuments. For instance, the 20;5/2016 M'I'DS envisaged external and dome-stic

nnon.lng in the proportion ot'45:55 whereas the actual outturn was 6l:39 respectively'

'I'able 7-2: l'lannctl Nct l''inanc ing undcr M'l'l) S arrd r\ctual Outturn (Per cent)

Ixtcrna M'II)S
Actual

I)e v iat io n

l)orncstic N4 Il)S
Actttrti

Dcvintiorl

Stlttrcc: Natlonal I lc;tsLtrl

30

30

0

1o

70

0

35

57

-22

65

13

22

6l
-16

.
55

39

io

-.tl .,lnntutl l'uhlic Dtht lhtttttgtme tl lleporl' Kertl'u entl 'lunc 2(l l6

I

-10 'li
() il 6-l

lS - le
(,o : )

ls l')
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7.2 I'u bli c Debt Sustainability

'l'he Kenya Govemment through the National Treasury endeavours to maintain public debt

and obligations at sustainable levels in line with section l5 (2) (d) ofthe Public l;inance

Management Act (PFMA). Public debt sustainability is the ability of a country lo service its

debt obligations as they fall due without disrupting its budget implementation.

Kcnya use the Debl Sustainability Framework (DSF) developed jointly by the International

Monetary Fund (lMF) and World Bank (WB) to conduct Debt Sustainability Analysis (DSA).
'l-he DSA conducted jointly by the IMF, WB and Govemmenl ol Kcnya in March 201 6

concluded that Kenya's debl was sustainable. The DSA compares debt burden indicators to

indicative thresholds over a 20-year projection period. A debt-burden indicator that excecds

its indicative threshold suggests a risk ofexperiencing some forrr ofdebt distress. There are

four levels of the risk ofextcrnal debt distress as follows:

i ) Low risk - when all the debt burden indicators are well below the thresholds;
ii ) Moderate risk - when debt burden indicators are below the thresholds in the

baseline scenario, but stress tests indicate that thresholds could be breached if
there are extemal shocks or abrupt changes in macroeconomic policies;

iii ) High risk - when one or more thresholds are breached under the baseline
scenario but the country does not currently lace any repaymenl difficulties; or

iv ) Debt distess - when the country is already experiencing difficulties in
servicing its debt.

Under the DSF, countries are classified into one of three policy performance categorics
(strong, medium, and poor) using the World Bank's Country Policy and Institutional
Assessment (CPIA) index, which uses different indicative thresholds lor debt burdens
depending on the quality of a country's policies and institutrons (Table 7-3 ). Kenya is rated a

strong policy performer and as such is subjecl to the lollowing thresholds.

'l'ablc 7-3: External Dcbt Sustainabili[' Thresholds

GI)P Exports llcvcnue Exports llevcnuc

Strong Policy Performcr 50 200 .r 0()

Source: IMf'Country Repon No. l6185, March 2016

7.2.1 Ilxternal Debt Sustainabilitv

As shown in Table 7-4, as a strong policy performer, Kenya's external debl is within
sustainable levels attributcd lo among others, stable macroeconomic environment.

-15 .lnntnl l'uhliL l)ebt r\.lonugcnrcr llelxtrt, KL'tlt,d, L'tkl .Jtttt( )016
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'l able 7-4: Ilrtcrnal l)tbt Strst:rinabilit) lndic:ltors

tnaitirtor . -' . . ' 't'ltrcshota 2015 ' 
'016 

20lT 2019 2025

Nl,V ,f ttc5t-to-(il)1, ralie 50 :'1 '1 l l l{ l'l'tt l4 '} -l: li

NI)V .f tlcht-t o-cx l)o rts rxlit) 20() l ll'i 5 l'lo'9 1 -13'8 lll l l l0 I

I Nl,V el'rlcbt-to-r6'cnrtt rati1; 300 109'5 n)2 Illt 6 II'1'5 109 l

l'l'(l l)cbt scrlicc-to-crl)(trts 25 64 Ii'0 l4'1t 1l'9 \)7

ratio
l'ltG I)ebt s crvic c-t o- rcv en u c

ratio
Sourcc: IMF CountrY RePorl No

Nl'V of public sccl{)r (lcbl-to-

revcn u c ratio

NPV of Dcbt as 7" of (lDP

Nl'V of Dtbt as "/o of llcvcnuc

[)cbt Scl'vicc as %t rlf l{cvclruc

Sourcc: IMF CountrY l{cport No

5.9 6.9 t21 I I'9 8 l

Overall, Table 7.5 shows that Kcnya's public debl is within. sustainable levels over the

medium term and well within il i;;*;;;i h*it ;f cDP in NPV terms in line with PFMA

regulations and the requirem""i, "i il" Easl Africa community (EAc) convergence c.te.a'

1 .2.2 Public Debt Sustainability

l'ablc 7-5: Public Dcbt Sustainabilitl' Indicators

N l'V of public scctor dcbt to 14 458 48.3 48.5

(;l)P ra tio

22

I 6/85. March 201 6

48 l
2:i 1.8

l0 104

l()r85. Nlitr(h 20l(r lnd Nltliottltl Ircilsttlr

47.9 40.9

300 23l.tt 231 .8 232.0 224.5 187 6

30 2().1 29.4 14 1

l)cbt scrvicc-to-rcvcnllc rIl rl

grants ratio
Source: IMF Country RePorr No. l6/85. March 2016

As part of sensitivity analysis as shown in T

subjected to a borrowing shock oI l0 per cen

able 7-6. the debr sustainability indicators are

t of GDP as a worst-case scenario l'he results

show that even with this shock, the debt burden indicators largely do not breach the debt

sustainabilily thresholds in the n.lcditllll term ln 2016, evcn though the debt servlce as per

cent of revenue indicator was higher than the thresholtl ol 30 pcr cent, the fiscal deficit was 7

2 per cent of GDP which was lower than the amount ol shock at l0 per cent of GDI)

Tablc 7-6: ScnsitivitY Analysis for KcY lndic:rtors of l'ublic l)cbt

58
272
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LEGAL FRAMEWOITK ON I'UBI.IC DEBTMANAGEMENT

u.l Provisions under lhe Constitution

8.1.1 Public debt as defined under the Constitution

Public debt is all financial obligations attendant to loans raised or guaranteed and securities

issucd or guaranteed by the national government. Public debt is a charge on thc Consolidated

Irund, but an Act of Parliament may provide for charging all or part of the public debt to other
public funds. The relevant legislation with regard to public finance management in Kenya is

the Public Finance Management Act of 2012.

8.1 .2 llorrowing by the National Governmcnt

Parliament may prescribe the terms on which the national governmenl may borrow and

impose reporting requirements. Parliamenl may request the Cabinet Secretary responsible for
Finance to present information concerning any parlicular loan or guaranlee. The information
may consist of:

. Extent of the total indebtedness by way ofprincipal and accumulated interesl;

. The use ofthe proceeds of the loan; and

. Provision made for servicing or repaymenl ofthe loan.

8.1 .-i Borrorving by Counties

The two important conditions for a county government to qualify for own borrowing are;

possession ofnational government guaranlee and approval of the bonowing by the county
government's assembly (Section 2l 2).

ll.l..1 l,oan gulrantecs by national gol'crnnrcnt

Parliament shall prescribe terms and conditions under which the national government may

guarantee loans and a report on guarantees issucd within a financial year will be published

within two months after the end of the year.

8.2 Public Finance Management Act (PFMA)

The PFM Act has consolidated all pre-existing laws on Public Financial Management. ln the

area ofpublic debt management, the Act repealed the External Loans and Credit Act, the

Internal l-oans Acl and the National Government Loans Guarantee Act which provided a

legal lianrework for Government to raise loans outside Kenya, within Kenya and to guarantee

loans cxtended to public entities, respectivcly.

,lnnuctl l)ublic l)eltt lVuttttgcntcttt llcytrtt t, Ktntrr. antl ,luna 20l641



Chuprer Eight - Legal Fromework on Public Debl Managenrenl

The Act provides for a number of reforms with respect to management and control of public

finance including public bonowing as follows:

a) section I l: Establishment of the National rreasury (NT) headed by the Cabinet secretary

to be responsible for fiscal policy and managing public finances'

b) Sections 25 and 33: NT to i"pui" and submit to Cabinet the Budget Policy Statement

(BI'S) and l)ebt Management Strategy by l5th February each year' Thereafler' Parliament

shall<liscusstheBPSandMtnswithin2weeksandNTwillpublishthesamewithinl5
days.

c) Sections 28-29:NT to establish a Treasury Single Account (TSA) and associated cash

management framework'

d) SectiJns 47-65: Prescribe for the receipt and the use of grants and loans' guaranteelng

loans,lendingmoney,enteringintoderivativetransactionsandtheestablishingofafully-
fledged Public Debt Management Office (PDMO) in the NT'

Sections4Tand48providesfortheconditionsforreceivinggrantsanddonationsbyNarional
Governmentoritsentitiesotthi'dpu'ti"'aswellasregulationsontheadminislrationofthe
same.

Section 49: Authority for bonowing by the National Government

'fhe Cabinet Secretary for Finance may' on behalf of the national government' raise a loan

within Kenya or from outside Kenya only if the loan and the terms and conditions lbr the

loan are set out in wdting and in accordance with:

' The fiscal responsibility principles and the financial objectives sel out in the

most recent Budget Policy Statement

' Debt rn-ug"t"lt strategy of the national govemmenl over thc medium term

Section50providesfortheobligationsandrestrictionsonnationalgovernmentguaranteeing
and borrowing.'Ihe national go""'rn"n' may borrow money in accordance with PIrM Act or

any other l.gi.lution and shali not exceed a limit set by Parliament The national govcrnment

may borrow money only tbr the budget as approved by Parliament and the allocations for

IoansapprovedbyParliament..lh.g-,u,unt..ofdebtshallbedoneintelmsofcriteriaagreed
withthelntergovernmentalBudgetandEconomicCouncil(IBEC)andprescribedin
regulations approved by Parliament' In addition' the Cabinet Secretary may' by regulations

approved by Parliament, establish a sinking fund or funds for the redemption ofloans raised

under this Act by the national govemment'

Section 5l contains provisions for borrowing by national goverrunent entities where a

national government entity may borrow in accordance with PI:M Act or any other nct of

I,arliamenl. A national government entiry shall obtain the approval ofthe Cabinet Secrelary

for its intenrled program of borrowing, refinancing atld repaymcnt of loans over the mcdium

term: and lor the forthcoming linancial year, prior to the beginning of that linancial year'

[-IndcrScction52.personsauthorizedtoexecutcloandocurlentsatllationalgovenln]ental.e
thc cabinet Secretary or any pcrson designatccl by tlrc C'abinet Sccretary. rcct:ttnttng o['liccr

4ll Atttttul I'ublic Dchl lrlunugamenl RcPot'l Kcttlct' tnLl lunc 2016



Chapter Eight - Legal Franteu,ork on Public Debt Management

responsible for a national government entity, or any other specified officer authorized by
legislation to execu(e loan documents on behalfofthe entity.

Section 53 provides for issuance olsecurities by national government where the national
government may issue national govemment securities, whether for money that it has

borrowed or for any other purpose, only in circumstances expressly authorized by the PFM

Act.

Section 54 provides that no duty is chargeable under the Stamp Duty Act lor the issue ofa
national govemment security.

Section 55 establishes the office of the Registrar of the National Government Securities

which shall be an office under the Public Debt Management Office. Securities issued by or

on behalfofthe national governmenl shall be published and publicized.

Under Section 56, the national government may enler into derivative transactions, either

directly or indirectly through an intermediary, but only within the framework and limits of
the Budget Policy Statement and in a rnanner prescribed by rcgulations.

Section 57 aliows the national government to lend money but only in accordance with terms

and conditions prescribed by the regulations approved by Parliament.

Under Section 58, the Cabinet Secretary may guarantee a loan ofa counly government or any

other borrower on behalf of the national government and that loan shall be approved by

Parliament.

According to Section 59, the Cabinet Secretary shall submit a statement on loan guarantees to

Parliament within fourteen days after the guarantee is entered into.

Section 60 relates to money payable in respecl of a guarantee to be a charge on the

Consolidated Fund. Money payable on a guarantee shall be paid only if the payment has been

authorized by the Controller of Budget. On this account, money payable on a guarantee is a

charge on, and is payable out of, the Consolidated Fund without further appropriation than

this section.

Section 6l provides for recovery of amounls paid on a guarantee where money paid by the

Cabinet Secretary on a guarantee, including any expenses incurred by the Cabinet Secretary

in respect of the guarantee, shall be a debt due to the nalional government from the borrower

whose loan was guaranteed; and be recoverable from the borrower as a debt due lo the

national government by proceedings brought in a court of cornpetcnt j urisdiction or

withholding a transfer of money in terms of Section 225 of thc Constitution, if the borrowcr

receives appropriations.

Section 62 provides for the establishment and objectives of the Public Debt Management

Office (PDMO) within the National 'l-reasury with objectives to: minimize the cost of public

debt management and borrowing over the long-term taking account ofrisk, promote the

devclopment of the market institutions lor Government dcbt securitics and ensure the sharing

ol the benelits and costs of public debt between the current and tutr-rre generations.

49 Annual Puhlic Dcbt lVlutrugtmenl Raytrt, Kcnl,tt, r:rttl 'lunc 2016
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'l-he functions of the Public Debt Management Office are provideci uncler Seclion 63 and they

include

i) carrying out the govemment's rlebt management policy of minimizing its financing

cost over the long-term taking account of risk;

maintaining a reliable debt data base for all loans taken by the national governmcnt'

county go;mments and their entities including olher Ioans guaranteed by the national

government;

ir.pur. und update the annual medium-term debt management strategy including debt

sustainability analYsis;

prep-e and implement the national government borrowing plan including servicing ol

outstanding debts;

acting as rie principal in the issuance of Covemment debt securities on behalfofthe

National TreasurY,

monitorandevaluateallborrowinganddebt.relatedtransaclionstoensurethatthey
are within the guidelines and risk parameters ofthe debt management stralegy;

process the issuance of loan guarantees including assessment and management of

risks in national government guarantees;

Transact in derivative hnancial instruments in accorclance with best intemational

practices benchmarked to the debt management offices of other governments that are

internationally respected for their practices'

)

iii)

i.')

v)

vi)

vii)

vr ll )

The Cabiner Secretary under Section 64 shall develop the policy and financial framework tn

accotdance with Constitutional principles within which the Public Debt Management Oifice

operates. Section 64 (2) (c) of the Public Financc Management AcI(PFMA) which states that

tie PDMO shall prepare statistical and analyical reports on debt and borrowing and submit

to the Cabinet Secretary and the Commission on Revenue Allocation'

Section 65 stipulates the relationship between the PDMO with county treasuries in debt

managementwherethePDMoshallassiStthecountygovernmentinitsdebtmanagement
and borrowing at the request of a County Treasury'

Reporting under PFM Act

Section 3l requires that the Cabinet Secretary submits to Parliament' every lbur months' a

report ofall loans made to the national government, national government entities and county

gor..rrrn"n,r, in accordance with Section 2l l(2) ofthe Constitution'

Section 32 requires rhe cabinet Secretary to submit to Parliament' a record ol'all guarantees

given by the national government' not latcr than seven days alter receiving a request to do so

lrom either I louse of Parliament.

Section33requiresthatonorbclorethel5thl,-ebruaryineachyear,theCabinetSecretary
shall submit to Parliament a stalenlent setting out the dcbt managcment strategy of the

national governnlent over thc metliurn term with respect to its actual liability and potential

liability in rcspect ol loans and guarantees antl its plans Ibr dealing with those liabilitics'

.ltuttrttl I'trltlit Dcltl .\lLtnttyt'tttcttt llt'l'()tl Kttt.t.tt ttul 'Jtrttt' )(ll650
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8.3 PFMA Regulations

The Legal Notice No. 35 of 2015 provides Regulalions on Public Finance Management Act

(No. l8 of 2012). The Regulations provide guidelines and clarity on all matlers relating to

public finance management at the national and county level. 'fhe PF-M Regulations, 2015 are

firmly anchored in Chapter l2 of the Constitution.

Public Debt Management issues are covered in Part XIV of the Regulations. This Part

provides guiding principles for national and counly government borrowing; policy

frameworks on public debt management; medium term debt management strategy, annual

government borrowing programme, use of borrowed monies and credits obtained,

formalization of agreemenls for loans, credit purchases, modes of payment, borrowing

purposes and objectives of public debt management.

The Part further elaborates on the funclions ofpublic debt management office; provides for

redemption, conversion and consolidation ofloans, provides for setting debt limit in the debt

management sFategy, the criteria for issuance of govemment securities both domeslic and

external, reporting ofpublic debt by national Sovernment entities and county governments as

well as annual debt reporting to Parliament.

Parl XIV ofthe Regulations also provides for government guaranteed debt, eligibility and

evaluation criteria for national government guarantees, process ofapproving a guarantee ofa

national government entity or a counly govemment, the approval ofa draft loan guarantee by

Parliament.

The Regulations sets the overall debt limit for the country at 507o ofthe nel presenl value of

GDP while rhe debt limit for counly governments is set at 20% of the audited total annual

revenue and approved by the county assemblies. The roles ofaccounting officers in debt

managemenr and establishment of a Sinking Fund for debt redemption are provided for in the

Regulations.

Specifically, section 200 ofthe PFMA Regulations states that not later than three monlhs

after the end ofeach financial year, the Cabinet Secretary shall prepare and submit an annual

repon fo Parliament on public debt in the format set by the Cabinet Secretary. J'he annual

public debt report shall include the following informalion:

a) Review ofprevious year's linancing ol'budget delicit:

b) Composition of External debt;

c) Publicly guaranteed debt:

,4tnuttl Puhlic L)cht l\'functgencnl llal)ot I, Kttrytr. t'trcl .Juna 20165l



d)

e)

0

c)

Chapter Eight - Legal Framework on Puhlic Dehl Managemenl

On-lent Ioans and contingent liabilities;

Debt strategy and debt sustainability;

Outlook for the medium term; and

Any commitment fees and penalties paid on any undisburscd amounts of a loan'
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CI'IAPTEIi NINIi

OT]TLOOK FOII THE MEDIUMTEIIM

9.1 Public Debt Stock in the Medium Ternt

The total public debt in nominal tems is projected to rise to Ksh 3,766,900 million in June

20lTfromKsh3,6ll,33lmillioninJune20l6andfurtherincreasetoKsh5,32l,l00million
in June 2020 (Table 9-l). However, as a proportion ofGDP, public debt is projected to

decrease to 50.7 per cent in June 20ll from 54.8 per cent in June 2016 then increase to 53.1

per cent in June 2020.

As a proportion ofGDP, extemal debt is projected to decrease to24.l per cent in June 2017

from 21 .3 per cent in June 2016 then increase to 24.7 per cent in June 2020. The domestic

debt will decrease to 26.6 per cent in June 2011 from 2'l .5 per cent in June 201 6 then increase

to 28.4 per cent in June 2020.

Table 9-l: Projectcd Public Dcbt Stock in (Ksh million)

External Debt 1,796,198 1,791,900 2,026,600 2,272'300 2'411'100

"h of GDP 27.3 24.1 245 24.5 24.7

Domestic I)ebt
ol, of GDI)

1,975,000

26.6

2,292,600

27.7

2,636,200

28.5

2,850,000

28.4

Total Public
Deb t

3,611,331 3,766,900 4,319,200 4,908,500 5'321,100

'7, of GDI' 54.8 50.1 52.1 53.0 53 l

Mcmoranda itcnrs

Nominal GDP 6,586,000 7,435,200 8,284,300 9,258,800 10,021,800

Ord ina ry
Revenuc

Domestic interest is projected to decrease to Ksh 172.6 billion in 2016117 liom Ksh I 72.9

billion in 2ol5ll6 and further increase to Ksh 257.6 billion in 2019120. However, as a

percentage of revenue, domestic interest is projected to decrease to 12.7 per cent in 2016/17

irom 14.9 per cent in2116lll and fi-rrther increase to 12.8 per cent in 2019/20. As a ratio of
GDP, domestic interest will decrease to 2.3 per cent in 2016/17 fi'om 2.6 per cent 2015/16

and therealter increase to 2.6 per ccnt in 2019120.

r,158,200 1,363,500 1,549,400 1,161 ,OO0 2,013,500

Annuttl Ptrblic Debt Mttnagentenl llePorl, Kenya, ettd ltne 20165l

1,815,133

27.5

i
I

Source: National Treasury

9.2 Debt Service in the Medium Term

ln nominal terms, the total debt service as a proportion ofrevenue is projected to decrease to

20.1per cenl in 2016117 from2l.'7 per cent in 2015/16, and then increase to 21 .5 per cent in

2O1gl2O (Table 9-2). As a percentage ofCDP, total debt service is projected to decrease to

3.7 per cent in2016117 from 3.8 per cent in20l5116 then increase to 4.3 per cent tn2019120.



Chapter Nine - Outlook For The Medium Ternt

IntcrestonexternaldebtisprojectedtoincleasetoKsh58.4billionin20:l61:I7lromKsh42.6
billion in 2ol5l16 and furrher in"..ur" ro Ksh 66.4 billion in 2019120. As a ratio of GDP,

interest on externar debt urr ,ir" io o.t per cent in 2016/17 from 0.6 per oenl in 201 5/l 6 and

thereafter decrease to 0.7 per cent in 2019120'

PrincipalrepaymentsonextemaldebtisprojectedtoincreasetoKsh43.6billionin20l6ll.T
from Ksh 36.0 billion in zor:ilo, uur in"i"us" th"reufter-to Ksh 109.2 billion in 2019120-The

"nirzac in )o17118 are attributei to the maturing USD 950 million syndicated loans and the 5

i:;: .,.'"";t;;;;;;;;; r"2018/1e. As iratio of GDP, rhe extemal repayments will

ffi;.;;:;0", ""* i"-ztiiol17 from 3.1 per cent in 2015/16 and further increase to 5.4

per cent in 2019120.

Table 9-2: Projecterl Debt Service (Ksh billion)

7o of Revenue

Amount (Kih
billion)
9i, of GDP

172.9 172.6 215.2 226

2.6 2.3 2.6

r2.1 1 3.9

58.4 68.3

2.4

257.6
Domestic
interest

External
lnterest

fotal
Interest
payments

Amount (Ksh
billion)
% ofGDP

t4.9 12.8

68.5

2.6

12.8

(t6.4
42.6

0.6 0.8 0.8 l).1 0.1

3.1

215.4

4.3

231.0

3.9

294.5

3.3

324.0
4.47o ol'Rcvcnuc

Ar.nount (Ksh
billion
% ofGDP

283.s

3.1 3.4 3.2

1 6.9 1 8.3 t6.-l
9/n of Revenue

External
Principal
Repayments

Amount (Ksh -i6.0 43.6 142.5 226.4 109.2

% ofCDP
7o of Revenue

0.5 0.6 t.1

3.1 ).L 9.2 5.4

Amounl (I(sh 251.4 214.6 426.0 s20.9 433.2

billion)
7l.1 20 1 21 .5 29.5

'% oJ l{cvenue

7" oIGOP

2.4

'1

I

I

l
I

1

iTotal Debt
service

J.6 3.1 5.6

Memo items

Ordinary
Revenue sll--

Anrount (Ksh 1,158.20 1,363.50 1,549.40 1,167 .00

biili

2,013.s

10,021 .s

0

0
N ominal
GI)P

Amount (Ksh
billion)

6,586.00 7,435 20 8,284.30 9,258.80

Source: National'l'reasury

5-l ,'lnttuci Pttblic Deht l\'ltrttttgc ntc n I lle port Kenyu' ctttl Iune 2016

ior s/t 6 .. 20

I

t

7.2

l6. t

3.3

18.6

billion )
I
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GLOSSAITY

Bond Conversion

This is a strategy where the outstanding volume of the bond is redeemed or converted into

another or a new one with longer maturity provided the holders ofsuch a portion are

agreeable.

. Bond Reopening

This involves opening up or offering the same paper to the primary market on a date other

than its original issue date with a view to increasing i1s oulstanding size.

. Bond Switching

This a strategy in which a portion ofan existing bond is exchanged through an auction

process into another existing bond preferably oflonger malurity or a new one to build the

volume of the benchmark issue.

. Buy back

This is the sale of securities, usually Treasury Bonds, with an agreement from the seller to

buy back the security within its life.

. Concessionality

A measure of lhe softness ofa credit reflecting the benefit to the borrower compared to a loan at

market rale. Technically, it is calculated as the difference betwecn the nominal value and the present

value ofthe debt service as of thb date ofdisbursement, calculated at a discount rate applicable to the

currency ofthe transaction and expressed as a percentage of tlre nominal value

I)ebt Relicf

Agreements by creditors to lessen the debl burden ofdebtor countries by either rescheduling interest

and principal payments falling due over a specified time period, somelimes on conccssionai basis, or

by partially or fully cancelling debt service payments falling due in a specified period of time

. Debt Rescheduling

A form of debt reorganization in which payments of principal and/or interest previously due at a

specified time are deferred for repayment on a new schedule following negotiations between the

creditor and debtor.

l)cbt Scrv ice

'l-lle arnounl of funds used for repayment of' principal and interest of a debt

l)ebt Sustainability

..Itlturl l'ublic l)tbt llunugcmttll lltl)(,t t, Ktttlrt, t't .ltrnc 201655



GlossarY

Sustainabledebtisthelevelofdebtwhichallowsadebtorcountrytomeelilscurrentand
future debt service obligations in lull, without recourse to further debt relief or rescheduling,

avoidingaccumulationofarrears,whileallowinganacceptablelevelofeconomicgrowth'

. Debt SustainabilitY AnalYsis

This is contlucted in the context oI mcdium-term scenarios These scenarios are numerical

evaluations that take accounl of expectations of the behaviour of economic variables and

other factors to determine rhe condltions under which debl and other indicators would

stabilize at reasonable levels, the major risks to the economy, and the need and scope for

policy ajustment. In this analysis, macroeconomic uncertainties' such as the outlook for the

current account, and policy uncertainties, such as for fiscal policy' tend to dominate the

medium term outlook.

. Disbursement

Theactualtransferoffinancialresourcesorofgoodsorservicesbythelendertothe
borrower.

. Domestic Borrowing

GovemmentborrowingthroughissuanceoflocalGovemmentsecuritiesanddirectbonowing
from the Central Bank.

. ExPort Credit

Loans for the purpose oftrade and which are not represented by a negotiable instrument'

Theymaybeextendedbypublicorprivateentity'lfextendedbytheprivateentity'theymay
be supported by an official government guarantee'

. Exlernal Bonowing

Governmentborrowingfrombothofficial(GovernmentorGovernmentagencies)and
private institutions domiciled outside the country'

. Government Securities

Financial instruments used by the Govemment to raise funds from the primary market'

. Grant Element

Itmeasurestheconcessionalityofaloan,intheformofthepresentvalueofaninterestrate
below the market rate over lhe life of a loan'

. London Club

Anintemationalgroupofprivatecommercialbankswhosecreditsarenotcoveredby
govcrnntent guarantees or insurance. 1he group is designed to provide a colrmon approach to

rescheduling of sucli debts owed by dcbtor countries'

. MonetarY Policv
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Glossary

The management ofmoney supply by the Central Bank in an economy to achieve desired

economic conditions such as the overall level ofprices.

. Present Value

The presenr value (PV) is defined as the sum ofall future cash flows (interest and principal)

discounted at the appropriate market rate. F'or a loan, whenever the intcrest rate on a loan is

lower than the market rale, the resulting PV is lower than its face value.

. Official Development Assistance

Loans from official development agencies lo countries received by thc public sector, for

promotion of eConomic development and welfare as the main objective and, extended at

concessional financial terms (with minimum grant element of 25 per cent) Loans and credits

for military purposes are excluded in this definition.

. Over the Counler

This is when financial instruments such as derivatives are traded outside a formal centralised

exchange, such as, the Nairobi Securities Exchange

. Paris Club

The Paris Club is an ad-hoc gathering ofcreditor Covernments, chaired by high ranking official ofthe

Frenclr Treasury, which meets for the purpose of rescheduling debts. l-he Paris Club is open to all

creditor governments thal are willing to adhere to its unwritlen rules and Practices and that have

claims against a debtor country seeking rescheduling. Debtor countries musl have strong adjustment

programs supported by the upper credit tranche IMF arrangements before being considered for debt

re Iief.

. Prirnary Market

This is a market where financial instruments are originated through initial issuance

. Public Debt

'fhis refers to outstanding financial obligations of the Government a[ising lrom Past borrowing. lt

includes Government guaranteed debts to state corporations and Local Authorities.

. Public Domestic Debt

Pan ofthe overall debt owed by the Covernment to creditors domiciled in the economy. The debt

includes money owed to commercial banks, non-bank financial institutions, individuals among others

' Public Extemal Debt

pan ofthe overall debt owed by the Governrnent to creditors dorniciled outsidc the economy. The

debt includes rnoney owed to private commercial banks, other governnlellts, or international financial

institu(ior1s such as the lMlj and World Bank

. Renrninbi Bond

lnnt.nrl l'Ltbli. Dahl .\lttrutgentcnl llef )l L Kt't1.1\t L'l lun( 20l65l



Glossary

A bond issued outside of China but denominated in Chinese Renminbi (official currency ofthe

People's Republic of China) ratller than lhe local currency

. Samurai Bond

A yen-denominated bond issued in Tokyo by a non-Japanese company and subject to Japanese

regulations. These bonds provide the issuer with an access to Japanese capital, which can be used fbr

local invcstments or for financing operations outside Japan.

. Secondary Market

This is a market where already issued financial instruments are traded'

. Sovereign Bond

A debt security issued by a nafional government within a given country and denominated in a foreign

currency. The foreign currency used will most likely be a hard currency'

. Sukuk Bond

An Islamic financial ccrtificatc, similar to a bond in Western finance, that complies with Sharia,

Islamic religious law. Ilecausc the traditional Weslern interest paying bond structure is not

permissible, the issuer ofa sukuk sells an investor Broup the certificate, who then rents it back to the

issuer for a predetermined rental fee. The issuer also makes a contractual promise to buy back the

bonds at a future date at par value.

. Suppliers' Credit

An arrangement under which a supplier or exporter agrees to allow the customer to defer payment

under a sales contract.

Tap sale

It is a continued issuance of a security after its original auction where tltere was an under subscription

. Treasury Bills

It is a short-term borrowing instrument issued by the Governmenl to finance the budget'

. Treasury Bond

This is a medium to long-term term debt inslrument issued by the Government to finance the budget.

. Yield Curve

It is the relationship between lhe interest rate and maturity ofbonds. A normal yield curve shows

inter€st rates for short-tenn securities lower tharr interest rates for long-term securities.
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l) Kenya ational Bureau ol Statistics, Economic Survey. 2016

2) The N onal Treasury, Budget Review and Outlook Papcr 201 6

3) The N onal Treasury, Annual Public Debt Reports, (various issues)

4) 'l-he Na onal Treasury, Medium Term Debt Strategy, 20 I 5.
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Annexes

Appendix 2: Public and l'ublicly Guaranteed Extcrnal l)cbt by Crcditor' Ksh Million
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