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Foreword

The global economic recovery remains uncertain. Developments in the Euro zone and the US
are likely to cause another round of economic crisis that could have major ramifications to
the economies in the region including Kenya.

On the domestic front, our economy has shown signs of stabilizing following recent pressures
occasioned by external shocks and strong domestic demand. The Shilling has recovered
following a rapid depreciation in the third quarter of 2011, and inflation has declined since
November 2011. The severe drought in the Horn of Africa and the combination of high
international food and oil prices contributed to a marked widening of the current account
deficit. Despite these, most sectors of the economy continued to expand in 2011, and we now
estimate real GDP growth to be 4.5 percent in 2011 and to rebound to 5.2 percent this year.
While our economic fundamentals remain sound, we need to build on this resilience to
accelerate growth, create more jobs, and put a meaningful dent to poverty and inequality.

Going forward, we need to reinvigorate our economic and structural reform agenda coupled
with up scaling investment in economic infrastructure so as to provide the private sector more
latitude to grow and provide a firm platform for moving our economy to middle class status
sooner than later. We are convinced it is private investment that creates the income and the
resources that will see us conquer illiteracy, diseases, malnutrition, challenges of supply of
clean water and all the other factors that stand in the way to poverty elimination.

The FY 2012/13 will witness the ushering of a new dawn as to how we will now govern
ourselves and manage our political and socio-economic affairs. County governments will be
operationalised after the next general election. Therefore, the fiscal framework presented in
this 2012 Budget Policy Statement provides a strong basis for building our common future
under the new constitutional dispensation. It provides the means for us to transit to a
sustainable public finance path, continue spending on infrastructure and implementation of
the new constitution, while protecting social spending for more inclusive growth.

With the coming on board of county governments, the FY 2012/13 budget is expected to be a
transitional budget, one with expenditure pattern that forms the basis for equitable division of
revenues before an equitable allocation based on a new formula is phased in. To achieve the
aspirations of the Kenyan people of a better Kenya as envisaged under the Constitution calls
for greater transparency and high quality management of public finances at both levels of
government, that is, county and national governments. This is fundamentally necessary if we
are to ensure fiscal discipline and safeguard the stability of our economy and our nation.

N. ROBINSON N. GITHAE, EGH, MP.
MINISTER FOR FINANCE
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Legal Basis for the Publication of the Budget Policy Statement

The Budget Policy Statement is published in accordance with Section 7 sub-sections (1), (2) and (3) of
the Fiscal Management Act, 2009. The law states that:

1) The Minister shall prepare and lay before the National Assembly a paper to be referred to as a
budget policy statement.

2) The budget policy statement shall be laid before the National Assembly not later than 21st
March each year or, in the event that the National Assembly is not in session on 21st March,
within the first week upon the reconvening of the Assembly.

3) The budget policy statement shall state the broad strategic macroeconomic issues that will be the
basis of the budget of the succeeding financial year and the medium term and shall include —

(a) An assessment of the current financial year and the projected state of the economy for the
succeeding three years;

(b) The macro economic and fiscal policies for the period specified under paragraph (a);

(c) Targets for overall revenues, total aggregate expenditure and domestic and external borrowing
for the succeeding financial year and the medium term;

(d) The total resources to be allocated to individual programmes within a sector or Ministry for the
period identified under paragraph (a) indicating the outputs expected from each such programme
during that period;

(e) The criteria used to allocate or apportion the available public resources among the various
programmes;

(f) The estimates of interest and debt servicing charges and loan repayments for the financial year to
which the budget relates and the next two financial years;

(g) Proposal for financing any deficits for the financial year;

(h) Indication of the intention regarding borrowing and actions that may increase public debt for the
financial year;

(1) Budgeted and actual revenue levels for the two preceding financial years;

(j) Budgeted and actual expenditure for the two preceding financial years by vote and main
divisions;

(k) Forecast financial position for the financial year to which the budget relates and the next two

financial years;

(1) Statement of specific fiscal risks and contingent liabilities including guaranteed loans, pending
bills, uninsured risks, promissory notes and other internationally accepted instruments, as at the
day on which the forecast financial statement are published and the rules that determine what
constitutes current and future fiscal risks;

(m) The policy objectives that will guide the Government’s budget decisions during the financial
year and the policy areas that the Government will focus on during the financial year.
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I. ECONOMIC AND SOCIAL
PROGRESS—BUILDING OUR
COMMON FUTURE

Overview

I, The 2012/13 MTEF Budget will usher a new dawn in social compact. The
new constitution requires the Government to progressively provide for a
minimum basic standard of economic and social rights to its citizens within
available resources. In particular, it requires us to make progress in ensuring that
Kenyans enjoy better health care services, education, clean and safe water,
housing, and social security. Meeting these developmental needs require
sustaining high growth path during transition with benefits accruing equitably to
all Kenyans.

2. Year 2012/13-2014/15 budgeting period will entail a transition to
devolved system of governance. The MTEF budget will therefore continue
prioritising expenditure, within the context of a prudent macroeconomic strategy.
while continuing with reforms that are needed to accelerate social and economic
progress as espoused in the Constitution.

3. At the same time, during this transition period, we need to sustain growth
in the face of challenging external and domestic environment. According to the
IMF latest World Economic Outlook update released in January 2012, global
output is expected to weaken in the face of continuing sovereign debt crisis in the
Euro area and sluggish recovery in the US and other advanced economies.
Meanwhile, inflationary pressures have emerged in several emerging countries,
including China thus slowing down their growth prospects. On the domestic
front, while Kenya’s economy has shown signs of stabilizing following recent
pressures stemming from external shocks and strong domestic demand, high
inflation is still hurting the welfare of our citizens and making business planning
difficult.

4, In the face of these challenges, therefore. the overriding policy thrust of
2012 Budget Policy Statement is to consolidate and sustain inclusive economic
growth by restoring and maintaining macroeconomic stability and focusing on
economic policies and structural reforms aimed at removing hurdles to higher
growth while facilitating private sector to expand its business, promote
productivity and build resilience necessary for employment creation and poverty
reduction.



Sustaining inclusive growth and meeting MDGs

5. The Government. with the support of development partners, has
committed substantial resources in order to accelerate socio-economic
development and achieve the MDGs. Over the recent past, increased spending on
social sectors such as rural development, agriculture, education and health has
supported inclusive growth.

6. The last survey on poverty indicated that the incidence of poverty stood at
45.9 percent in 2006 down from 52.3 percent in 1997. The survey also showed
that Poverty was higher in the rural areas (49.1%) compared to urban areas
(33.7%). Meanwhile, an assessment of Kenya’s performance in meeting each of
the eight goals has been ongoing with the last MDGs Status Report for Kenya
being in 2009. According to the 2009 report, Kenya has made significant
progress towards meeting four of the eight goals. Overall, with respect to meeting
the MDGs by 2015, there is potential of meeting some and unlikely for others.
However, the supportive environment is improving as summarized in Table 1.1
below.

Table 1.1: Supportive environment for meeting MDGs

2003 Progress Report Current Status
Willithe  Supportive | Willithe — Supporfive
Goal mel?  environmenl met?  environment Remarks
; I d ding i
MDG 1: Eradicate Extreme Poverty and Hunger Unlikely — Weak | Unlikely  Swong [ o oos PrOPOOTSpERGE D
edc, health and agnc.
A ; : : B ) , . Free Primary/secondary
MDG 2. Achieve Universal Primary Education Potentially Fair Potentially ~ Strong
b schooling
New gender sensitive
MDG 3: Promote Gender Equality and Empower Women Potentially Fair Potentially Strong | constitution, Women Enterprise
- Fund ete
MDG 4: Reduce Child Mortali ik ‘a Inlikely Fai o~ )
G 4: Reduce Child Mortality B Unlikely Fair Unlikely air | Continued ncreased fucing o
MDG 5: Improve Matemal Health Unlikely Weak Unlikely Fair  |health sector

MDG 6: Combal HIV/AIDS, Malaria and Other Diseases | Potentially  Strong Patentially  Strong

Protection of water towers
MDG 7: Ensure Environmental Sustainability | Potentially Weak Potentially Far including Mau forest, tree
| planting, ete

Youth empowerment programs
with donors, increased mobile

i H B pi | L, 3 !
MDG 8: Develop & Global Partnership for Development Unlikely Weak Potentially ~ Strong saberibecs wilsogpesain il
private seclor
|
g8 Going forward, continued spending on priority sectors such as agriculture

and rural development, health and education will accelerate attainment of better
standards of economic and social development. These should be complemented
by measures to address socio-economic inequities and inculcating national
cohesion for long-term stability and prosperity.

R £ e e W T S e
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8. Because of limited resources, rationalization and efficiency in allocation
and use of public resources will be required to enable Government achieve its
development goals. Similarly, fiscal prudence and strategic prioritization will be
required in other public sector entities to assure overall fiscal sustainability and
more productive use of resources consistent with financing public-policy
priorities. Also, as we implement a devolved system of government we need to
build transparent, responsive, accountable, efficient and effective national and
county governments as key drivers of broad-based growth.

9. Meanwhile, to accelerate growth and expand the levels of employment
and reduce poverty, Government’s initiatives will focus on: (i) restoring and
maintaining macroeconomic stability; (ii) continuing investment in infrastructure,
in particular, roads, energy, rails, ports and ICT; (iii) deepening structural
reforms, including improving governance with implementation of the
Constitution; (iv) enhanced regional integration and accessing new and emerging
markets; and (v) targeted support for small and medium enterprises, as well as
initiatives to increase value addition in agriculture to increase job creation.

Fiscal discipline and continuing with productive spending

10. The Government intends to strike a balance between devoting resources
for these priorities and gradual fiscal adjustment to ensure long-term debt
sustainability. Thus, we expect a deficit (including grants) of 4.3 percent of gross
domestic product (GDP) in 2012/13, moderating to about 3.5 percent by 2014/15.
Over the medium term, fiscal adjustment will be accompanied by shifts in the
composition of public expenditure towards investment and economic
development, as well as implementation of measures to strengthen public
financial management and modernize and simplify the tax system.

I'1. Prior to the crisis period of 2008-2009, Kenya enjoyed robust economic
growth with buoyant revenue, improving public and private investment spending,
and a declining public debt burden. For instance, between 2003/04 and 2007/08,
government spending as a share of GDP rose from 23.0 percent to 27.1 percent,
while public debt to GDP declined from over 70 percent to about 40 percent.

12. In response to the multiple shocks in 2008-09—post-election violence,
drought, high commodity prices, and global financial crisis—Government
adopted countercyclical fiscal stance to shore up growth, at a time when the
private sector was adjusting to the changed economic circumstances. As a result,
government spending rose further to about 30 percent by 2010/11 while public
debt increased to 48.8 percent of GDP.

albeit at a slower rate, reaching 33.5 percent of GDP. Expenditure pressures
reflected stepped-up infrastructure spending, implementation of the new
Constitution, drought mitigation measures and food security, security
intervention in Somalia, and pressure for salary awards.

13. In the current budget 2011/12, public expenditure continued to expand,
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14. Most of these expenditures are necessary for longer-term economic
growth in light of the changing economic conditions. For instance, electricity
generation capacity is being expanded with investment in geothermal power;
efficiency in the public transport is set to improve with road, rail and ports
expansion; expansion of irrigation programmes will ensure food security
becomes a reality; and intervention in Somalia will enhance security and
eliminate incidents of piracy that had increased the cost of shipping along the
East African Coast line. Also. steps have been taken towards implementing a
devolved system of governance and rural development programmes, in addition
to continued spending in health and education, as well as strategic initiatives to
cushion the poor with emerging challenges associated with high food and fuel
prices.

15. However, over the medium term, Government’s expenditure as a share of
GDP and especially the share of recurrent expenditure will need to moderate so
as to guard against accumulating large debt that will not only pose fiscal risk but
also be burdensome to our future generation. In particular, every effort should be
made to contain wages and salaries by central government and other public
entities by limiting the size of public service. Pursuing a sustainable level of debt
is also vital as a means to provide room for the private sector to expand business
and create the much needed jobs within an environment of low inflation, and
stable interest rates and exchange rate.

16. With these apparent fiscal constraints, tough choices are therefore
required to ensure that available resources are directed towards those priority
programs that have the highest socio-economic impact on our economic
development. This is especially more urgent with respect to the public sector
wage bill that, if not appropriately managed, will become the main
macroeconomic challenge as we transition to a devolved system of Government.

17. This Budget Policy Statement articulates economic policies and structural
reforms as well as sectoral expenditure programmes that the Government intends
to implement over the next three financial years in order to achieve the broad goal
of its development agenda as already indicated. In particular, it emphasizes
continued shift of resources in favour of growth and job creation, and to support
stronger private-sector investment in pursuit of new opportunities in a changing
economic environment. The proposed fiscal framework ensures continued fiscal
discipline and provides support for sustained growth, broad-based development
and employment creation that benefits all Kenyans.

Outline of the 2012 budget policy statement

Recent economic developments and outlook

18. Section II of this BPS outlines the economic context in which the 2012/13
MTEF budget is prepared. It provides an overview of the recent economic
developments and emerging challenges, as well as the outlook going forward.
The updated economic outlook indicates growth will slow down from the forecast
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in the last BPS, mainly due to the difficult global and domestic economic
environment. Real GDP growth is forecast to increase to 5.2 per cent in 2012
from the estimated 4.5 percent in 2011. Over the medium-term, growth is
expected to pick gradually to about 6 percent, as global conditions improve and
macroeconomic stability takes hold. Inflation is expected to ease to single digit
and be sustained around the target of 5 percent over the medium term.

19. The projected growth is cautious given the obtaining economic
circumstances. However, it is still insufficient for Kenya to put a meaningful dent
on unemployment and poverty in line with the objectives set out in the Vision
2030. Section II also provides priority initiatives aimed at accelerating economic
growth and measures that are aimed at enhancing private sector competitiveness
and increasing employment, especially for the youth.

Fiscal policy and budget framework

20.  Section III outlines the fiscal framework that is supportive of growth over
the medium to long term, while continuing to provide adequate resources for the
implementation of the new Constitution and social programmes in health and
education, as well as in infrastructure spending.

21 Due to revenue shortfalls and spending pressures from security
intervention in Somalia and salary awards, the budget deficit in the revised
budget is not expected to reduce in the current financial year. However, with
improved revenue performance following tax reforms and moderation in
spending, the fiscal position is expected to improve over the next three years with
the budget deficit declining to about 3.5 percent. This will allow for that public
debt to GDP to fall to well below the 45 percent benchmark by 2014/15.

Preparing for devolution—Intergovernmental fiscal relations

22, 2012/13 is an election year that will usher in a devolved system of
governance. Section IV provides a framework for managing the transition to
decentralised structure in line with the new Constitution. The proposed division
of revenue between national and county government is set out in Table 4.3.
National government accounts for an average of about 80 percent of equitable
share of revenue over the 2012/13 MTEF period, while transfers to counties
account for an average of 20 percent.

Expenditure priorities and resource allocation

23. Section V presents the resource envelope and spending priorities for the
proposed 2012/13 MTEF budget. Sector achievements and priorities are also
reviewed, along with indicative costing of the devolved functions for the 2012/13
MTEF period.

24. Overall, Government spending to GDP will remain at slightly below 30
percent over the MTEF period. Education, and Energy, Infrastructure and ICT
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sectors account for the highest allocation, followed by Governance, Justice, Law
and Order, Public Administration and International Relations, and Health sectors
in that order. Defence expenditure has also risen recently with security
intervention inside and along the border of Somalia. On the non-discretionary
category, debt servicing has been the fastest growing component of expenditure.

Summary

25. This budget policy statement outlines the broad strategic macroeconomic
objectives and fiscal framework, together with a summary of Government
spending plans, as a basis of 2012/13 budget and medium-term. In this regard, it
contributes to the improved understanding of the state of Kenya’s public
finances, thereby helping to guide public debate on economic and development
matters. Of course, Vision 2030 Medium Term Plan and its update provide the
longer-term perspective on Kenya's growth and development challenges.
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I[I. RECENT ECONOMIC
DEVELOPMENTS AND OUTLOOK

Overview of Recent Economic Performance

26.  The economy has shown signs of stabilizing after recent pressures
occasioned by external shocks and strong domestic demand. The Shilling has
recovered following a rapid depreciation in the third quarter of 2011, and
inflation has declined since November 2011. The severe drought in the Horn of
Africa and the combination of high international food and oil prices contributed
to a marked widening of the current account deficit. Despite these, most sectors
of the economy continued to expand in 2011, and we now estimate real GDP
growth to be 4.5 percent in 2011 and to rebound to 5.2 percent this year. While
our economic fundamentals remain sound, we need to build on this resilience to
accelerate growth, create more jobs, and put a meaningful dent to poverty and
inequality.

27.  The recent economic developments are a clear indication that the policies
that we implemented in response to the shocks are beginning to take effect. They
also point to a more stable macroeconomic environment, going forward.

2011 growth update

28. Real GDP grew by 4.2 percent in the first nine months of 2011 compared
with 4.9 percent in the same period in 2010. The growth was mainly attributed to
continued expansion in building and construction, wholesale and retail, financial
intermediation and agriculture and forestry as well as hotels and restaurants.
Leading economic indicators for the fourth quarter of 2011 still point to
continued growth, albeit at a slower rate.

29. On account of Chart 2.1: Real GDP growth
performance of the first three | 89 -
quarters, it is now estimated | 70 -

that overall growth for 2011 | ., | :

will average about 4.5 percent, | - | ._ : Y

down from 5.6 percent in | g 'f. i

2010 (Chart 2.1). This growth | £ *° ?._;f.g-
indicates resilience | & *° T ;;. :
considering that the year was | 20 fi—f8—8 g
characterized by  delayed 10 1 ,:;. 1

rains, high inflation, and | ., I8 M I8 A |
weaker shilling, all of which ! Z 2 g &£ 5 g &8 g =

combined to restrain growth.
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30.  The pace of current growth is still well below the target of Vision 2030 of
10 percent necessary to draw more Kenyans into employment and reduce
poverty. Recent budgets have been geared towards supporting growth to mitigate
the adverse effects of domestic and external shocks. Accelerating growth further
requires stepping up both public and private investment to raise Kenya's
economic competitiveness and create more emplovment opportunities for all
Kenyans.

Inflation has risen to double digits but has started easing lately

31 After remaining low and stable for the greater part in 2010, inflation
picked to reach double digits level in 2011, mainly on account of high food, oil

and energy prices. The weakening of . :

the Kenya shilling against major | Chartd2: nflation

currencies also exacerbated inflationary | Too P
pressures. The annual average | 170 =~ +* e
inflation for 2011 rose to 14 percent hj) \‘\ ;.0' /1
compared to 4.1 percent in 2010. The |fii0 — AN t
twelve-month  year-on-year inflation |27/ '“-,L“ S f i
peaked to 19.7 percent in November = o 7%’7‘&‘ E

2011 before easing to 18.7 percent in || ’

December 2011, 183 percent in | R R T S N N
January 2012, 16.7 percent in February BEGACEE LR SR A
2012 and, more recently, to 15.6 | % Owlafmen ---- Ovenslsaauslavenpeinfation

percent in March 2012 (Chart 2.2).

32.  The Government has taken appropriate policy action to rein in on
inflation. A combination of tight monetary policy and fiscal restraint, as well as
easing food and oil prices and firming up of the shilling has worked to support
the easing of inflation. The CBK raised the policy rate from 6.25 percent in
August 2011 to 18 percent in December 2011, while the Government has
instituted austerity measures and expenditure reprioritization to restrain domestic
demand.

The balance of payments has come under pressure

33, Reflecting higher fuel and food prices, as well as a weaker than expected

global output and strong private sector

Chart 2.3:0fficial Foreign Reserves |

credit, the external payment position
has come under pressure. As a resulit,
the external current account deficit is
expected to reach about 11 percent of
GDP in 2011/12.

34. The official foreign exchange
reserves in terms of months of imports
cover declined from 3.9 in 2010 to 3.7
in 2011  (Chart 2.3). However,

4,500
4,000
3,500
1.000
2,500
2.000
1.500
1.000

50C
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following disbursements from the IMF official foreign exchange reserves held by
the Central Bank of Kenya rose to about USS 4.2 billion by end-December 2011.

The shilling exchange rate weakened but has recently firmed up

35. Increased demand for foreign exchange to finance imports of machinery
and capital goods, larger oil import bill due to a spike in the oil prices, increased
maize imports occasioned by food shortages in 2011, and strong demand of
imported consumer goods with strong bank credit expansion to the private sector,
combined to exert pressure on the ]
shilling exchange rate against major |
currencies. —

Chart2.4: Exchange rate( Ksh/Foreign Currency)

A
1300 W/ \
36. The Shilling weakened to .

100 [ et e
— N

exchange at a historic low of Ksh. 107 |2 s I T
per US dollar in mid-October 2011 70

compared with an average of about | **
Ksh. 80 per US dollar in October 2010. | **’
Partly due to the tightening of |

2 9”n“ss“’9“9“95“:\“:\“.\“.\".\\".“. ool
monetary policy, the exchange rate has o T T e" d
ﬁrmed up to cxchange at around —#— US Dollar Pound Sterling = Euro

Ksh.85 per US dollar from December

2011 through February 2012. Over the same period, the shilling exchanged at
Ksh.114.0 and Ksh.135.0 respectively against the Euro and the Pound Sterling in
December 2011 compared to Ksh.138.7 and Ksh.159.4 in October 2011 (Chart
2.4).

Tight liquidity has put upward pressure on interest rates

37. Reflecting the tightening of monetary policy stance, short-term interest
rates have increased. At some point in late 2011, interbank interest rates had
increased to about 30 percent. The 91-day Treasury bill rates have also risen to
about 20 percent by the end of December 2011 from as low as 2 percent in some
months in 2010. Consequently, most commercial banks adjusted their base
lending rates upwards (Chart 2.5).

Chart 2.5: Interest rates
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Fiscal performance and emerging challenges
2011/12 Budget

39. The macroeconomic assumptions underlying the 2011/12 budget were
detailed in the 2011 BPS. The budget assumed continued strong economic
growth and stable macroeconomic environment. In addition, the financial
objectives were aimed at containing non-priority and unproductive recurrent
expenditure so as to bring the budget deficit down and ensure sustainable public
debt.

40.  Parliament approved the 2011/12 budget in August 2011. Expenditures
amounted to Ksh. 1,159.5 billion, comprising of recurrent expenditure of Ksh.
762.4 billion, development expenditures of Ksh. 396.6 billion, and Ksh 0.5
billion for contingency fund following utilization of the Ksh 1.5 billion for
drought mitigation measures by the time of approval.

41. The above expenditures were to be financed by total revenue (including
A-I-A and after adjusting for LATF arrears) amounting to KSh. 793.3 billion,
donor grants and project loans totalling KSh. 183.1 billion, domestic debt roll-
over of Ksh 63.5 billion, and domestic borrowing of KSh. 119.5 billion.

Implementation progress and emerging fiscal challenges

42. Since the implementation of the 2011/12 Budget in July 2011, the
economic environment has worsened. High inflation stemming from higher food
and fuel prices and deteriorating global economic conditions, have weakened
economic expansion. In addition, rising inflationary expectations placed
pressures on the Shilling exchange rate. The tightening of monetary policy has
resulted in rising domestic interest rates both in the money markets and in the
auctions for government securities further putting pressure on the budget. As a
result:

. Revenues have fallen short of target: As at end of February 2012,
cumulative revenue receipts amounted to KSh. 440.3 billion, against a target
of KSh. 488.3 billion. This reflected an underperformance of KSh. 48 billion.
The underperformance was in respect of KSh. 32.2 billion in ordinary
revenue and KSh. 15.8 billion in Appropriations—in-Aid (A-I-A). The
underperformance in ordinary revenue was associated with various factors
including VAT withholding challenges during the financial year, and weaker
than envisaged economic growth, while the shortfall in A-i-A partly reflects
underreporting by line ministries.

o Domestic borrowing has been constrained by the volatility in the money
market interest rates and investor uncertainty brought about by high inflation
and weakening of the Shilling. Consequently, there has been an under
subscription of Treasury Bills and Bonds in the auction market for
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government securities. More recently, the situation has improved with
increased demand for short-dated government securities.

Expenditure execution has also fallen behind: By February 2012, total
expenditure (based on disbursement) amounted to KSh. 586.6 billion against
a target of KSh. 688.1 billion. This reflected an overall under-spending of
KSh. 101.6 billion, of which KSh. 11.2 billion was in respect to recurrent
expenditure, while KSh. 89.3 billion was in respect of development
expenditure and net lending. Development expenditures financed with
domestic resources were below target by KSh. 28.5 billion, and those
financed with foreign resources were below target by KSh. 60.9 billion. The
under-spending of the development budget reflected: poor procurement
planning for government funded projects; low absorption of development
project funds due to delays in processing and securing “No Objections™ from
donors; and under-reporting by line ministries of actual spending, including
low coverage of expenditures incurred in the districts, as well as non-
reporting by donors where government systems are not used.

Additional spending pressures have emerged, mainly on salaries,
implementation of the Constitution, as well as dealing with security
operations along the border and in Somalia, among others. In addition, the
weakening of the shilling exchange rate against major currencies has
increased the servicing of external debt in shilling terms and government
expenditure on import of goods and services. So far in the year, Treasury has
received requests for additional funding amounting to over Ksh.175 billion.
Table 2.1 provides the preliminary budget out-turn for the first eight months

of the FY 2011/12.

Table 2.1: Cummulative Budget Deficit, July 2011 to February 2012 (Ksh billion)
Feb-12 Jun-12
, Revised
Target Act* Deviation Budget Hudget
1 2 3=2.1 4 5

1.0 TOTAL REVENUE & GRANTS 513.4 450.5 (62.9) %351 854.5
1.1 Towl Revenues 4883 440 3 {48 0) 7940 BO6 4
Ordinary Revenue 441 8 409 6 (32.2) 7181 724 8
Ministenial Appropnation in Aid 46 5 307 (15 8) 759 816
1.2 Grants 25.1 103 (14 9) 411 48 2
20 TOTAL EXPENDITURE AND NET LENDING 688.1 586.6 (101.6) 1,071.2 1,082.8
2.1 Recurrent Expenditure 4373 4260 {11.2) 6716 6975
Domestic Interest 50.3 51.2 08 76 6 ¥ o 4
Foreign Iriterest 43 43 - TS 89
Pensions, cic 236 16 5 (7.1) 34 8 326
Wages & Salaries 148 4 144 ] (4 3) 2226 229 4
Defense and NSIS 395 45 4 59 58 4 786
Other recurrent expenditures 171.1 164 6 (6 6) 271 8 2705

2 2 Development 249 9 160 5 (89 3) 3991 3852
Domestically Fananced (gross) 139.2 1107 (28 5) 2135 1997
Foreign Financed 109 4 48 6 (60 9) 1831 1829

Net Lending 13 13 00 26 26

23 CCF 10 - (10) 0s -

3.0 BALANCE INCLUSIVE OF GRANTS (174.7) (136.0) 38.7 (236.1) (228.3)
4.0 TOTAL FINANCING 174.7 119.5 (55.2) 236.1 228.3
4 ] Net Foreign Financing®*® 67 3 21.3 {46 0) 116 7 166 2
4 2 Net Domestic Financing 107.5 982 (9.3) 119 4 621
Discrepancy*** (16 5) (16 5) 00

Sowurce Mimistry of Finance
* Preltminary based on Exchegquer disbursements

** including proposed syndicated loan of USS 600 million

*** including adyusiment 1o cash basis
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2011/12 Revised Budget

43.  In view of the financing constraints from revenue and domestic borrowing
and emerging expenditure pressures including recent agreement with respect to
employment of teachers on permanent basis and additional recruitment,
adjustments to the budget in the context of the Supplementary budget will be
tabled to Parliament in April 2012.

44.  In order to finance emerging additional expenditures in the face of
financing constraints, austerity measures have been instituted. The austerity
measures take into account performance of expenditure so far in the FY 2011/12
and absorption capacity in the remainder of the financial year. Specifically, the
Government rationalized expenditures by cutting those that are non-priority, and
deferring expenditures of some projects that are unlikely to start this financial
year. In addition, there has been a reallocation of budgeted provisions, and
utilization of existing contingencies and budget reserve to meet part of
expenditure requirements.

45. Meanwhile, to continue implementing critical investment programme in
infrastructure (roads, energy and rail) and social sectors (health, education, and
cash transfers to the poor), as well as irrigation programmes (to achieve food
security) and implementation of the new Constitution, the Government has
sought alternative sources of funding by way of a syndicated loan of up to Ksh.
52 billion (equivalent of about USS$ 600 million) to overcome the low uptake of
Government securities by investors. In addition, the foreign currency inflows
associated with the proposed borrowing will ease pressure on domestic interest
rates, boost international reserves and reduce pressure on the Kenya shilling.
Taking into account this external loan, the revised domestic borrowing is now
Ksh 62.1 billion, down from Ksh 119.5 billion in the original budget.

Macroeconomic policies and outlook

Global context

46. The global economic environment continues to be fragile. According to
the IMF latest World Economic Outlook update released in January 2012, world
output is projected to expand by 3.3 percent in 2012 and 3.9 percent in 2013,
down from 4 percent and 4.5 percent projected in September WEO (Table 2.2).
The sovereign debt crisis in the Euro area and sluggish recovery in the US and
other advanced economies pose significant risks to the global economic outlook.
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Table 2.2: Annual percentage change in GDP and CPI for selected regions/countries, 2010 - 2013
2010 2011 2012 2013 2010 2011 2012

Region/Country Percentage GDP Projection CP1 inflation forecast

World 52 38 33 39 38 50 37

Advanced Economies 32 1.6 12 1.9 1.6 26 14

USA 30 18 1.8 22 1.6 30 12

Euro Area 19 16 0.5 0.8 24 3l 2.1

Japan 44 -0.9 1.7 1.6 0.7 -04 0.5

UK 21 09 0.6 20 33 45 24

Emerging and Developing 7.3 6.2 5.4 59 6.1 15 59

Economies :

Developing Asia 9.5 19 pava 18 5.1 10 5.1
China 104 92 82 8.8 33 55 33
India 99 74 -10 13 120 10.6 8.6

MENA 43 31 32 36 6.8 99 178

Sub-Saharan Africa 53 49 55 53 15 84 83
South Africa 29 3l 2.5 34 43 59 50
Kenya* 56 45 SIS 4 14.0 12.1

Tanzania 6.4 6.1 6.1 ; 10.5 10 94
Uganda 52 64 55 ' 94 6.5 169

Source; IMF World Economic Outlook, January 2012
* Ministry of Finance Forecast

47. Advanced economies are only expected to grow by 1.2 per cent in 2012
and 1.9 per cent in 2013, with downside risks if decisive policy actions are not
taken to deal with the Furo area debt crisis. At the same time, the Euro area
economies are expected to go into a mild recession.

48. In the emerging and developing countries, growth is expected to slow
down due to worsening external environment and weakening internal demand.
Developing Asia comprising of China and India are expected to maintain a strong
but slowing growth of 7.5 percent for 2012-2013, while the Sub-Saharan region
is expected to expand by 5.5 percent in 2012 and 5.3 in 2013.

49, Meanwhile, the world inflation is expected to decline from 5 percent in
2011 to 3.7 percent in 2012, mainly in response to a weakening global demand.
However, the geopolitical risks to oil prices have risen again due to the Iran
related oil supply shock.

50. Kenya is well integrated with the world economy and any external shocks
have a negative bearing on growth prospects. For instance, the global financial
crisis of 2008/09 weakened our domestic demand and GDP growth. We
responded to this shock with appropriate countercyclical economic policies and
structural reforms. which played an important role in shoring growth that
rebounded to 5.6 percent in 2010.

m
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51l In recent years, Kenya's economy has become increasingly more
integrated with the BRICs (Brazil, Russia. India, and China) in terms of trade and
investment flows. Moreover, trade with our regional partners in the EAC and
COMESA continues to be strong. As a result, the positive growth prospects in
these countries will help cushion Kenya from the impact of the mild recession in
Europe.

Growth prospects

52. The macroeconomic framework underpinning the 2012 BPS is cautious
given the weaker-than-expected growth in global output and tighter domestic
macroeconomic conditions. Nonetheless, with the improved weather conditions
and completion of the on-going key infrastructure projects in roads and energy,
the domestic economic prospects remain favourable, albeit with significant
downside risks.

53. Real GDP is expected to grow by 5.2 percent in 2012, down from 5.7
percent forecast in 2011 BPS. Over the medium term, growth is expected to pick
up to about 6.0 percent. In terms of fiscal years, the projections translate to 5.5
percent for 2012/13, 5.9 percent for 2013/14 and 6.3 percent for 2014/15 (Table
2.3).

54. Growth will be bolstered by continued expansion in agriculture (barring
any adverse weather), tourism, construction, transport and communication, and
ICT. While exports will continue to benefit from the relatively strong growth in
the sub region, new measures will be introduced to diversify and promote
Kenya’s exports globally, especially export of services in the medium term.
Overall, these favourable factors are expected to compensate for weakened public
and private demand resulting from a tighter macroeconomic environment and
somewhat weak global demand.

55. Consumption growth will moderate in the short term as rising inflation
limits disposable income. Meanwhile, growth in gross fixed capital. formation is
expected to be modest with rising domestic interest rates.

m
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Table 2.3: Main Macroeconomic indicators underlying the Medium Term Fiscal Framework, 2010/11-2014/158

201011 01112 012113 01314 2014/15

Prov Est Proj Pro Proj
T 1

Annual percentage change

National account and prices

Real GDP 50 48 55 59 63
GDP deflator 73 134 113 71 56
CPl Index {eop) 146 110 | 50 56 50
CPl Index (avg) 69 160 98 63 50
Terms of trade (-detenoration) -54 20 05 18 1.2

In percentage of GDP

Investment and saving

Investment 13 226 256 24 152
Gross National Saving 106 115 149 171 191
Central goverament budget

Total revenue 2141 240 12 244 21406

Total expenditure and net lending 293 303 298 293 292

Overall balance (commitment basis) excl grants 52 43 56 49 46

Overall balance (commitment basis) incl grants 45 48 43 238 235

Nominal public debt net 488 459 44 419 4153
External sector

Current extenal balance. including official transfers -10.8 -1 -7 73 61

Gross international reserve coverage in months of imports 30 36 37 39 40

Source: Minustry of Fmence

56. Whereas the projected growth is still below the target envisioned in
Vision 2030 needed to increase labour absorption and reduce poverty, the
Government recognizes that further up-scaling would require mobilizing larger
amounts of resources, raising factor productivity, and moving to a higher value-
added and more efficient production structure to increase export growth.

57. Taking into account limited public resources, the Government will rely on
the private sector to meet the economy’s resource requirements while developing
the appropriate market environment to promote efficiency. This call for faster
implementation of the privatization program; provide for private sector
participation in infrastructure development under a robust public-private
partnership (PPP) agenda: promote appropriate regulation of private sector
activity; and provide for greater private sector access to finance. All this will
require sustaining macroeconomic stability, deeper structural reforms, and
improvements in enabling legislations, especially under the new constitutional
framework.

Restoring and sustaining macroeconomic stability

58. Prudent and sustainable macroeconomic policies that ensure low and
stable inflation and affordable market interest rates as well as competitive
exchange rate, forms the foundation for accelerated growth and development
agenda set out in the Vision 2030.

59. Going forward, we anticipate that the current supply-side driven pressures
on prices and the exchange rate will subside in line with the reduction in oil
prices, and ample supply of food with normal weather conditions and expanded
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irrigation. This should also reduce demand pressure on imports and the current
account.

60. The CBKs' monetary policy will be geared towards bringing down
inflation to single digit level within a year's time and thereafter keep it stable at
around the 5 percent target over the medium term.

61.  Stability in interest rates and exchange rates will be restored and sustained
at low and stable rates over the medium term. The Government will access the
international market by way of a syndicated loan of US$ 600 million to finance
infrastructure projects in 2011/12 budget. This transaction is expected to be
concluded in April 2012. The financing is expected to ease pressure on domestic
interest rates and ease the current funding constraints to the budget. Moving
forward, the government will also consider issuing a sovereign bond to enhance
Kenya’s visibility in the international capital market and set up a benchmark
profile for the private sector to also borrow from the international capital markets.

Supporting domestic demand and increasing exports

62.  The Government will continue with strategic interventions to accelerate
growth, improve competitiveness and promote exports. Specifically, the
following measures will be considered:

o Continuing investment in infrastructure: Over the recent past, the
Government has provided significant resources in energy, roads, rail,
telecommunications and water to ease bottlenecks and reduce costs of doing
business, while improving access to export markets. This will be continued as
they are vital for achieving our national strategic objectives of higher growth,
job creation and poverty reduction. With the new Public Private Partnerships
legislation scheduled for introduction before Parliament for enactment,
private-sector participation in provision of infrastructure is expected to
increase further improving investment climate, factor productivity and
competitiveness.

e Positioning export as a key driver of growth and employment: suslaining
growth and development in the medium to long term requires that
Government gives priority to expansion and diversification of exports.
Measures will be put in place to promote export of industrial products and
services, in particular where we have strategic and comparative advantage.
Investments in infrastructure to facilitate export services in the oil sector from
the region, attraction of petroleum related industries and establishment of
transhipment will be given priority. Further, working with private sector,
measures will be introduced to position Kenya as an ICT, medical and
educational hub in Eastern Africa.

o Improving access to new markets: strategic efforts will be made to
diversify export markets by providing an environment conducive for business
to expand beyond the sub region markets. This calls for increased presence in
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fast-growing regions. as well as improving logistics and institutional
arrangements.

e Improving competition and removing regulatory burdens to small
business: Given its catalytic effect to sustained inclusive growth and huge
potential for job creation and poverty reduction, the Government will deepen
business regulatory reforms, enhance access to credit, facilitate capacity
building and simplify and modernize regime for small and medium size
businesses in order to amplify their multiplier effect on employment
opportunities and accelerating growth.

e Deepening regional integration: While significant progress in integration
has been achieved under the East Africa Community, there is much potential
for expanded trade and investment in the COMESA and the rest of Africa.
The Government will continue with collaborative infrastructure investment,
and removing inefficient customs procedures including complicated rules of
origin and other non-tariff barriers, in line with the existing Protocols.

External current account

63. We expect the easing of public and private demand to put less pressure on
the current account. Also, we expect continued flow of remittances which has
recently played a key role in the economy. As such, the current account deficit is
expected to decline gradually from about 11 percent of GDP in 2011/12 to 6.1
percent of GDP in 2014/15, and thereafter to about 5 percent of GDP in the outer
years with measures to support export growth.

64. Meanwhile, the relatively higher interest rates and improved investor
confidence with expected successful elections should enable the capital and
financial account to be in surplus. This will allow the Central Bank of Kenya to
gradually build up foreign exchange reserves.

Risks to the outlook

65. The risk to the outlook for 2012 and medium-term include further
weakening in global economic growth and unfavourable weather conditions
should there be another dry spell in 2012. Also, reversal in the current easing of
international oil prices may fuel inflation and weaken growth. Finally, the
outlook is premised on a smooth transition to a decentralized system of
government following the general elections expected to be held in FY 2012/13. If
this does not happen, it could weaken investor confidence and slow down growth.
However, judging from the successful campaigns and peaceful referendum on the
new Constitution in 2010, there is optimism that the general elections will be
smooth. Overall, should the risks materialize the government will undertake
appropriate measures to safeguard macroeconomic stability while at the same
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time protecting critical development spending. Details of the other fiscal risks are
provided in the Statement of Specific Fiscal Risks in Annex 1.

Summary

66. The current economic conditions call for caution in budgeting. While
growth has slowed down, the economy remains resilient in the face of high
inflation and weaker shilling. Current growth rates are not fast enough to support
the employment gains and poverty reduction that the country requires to attain
the Vision 2030 objectives and make progress towards the MDGs. Therefore,
there is need to accelerate and deepen structural reforms particularly in the areas
of public financial management and improving business environment 1o
accelerate growth. This will continue to be supported by increased investments in
infrastructure which is needed to fully exploit our growth potential.

67. Looking ahead, the global economic environment continues to be fragile.
Kenya’s growth has slowed but fundamentals remains sound, which should help
growth to pick up momentum over the medium term. Restoring and safeguarding
macroeconomic stability will support growth beyond the current projected growth
rates necessary to reduce youth unemployment and poverty among our people.
This should be complemented with deeper structural reforms to strengthen the
economy’s resilience and raise growth to a higher trajectory while ensuring that
the benefits of growth are shared by all Kenyans.
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III. FISCAL POLICY AND BUDGET
FRAMEWORK

Overview

68. The 2012 Medium-Term Fiscal Framework continues to support growth
and employment given the challenging economic environment. It also continues
with prudent fiscal policy to reinforce Government’s commitment to debt
sustainability over the medium to long term. Specifically, the 2012 Budget Policy
Statement:

e Continues with fiscal consolidation that started in 2010/11 budget, while
at the same time ensuring that the level of expenditure continues to sustain
growth through continued public investment in infrastructure. The overall
budget deficit is expected to ease to 3.5 percent by 2014/15.

e Continues with efficiency enhancement and improving the productivity of
expenditure while at the same time ensuring that adequate resources are
available for operations and maintenance, and implementation of the new
constitution.

e Continues with the measures to bring public finances to sustainable path
such that by 2014/15 our public debt to GDP ratio declines to 41.5 percent,
well below the benchmark of 45 percent. This path will be achieved through a
moderation and efficiency in spending as well as improved tax performance
following reforms in expenditure management and tax legislations. The
sustained easing of debt to GDP ratio will provide the Government with room
to conduct countercyclical fiscal policy should the economic situation worsen
in the future.

Continuing with fiscal consolidation

69. The 2012 BPS sets out a fiscal framework that targets to narrow the gap
between spending and revenue, while providing support to the economic activity,
continued investments in infrastructure and implementation of the Constitution
within a context of sustainable public financing. As such, the Government is
committed to gradually reducing the overall fiscal deficit to 3.5 percent of GDP
by 2014/15 (Table 3.1). This will help to bring down the debt-to-GDP ratio to a
sustainable level and contribute to reducing the recent external imbalance.

2012 Budget Policy Statement Page 19



Table 3.1: Central Government Fiscal Projections, 2009/10-2014/13
200910 201011 01112 01203 0314 1415
Revised
Budget dct | Budger Jor|  Budger  Budgel Projection
Revenue and Grants 604.1 568.8 7301 686.3 §33.] §54.5 9847 LHGS 12656
Y of GDP B7% 231% 264% 4% 262% 5% 233% 23 5% 5%
Revenue 5688 548.1 £89.7 6615 1921 06.3 9365 10712 12092
%ofGDP D% NF O MN% MI%| MN®% MW N X% H%
Tax Revenue 4847 4769 §75.8 §69.2 662.6 638.8 7808 8959 10133
Non-Tax Revenue §4.1 11 1139 9%3 1295 1475 1556 1753 1959
Grants 353 27 404 188 411 42 483 484 564
Expenditure 77124 153 9169 BIL9 10713 10828 LIS21 12862 14313
% of GDP 03% 0 M95%|  BIY% 93%| 6% 2% 298% 9% 192%
Recurrent 5111 5105 593.3 5924 672.2 697.5 7819 §589 9438
Development 2613 2147 356 2194 3991 3852 3702 3 4935
Budget Balance (-Deficit, =surplus) (1683)  (1563)] (186.8)  (1255) (381) (283 (1674)  (1666) (1717
% of GDP -6.6% -6.4% -6.8% -1.5% -1.5% -6.9% -4.3% -18% -3.3%
[Net Extemnal Financing 51.2 202 821 1l 116.7 166.1 0.7 (04) %5
Disbursements/loans 699 89 103.2 &6 1425 191.5 889 858 1332
Repayment due (187 (187) (20.5) (05)  (258) (254) (282) (86.2) (36.3)
Domestic borrowing 109.5 1335 821 82.1 1195 621 106.7 1141 748
%o GDP 13% 3% 1% 30% 38% 1. %% 18% 16% 1.3%
Public Debt to GDP (net of deposits) Hi%  451%  60%  B8%| 6% 3% #in % 5%
Nominal GDP (Ksh billion) 15466 24583 27672 7m0 31841 32952 38665 43825 49164

Source: Ministry of Finance

70. This policy will be achieved through the Government’s commitment to
ensure a strong revenue effort with measures to simplify the tax code in line with
best practices. in order to help improve tax compliance, minimize delays, and
raise revenue. In addition, the Government will rationalize existing tax
incentives, expand the income tax base and remove tax exemptions as envisaged
in the Constitution.

Exercising fiscal responsibility

71. The Government recognizes that the fiscal stance it takes today will have
implications into the future. Therefore, and in line with the requirement of the
new Constitution, the principle of sharing the burdens and benefits of the use of
resources and public borrowing between the present and future generation
implies that we have to make prudent policy decisions today so that we do not
impose unwarranted debt burden to our future generations.
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72. Fiscal responsibility has become even more important since the
Constitution requires the Government to progressively provide for a minimum
basic standard of economic and social rights to its citizens within available
resources. In order for spending to increase on a sustainable basis to meet these
basic needs, we should be prepared to match the increased expenditure demands
with a corresponding increase in tax revenue yield through efficient collection,
widening of tax bases, and reasonable tax rates. It is therefore imperative at this
stage to reform and modernize the tax regimes to ensure stability, going forward.

Improving efficiency and productivity of expenditure

73; The Government will continue with rationalization of expenditure to
improve efficiency and shift more resources toward productive development
projects in support of growth and development. Expenditure management will be
strengthened with implementation of the Integrated Financial Management
Information System (IFMIS) across Ministries and Departments and
subsequently at the county level following decentralization.

74. In addition, a new legislation on public financial management will help
accelerate reforms in expenditure management system.

Continuing with the path of debt sustainability

75. As noted earlier, the fiscal stimulus we undertook between 2008/09 and
2010/11 resulted in our public debt to GDP rising to 48.8 percent. We therefore
need to continue bringing our debt level down by moderation spending at this
time of a somewhat reasonable growth path in order to rebuild fiscal space in
preparation of any economic downtown given that we are now living in a world
of uncertainty. This together with improvement in our tax revenue will provide a
path towards the reduction of the deficit and sustainable debt as a percentage of
GDP.

76. Our fiscal policy, therefore, will continue aiming at reducing the overall
public debt to GDP ratio from 45.9 percent in the FY 2011/12 to about 42 percent
over the medium term. This will require reduction in the overall fiscal deficit
from the current 6.9 percent of GDP to about 3.5 percent of GDP over the
medium term.

Deficit financing policy

77.  The medium-term fiscal stance envisages continued borrowing from
domestic and external sources with the latter being largely on concessional terms.
The Government will ensure that the level of domestic borrowing does not crowd
out the private sector given the expected increase in private investment with
accelerated economic expansion.
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78.  Non-concessional foreign borrowing will be limited to projects that
guarantee revenue streams and support long-term growth. Borrowing from the
international capital and loan markets has useful benefits, such as setting
benchmarks for borrowing by private and public-sector institutions. It is in this
regard that the Government will continue to diversify its sources of financing
including maintaining the intentions to float a sovereign bond in the international
capital markets over the medium term.

2012/13 Budget Framework

79. The 2012/13 budget framework is set against the background of the
medium-term macro-fiscal framework set out above and the Government’s
national strategic objectives as outlined in the updated Vision 2030 MTP. Real
GDP is expected to increase by 5.5 percent in FY 2012/13 underpinned by
continued good performance across all sectors of the economy. The projected
growth assumes normal weather pattern during the year. Inflation is expected to
ease to single digit in a year’s time and to the 5 percent target in the medium
term, reflecting implementation of a prudent monetary policy and easing of both
food and oil prices and stabilization of the shilling exchange rate.

Revenue Projections

80. The 2012/13 budget targets revenue collection including AiA of 24.2
percent of GDP. As noted above, this performance will be underpinned by on-
going reforms in tax and customs administration. The modernization of VAT
legislation is expected to simplify tax collection and enhance the revenue yield.
As such, total revenues including AiA are expected to be KSh 936.5 billion.

Expenditure Forecasts

81. The key policy document guiding the Government’s funding allocation
decisions continues to be the first updated MTP (2008-2012) of Vision 2030,
which provides the updated development priorities by the Government for
2011/12-2012/13. In 2012/13, overall expenditures are projected at 29.8 percent
of GDP (or KSh 1,152.1 billion), down from 32.9 percent of GDP in the revised
budget for 2011/12. The one-off items in 2011/12 such as security intervention in
Somalia more than offset increased expenditure for implementation of the
Constitution including expenditure on the upcoming general elections. Moreover.
the recent decision to integrate Kenyan troops within the UN contingent will help
minimize their impact on the budget.

Recurrent Expenditure

82. Recurrent expenditures are expected to decline slightly from about 20.5
percent of GDP in 2011/12 to 19.7 percent of GDP in 2012/13, on account of
adjustment of one-off items and robust growth in nominal GDP. Transfers to
parastatals and semi-autonomous government agencies will remain at the 2011/12
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nominal value in order to provide fiscal space for priority expenditures. Any
wage adjustments for these agencies is expected to be met within the ministerial
ceilings.

83. With respect to goods and services, expenditure ceilings for
sectors/ministries are determined by the funding allocation for goods and services
in the previous year budget as the starting point. The ceilings are then reduced to
take into account one-off expenditures in FY 2011/12 and then an adjustment
factor is applied to take into account the general increase in prices.

Development Expenditure

84.  Consistent with the objective of allocating adequate resources towards
development outlays and the need to ensure completion of critical infrastructure
(roads, energy and railway), the ceiling for development expenditures including
donor funded projects is KSh 370.2 billion or 9.6 percent of GDP in 2012/13,
more or less the same level in 2011/12 in terms of percent of GDP. Most of the
outlays are expected to support critical infrastructure that will crowd in private
sector investment as well as critical interventions to remove binding constraints
to accelerated growth.

85. About 40 percent of the development budget will be funded through
project loans and grants not tied to conditionalities from development partners.
This represents about 3.5 percent of GDP, more or less the same level as in
2011/12. With improvement in procurement planning, the absorption capacity of
project funds is expected to increase resulting in a higher investment level in
infrastructure activities.

86. In view of challenges of climate change and unforesecen shocks, a
contingency provision of Ksh. 5 billion will be provided in the budget for
2012/13 to be applied in line with the new law on the utilization of these funds.
We have also set aside Ksh 13.0 billion for the implementation of the new
Constitution and Ksh. 6.7 billion for conditional grants to marginal areas by way
of Equalization Fund covering the FY 2011/12 and 2012/13. Year 2012/13 being
an election year, we have set aside Ksh 13.5 billion in the baseline ceilings for
elections but the figure may increased after firm costing is provided during the
finalization of the detailed budget.

Overall Deficit and Financing

87.  The overall budget deficit (including grants) in 2012/13 is projected to be
about KSh 167.4 billion (equivalent to 4.3 percent of GDP). About 36 percent of
this budget deficit will be covered by net external financing amounting to KSh
60.7 billion (1.6 percent of GDP), leaving KSh 106.7 billion (2.8 percent of
GDP) to be financed through domestic borrowing.

88. The Government is committed to lengthening the maturity structure of
government debt. While we had achieved an 85:15 ratio in favour of long term
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bond, the appetite for short-dated Treasury bills increased more recently due to
rising inflationary expectations. Going forward, the government will gradually
unwind short term debt and replace this with the long term ones in conformity
with the policy target ratio of 75:25.

Summary

89. Fiscal policy will continue to support growth within a sustainable path of
public spending by allowing the deficit to decline gradually so as to achieve a
debt to GDP ratio of less than 45 percent in the medium-term. Therefore,
moderation in government spending will help assure debt sustainability and
intergenerational equity in line with the new Constitution. Meanwhile, efficiency
and economical spending of government resources will be enhanced to create
room for critical interventions and pro-poor spending.
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IV. PREPARING FOR DEVOLUTION—
INTERGOVERNMENTAL  FISCAL
RELATIONS

Introduction

90.  Chapter 12 of the constitution provides for principles of public finance
that will guide all aspects of public finance including in the preparation of the
2012/13 budget. In particular, Article 201 of the Constitution requires:

e Openness, accountability and public participation;

e Equitable sharing of tax burden;

e Equitable sharing of revenues;

e Expenditures shall promote equitable development;

e Equitable sharing of debt burden/benefits between current and

future generations;
¢ Prudent and responsible use of public resources; and
e Responsible financial management and clear fiscal reporting.

91.  The Constitution also provides for two levels of government, namely
national and county governments, which according to Article 6 (2) are distinct
and inter-dependent and which shall conduct their mutual relations on the basis of
consultation and cooperation. In addition, Article 189 (1)(a) of the Constitution
provides that government at either level shall perform its functions, and exercise
its powers, in a manner that respects the functional and institutional integrity of
government at the other level, and respects the constitutional status and
institutions of government at the other level.

92. From the perspective of the budget process, the significance of Articles 6
and 189 is that both levels of Government should not interfere in the day-to-day
management of finances in the other level of government. Specifically, each level
of government should be able to formulate, plan, execute and report on their
budgets without interference from the other level of government. The proposed
Public Financial Management Bill, 2012 has reflected this letter and spirit of the
constitution.

County Revenues
Equitable Sharing of National Revenue

93. According to Articles 201, 202 and 203 of the Constitution, revenue
raised nationally shall be shared equitably among the two levels of governments
and among county governments to enable them provide services and perform the
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functions assigned to them under the Fourth Schedule of the Constitution. The
equitable division of revenue between the two levels of government should take
into account the criteria specified in Article 203 of the constitution. In addition,
the Constitution requires that a minimum of 15 percent of all revenue collected
by the national government shall be allocated to county government.

94, The Commission on Revenue Allocation (CRA) Act. 2011 defines
revenue as follows:

*...all taxes imposed by the national government under Article 209 of the
constitution and any other revenue (including investment income) that
may be authorised by an Act of parliament, but excludes revenues
referred to under Articles 209 (4) and 206(1)(a)(b) of the constitution™.

95.  The definition of revenue, therefore, includes: income tax; value added
tax; customs duties and other duties on imports and exports; excise tax; and any
other tax or duty authorized by an Act of Parliament but excludes taxes which
have been assigned exclusively to county governments by the Constitution. The
definition also explicitly excludes: (i) charges imposed for the provision of a
service (Article 209 (4)); (i) money excluded by an Act of Parliament and
payable into another public fund established for a specific purpose (Article
206(1)(a)); and (iii) money retained by a state organ that received it for the
purpose of defraying the expenses of the State organ (Article 206(1)(b). Table 4.1
below shows the most recent audited revenues for 2009/10 and 2010/11 in line
with the Constitution and the CRA Act, 2011.

Table 4.1: AUDITED GOVERNMENT REVENUES
(In Millions of KSh.)

2009/10 2010/11
Total Income Tax 1/ 209,098 258.651
Income Tax - PAYE 115,448 137,055
Income Tax - Corporations 93,650 121,596
VAT - Local Goods 78,859 90,211
VAT - Imported Goods 63,112 81,670
Excise Tax 74,112 80,567
Licence under Traffic Act 2,221 2.464
Customs Duties 41,271 46,072
Other Taxes from International Trade 15,935 20,599
Stamp Duty 5,356 6,800
Land Rent 1,111 1,073
Other Profits & Dividends 4,295 11,086

Profits & Dividends from CBK 4,059 -
Interest Received 382 759
Misc. Revenues 6.478 7.823
Fines, Penalties & Fortitures & Other Charges 229 290

Royalties 33 -
TOTAL 506,518 608,063

1/ Excludes Local Authority Transfer Fund (LATF)
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96. The equitable share of revenue is an unconditional allocation to the
county governments. County governments, being a distinct level of government,
are fully responsible for these funds and are directly accountable to their
respective County Assemblies for how they are spent.

Conditional and Unconditional Grants

7. In addition to the equitable share of revenues, Article 202 of the
Constitution also provides that county governments may be given additional
allocations from the national government’s share of revenue in the form of
conditional grants (i.e. subject to specific conditions) or unconditional grants
(without any conditions) to augment their resources. It is expected, therefore, that
the National Government will propose conditional and/or unconditional grants in
future MTEF budgets, as part of the overall share of resources to be available to
counties.

Own revenues

98. The constitution has given to counties the exclusive powers to impose
taxes and charges. In particular, counties can impose (i) property taxes; and (ii)
entertainment taxes; and (iii) any other tax they are authorised to impose by an
Act of Parliament. Revenue raised by county government constitutes own-
revenues and will not be part of the pool of revenues subject to sharing between
the two levels of government. In exercising their revenue raising powers, the
constitution (Article 209 (5)) prohibits counties from doing so in a way that
prejudices national economic policies, economic activities across county
boundaries or the national mobility of goods, services, capital or labour.

Loans

99. In addition to the above-mentioned resources available to counties, the
Constitution provides for the county government to borrow only if the national
government guarantees the loan, and with the approval of the county
government’s assembly. The National Government Loans Guarantee Act, 2011,
provides for the Cabinet Secretary responsible for Finance to guarantee loans to
counties on behalf of the National Government in a transparent, prudent and
equitable manner, consistent with Article 213 of the Constitution. The law set out
the criteria to be applied in considering guarantees and include usage of proceeds
for a capital project and ability of repaying the loan, and paying any interest or
other amount payable in respect of it, among other criteria.

The Equalization Fund

100.  Article 204 of the Constitution provides for an equalization fund, which
the national government shall use to provide basic services including water,

w
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roads. health facilities and electricity to marginalised areas in order to bring the
quality of those services in those areas to the level generally enjoyed by the rest
of the nation. so far as possible. In line with this constitutional provision. the
national government will operationalise the Equalization Fund into which, every
year, 0.5 percent of collected revenue, calculated on the basis of the most recent
audited accounts of revenue received as approved by the National Assembly will
be paid.

101. The Commission on Revenue Allocation (CRA) has the constitutional
mandate to determine, publish and regularly review a policy in which it sets out
the criteria by which to identify the marginalised areas for purposes of allocating
the Equalization Fund. The determination and criteria for allocation is currently
being developed by CRA and it is expected to be published soon. However,
Article 221(2) of the Constitution requires that the budget estimates submitted to
Parliament “Shall” include estimates for expenditure from the Equalization Fund.
Moreover, mindful of the need to provide basic services to Kenyans the proposed
budget for 2012/13 has provided for Ksh. 6.7 billion to fund projects that provide
basic services including water, roads, health facilities, and electricity. The figure
of Ksh. 6.7 billion covers the two vears 2011/12 and 2012/13 and is calculated
using the most recent audited revenues for 2010/11 amounting to Ksh. 608.1
billion (see Table 4.1) and estimated revenues for 2011/12 amounting to Ksh.
725.8 billion. '

Costing of Functions Assigned to County Governments

102.  The Fourth Schedule of the constitution has assigned functions to both
levels of government. The functions are either exclusive to each level of
governments, shared or are residually assigned to the national government
(Article 186). The constitution under Article 187 provides that financing must
follow functions. Therefore, it is important to cost the assigned functions in order
to determine the amount of resources to be transferred to county governments.
Since the constitution requires that at least 15 percent of audited revenues should
20 to county government, this would mean that at the very least Ksh.91.2 billion
must be transferred to the counties based on the latest audited revenues of Ksh.
608.1 billion for 2010/11, as indicated in Table 4.1 above.

103. To determine whether the minimum amount of Ksh. 91.2 billion is
adequate to finance the devolved functions, the Treasury working closely with
the line ministries conducted an exercise to assess the budgetary costs of the

' The use of estimated revenues for 2011/12 rather than the audited revenues for 2010/11 is in
order 10 get a more accurate approximation of the amounts that will go into the Equalization
Fund.
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functions that would be transferred to county governments.” This required
discussing and agreeing with each line ministry the current functions to be
devolved and those that would remain with the national government based on the
Fourth Schedule of the Constitution. In addition, line ministries were required to
give a breakdown of expenditures between recurrent and development
expenditure for each of the 47 counties. This exercise, therefore, provides a basis
for both the vertical (i.e. between the national and county government) and
horizontal (among the counties) division of revenue.

104. The total cost of funding the devolved functions based on the existing
level of services, including allocations for the Constituency Development Fund
(CDF), was estimated at Ksh. 154 billion for 2012/13. Additional expenditures
related to new administrative structures, such as wages for County Executive and
County Assembly are estimated at about Ksh. 6 billion bringing the total cost to
Ksh. 160 billion (Table 4.2). This represents 26.3 percent of the most recent
audited revenues. The estimated expenditures do not include the one-off
expenditures for setting up the necessary infrastructure in counties in preparation
of the new devolved system of government.

Table 4.2: Cost of Devolved Functions by Sector
In Ksh billion Share of total
Sector 2010/11 2011/12 2012/13 2010/11  2011/12  2012/13
Prov. Prov. Ceiling Prov. Prov. Ceiling
Agriculture and Rural Development 105 112 108 13% 1.2% 11%
Education 0.4 0.4 0.5 0.0% 0.0% 0.0%
Energy, Infrastructure and ICT 45.7 535 59.4 5.7% 5.6% 6.0%
Environmental protection, Water and Sanitation 8.0 8.8 98 1.0% 0.9% 1.0%
General Economic, Commercial and Labour Affairs 8.7 6.0 49 1.1% 0.6% 0.5%
Governance, Justice Law and Order 03 03 03 0.0% 0.0% 0.0%
Health 218 314 329 2.7% 33% . 33%
Public Administration and International Relations 149 17.6 28.1 1.9% 1.8% 2.8%
Social Protection, Culture and Recreation 6.2 10.1 134 0.8% 1.1% 1.4%
TOTAL 116.6 1393 160.0 14.6% 14.5% 16.2%
SECTOR TOTAL 799.5 959.1 989.7 100.0%  100.0%  100.0%

105.  Pending agreement on a revenue sharing formula which would allocate
the county equitable share between the 47 counties, the cost of delivering
assigned functions in each county can serve as a basis for the initial distribution
of revenue. However, going forward, a larger percentage of resources will need to
be allocated to those counties that have been left behind, either in terms of
development or in terms of county per-capita allocation of revenues. This will be

* The Treasury invited all the line ministries affected by the devolution of functions under the
Fourth Schedule, and jointly agreed on what functions of each ministry would be devolved to
counties and what would remain at the national level. Based on that understanding, the line
ministries were then requested to cost these functions on the basis of budgetary allocations for
2010/11 to 2012/13. Therefore, these costings do not reflect the expenditure requirements
necessary 1o achieve a certain level or baseline of desired services delivery.
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done in a manner that ensures that the principle of “holding harmless™ is
respected so that no county should suffer deterioration in service delivery because
of devolution.

Projected shares of Sharable Revenues

106. The resources available to be shared by the national and county
governments over the coming three financial years are estimated on the basis of
projections of the economy’s performance over the medium term. The underlying
assumptions are set out in Section 11 and 1II of this Statement.

Table 4.3: Revenue Sharing, 2011/12 - 2014/15 (Ksh billion)

2011/12 2012/13 2013/14 2014/18

Proj. Proj Proj. Proj

1.0 National Government (3.0-2.0) 684.1 701.4 806.2 909.5

of which

Conditional grants (CDF) 17.8 21.2 244 276
Equalization fund - 67 43 5.0
Contigency fund - 50 50 50
National obligations 1445 177 8 2530 208 1
Pension and Constitutional offices 32.6 52.5 60.0 66.2

Inrerest payments 86.6 97.2 106.8 105.6
Amortization 254 282 86.2 363
National interest 963 990 967 103 2
Implemeniation of new Consirnution - 150 7.0 50

Chher 96.3 §6.0 89.7 98.2

Defense 78.6 64.1 65.6 73.2

Judicrary 75 9.8 10.0 10.4
Parliament 10.2 121 14.1 146

Net 4255 3917 4228 5605
2.0 Devolved Government (2.1+2.2) 41.7 166.7 193.2 221.1
2 1 Transfer to County governments 1/ 417 1600 1889 2161

of which: CDF 17.8 21.2 24.4 27.6

2 2 Equalization Fund (0 5% of Revenue) - 67 43 50
3.0 Shareable revenue (1.0+2.1.1) 2/ 725.8 868.1 999.4 1,130.5

Memo items:

RMLF 86 9.2 104 L1
Own-Revenue 3/ 196 230 26.1 293
Percentape share
(Shareable revenue 100.0% 100.0% 100.0% 100.0%

NanisnalGovernment (Excl CDF) 94.2% 80.8% 80.7% 80.4%

County Gavernments 5.8% 19.2% 19.3% 19.6%

Egquatable share (mncludimg CDF) 5.8% 18.4% 18.9% 19.1%

ow CDF 2.4% 24% 2.4% 24%

Other 33% 16.0% 16.5% 16.7%

Equalization Fund 0.0% 09% 0.5% 0.5%

Latest Audited Revenue (Ksh 608 | billion, 2010/11)

Equatable share, ncl. CDF (% of latest audited revenue) 26.3%
Equartable share, excl. CDF (% of latest audited revenue) 22.8%
Constitutional minimum 15.0%

Source: Mimsiry of Finance
Notes.
LATF = Lacal Authonity Transfer Fund
CDF = Constituency Development Fund
RMLF=Road Maintenance Levy Fund
1/ The amount in 2012/13 1s based on cost of providing the devolved functions
Ths is line with the constitutional provision that finance should following functions

2/ As defined in CRA Act (Income 1axes, import duty, VAT, excise taxes, and non-tax revenues) Thisis approximated by ordinary revenues
3/ Own sources of revenue - include CILOR, property rates, SBP, vehicle parking, market fees, plot rents, water & sewerage, cess receipts,
house rents, and other

M
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107. The projected vertical division of revenue for the 2012/13-2014/15 period
1s outlined in Table 4.3. This division may change depending on the extent of the
application of the criteria set out in Article 203 of the Constitution with respect to
vertical sharing of revenue. For 2012/13-2014/15, the national government
average share is about 80.5 percent of collected revenue, while that to counties is
19.5 percent.’ The county government’s share includes various amounts that will
be transferred to county government such as Local Authority Transfer Funds
(LATF), and the Constituency Development Funds (CDF).

108.  In nominal terms, the projected total revenues transferred to counties are
estimated at KSh 166.7 billion for 2012/13, and are expected to rise to KSh.
221.1 billion in 2014/15. As for the Equalization Fund, the 2012/13 fiscal
framework has provided resources amounting to Ksh. 6.7 billion to cover the first
two years of 2011/12 and 2012/13. Subsequently, after an initial dip from the
clevated level of 2012/13 reflecting the combined payments for two years,
available resources to the Equalization Fund would rise gradually to Ksh. 5
billion by 2014/15.

New Formula for Allocating Revenue

109.  The CRA has proposed a revenue sharing formula which is currently
under discussion. The formula proposes to take into account population, land
area, poverty, a basic equal share and fiscal discipline. Once the vertical division
of revenue is established, the formula can then be used to allocate revenue among
the 47 counties. It is expected that the allocation of revenue based on the costing
of devolved functions as captured in the 2012/13 budget will differ from the
allocation based on the proposed formula. This reflects the fact that the
parameters in the formula were not the only determinants of resource allocation
to the sub-national level in the past.

110.  For instance, there are counties that may get more resources than
suggested by the formula because they host institutions that provide services to
more than one county e.g. provincial hospitals which provide services to several
counties and whose functions have now been assigned to county governments.
Since the formula will not pick up such subtleties, it will be important that the
results of the two methods (allocation based on existing expenditure patterns and
the formula) be harmonized in order to avoid adversely affecting services
delivery but also to ensure equitable distribution of resources.

* Taking the following into account: debt service, wages for civil servants and Teachers service
commission, pension payments, and other needs of the national government (such as contingency
fund. drought, and expenditures to fund the elections). the national government’s share of
sharable revenues is estimated to decline to below 30 percent.

“ The respective weights in the formula, in percent, are as follows: Population (60 percent): land
area (6 percent): poverly (12 percent); basic equal share (20 percent); and fiscal discipline (2
percent).
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111. It is expected that once the new basis for sharing revenue among the
counties is approved by Parliament, the process of achieving equitable allocation
of resources will be phased in over the next three years in line with the phased
transfer of functions as provided for in Section 15 of the Sixth Schedule of the
Constitution. Indeed international experience suggests that resources should not
be reduced for counties with a larger allocation of resources in order to hold
‘harmless’ but also to facilitate counties deliver on the assigned functions. This
will provide county governments with a lead time to restructure and rationalise
their budgets and operations while at the same time guaranteeing the requisite
resources to perform their assigned functions. On the other hand, resource
increases to county governments that are supposed to receive higher allocations
should be phased so that county governments can build the capacity and develop
priorities with a view to using the funds efficiently and effectively.

112. In sum, attaining equitable distribution of resources while ensuring
responsible and prudent public financial management in line with Article 201
cannot be achieved in one year, but over a period of time. In this context, timely
approval by Parliament of the basis for the allocation of the sharable revenue
among the counties is critical. It is expected that the new revenue sharing formula
will represent a break with past funding patterns and result in more equitable
distribution of resources.

County Budgets and the Transfer of Functions

113.  The financial year 2012/13 will, for the first time, see the establishment of
county governments after the general elections. Therefore, the budget for 2012/13
is a transition one with current expenditure patterns forming the basis for
equitable vertical and horizontal division of revenues. Although extensive work
has gone into costing the devolved functions, for purpose of determining
expenditure patterns in the counties based on the assigned functions, it is
anticipated that the Transition Authority will build on this as its functions
include: (i) facilitating the analysis and the phased transfer of the functions
provided under the Fourth Schedule; and (ii) determining the resources required
for each of the functions.

114. Before the County Governments can formulate and implement their own
budgets, the necessary administrative and political structures will have to be in
place. These structures include the County Executive Committees to oversee
budget formulation, the County Assemblies to approve budgets, and of-course the
County .public service which will implement and report on the budget. The
County Governments will come into operation well into the FY 2012/13, at a
time when the preparation for the 2013/14 budget will be well underway with the
expectation of submitting budget estimates at both levels of government by end
April 2013. This means that the earliest that County Governments can take full
charge of the formulation, approval and implementation of their budgets would
be June 2013.
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115.  To avoid the disruption of service delivery to counties, the national
government is expected to continue performing the functions that have been
assigned to the counties until such a time, not exceeding three years, when the
county governments are able to take over their functions based on objective
criteria established in line with Article 262 (15) of the Constitution. The
procedure and criteria for the phased transfer of functions. which will be carried
out by the Transitional Authority are spelled out in Sections 23 and 24 of the
Transition to Devolved Government Act, 2012.

116.  This implies that over the three year transition period after the first
general elections, the transfer of functions will be determined by the readiness of
counties to perform assigned functions effectively. Some counties may take over
their assigned functions earlier than others depending on whether they have the
necessary capacity to meet the established criteria for the transfer of functions in
line with Article 262 (15) of the Constitution.

117.  Although this asymmetric transfer of functions is provided for in the
Constitution, it will be critical that the national government rapidly builds up
capacity at the county level,” especially for public financial management, so that
counties are empowered to take over their assigned functions as soon as possible.
This will avoid a situation where-by some counties have more functions
transferred to them because of their stronger capacities while other counties have
less functions transferred owing to lack of capacity.

The Division of Revenue Bill and the County Allocation of
Revenue Bill

118.  Once the Counties begin to perform their functions, it is expected that the
proposal for the equitable vertical-and-horizontal division of revenue will be
presented to Parliament through a Division of Revenue Bill (DoRB) and the
County Allocation of Revenue Bill (CARB), respectively. The DoRB will specify
the equitable share for national and county governments, and any other
conditional and/or unconditional grants from the national government’s share of
revenue while the CARB will specify the allocations among the 47 county
governments.” The two bills will be expected to take into account the
constitutional provisions under Article 203.

* In the Fourth Schedule of the Constitution, capacity building and technical assistance to the
counties has been assigned to the National Government.

 According to Articles 95 and 96 of the Constitution, the National Assembly determines the
vertical division of revenue. while the Senate determines the horizontal division. However, since
the DoRB is a “Special Bill”, the National Assembly may amend or veto it only but by a
resolution supported by at least two-thirds of the members of the Assembly.
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Decentralised Funds

119.  The Local Authority Transfer Fund (LATF) and the Constituency
Development Fund (CDF) constitute a part of decentralized public funds that the
government has been spending at the sub-national level. In addition, part of the
Road Maintenance Levy Fund (RMLF) comprise of spending at local level. The
government is committed to ensuring that the equivalent of the funds earmarked
for the LATF, CDF and RMLF are provided for financing programmes and
projects at the county level. This is consistent with the principle of financing
following functions as these funds largely finance functions that have been
assigned to county governments (perhaps with the exception of education in the
case of the CDF).

120."  As regards the LATF, since these were funds going to the 175 local
authorities, given there is only 47 counties, these funds will simply be folded into
the county governments’ equitable share and any allocation of resources to the
decentralized units within the county will be the responsibility of the County
Executive Committee and the County Assembly. In the case of the CDF, the
existing management structure, especially the participation of Members of
Parliament in the allocation of resources, may be inconsistent with the
Constitution where the County Governor and the Deputy County Governor are
the Chief Executive and Deputy Chief Executive, respectively (Article 179 (4)).

121.  Therefore, the management structure of the CDF will have to be changed
to conform to the Constitution. Once there is agreement on the management
framework a decision will be required stating whether the equivalent of these
funds will be provided to counties as conditional or unconditional grants. If they
are to be conditional grants, the conditions will have to be set by the national
government and a monitoring framework would need to be put in place to assess
compliance with the conditions. On the other hand, if they are unconditional
grants, they would be part of the sharable revenues and the County Executive
Committee member responsible for finance together with the County Executive
Committee would decide on the usage of those funds in line with county
priorities.

Summary

122, 2012/13 is an election year that will usher in a devolved system of
government. Under the proposed framework of managing the transition to
decentralised structure that is in line with the new Constitution, the division of
revenue. between national and county government is set out with national
government accounting for an average of about 80 percent of equitable share of
revenues over the 2012/13 MTEF period. while county governments will account
for 20 percent.

123, The costing of the devolved functions forms the initial basis for sharing of
revenue among counties before the new formula is phased in. For existing

S
2012 Budget Policy Statement Page 34



devolved funds such as LATF and CDF, there is need to determinate how they
will be managed in line with the new Constitution. It is proposed that LATF will
be folded to become part of county government unconditional equitable share,
while the CDF will be made either conditional or unconditional transfer to

counties.
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V. EXPENDITURE PRIORITIES AND
RESOURCE ALLOCATION

Resource Envelope

124, The resource envelope available for allocation among the spending
agencies is based on the medium term fiscal framework outlined in Section I1I:

e Domestically mobilized budget resources finances about 90 percent of the
budget. Of this, tax revenue (income tax, customs duties, value added taxes,
and excise taxes) accounts for over 80 percent of total budget resources.
However, due to slower than anticipated growth for 2012/13 and changes in
VAT withholding mechanism, revenues are now expected to increase by 0.2
percentage points in 2012/13 to stand at 24.2 percent of GDP compared to
24.0 percent of GDP in 2011/12;

e Committed external financing in the form of grants and concessional
borrowing tied to specific programmes/projects are expected to be about 3.5
percent of GDP in 2012/13; and

e Domestic borrowing at 2.8 percent of GDP is expected to finance 64
percent of the deficit in 2012/13, and is expected to decline steadily to finance
about 40 percent of the budget deficit in the medium term. This is consistent
with the objective of gradually reducing the debt stock as a percentage of
GDP.

125.  Ordinary revenue is projected to broadly cover funding required for
recurrent expenditure, leaving the entire development budget to be financed
mainly through external project grants and loans, as well as domestic borrowing
including infrastructure bonds. This approach bodes well for long-term
sustainability of our public finances.

Spending Priorities

126.  In view of the changed macroeconomic circumstances since the start of
implementing Vision 2030 first Medium Term Plan in 2008, the Government has
updated its main prioritics going forward in the context of first MTP update. The
Government will, in this regard, prioritize resource allocation to achieve updated
MTP priority goals as well as cater for priorities identified during the
countrywide budget consultative meetings held in October — November 2011.
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127. In addition, the new Constitution requires national and county
governments to promote budgetary transparency. accountability and effective
financial management of the economy and the public sector. Therefore,
inefficient and wasteful public expenditure will be eliminated at all costs in order
to promote public trust on Government officials.

128. In finalizing the preparation of the 2012 MTEF budget, spending
proposals will undergo rigorous scrutiny to identify areas of inefficient and non-
priority expenditure in the areas indicated in the table below. These areas were
targeted in 2011/12 during the budget approval by Parliament. During scrutiny of
2012/13 budget proposals, more effective use of resources will be sought across
spending agencies and any identified savings will be redirected to deserving
priority expenditures.

Targeted expenditures for scrutiny to create savings

Recurrent

Telephone, Telex, Facsimile and Mobile Phone Services
Courier and Postal Services

Domestic Travel and Subsistence, and Other Transportation Costs
Foreign Travel and Subsistence, and other transportation costs
Printing , Advertising and Information Supplies and Services
Training Expenses

Hospitality Supplies and Services

Office and General Supplies and Services

Contracted Professional Services

Contracted Technical Services

Minor Alterations to Buildings and Civil Works

Purchase of Office Furniture and General Equipment
Refurbishment of Buildings

Purchase of Motor Vehicles

Pre-feasibility, Feasibility and Appraisal Studies

Development
Contracted Professional Services
Contracted Technical Services
Minor Alterations to Buildings and Civil Works
Refurbishment of Buildings
Pre-feasibility, Feasibility and Appraisal Studies

129.  Overall, given limited resources, the MTEF budgeting will focus on the
following:

e The priority social sectors, education and health, will continue to receive
adequate resources. It should be noted that both sectors (education and health)
are already receiving a significant share of resources in the budget. These
sectors, however, will be required to utilize the allocated resources more
efficiently to generate fiscal space to accommodate strategic interventions in
their sectors including funding HIV/AIDS interventions, healthcare
infrastructure, affordable drugs, as well as recruitment and training of staff as
identified during the budget consultations. In particular, it is expected that the
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health sector will strengthen its infrastructure and administrative control,
while the education sub-sector will revisit its staffing norms in order to create
fiscal space for key interventions which include provision for learning
infrastructure, teaching and learning materials, and recruitment of teaching
staff.

* The economic sectors including agriculture and livestock will receive
increased share of resources to boost agricultural productivity with a view to
dealing with the recurrent food security problems in the country.

e With the Government committed to improving infrastructure
countrywide, the share of resources going to priority physical infrastructure
sector, such as roads, energy and water and irrigation, will continue to rise
over the medium term. This will help the sector provide reliable and
affordable energy, as well as increased access to water and development of
irrigation projects countrywide.

e Other priority sectors including security, rule of law, youth and
development of arid regions, which has received a significant boost in
resources over the past two years. Resources to these sectors will be
maintained at adequate level over the medium-term to enable these sectors to
implement governance reforms as well as deal with security, youth
unemployment and provide opportunities for the vulnerable members of our
society in the arid and semi arid regions.

Medium-Term Expenditure Estimates

130. Table 5.0 below provides the projected baseline ceilings for the 2012
MTEF, classified by sector.

Table 5.0: Medium-Term Sector Ceilings, 2012/13 - 2014/15

TOTAL EXPENDITURE (MSh Million] % SHARE OF TOTAL EXPENDITURE
21001 ®in2 Celling 211 Projection
Printed Revised Printed Revised o 01314 201418 Revised 0121 1114 2014415
EXPENDITURE BY SECTOR

AGRICULTURE AND RURAL DEVELOPMENT Grose 42885 47341 47B4 52955 52013 55,316 60141 ] 315% i3% S 5%
ENERGY, INFRASTRUCTURE & ICT Gross | 1BG.093 168650 | 2265% 219002 | 230783 247831 262856 | 228% 233% 239N MK
GENERAL ECONOMIC, COMMERCIAL AND LABOUR
AFFAIRS Gross 11344 21802 20949 15468 22957 2390 U3 20% 23 23 2%
HEALTH Gross S515%6  5T3T7| 64314 72751 TI.002 81,058 B5364 | T6% 7.8% 7.6% 7.0%
EDUCATION Gioss | 190,224 B3 008 202338 Zi38TT| 228015 240,806 /51314 | 2w 1% 2w 1aT%
GOVERNANCE, JUSTICE, LAW & ORDER Gross JE606 90018 | 110646 106133) 120911 115761  1SE3A | 111%  122%  112%  11.0%
PUBLIC ADMINISTRATION & INTERNATIONAL

RELATIONS Grmsl 95697  B9A7E| 124075 110531 107334 108849 1447V ) 115%  108% 108N 105K

SOCIAL PROTECTION, CULTURE AND RECREATION  Gross l 31651 10| |E2S 8091|6968 42.63% AT02 0 40% AT 1% 4%
ENVIRONMENTAL PROTECTION, WATER AND |
HOUSING Goss | 48501 47406 | 54453 47707 &B4TE 51,140 HRATS | 50% 4% 4% 50%

NATIONAL SECURITY Gross 56686  50394| 60163 78.560) 64.263 67,601 68041 ) E2% 6%  65W 6%

TOTAL laus.w 799455 | 952008 959,074 | 589744 1,036,069 1087710 | rOGO% 1000% 1000% 1000%
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Resource sharing criteria for baseline ceilings

131.  The baseline estimates reflects current spending priorities in social
programmes (health and education) and infrastructure as well as Vision 2030
projects receiving large shares. Water supply, police services, judiciary and
Parliament also receive large shares.

132.  Owverall, the resources available are shared in accordance with the
following guidelines:

(1)  Non discretionary expenditures: this takes first charge and includes
payment of statutory obligations such as loan amortization and interest
payments, salaries for constitutional offices and pension and salaries for
line ministries and public entities that are financed by the National
Exchequer. These expenditures are projected to account for about 51.3
percent of the expected ordinary revenue receipts.

(i1)  Operations and maintenance: Ministries/Departments are allocated funds
for basic operations and maintenance. This accounts for 43.5 percent of
the projected ordinary revenue, of which Defense and NSIS account for
7.6 percent. Thus, after taking into account expenditure on non-
discretionary and operations and maintenance the available balance of 5.2
percent from total ordinary revenue is the current budget surplus to be
shared among other ministries/government departments to fund their
planned development projects/programmes.

(iii) Development expenditure: As already indicated, it is only 5.2 percent of
the ordinary revenue that will be available to finance part of the planned
development expenditure. The rest of the development expenditure will
be funded through borrowing from the domestic and foreign sources, as
well as grants tied to projects. Development expenditures are shared out
on the basis of the Vision 2030 and MTP priorities as well as other
strategic intervention to deal with unemployment and remove constraints
to faster growth. The following guidelines are used:

. On-going projects: emphasis is given to completion of on-going
projects and in particular infrastructure projects, flagship projects and
projects with high impact on poverty reduction and equity, employment
and wealth creation.

. Statutory requirements: priority is also given to programmes that
must be funded in accordance with the law such as Constituency
Development Fund (CDF).

] Counterpart funds: priority is also given to adequate allocations
for donor counterpart funds. This is the portion the Government must
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fund in support of the projects financed by development partners. Usually
it accounts for between a quarter to a third of the cost of the project.

. Strategic policy interventions: priority is also given to policy
interventions covering the entire nation, regional integration, social equity
and environmental conservation. The implementation of the new
constitution is now a key national objective. thus more resources will be
set aside for this purpose over the medium term.

Finalization of spending plans

133.  As indicated earlier, the finalization of the preparation of the ministerial
budgets will entail thorough scrutiny to curtail spending on non-productive areas
and ensure resources are directed to priority programmes. As line
ministries/department budgets are scrutinized and the resource envelope firmed
up, it is likely that additional resources may become available. Government will
utilize these resources to accommodate key national strategic priorities with
sound business plans. Specifically, the following will receive priority:

Priority Areas of Consideration for Additional Resources

I. Intervention identified during the county stakeholders consultation for
2012 MTEF budget. A summary of issues identified by Sector
Working Groups during the consultations are summarised in Annex 9.

2. Implementation of the new Constitution covering proposals not
accommodated within the baseline ceilings issued to Ministries.

g3 Strategic intervention in the area of education, health, infrastructure
(especially rural/feeder roads), tourism, security and agriculture
(especially irrigation programmes and other food security enhancing
programmes), as well as policy interventions covering the entire
nation to enhance regional integration and social equity. A list of
additional requests that are potential sources of fiscal risks on
expenditure is provided in Annex 10.

4. Specific consideration to job creation for the youth based on sound
initiatives identified within and outside the normal budget preparation
(Annex Y and 10).

Details of Sector Priorities

134.  The medium term spending estimates for 2012/13 — 2014/15 ensures
continuity in resource allocation based on prioritized programmes aligned to the
updated first Vision 2030 MTP and policy initiatives to accelerate growth,
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employment creation and poverty reduction. The recent achievements and key
priority targets for each sector are based on the reports from the Sector Working
Groups (SWG) after taking into account recommendations of the Ministerial
Public Expenditure Reviews (MPERs) and views from the budget consultations
and Public Sector Hearings in January 2012.

Agriculture and Rural Development

135. The Agricultural and Rural Development (ARD) sector is critical to
economic growth, employment and poverty reduction. The sector is the mainstay
of the Kenyan economy, directly contributing 26 percent of the GDP with
linkages in manufacturing, distribution and other service-related sectors.

136. The sector aims at raising agricultural productivity, exploiting irrigation
potential, increasing commercialization of agriculture, improving the legal and
policy framework for agriculture, improving governance of agricultural
institutions, and land development as well as promotion of sustainable
management of fisheries, forestry and wildlife resources.

137. The challenges facing the sector include unfavourable climatic changes,
poor planning and inadequate warning systems, low production and productivity,
poor marketing strategy and infrastructure, low value addition and
competitiveness, inadequate physical infrastructure, unfavourable legal and
policy frameworks, and low access to financial services as well as affordable
credit.

138. To address these challenges, a total of Ksh. 167.5 billion has been
provided for the 2012 MTEF period covering 2012/13 to 2014/15 (Table 5.1).
For FY 2012/13, Ksh 52 billion has been set aside for the sector. This is projected
to increase to KSh 60.1 billion by 2014/15, bringing the total resources for the
entire MTEF period to KSh 167.5 billion.

Table 5.1: Agriculture and Rural Development 1/
201112 201213 2013/14  2014/15 2012 MTEF
Ksh billion Revised Medium-Term estimates Total
National 418 412 421 46.3 129.5
of which: Transfer to Public Entities 9.1 11.3 12.1 12.7 36.1
Counties 11.2 10.8 13.2 139 379
Total / 23.0 02.0 55.3 60.1 167.5
of which: salaries 10.1 10.4 10.7 11.0 320

1/ The sector comprise of Agriculture, Livestock Development, Fisheries Development, Land, Cooperative
Development and Marketing, Forestry and Wildlife, National Land commission

139.  Under the new Constitution, a number of functions in the sector have been
assigned to the counties. These include crop and animal husbandry, livestock sale
vards, abattoirs, plant and animal disease control, fisheries and cooperative
societies. Together, these functions are estimated to cost about Ksh. 38 billion
over the MTEF period. The national departments will need to be reorganized and
rationalized to ensure efficient delivery of services in a decentralized system.
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Energy, Infrastructure & ICT Sector

140.  Energy. Infrastructure and Information Communications Technology
(EI&ICT) Sector continues to be an enabler for sustained development of the
economy. Despite major achievements over the recent past, there are still
challenges, including: delayed uptake of donor funds, roads maintenance
backlog, lack of adequate local construction capacity: inadequate power supply
capacity; over-reliance on hydro-power generation: low investment in power
generation by private sector; inadequate capacity for research in ICT and film
industry; and inefficient and congested Port of Mombasa.

141.  Over the medium-term, the sector’s priorities include: accelerating on-
going infrastructure development, improving efficiency and effectiveness of the
infrastructure development process at all levels of planning, contracting, and
construction; modernizing provision of electricity, developing modern national
ICT infrastructure, and reforming ports and rail.

142.  Total MTEF estimate for the sector is KSh 741.5 billion (Table 5.2). For
FY 2012/13, KSh 230.8 billion has been set aside, increasing to Ksh 262.9 billion
by 2014/15.

Table 5.2: Energy, Infrastructure & ICT Sector 1/
201112 201213 201314 2014/15 2012 MTEF
Ksh billion Revised Medium-Term estimates Total
National 165.5 171.4 187.5 199.5 558.4
of which: Transfer to Public Entities 48.6 54.3 579 62.0 174.2
Counties 53:5 59.4 60.3 63.3 183.1
Total 219.0 230.8 247.8 262.9 741.5
of which: salaries 3.5 3.6 3.7 39 1.2

1/ Includes roads, public works, transport, energy, local government, Nairobi metropolitan development, and
Information & Communications Technology

143, Assigned functions to the counties include county roads, street lighting,
traffic and parking, public road transport and ferries and harbours, and housing.
These are estimated to cost Ksh 183.1 billion over the MTEF period.

General Economic, Commercial and Labor Affairs

144.  Despite impressive performance over the recent past, the sector still faces
a number of challenges ranging from inadequate legal, regulatory and
institutional challenges, limited access to credit, high cost of production, stiff
competition from access to international markets, low awareness of benefits of
regional integration, influx of sub-standard, counterfeits and contra-band goods,
and low technology, innovation, research and development.

145.  Over the medium-term, the sector plans to create an enabling business
environment for trade and investment; deepen regional integration, promote best
labour practices, manpower planning, development and utilization, tourism
development and marketing, undertake policy, legal and institutional reforms for
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the development of the sector; support entrepreneurship and industrial
development; and promote exports and sustainable tourism.

146. Total MTEF estimate for the sector is KSh 71 billion (Table 5.3). For FY
2012/13, KSh 23 billion has been set aside, representing an 18 percent increase
from FY 2011/12 funding level. This is projected to increase to KSh 24.1 billion
in 2014/15.

Table 5.3: General Economics, Commercial and Labour Affairs 1/
201112 201213 201314 2014115 2012 MTEF
Ksh billion Revised Medium-Term estimates Total
National 134 18.1 147 145 473
of which: Transfer to Public Entities 4.1 43 44 44 13.1
Counties 6.0 49 9.2 9.6 236
Total 19.5 23.0 23.9 241 71.0
of which: salaries 18 1.9 1.9 20 5.8

1/ The sector comprise of trade, east Africa community, national heritage and culture, tourism,
industrialization, labour, and Regional Development Authorities.

147.  Assigned functions to the counties include markets, trade license, and
local tourism. These are estimated to cost Ksh 23.7 billion over the MTEF period.

Health

148.  The sector’s goal is to provide equitable and affordable health care to the
Kenyan citizens. While remarkable achievements have been made over the years
in terms of improvement in mortality rates, the sector still faces challenges,
which include inadequate infrastructure, qualified health personnel, and
medicines and medical supplies. _

149.  In the medium term, the Government will seek to address these challenges
through continued investment in training of health professionals, medical
services, health, and sanitation infrastructure. The 2012 MTEF estimate for the
sector is Ksh. 243.4 billion, of which Ksh 77 billion has been set aside for FY
2012/13, representing a 6 percent increase from FY 2011/12 funding level (Table
5.4). This is projected to increase to KSh 85.4 billion by 2014/15.
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Table 5.4: Health Sector 1/
201112 201213 2013114 201415 2012 MTEF
Ksh billion Revised Medium-Term estimates Total
National 414 441 480 51.7 1449
of which: Transfer to Public Entities 139 140 143 14.6 429
Counties 314 329 32.0 336 98.5
Total 728 77.0 81.1 85.4 2434
of which: salaries 237 2.1 289 298 85.9

1/ Includes medical services, public health and sanitation, Research and Development sub-Sectors

150.  Assigned functions to the counties under this sector include county health
facilities and pharmacies, ambulance services, promotion of primary health care,
licensing and control of undertaking that sell food to the public and pre-primary
education. Preliminary costing of these functions is Ksh 98.5 billion over the
MTEF period, of which Ksh 77 billion is earmarked for FY 2012/13.

Education

151.  The sector’s overall goal is to increase access to education, raise the
quality and relevance of education, reduce inequality, and exploit knowledge and
skills in science, technology and innovation to achieve global competitiveness.

152.  Previous achievements include free primary education which has
improved admission into primary level education from 5.9 million in 2003 to 9.4
million children in 2010. Other achievements include: improved gender parity at
primary school level; increased number of secondary schools from 6,405 in 2007
to 7,308 in 2010 with free tuition for secondary schools, increased accredited
TIVET centres from 288 in 2007/08 to 487 in 2010/11, and increased enrolment
into the public universities from 16,134 students in 2008/09 to 24,216 students in
2010/11.

153.  The sector’s challenges include inadequate infrastructure and staffing,
slow pace to ICT integration, and dealing with accelerated admissions to
university. In the medium term, the Government will seek to address these
challenges by providing enhanced education and training opportunities, building
capacity in industrial training, and reforming university education system.

154.  The 2012 MTEF estimate for the sector totals Ksh 721.2 billion, of which
K Sh 229 billion has been set aside for FY 2012/13, a 7 percent increase from FY
2011/12 funding level (Table 5.5). This is projected to increase to KSh 251.3
billion by 2014/15.
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Table 5.5: Education Sector 1/
201112 2012113 2013114 2014/15 2012 MTEF
Ksh billion Revised Medium-Term estimates Total
National 2135 2286 2404 250.8 7198
of which: Transfer to Public Entities 51.2 574 61.6 64.9 183.8
Counties 0.4 05 05 05 14
Total 213.9 229.0 240.9 2513 121.2
of which: salaries 115.2 119.5 123.4 127.1 369.9

1/ Includes education, and higher education sub-Sectors

155.  Assigned functions to the counties under this sector are limited with an
estimated MTEF budget of Ksh 1.4 billion, mainly to cater for pre-primary
education, village polytechnics, home craft centres and children facilities.

Governance, Justice, Law and Order Sector (GJLOS)

156. The Sector plays an important role in providing a stable environment for
the political, social and economic activities to thrive. Following the promulgation
of the new Constitution in August 2010, a number of institutions  were
established within the Sector while some existing ones were restructured. The
newly established institutions are the National Police Service Commission
(NPSC), the Constitution Implementation Commission (CIC), and the Office of
the Director of Public Prosecutions (ODPP). The Judicial Service Commission
was revamped and reconstituted; the IIEC and IEBRC were merged to become
the Independent Electoral and Boundaries Commission. The Kenya Anti-
Corruption Commission became the Ethics and Anti- Corruption Commission
(EACC).

157.  Over the last three years, the sector has achieved significant milestones in
execution of its programs, including enhancing governance, rule of law, and
preventing corruption among others.

158. Funding over the 2012 MTEF period will facilitate the implementation of
the new Constitution; improve access to judicial and legal services for all
Kenyans; enhance the security of identification, registration and travel
documents;; prevent and combat the occurrence of corruption and economic
crimes including tracing, recovering and restitution of corruptly acquired assets
and ensure public safety and security; reform and modernization of the electoral
processes to deliver free, fair and credible elections; promotion of national values
and ethics; and registration and funding of political parties.

159.  For FY 2012/13. KSh 120.9 billion has been set aside, representing about
14 percent increase from FY 2011/12 funding level (Table 5.6). This is projected
to remain more or less the same level by 2014/15. Total funding level for the
MTEF period is KSh 356.5 billion.
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Table 5.6: Governance, Justice, Law and Order Sector 1/
201112 2012/13 2013/14 2014/15 2012 MTEF
Ksh billion Revised Medium-Term estimates Total
National 105.8 1206 1154 1194 3554
of which: Transfer to Public Entities 4.0 472 43 4.4 12.8
Judiciary 755 g8 10.0 104 30.2
Counties 03 0.3 0.4 04 1.4
Total 106.1 120.9 115.8 119.8 356.5
of which: salaries 554 60.1 60.4 62.3 182.9

1/Includes Ministry of State for Provincial Administration and Internal Security, Office of the Vice President
and Ministry of Home Affairs, Ministry of Justice, National Cohesion and Constitutional Affairs, State Law
Office, Judiciary, Kenya Anti-Corruption Commission, Kenya National Audit Office, Ministry of State for
Immigration and Registration of Persons, Interim Independent Electoral Commission and the Directorate of
Public Prosecution.

Assigned functions to the counties include ensuring and coordinating the
participation of communities and locations in governance at the local level and
assisting communities and locations to develop the administrative capacity for the
effective exercise of the functions and powers and participation in governance at
the local level. These are estimated to cost Ksh 1.1 billion over the MTEF period.
However, this may increase depending on the scope of restructured functions of
the provincial administration in line with the Constitution.

Judiciary

160.  The GJLOS sector includes the MTEF budget for the Judiciary that is
expected to be submitted directly to the National Assembly in line with the new
Constitution. The challenges facing the Judiciary include case backlog, case
delay and inaccessibility to justice in many parts of the country. This is attributed
to lack of adequate facilities in most of the existing 120 court stations in the
country; inadequate numbers of judicial officers and other support staff; and slow
adaptation and institutionalization of ICT technology and other facilities.

161.  During this MTEF period, the Judiciary will prioritize the implementation
of the new Constitution and continue to implement strategies that will lead to
reduced case backlog, improved access to justice and modernize the court system.
The MTEF funding level is estimated at Ksh 30.2 billion, of which Ksh. 9.8
billion is for FY 2012/13. This has been arrived following consultations with the
Judiciary.

Public Administration and International Relations

162.  The sector plays a key role in enhancing public service delivery,
organization and coordination of Government business through planning,
mobilization of financial and human resources in the public sector. In addition,
the sector links all other sectors with the rest of the world on matters of
international treaties, agreements, cooperation and resource mobilization. The
Constitution established Constitutional commissions and Independent offices
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some of which are members of the sector. These include: Office of the Controller
of Budget. Kenya National Audit Office, Salaries and Remuneration Commission
and Commission on Revenue Allocation. Further, Kenva National Assembly
previously falling under the Governance Justice Law and Order Sector was
incorporated in this sector.

163.  Funding over the 2012 MTEF period will enable the sector to oversee the
implementation of the new Constitution; provide leadership and policy direction
in the governance of the country; coordinate and supervise government affairs;
promote sound public financial and economic management for socioeconomic
development; articulate and implement Kenya’s foreign policy for national
development; promote macroeconomic stability, mainstream MDGs into the
nation’s policy, planning and budgetary process, implementation, monitoring and
evaluation; promote efficient and effective human resource management and
development for improved public service delivery; and promote public service
integrity.

164.  For FY 2012/13, Ksh. 107.3 billion has been set aside to fund the sector’s
programmes (Table 5.7). This is projected to increase to Ksh. 114.5 by FY
2014/15, bringing the total MTEF estimate to Ksh. 331.8 billion.

Table 5.7: Public Administration and International Relations 1/
201112 201213 201314 2014/15 2012 MTEF
Ksh billion Revised Medium-Term estimates Total
National 92.9 79.3 80.2 937 2632
of which: Transfer to Public Entities 20.2 21.0 20.0 20.3 61.3
Parliament 10.2 12.1 14.1 14.6 40.9
Counties 176 28.1 19.8 208 68.6
Total 110.5 107.3 109.9 114.5 331.8
of which: salaries 13.2 14.6 14.7 15.1 - 44 4

1/ Includes state house, public service, foreign affairs, planning and national development, finance, cabinet
office, public service commission and prime minister, Controller of Budget, Parliament, Commission of
Revenue Allocation, KENAQ, Salaries and Renumeration Commission

165.  Assigned functions to the counties include office of the governor, county
assemblies, and county planning and development including statistics. These are
estimated at Ksh. 68.6 billion over the MTEF period, of which Ksh. 28.1 billion
is earmarked for FY 2012/13.

Parliament

166.  This sector includes the MTEF budget for the Parliament that is expected
to be submitted directly to the National Assembly in line with the new
Constitution. Parliament plays a crucial role in strengthening the democratic
space and good governance in the country. Under the new constitutional order,
parliament will consist of the National Assembly and the Senate. This is expected
to increase the resource requirement to cater for the increased membership of
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Parliament from the current 224 to 418 and for additional physical facilities and
infrastructure.

167. Total MTEF estimate for the Parliament is Ksh 40.9 billion. For FY
2012/13, Ksh. 12.1 billion has been set aside as baseline ceiling. However,
consultations with Parliamentary Service Commission are ongoing ahead of
finalization of detailed budget to firm up the resource requirement to cater for the
10™ Parliament and initial requirements for the expanded Parliament during the
second half of the financial year.

Social Protection, Culture and Recreation

168. The sector’s strategic objectives include formulating and implementing
national and cultural heritage policies; youth empowerment; gender, children and
social development; disaster management and coordination of development
activities in arid and semi arid areas which cuts across all the three pillars of the
Kenya Vision 2030. Key achievements for the 2011 MTEF include: resettlement
of IDPs; disaster mitigation; increased coverage of cash transfers for the
vulnerable groups in the country; development of cultural and heritage
infrastructure; improvement and construction of water and sanitation
infrastructure in the ASALSs: construction, rehabilitation and equipping of Youth
Polytechnics and empowerment centres.

169.  Funding over the 2012 MTEF period will continue to enhance delivery of
the sector priorities. For FY 2012/13, Ksh 37 billion has been set aside to support
the sector’ activities (Table 5.8). This is projected to increase steadily to KSh
47.1 billion in 2014/15, bringing the total MTEF estimate to KSh 126.7 billion.

Table 5.8: Social Protection, Culture and Recreation 1/
2011112 201243 2013114 201415 2012 MTEF
Ksh billion Revised Medium-Term estimates Total
National 280 235 328 368 . 93.2
of which: Transfer to Public Entities 9.8 7.2 8.5 10.5 26.2
Counties 101 134 938 10.3 335
Total 38.1 3.0 426 471 126.7
of which: salaries 3.3 34 3.5 36 104

1/ Includes National Heritage and Cuttures, Gender and Children Development, Special Programmes, youth
affairs and sports, development of northern Kenya and arid lands.

170.  Assigned functions to the counties include sports and cultural activities
and facilities, among others, which are expected to cost Ksh 33.5 billion. The
sector will benefit from additional funding from the equalization fund as some of
the activities covered under the sector benefit the marginalized categories.
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Environmental Protection, Water, and Housing

171. The sector plays a key role in ensuring that every Kenyan has access to
decent and affordable housing with access to portable water in a clean and secure
environment.

172.  Over the MTEF period the sector aims to achieve expansion of water
coverage and sewerage facilities; scaling up water storage 10 improve water
security; scaling up irrigation to reduce dependence of rain fed agriculture;
protection, conservation and management of catchment areas; mitigation and
adaptation measures on climate change; enforcement of sector laws and
regulations; restoration of Nairobi Rivers; modernization of meteorological
services; mineral exploration and mining cadastre system; enhancing housing
development through various initiatives; up-scaling slum upgrading and
redevelopment; and lowering the cost of building material to increase access to
housing.

173. The 2012 MTEF estimate of KSh 154.1 billion has been allocated for the
sector. For FY 2012/13, Ksh. 48.5 billion has been set aside, increasing to Ksh.
54.5 billion by FY 2014/15 (Table 5.9).

Table 5.9: Environmental Protection, Water and Irrigation and Housing 1/
201112 2012113 2013114 2014115 2012 MTEF
Ksh billion Revised Medium-Term estimates Total
National 389 387 409 437 1233
of which: Transfer to Public Entities 45 4.5 4.5 45 13.6
Counties 88 938 10.2 10.7 308
Total 47.1 48.5 511 54.5 154.1
of which: salaries 34 3.5 36 3.7 10.7

17 Includes water and irrigation, environment and Mineral resources, and housing

174. Under this sector, assigned functions 10 the counties include soil and
water conservation, forestry, storm water management, and water and sanitation
services, as well as control of air pollution, noise pollution, other public nuisance
and outdoor advertising. Preliminary costing of these functions amounts to Ksh
30.8 billion for the MTEF period.

National Security

175. The national security sector comprises of defence and national security
intelligence services. The 2012 MTEF estimate of KSh 199.9 billion has been
allocated for the sector, of which Ksh. 64.3 billion has been set aside for FY
2012/13, rising to Ksh. 68 billion by FY 2014/15 (Table 5.10).

/
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Table 5.10: National Security
201112 2012113 2013114 201415 2012 MTEF
Ksh billion Revised Medium-Term estimates Total
National 78.6 64.3 67.6 66.0 1999
of which: Transfer to Public Entities/1 77.8 63 4 66.6 669 196.9
Counties - - - - -
Total 78.6 64.3 67.6 68.0 199.9
of which: salaries (excl. DoD & NSIS) 0.6 07 0.6 0.7 20

1/ Defense and national inteligence services (include salaries)

Conclusion

176.  The 2012 MTEF is marked by moderate growth in overall expenditure,
taking into account the weaker economic outlook and the need to maintain fiscal
disciple during the implementation of the new Constitution. Expanding
infrastructure investment, while maintaining reasonable growth on social
development priorities remain a priority. Preliminary allocations to counties
reflect a transition arrangement while ensuring continued provision of basic
services to Kenyans.

177.  Overall, the set of policies outlined in this BPS are consistent with the
national strategic objectives pursued by the Government as a basis of allocation
of public resources. Details of the strategic objectives are provided in the first
updated Vision 2030 MTP released in December 2011. The policies and sector
ceilings annexed herewith will be the basis for the preparation of the 2012/13
MTEF budget.
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ANNEX 1: STATEMENT OF SPECIFIC FISCAL RISK

I. OVERVIEW

1. The Kenyan economy is highly susceptible to various domestic and
external shocks. These shocks include: (i) drought which puts additional demand
for budgetary resources for intervention measures in the dry part of the country
mainly in need of food assistance, water, and health care; (ii) increase in
international oil prices which raises the cost of transportation and energy; and
(iii) insecurity in the porous border along Somalia, piracy in the high seas, and
threat of terrorism, which together combine to limit trade and tourism. More
recently, the economic and financial turmoil in advanced economies which have
slowed global growth continue to pose challenges to our economy. To this end,
maintaining fiscal stability is critical for safeguarding against these adverse
shocks and ensuring that growth is sustained despite challenging circumstances.

2. As part of requirement under the Fiscal Management Act, 2009, this
Annexure presents the Statement of Specific Fiscal Risks (SSFR). Specifically,
it outlines Kenya's exposure to fiscal risks that are associated with assumptions
used for fiscal projections, public debt dynamics, operations of state corporations,
public-private partnerships and contingent liabilities, vulnerabilities of the
financial sector, as well as risks posed by drought.

3. Overall, the Statement highlights the following:

e Macroeconomic assumptions have been broadly accurate, although
economic growth and under-spending by Line Ministries remains a key
concern;

e Based on the latest (November 2011) debt sustainability analysis, our
public debt is projected to be sustainable;

o Contingent liabilities from key State Corporation present minimal fiscal
risks. Most of the sources of contingent liabilities are being addressed. And
recent restructuring and privatization of key institutions have, to a large
extent, transferred various risks of state corporations to the private sector,
save for those relating to shareholder’s obligations in the new-look
corporations.

e The financial sector remains generally resilient even with the recent
interest rate and exchange rate shock; and

e Steps are being taken to ensure food security with ongoing irrigation
programmes and robust early warning system, but significant investments
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will be required to meaningfully reduce the country’s vulnerability to
repeated droughts and mitigate the effects of climate change.

4. Going forward, there are ongoing measures to mitigate these risks but
more needs to be done to guarantee fiscal viability in case of unfavorable fiscal
developments.

IL FINANCIAL OBJECTIVES

o The Government will pursue prudent fiscal policy which is critical for
macroeconomic stability. As such, the Government’s fiscal stance will continue
to strengthen debt sustainability over the medium to long term, while supporting
growth and employment in the face of challenging economic environment. It also
continues with efficiency and improvement in the productivity of expenditure.
Given the limited resources, expenditures are targeted on:

o Poverty reduction and empowerment of the poor and vulnerable through
adequate allocation of resources to priority social sectors, such as education and
health;

¢ Sustained economic growth through improvement in physical infrastructure
sector, such as roads, rail, ports, water and irrigation, and reliable and affordable
energy;

e Expansion and diversification of exports, and boosting agricultural productivity;

e Enhancing food security and protecting the livelihoods of the poor and the most
vulnerable members of our society;

s Transparent, accountable, and participatory governance through setting up the
essential frameworks for implementing the new constitutional order;

e Strategic interventions through programmes targeted for job creation for the
youth; and

e Strengthening internal security and rule of law.

6. The Government will manage the budget deficit to ensure sustainable
debt levels over the medium term. Fiscal consolidation will enable us to rebuild
fiscal space in preparation of any economic downturn given that we are now
leaving in a world full of uncertainty. In addition, fiscal structural reforms are
expected to reduce the country’s sources of fiscal risks as policies will center on
reforms in tax policy and administration, non-tax revenue, expenditure
management, privatization of government entities, and debt management.
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I11. SPECIFIC FINANCIAL RISKS
Changes in Underlying Macroeconomic Assumptions

7. Macroeconomic assumptions play a key role in the formulation of the
budget. Changes in these macroeconomic variables create risks to both revenue
and expenditure projections in this BPS and the budget estimates and expenditure
to be submitted to Parliament for approval by end of April 2012. In particular, the
budget is sensitive to the following key macroeconomic variables:

e Economic growth: this mainly affects tax revenue. A slower-than-
projected growth in real GDP lowers tax collection, especially income
taxes and VAT collections.

e Macro prices:

» Inflation: An increase in inflation may result in higher tax revenues
through increases in the base for income taxes and VAT. However,
certain levels of very high inflation may constrain consumption and
lower VAT collections.

\;f

Exchange rate: This impacts both revenues and expenditures. For
instance, a weakening of the shilling vis-a-vis the US dollar improves
revenue collection, mostly through customs duties and VAT on
imported goods. On the expenditure side, foreign interest rate
payments and foreign expenditure-related maintenance and operating
expenditures will be negatively affected.

Interest rates: An increase in Treasury bill rates will increase
expenditures through an increase in domestic interest payments. On
the revenue side, the 10-25 percent withholding tax on income on
financial instruments also increases revenue.

v

e Imports of goods: A growth in merchandise imports (excluding
government imports and oil imports) positively impacts revenues given
the higher tax base for import duties.

8. Table Al.1 presents the magnitude of first round impacts of the above
macroeconomic variables on fiscal aggregates. Note the net positive impact of a
rise in real GDP and a shilling depreciation and a net negative impact of increase
in inflation and Treasury bill rate.
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Table A1.1 Fiscal Sensitivity to Key Macroeconomic Variables, 2012/13 (Ksh billion per vear)
Revenue Expenditure  Budget balance

One percentage point increase in real GDP (%) 8.6 0.0 8.6
One percentage point increase in inflation rate

(%) 11 11.9 4.2
One percentage point increase in Treasury Bill

rate (%) 4.0 8.2 42
10% depreciation in exchange rate (Ksh/USS$) 5.8 1.1 47
One percentage point increase in US$ value of

goods imports (%) 0.6 0.0 0.6

Source: Estimates from Ministry of Finance
Forecast Accuracy of Underlying Assumptions and Budgetary Aggregates

9 Overall, the macroeconomic assumptions underlying the recent
budgets and actual budget outturn have generally been accurate with fairly
minimal deviations (see Table A.1.2). Over the period 2009/10-2011/12, the
average deviation between the assumed and provisional actual real GDP growth
rates was only 0.1 percentage point. With respect to inflation assumption, the
large deviation in 2009/10 and the current financial year 2011/12 reflect the
methodological revision of the CPI series by the Kenya National Bureau of
Statistics (KNBS) from arithmetic mean to geometric mean and the inherent
volatility of international oil prices, respectively. Also, inflation was volatile in
2011/12 due to the adverse impact of drought which increased food prices. The
sharp depreciation of the shilling exchange rate against major international
currencies occasioned by monetary shocks also increased deviation between the
previous BPS and 2012 BPS. Meanwhile, the average deviation on export and
import growth was minimal.
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Annex A2 Deviations between Macroeconomic Assumptions/Fiscal Aggregates projections and Actual (In percentage points: unless specified)
2009/10 20101 01112 2009/10-2011-12
Proj Act Dev Proy Act Dev BPSIY BpST2 Dey Average Deviation
L Key Macroeconomic Assumptions
Rezl GDP 11% 1% 1o 51% 0% -0.1% 5.5% 4 8% -0.7% 0.1%
Inflation rate (avg) 13.4% 55% -7 9% 50% 6.9% 1.9% 5.1% 160%  109% 1.6%
Domestic borowing (average rate) 9.9% 94% -05% £35%
Exchange rate (Ksh/USD), avg 79 %7 1.2 811 825 14 811 869 38 20
Export growth 34% 1.8% -] 6% 11.8% 12 6% 8% 11 8% 88% -3.0% -1.2%
Import growth 7.0% % 1% 142% W™  63% 42% 1% 304 01%
11 Fiscal Apgregates (in Ksh billion
Total Revenue 6048 568.8 -36.0 7300 686.3 437 8232 8382 150 116
Tax and non-tax 569.5 5481 2214 689 6 6675 2211 T4 7900 156 913
Ordinary, incl LATF 53138 5179 159 6230 6213 A7 7030 758 228 17
AlA 357 3012 -55 66.6 461 204 74 643 21 -110
Grants 3153 07 46 404 188 W16 488 481 -07 -123
Total Expenditure M4 7191 2533 9169 804 1 -1128 975.7 998 4 227 418
Recurrent 5111 3044 6.7 593.3 5847 86 644 6 6832 8.6 18
Development 2613 47 -46.6 EPERY 94 -42 0 1) 1152 -159 356
Domestic 155.1 1519 -2 178.1 1501 250 206.5 1947 -118 -143
External 1038 605 -433 1431 670 761 1219 1178 -4 411
Net Lending 24 23 04 24 23 01 217 26 0.1 Q.1
Balance 1676 -1503 173 1869 -1178 891 1525 -160.2 77 161
Financing 1682 156.4 118 1880 1105 775 1526 160.2 16 17
Net Foreign 502 29 2713 817 184 543 474 98.1 307 =101
Net Domestic 109.5 1335 Ho 1053 82.1 232 1052 62.1 -3 -14.1
Other 85 00 4.5 00 00 00 00 00 00 28
Memo items:
Nominal GDP (Ksh billion) 15466 24583 883 276712 J1L 59 276711 329521 5280 1486
Source: Mimstry of Finance
1/ As submitted to Parliament in March 2011
2/ Excludes adjustment lo cash
10.  The actual performance of fiscal aggregates vis-a-vis target was

generally mixed. The projection for ordinary revenues was broadly accurate with
average deviation over 2009/10-2011/12 estimated at Ksh 1.7 billion. The large
deviation in 2011/12 between 2011 BPS and 2012 BPS reflected the change in
VAT withholding mechanism which was not anticipated at the time of
preparation of the current financial year budget. On AiA performance, the
deviation was mainly attributed to under-reporting by line ministries. It is
expected that these deviations will narrow when audited accounts are used as
opposed to actual returns. Also, the policy of converting A-i-A into ordinary
revenue collected by KRA will help improve collection and reporting of this
item.

11. Execution of recurrent expenditure was generally satisfactory for
2009/10-2010/11 with minimal deviation between projected and actual. However,
the large deviation in 2011/12 between previous year’s BPS and this 2012 BPS
reflect the unexpected expenditure associated with drought intervention
measures, salary awards, and security intervention in Somalia. On development
expenditure, the average deviation is large, mainly reflecting low absorption of
foreign financed expenditure. Absorption of donor grants averaged 70 percent
while that of project loans was around 50 percent.
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12. The slower-than-programmed spending on development budget poses a
risk to the fiscal program. going forward. In order to prevent this risk from
materializing. the government has been pressing its line ministries to increase
absorption to at least 80-90 percent as part of performance contracting. Also, key
infrastructure ministries and departments have been asked to submit monthly
implementation reports. Donors have also been asked to speed up the issuance of
“No Objection™ to improve absorptive capacity of implementing agencies. Other
measures include asking ministries to improve procurement planning and
implementation capacity in managing procurement process.

13.  Overall, the actual fiscal deficit turned out lower than budgeted over the
period 2009/10-2010/11. Going by the slow execution rate so far, partly
associated with tight domestic financing constraints, the current financial year
may also register a lower-than-budgeted deficit. While this may indicate a
somewhat strong fiscal position, it happens against a backdrop of lower execution
of the budget which does not bode well for growth and poverty reduction.

14. Going forward. there are risks associated with expenditure proposals that
cannot be accommodated within the baseline ceilings. Some specific key
additional requests are summarized in Annex 10. These expenditures are
disclosed because they could have a material effect on the fiscal outlook given
the limited budgetary resources. Some high priority expenditure proposals from
these list could be taken on board during finalization of detailed ministerial
spending plans if savings are identified and resource envelope firmed up.

Vulnerability of Public Debt to Shocks

15. The Government recognizes the importance of managing debt prudently
to avoid unwarranted debt burden to the future generation and reduce the risk of
macroeconomic instability. Significant effort has been made to improve the
institutional arrangement for debt management as well as capacity to assessment
of risks.

Institutional arrangements

16. The Debt Management Department (DMD) at the Ministry of finance is
responsibie for formuiating debt strategy and ensures prudent debt management.
Under the new Constitution, a new legislation governing the operations of public
borrowing and guarantees needs to be in place on or before the new devolved
government is in place. The proposed Public Financial Management law provides
for a new institutional and legal framework of managing public debt in a
devolved system of government.

1.7 Under the current Medium-Term Debt Strategy (MTDS), 2011, the
principal objective of Government’s debt management is to meet the Central
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Government financing requirements at the least cost with a prudent degree of
risk. The secondary objective is to facilitate Government’s access to financial
markets and support development of a well functioning vibrant domestic debt
market.

Assessment of Risks

18. The latest (November 2011) debt sustainability analysis (DSA) for Kenya
based on the International Monetary Fund (IMF) DSA framework indicate that
Kenya faces a low risk of external debt distress. This reflects the limited reliance
on external borrowing and an expected improvement in macroeconomic
performance. All external public debt indicators remain below the relevant
country-specific debt burden thresholds. For instance, external debt as a
percentage of GDP broadly remains stable at 17-19 percent range from 2011 to
2016 (see Table below).

Summary: External Debt Sustainability Assessment
(in percent of GDP)
2011 2012 2013 2014 2015 2016
NPV of PPG External Debt
In percent of GDP (threshold=4()
Baseline 17.5 19.0 189 18.7 18.4 17.6
Combined shocks 17.5 21.8 262 256 249 23.8
In percent of exports (threshold=150)
Baseline 57.0 65.3 689 734 76.4 782
Combined shocks 57.0 69.0 80.8 85.2 87.7 89.3
PPG External Debt Service
In percent of exports (threshold=20)
Baseline 38 42 42 47 48 49
Combined shocks 38 41 42 49 5.0 52
19. Under a combination of shocks—lower GDP growth, weaker exports, a

lower GDP deflator, and a fall in FDI—the DSA reflects that public debt is
generally resilient. Even though debt indicators worsen (NPV of public external
debt rises from 18 percent to 26 percent), they do not result in a breach of the
thresholds during the projection period. 2011-2016.

20. The sustainability of Kenya's debt depends on macroeconomic
performance and a prudent borrowing strategy. The projected investment in
infrastructure and the assumed improvement in the investment climate would be
crucial to sustaining strong exports and GDP growth. Additionally, Kenya’s
success in avoiding unsustainable debt to date reflects good management, but
also limited willingness on the part of creditors to provide financing, at times due
to governance concerns.
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2. Overall. the Government will continue to build on the recent medium-
term debt strategy to help maintain a prudent borrowing strategy. Strategies 1o
guard against shocks will include a build up in international reserves as envisaged
in the current Government’s economic programme supported by the IMF under
the Extended Credit Facility arrangement.

22, In addition, securing timely information on new disbursements under
external loans remains a challenge, with Debt Management Department
continuing to rely on information from creditors, which creates a lag in recording.
The Government hopes this will improve once the electronic Project Monitoring
Information System (ePROMIS) is linked to the Commonwealth Secretariat Debt
Recording Management System (CS-DRMS). A process to establish the level of
contingent liabilities is ongoing, while the disputed commercial contracts have
been managed prudently. The anticipated implementation of devolved
governance system is likely to result in increased level of contingent liabilities as
county liabilities are taken into account.

Contingent liabilities of State-Owned Corporations

23, While liabilities of state-owned enterprises constitute a potential source of
fiscal risk, they are currently not a major cause of concern. A study that was
conducted four years ago of 25 state corporations that the Government perceived
to account for the majority of the contingent liabilities revealed that out of Ksh
57.6 billion total liabilities, about half or Ksh 28.2 billion constituted potential
contingent liabilities. Of the contingent liabilitiecs, about 80 percent were
accounted for by two corporations—TARDA (Ksh.13 billion) and NSSF
(Ksh.9.8 billion). Contingent liabilities relating to TARDA arose from under-
insurance of the power generation assets whose financial benefits were enjoyed
by KenGen, given that the assets had not been fully vested. NSSF’s contingent
liabilities relate to court cases and possible penalties for non-compliance with tax
regulations.

24, Given that the causes of contingent liabilities are fairly generic, the broad
policy recommendations emerging from the study of 25 state corporations are
relevant to other state corporations. Thus, the Government will continue to: (i)
closely monitor and evaluate state corporations based on performance contracting
as well as strengthen their governance; (ii) ensure state corporations’ pension
schemes convert from defined benefit to defined contribution schemes to limit
state corporations and conclusively vest assets and liabilities; (iv) and speed up
the privatization programme.

25 Significant progress has been made in eliminating exposure to risks. For
instance: (1) the process of vesting of assets & liabilities in respect of the relevant
state corporations is progressing well, with the completion of vesting of
TARDA's electricity-generating assets in KenGen and the on-going vesting in
roads authorities (KeNNHA, KeRRA and KURA) and the Water Services
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Boards; (ii) virtually all state corporations have now converted their pension
schemes from Defined Benefits Schemes to Defined Contribution Schemes,
effectively extinguishing the related contingent liabilities falling on the
corporations themselves and, by extension, the Exchequer; (iii) privatization of
state corporations is on-going with 26 investments/transactions at various stages
of implementation under the current privatization programme as approved by the
Government; and (iv) a policy and the related draft Bill on the
Management/Governance of State Corporations is currently at advanced stages of
development.

26.  Overall, following reforms in sectors such as telecommunication,
transportation, and energy, the fiscal risks have reduced. Privatization and the
off-loading of some operations to private entities through various forms such as
concession arrangement have, to a large extent, transferred various risks of state
corporations in these sectors to the private sector. However, there are some risks
relating to shareholder’s role/obligation in the operations of the corporation with
Government still remaining as strategic partners in some of key institutions.
Examples include shareholder’s contribution in financing expansion plans such as
in Telkom, and Government cover for liability, loss or damage resulting from the
use of weapons of mass destruction, which the Government has been offering to
Kenya Airways since the events of September 11, 2001. This is renewed annually
based on advice that the cover is not available in the market.

27. A number of other non-commercial government agencies receive
budgetary allocations through transfers and constitute the central government
budget deficit. In addition, investment income mainly through dividends have
helped fund the government budget. For instance in 2010/11 inflows in the form
of dividends and other fees reached about Ksh 10 billion. Vigorous actions have
been undertaken in pursuing the collection of these dividends.

28.  Guaranteed debt to state corporations that were rescheduled under the
Paris Club framework are being repaid by the Government. Those state
corporations that are able to repay their rescheduled debt are repaying to the
Government and are part of receipts financing the budget.

Public Private Partnership and Contingent Liabilities

29.  The Government recognizes the need to explore Public Private
Partnership (PPP) option in the delivery of public infrastructure and social
services. Public investments in energy, roads, railroad network, ports, water and
wastewater treatment, irrigation, solid waste management, information and
communication technology (ICT), among others, are therefore expected to be
complemented by private sector investment under the PPP framework. This is in
line with Government’s goal of infrastructure modernization, efficiency in public
service delivery, development of wealth creation opportunities, competitiveness
of the country, and shared growth strategy.
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30, The Government is aware that the PPP arrangements may expose the
country to a varietv of complex fiscal risks, including right-of-way,
political/regulatory risk and change in law, currency convertibility, events of
termination, material adverse effect, among others. To ensure prudent
management of contingent liabilities, the Government is at the final stage of
developing an appropriate legal and regulatory framework to guide the PPP
agenda. In addition, the Government will continue introducing administrative
arrangements and processes that will help guide the selection and implementation
of projects. Scrutiny of PPP projects will be done carefully to preserve fiscal
discipline and safeguard the interest of tax payers. All guarantees and other
security instruments provided under the PPP agenda, together with all other
contingent liabilities will be integrated into the debt management process.

Resilience of the Financial Sector

31 According to the Central Bank of Kenya (CBK), the banking sector
remains adequately capitalized as total capital adequacy ratio (CAR) of the
banking system as of end-December 2011 stood at 19.4 percent compared to the
statutory minimum of 12 percent. The non-performing loan (NPL) ratio of the
banking system dropped to 4.4 percent as of end-December 2011 from 6.3
percent in December 2010. Stress tests conducted by CBK taking into account the
prevailing high interest rates regime indicate that the banking sector remains
sound.

32.  Commercial banks partially owned by the Government pose minimal risk
after the Ksh 20 billion restructuring of the National Bank of Kenya in 2008. The
other large banks are broadly on sound footing and have limited risks.
Privatization of Consolidated Bank and Development Bank of Kenya is ongoing
under the privatization programme that is managed by the Privatization
Commission. The envisaged privatization of Consolidated Bank and
Development Bank of Kenya will further reduce the exposure of the Government
to the banking sector.

33.  To strengthen the banking sector, the Government will step up the efforts
to strengthen the financial infrastructure to adapt to the new challenges associated
with the modernization of the banking system, including cross-border operations
and mobile banking. Measures conducive to that goal are the following:

e Implementing consolidated supervision to enhance oversight of banks
with cross border operations. This will be hinged on information sharing and
co-ordination between the CBK and other supervisors particularly in the East
African Community where Kenyan banks are expanding their footprint.

¢ Reviewing capital and liquidity standards for banks to strengthen them to
be able to withstand periodic shocks.
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e Upgrading the crisis management frameworks (CMF) to deal with the
challenges of cross-border banking activities.

e Reinforcing prompt corrective action by the CBK, following the
amending of the Banking Act.

e Strengthening risk-based supervision including adopting a time-bound
program to put in place an assessment of conglomeration risk of relevant
local groups.

e Expanding the credit information sharing mechanism to include various
credit providers beyond banks such as microfinance institutions and
SACCOs. This will enhance credit risk management in banks and other credit
providers.

e Expanding supervisory procedures to ensure full monitoring of financial
business driven by bank agents under the newly introduced bank agency
model and through the use of mobile banking.

34. Overall, fiscal risks in other sub-sectors of the financial system are
minimal:

» The Government is not currently guaranteeing loans to the Development
Finance Institution (DFIs) until these institutions are restructured and a robust
legal framework for their supervision is in place. A DFI Bill is currently
being developed to facilitate reforms in this sub-sector.

e Restructuring of the National Social Security Fund (NSSF) is ongoing and
it is now in compliance with the Retirement Benefit Authority (RBA) rules.
RBA rules have helped ensure stability in the pension sector as a whole.

e Insurance and capital markets industry is reforming with strengthened
regulations from the regulators—Insurance Regulatory Authority (IRA) and
Capital Markets Authority (CMA)—to safeguard stability and increase
efficiency. Risks in the insurance industry are those related to coverage of the
Public Service Vehicle (PSV) sector. To further strengthening capital
markets, legislation to allow the demutualization of the Nairobi Stock
Exchange will be introduced shortly.
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¢ The Government has launched the Anti-Money Laundering Advisory
Board, which will shortly appoint a director to manage the Financial
Reporting Center (FRC) as provided for under the Proceeds of Crime and
Anti-Money Laundering Act of 2009.

Drought Mitigation and Management

35. Kenva is a drought-prone country due to its location in the Horn of Africa
and recent climate changes. More recently, the recurrences of drought and dry
spell have increased. Financing of drought intervention measures have consumed
significant budgetary resources, far much more than the Ksh 2 billion set aside
for drought relief and another Ksh 2 billion for civil contingency fund. For
instance, at the beginning of the current financial year 2011/12, drought
interventions measures consumed over Ksh 10 billion.

36.  Due to the risks posted by drought, the Government has invested in
various water and irrigation programmes and initiatives to reduce the country’s
vulnerability to repeated droughts, including strengthening the capacity to
respond to the disaster. Some of these initiaves include early warning systems
managed by the Kenya Security Steering Group (KFSSG), and upgrading the
infrastructure used for providing timely weather forecasting. To strengthen these
initiatives, the Government is in the process of developing a legal and
institutional framework that will provide for risk assessment and early warning,
knowledge building and awareness raising, as well as effective early response
and recovery preparation.

37. Looking ahead, significant investments will be required to reduce the
country’s vulnerability to repeated droughts. This includes stepped up support of
improving domestic agricultural productivity in a sustainable manner, in line with
the Government’s action to ensure food security by investing in irrigation and
agribusiness activities.
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Annex Table 1: Main Macroeconomic Indicators, 2009/10-2014/15
1009/10 | 201011 01012 013 Wi W15
Prov | prov |Buger” BROPY BRS12 (BPSUI" BRORD BESU (BPSUIY BROPUD BP0 |BROPUD 8PS
Annual percentage change, unless otherwese indcated
National account and prices
Real GDP 4l 50 | $7 49 i85 | 63 85 55 | 68 % 59 (3] 63
GDP deflator 57 b T T A ¥ 1/ N+ O VN 1 83 11 b\ 56
CPl Index (eop) 38 g | T8 B9 1o 81 1% 80 50 6 6 50 50
CP! Index (2vg) 55 69 93 151 160 64 05 L] 50 63 63 50 50
Tems of trade (-detenoration) L IS T (Y S 1 (1 S 5 N (£ T N B R i} 07 12
Exchange Rate(KshUSS, avennge) %7 | RS [ M 70 B9
Money and credit (end of period)
Net domestic sssets Mo | 196 | 162 124 82 [ Wi 185 182 ) 162 B 182 92 134
Net domeste credit o the Government 87 [ 04 | 1B 112 38 51 14165 | 47 b4 151 69 11
Credit lo the rest of the economy 168 | 36 [ 176 uM7T 89 [ 178 3 97 [ 175 15 168 140 171
Broad Money, M3 (percent change) 21 151 165 170 171 174 165 173 177 153 163 148 151
Reserve mney (percent change) 12 T 6 TN N v SN 'S SN 5 A O i O 163 1] 151
In percentoge of GDP, wniess otherwise mdicared
Investment and saving
Investment 195 | 23 [ D4 N2 06 | M§ nS N6 | 51 W4 M4 | B 151
Central Govemment i6 M%) nRs 9 95 | no o 94 95 | 105 86 97 02 100
Other 109 135 109 115 131 138 130 141 147 148 147 149 152
Gross National Saving 121 06 | 155 122 1§ | 176 156 149 | 190 189 71 | A8 191
Central Govemment 15 b ) k1] i3 85 4 45 ] 8l 49 53 H 59
Other 06 | 79 | 16 84 2 O 2 O T [+ T X R B I A R 132
Central government budget
Total revenue D3 | Ul | W BS OMO [ 49 N0 M2 | 252 W1 W& | NS ub
Total expenditure 200 ne! lending D5 | B3| B W6 W[ N0 N9 WE | 02 W5 W) | B 22
Overall balasce (commiiment basis) excl grants 11 51 A8 41 43 41 -59 b1 -50 51 43 51 46
Overall balance (commitmen! basis) mcl grants B4 | A5 | T4 47 48 | 47 46 43 | 31 3% -3t = b 35
Primary budget balance 38 -8 43 21 22 -9 <14 18 -4 -4 14 14 -13
Net domestic borrowing 54 10 th 11 14 14 w8 12 I 16 12 15
Toal evieral support (grant & loans) 1ol om | st o3 36| 4 ae 38| 40 3 33| a2 B
External sector
Exports value, goods and services B4 | Ny | B2 Ny N0 | NI w1 U9 | B 263 MY | 24 N5
Imports value, poods and sernces WE | M3 [ 44 40 432 ) W3 3T TR [ 3T M2 389 | MY Ml
Carrent external balance, ncluding offical transfers T4 ] 08 [ 79 B8 0| T2 48 47 [ 43 85 N3 43 41
Current extenal balance, excluding officual transfers Jé 07 a8 88 1| 71 48 86| 42 85 M) 43 41
Gross intemational reserve covenge in months of next vear
imports (end of penod) 3l 30| n il 3t w3 31| 318 3§ 19 40 40
Public debt
Nominal central govermment debt (eop), gross 00 | 536 | 23 &% oS00 | 12 0% 415 | 497 467 449 | 455 42
Nominal central government debt (eop), net of deposits 450 | 4B | 486 45B 450 | 479 M3 M| 467 4306 419 | 47 415
Domestic (gross) W9 | M6 | W4 MY )| 66 N4 41| M9 B | A7 ns
Domestic (net) 0| 27| ¥ Wy w0 [ B2 WY W07 | R0 188 0% | 180 201
Extenel D2 | N1 [ BY My MY | M6 M4 D4 | M7 WME o0 [ 27 24
(Memorandum items:
Nommal GDP (1n Ksb billcas) LS| 2T s 332 3M5| ISE I8 3866 4011 431 4383 4837 46
Noatzal GDP (in USS millioas) 2051 ( 33627| 336 PME MO G056 44386 M| GIED 4EMT &MD| 426 S5Ise

Source Ministry of Finance

BPS = Budget Policy Statement

BROP = Budpet Review & Outlook Paper
1 Updated m June 2011
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Annex Tapke 2 Central Gevernment Operations 201011 - 01415 fin billons of Kenya Shillngs)
[ | 2000 i MM P I Al
v | Prov | Bwipe’ Rec Bt  BSPI] | BPSUT BROPI] BPSTI | BPSIT BROPT?  BPSYD | BROPTI  gegyp
is
TOTAL REVENUE SEY | BT | TEMM B4 T | BGL  s226 965 | 10088 80 10MQ | tmad 122
(Ordinary Revenue [exc! LATF) siso| sk | TEY 7 e | Bws EIS M8 | SME 8 9m2 | 107 AR
ncome tax bR It S S T - O U1 TR - O/ AT 4 S v N 4 O 111
Impart auty (nef G304t | ossE sE s | B0 f83 0 B | B3 M4 3 B¢ HE
Excse oty w1 mE 330 B8 &4 | e T %3 | 1B 104 105 | 1ML 1M
Value Added Tax Wo | MY | A8 8 NS0 | NS 6 206 | ;00 pAT o Me4 | mEr W)
Investment income FE 2 B T IR RN < O T T T/ PR ¥ N A -1 181 i 03
Other S T O T T A B T FE T S £ 1 O 1 B8 2] 8%
LATF [ S TS IR T S 3N T TN F AN T N N X R ) n2 bl 50
Minstena and Deparmental lees (A4) Wi | 42 | se6 ey 63 | &3 660 TR ) B4 T n 15 14
EXPENDITURE AND NET LENDING T3 | B8 | 1M3 (08B SR | 1023 ua78 005K | M0 120 (262 | L4 1430)
Recutent expenditre sk | seLT | oeeaD 607 E%64 | 020 e 03 | TH3 BME BA2S | 26 918
Interest payments 65 | T2 YoM ME | w3 3 w2 W4 1076 W6k | 1ES 1086
Domest: ikerest 4| g2 | 7k (T 1 A 1 R /K 1 T I A T N 1 i L)
Foregn interest 61 il 1% it [ ] o ne | & 13 138 n1 i
Wages and benebisiovd servce) mE | s | mE met e | w1 X6 M8 | ;s msr 87 | w38
Conrbuson 1o o sevice penson hnd 0| w 0o 1] [T R TT ®2 | W1 1S 11 14 191
(ol senice Reform 0w | o 0o 1} [1] ¥ 00 11} 02 00 00 1] (1)
Pensions ex ®0 | 2% ] Mp  NE 0 mE | X2 M2 M) | M§ o 4y &3 a2
Oter w3 | g | ®s 0 KE 83 | W ®E2 M6 | MS B Jus | M 340
Defense and NSIS %S¢ | o0 | g2 e e | 81 Bt M1 | BL1 65 656 ni ™
Deveiopment and Netiending 77| ame | 31 a2 382 | Wes M¥ap w2 | 26 4D Q1) | e8] w8
Domestealy branced m18 [ 1801 | 28 i) 14D | 1S3 s 208 | M2 Me1 o 1B | A8 %
Foregn bnanced 85 | 670 | ®1 s tm | w6 mS¢ 166 | W07 66D w25 | HAS 16
Nellending H3] 4] 26 % H 17 n ) 1] % 28 k{1 kA
[Drougtt Expendtres i1 2 ik 1] 11 0 H] 00 0 0 00 20 0o
Contngencies 0 [ 08 0 [ ] 100 50 1] 100 50 100 50
[Cansttuton Refom [ 46 14 i 0o i} 30 ny | 20 0 10 50 50
Iconditonal gants o margind aveas [quaizaton Fund’) . 7 0 PO T T T N T ST Y ¥ S BT 50
Balance (commitment basis exc!. grants) ATRD | AWd | oams2 a4 083 | 78 a8 ST | 008 m81 250 | M1 2R
IAdustment to cash basis 0 | 44 | 20 W 00 00 00 il Ll 00 00 00 00
IProect grants 07| oy | ar w0 a0 | s 2 83 | RY s e 580 1]
Programmme granss 00 00 00 11 11 00 00 L [ 00 00 1} 00
Balance (cash basis including grants| A5 | 29 | B2 MY ARDT | 6T TIT AGTA | MY feer MBS | T2 AT
[Statstical dscrepancy AT S B ] w 00 00 ] 00 (1] 1] 00 00 00
IFINANCING 4| 02 | me2 M2 w2 | WIS T 4 | WM ke 1866 | M2 T
Net korsige financing ne | @ | over omer st | we) et &7 | a8 1mE S8 | 12 S
Propect oans X8| @2 | w0 1%s  mp | w6 ot 84 | W27 w12 L I T V]
04 counterpart rebnancng b | oo 00 0 00 1] 00 00 1] 00 00 (1] [1
Programme lozes 0o | o0 00 ] 00 00 0¢ 0 | oo 1] 00 (1] 0o
Commercd Fin/Sovermgn bond [ ot [T IS N L T N 1 ] w | oa W i w2 uE
Repayments doe a7 | As | b me B4 | X0 A6 B[ N3 M5 W | A
Change i reany | 0 00 0 11} (] 00 1] 1] 1] 00 0o 00
RescheculngDebt swap 0% 0s 03 08 0 [ 0s 05 [H 05 05 03 05
Prvatzaton proceeds 0o | ce 00 (1] 00 00 00 w | 1] 00 00 1]
Nt domesie borrowing we | omy | ones & g1 | @8 TIE 1061 | &9 &9 1 | S0 e
Finanang gap 0o 0o 00 00 00 00 00 0o 0e 00 00 00 00
m
Erternal Dedt %91 | s | o 0196 | B11 962 048 | M7 10808 9224 | 10964 017
(Domesac Debt (gross) 03 | Tbhz | BASE WS | WS B8R ST | 0WS W0 0y a0 Il
(Domeste Debt [nef) ss | 6305 | 7eBs  TM0 696 | BT 7R3 med | s B2 9133 | s83 w2
[Primary budget baance B0 | 407 | st 0 mE | 48y se4 00 | 65 S8 BB | 894 62
[Devolved hunds
County Revenue Fud {15% of previous year's revenes| . 084 1074 N8 | 122 187 03 | oMt g
Equalzaton Fund 0 5% of previous year's revenues) 1% k] 16 ] IR 43 4 50
[Nomeal GOP 20683 | it | 08t 3282 MY | NSBT 3D 1SS | AOMS 432 43MS | 48§ 484
Sowce Minsyy of France
Noes.
8P = Budget Polcy Staement
BROP = Budge Revew b Outock Pper
I Updated o Jume 2011

2012 Budget Policy Statement Page 64




59 abpgd JuawaInI§ A31]04 3126pPNg 2107

1102 2 10 paiepd |

fadeq 0030 § M3y 360G = SONR
lauaelS f04 136008 = 543

AN

B0RULY 0 RIS 330G

WO00L | %OO0L | %OOOH | %OOOL | %OO0 | WOOOL | %OOOL | %000 [ %OOOL | %OOOL | WO | W00 | %G00 409 oy
WO [ WO | WO | %0 | WD | WD | %E0 | %0 | %O | W0 [ %D | %0 fliong juauereq
W w0 %20 W0 o[ %0 | % 0| %D | %EQ | %D [ %0 | %0 : afipg Lepnr
uio %o %l %Wl0 L %L %0 %o | . . : pun vogezenby
Wt [ oot | owar | %z | %0r | wA2 | Wz | %0t d : 7 B puny anuanay Qunar)
%0 | W0 [ %00 [ %0 | %0 | %00 [ %o | %00 | %00 | %00 | %00 | %00 | %00 ‘spuny panosa]
S| % | o%er [ %l | W | sEe | oW | %S | %[ %Y | W | WEE | WE aueeq j25onq dewuq|
WO | WOB | %0 | %aE | WOE | WLOD | WEe | WOED | R0MZ | WCE | WSC | wWW | wn {iu) 1gaq a8sauioq)
I | WO | %BEL | WML | WY | WM | WL | W™ | WS T W | W | %R (ss0if) 1930 s3]
NS | Wl | %l | %oty | %O | Wiy | wCw | %N | %ty | WOy | WESY | %R [ WY f1au] 1gap 490 o

§1ay oA
W0 | %0 | %0 | %00 | %00 | %00 | %0 [ %00 | %0 | W0 [ %00 [ W0 [ w00 efi Suoveu
%WEo| sy | % | s | %y %T | %T [ %W | %1 | %L [ REE | 0T [ WS Bumavoq saucp N
%00 [ %00 | %0 | %0 | %00 | %0 | %0 | %00 | %0 | %0 [ %00 [ %00 [ w00 Loy - Buneuay
%0 [ W0 | %0 | %00 | %00 | %00 | %00 | %00 | %00 | %00 [ %00 | %00 [ w00 §peaonid UOREZIRALY
%0 | W0 | %0 | %00 | %00 | %00 | %00 | %00 | %0 | %0 [ %00 | W0 [ w0 dews Jqabumpay3say
W0 [ %0 | %00 | %00 | %00 | %00 | %0 | %00 | %0 | %0 [ %00 [ %0 [ % weae ul afey)
WO [ OWE | WE | wEr | R | %r | T | R0 | %T | WC [ %T | WO [ %P anp uawkeday
%0 [ %0 | %0 | %0 | %D | %0 | %0 | WL | %9 | %y [ %00 [ %00 [ %00 puog ubiaiasog/uij BOAWLE)
WO [ %00 | %00 | %00 | %00 | %30 | K00 | %00 | %0 | %0 [ %00 [ %0 [ W00 sueo| bl
%0 [ %00 | %00 | %00 | %00 | %00 | KO | %00 | %00 | %O [ %00 [ w00 [ w00 Buaueugai pedsanunod yq
%Wl % | oW | %z | %y | MU | KT | % | %WT | %Wy [ %y | %L | % sueo| ol
M| %t Vo Rl | %S| %I | WL | REE [ WOT [ RS | %O %01 | %60 Buuewy ubaio) jay
WSE | ORCE | WD | WD | WE | WOy | %Oy | WY | REY | %E9 [ Wl | Wy | W ONIINVNL|
0 | %0 [ %0 [ %0 | %00 | W0 [ %0 | %00 [ %00 | %0 [ %00 | %% | %00 loweda.zsp pagselg
K| W | % | W | e | oser [ oser | sr | wer | % | e | % | ey [syuiB Bupnpouy siseq yses) asuejeg|
W0 | W0 | %0 | %0 | %00 | %00 | %0 | %00 | %00 | %0 [ %D | %0 [ %0 suef s o
b TR I T A T A TV I TN U I "4 S I O N R T I T I T2 I I 1 s pakg
o wn wun wn o W % % W w0 %L wn LA 31580 (582 0] JUausn |
W[ WS | W | WS | RT | WIT | WEE | WE | WY | we | W | WS | ML (s pora syseq juaugjwie) aoveeg|
WO | %O [ %0 [ W0 | W0 | WO [ W0 | WO | %00 | %0 [ %00 | %0 | %00 Wojay L0yngsu0)
WO | %O | WO | W0 | W0 | %D | %O [ %0 | %0 | %0 [ %00 | W0 [ %00 sanabuno)
%0 | %00 | %0 | W00 | W00 | R0 | %O [ %D | WO | %0 [ %0 | W0 [ %0 sampuade3 jybiox)
SO | %0 | %o | ow | oweo [ %0 | %D [ %0 | %0 | %O [ %D | %0 [ %O Supuay
CWED | WY | NCD | WD | WSR | WSD | W97 | WS | NET | WS [ WS ) W | WGT pasveuy uban
%99 | %09 [ %y [ RS | W08 | W09 [ wer | %S | %ES | WO | %9 | WS | % panueuy K25
W0 | RO [ WLE | W6 | %000 | %EE | %S [ Wb [ %95 | WM | WET| KL | W3 Bupuay oy pue awdogasag|
%h | %S | %l | wsE | wsl | % | %O [ % | %T | %l [ %T | W[ % SISN pue 3suaq
WL WL | WL | wEr | WL | R | %6y [ %Y | REL | %8 [ %R | WE [ %L 0
b TS Y ' R [ A RO N ST T I T I T A T U I 4 2P Su0isua
%0 | %00 | %0 | W0 | %0 [ %00 | %00 [ %00 | %00 | %00 [ %00 | %0 [ %00 WOy 3Mas
w0 | %0 | w0 | owro | w0 [ %0 | %0 [ %D | %00 | %00 [ %00 | %00 [ %00 pun uorsuad 2240s A 0 UOYQUINCY
Y| %Y [ WY | RIY | W63 | WEO | WII [ %EI | WOL | KOL | WOL | WL | W0 [3omms )] sgavaq pue sadegy
WO | %0 | %D | WED | WD [ N0 | K0 [ %0 | %D | %D [ KD | WO [ WO 12 uian
WO WL | WD [ WD | W | W[ Wl | %ST | WT | WD | %7 | %L | NI 5241 245300
W] %T | Wl | %S | WO | NST | WE | %8 | %WT | N[ wWT | W [ W swaued jsampy|
%A | NER [ WG | MEL | WG| WS [ WEEL | NOGL | KEQZ | WOM | WEOQZ | WML [ %S0 puatia wauny
WIBL | WUBZ | MBI | KGED | WIOE | WAL | NGEL | WO | NOOD | WU | WLC | WORL | WSW ONION3T L3N ONY ¥NLINI¢X3
b TUN I YA A YO A VRTINS AU N T U A TSN A ™ A0 N A B YA 4 I 14 [y} 5991 EWaupRdaq pue puais
%50 | %S0 | %S0 | WSO | %S0 | WE0 | %60 | NS0 | WSO | NGO [ %S0 | %0 | %0 4
WL % [ w0z | wo | s wE | WL | | %L | WD %L | %L | % g
W0 | %0 | W0 | w0 | %D | %0 | W0 | %D | W0 | WO | WD | %D | %0 SO |RUAS3AY|
%I | %Y V8| %y | W | %09 | WY | % | NES | %S | w9 [ W3 [ WS 1| PapRY NEA
WL | WT | %S [ WIT | WD | WL | %2 | WL | WL | WL | W6 | % | %0t Hop asny
L YA I VAT N TSR NS VU N7 N VU N oS VAT G VO I VWU B VA I TR O 711 i} Aonp pody
%G| %G | %6 | %L | %W | WSE | WLE | NG | WE | WE | WIE | WE | %59 ) e
NS WZ | MR [ W | WOET | WOI | W | WL | WL | WT | %I WT | %W (411 Pe3) 3062y keugig
WL | NSID | WO | WO | WIS | WM | WO | WM | WOR | Wl | %N | Wi | WMT 3IN3AZY TV 101
USH8  NOME | ST  Ud0MD HLSdE | 20509 (0d0ME  M.SCB| 2S48 Jegray el | ME ) MW
S PR [T [ MO | 0us00L
[dug ]0 |ui:uiﬁ m) gmmz - Wmut 'III(!_QH&Q |I!!\Ill5lj JUAWUIIADY) [EAUE) I Qe | TauUY




Annex Table 4 Recurrent Sectoral Ceilings for the MTEF Period 2012/13 - 2014115 (KShs. Million]
10014 Estimates|  Printed|  Revised|  Baseling{  Cellin Prajections
WAEDERELIDR Prted| Approved] 201112 2012  WMM3| 23] 20134 201415
501 | AGRICULTURE AND RURAL DEVELOPMENT Gross W[ 86| M| ;M| 2443|8884 WA 30460
bR 1508 1,763 1616 1751 1972 2782 180 291
Net B 1B 19| a7 0| nsee| /08| 632|888
OfWhich | Salanes B 164 [ a0y 10,065 4308 10,367 10676 1098
Grants § Transfers E 660 000 4885 914 8510 11320 0i4] 12,668
Oers IX2 ] 1825 3565 530 4268 458 B.71%
1502 | ENERGY, INFRASTRUCTURE & ICT Gross g ALA0S| SN SEROY|  SRITO)  G4BED|  BBASE)  T4ME
AR 36482 3,580 4404 4,262 4412 5083 Eekli 55,636
Net 853 10,52 13,369 10,338 14145 13847 15 664 18 478
Of Which | Salanes 3144 10 333 3,505 3439 3637 1692 3015
Grants & Transters WMl BB 48638 48555 49315 43 51874 B2015
Otners 5147 515 4134 3541 5515 6740 1280 6,186
GENERAL ECONONIC, COMMERCIAL AND LABOUR AFFAIRS
503 |IGECLA) Gross 74% (A4 8816 8,028 § 848 10,082 10,706 | 10,673
I up| ] | s ws| gl s 5w
Net 7148 158 8,364 8467 853 9543 10,166 10141
Of Which | Salaries 1,568 1613 1663 182 1M 1883 153 1967
Grants § Transters Khe!] 3805 4122 4137 4137 4310 43% 442
Others 11 2503 1030 3064 4001 3869 4m 453
504 | HEALTH Gross /4| N0R| MBS AIMG| B4 4TROD) 5085 B3GR
Ael-A 1883 188 1882 s 388 3882 450 4%
Net 3.3 3330 W 347 42802 43918 45655 48283
Of Which | Salaries 17 463 19247 19324 2,143 24 682 21,128 289%2 29837
Granks & Transfers 12482 12,583 12,598 13898 14654 14017 14,254 1459
Others 5218 531 6070 6,188 1348 6656 5.3% 87
505 | EDUCATION Gross LS| 1014 BME| S0T2B|  OTOEI[  D04ND| 24504) 134M
[ s | oes:|  veses|  tesw| reass|  repa|  vesu|  200m
Ne! 154621 156475 166020] 172198 178580 184372| 184673| 20378
Of Wrich | Salaries 8381  102001| 108824 MS173] 115800 119479] 123354 127,085
Grants & Transfers 50,614 48,887 51454 51172 54118 57387 81572 64920
Ohers W BME| WMO| M| WM 76| 28578 4%
50 | GOVERNANCE, JUSTICE, LAW & ORDER Gross B9153] BTN SR SSAIT AORBdT| 0452|9782 100,088
AR 4550 4872 ki) 28 i s B 38
Net 64,604 76 847 a7 441 9189 102472 038m §7030| 95740
Of Which | Salanes 43147 50,582 50787 55,397 60,007 60,148 80437 62346
Grants & Transters 4240 4,847 4230 1592 4208 4158 4,261 4419
Others Hm %29 178 35,966 38,632 40045 J2684) 333
507 | PUBLIC ADNINISTRATION B INTERNATIONAL RELATIONS Gross BAS40]  S0200| 498S6|  S01|  S2SM|  S6966) 58132 60038
Al 88¢ 930 867 1220 i 1210 1,167 1,155
Ne! 51,661 49 268 44,889 50,121 51843 53918 S sans
Of Which: | Salaries 13601 11691 16,130 13199 1373% 14520 14652 15,108
Grants & Transfers 19,078 20646 19756 20,16 18292 2,001 0005] 2021
Others U0 17,246 17,181 17 926 20624 2408 23605( 2489
S08 | NATIONAL SECURITY Gross 56,686 50,394 85,163 18,560 B4,082 64,283 B7.601( 68,041
ALA 423 Lk . . . 2 - .
Net 56,263 49,962 65,163 78,560 £4,082 64,283 67601) 68041
Of Which: | Salaries 575 601 606 634 624 £53 643 729
Grants & Trangfers 547187 46664 64421 71781 63330 63403 56630 66914
Others 138 1128 13 145 1 w 3 7
509 SOCIAL PROTECTION, CULTURE AND RECREATION Gross 14156 16208 19306 1002 18132  1BSR1) W07 24085
AR 103 185 105 114 10 11§ 140 154
Nel WO 6024|1980 866 18072| 18%62) W76 23940
Of Which: | Salaries 1818 175 2854 3263 53 130 1454 30
Grants & Transfers 445 6049 9,588 8793 7588 1185 8482 10,53
Others 713 1407 10685 191 1212 B3/ 400 9961
Gross 4,045 9998 104%0) 06T 10B15) M8 AT 128
510 | ENVIRONMENTAL PROTECTION, WATER AND HOUSING [EPWAH)
ALA 2477 1054 2612 ] 1568 142 31458 3428
Net 6,568 B4 7498 1747 8046 B §74 9345
Of Which | Salaries 208 2873 KRAL] 3,366 342 3469 M 3885
Grants & Transfers 31396 4168 1988 450 40% 4508 450 4504
Others 186! 2857 3003 2781 3307 3660 407 4566
TOTAL RECURRENT Gross ARBETS|  4875S3| SSRTII| TRONG|  SBAJS| GOBEMT| G2TB4T| BETAM
kA 71554 10678 376 14482 72651 B2,859 85881 B5,451
Net 6818|4878 A4BI020) SO4586|  S12141| 525647 SAIIED| SESMTS
0f Which: | Salaries 192875 3609( 225384 20NT3| 236454 |  MdTa2| 250352| 258241
Grants & Transfers Wi852| 19BN | 228079 ) MINSE|  MOB4E[  21563] 2| 265218
QOthers S374B|  S4959| 102557 056N 119.280| 122085 AR55| 132046
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Annex Table 5: Development Sectoral Ceilings for the MTEF Period 2012113 - 2014115 (KShs. Millon)
NAME OF SECTOR 2000t Estmates]  Printed] Revised] Beseine]  Celing Prjections
pred] Approved] 20012 20020 ] s | v amnana ] ooans
501 | AGRICULTURE AND FURAL DEVELOPHENT Gross S EAEDENED R
GOk | wse| wi| e nm nm| sw| 0
| Lowns s sm| eme| e | ons| g osu
Gats sor|ssw| ] ewm| sme| | awr| em
1| ENERGY, INFRASTRUCTURE £ T Goss | woged| o] s senent| ] ko] man]
GOk | | wos| men| s um| o %]
Lo e o] ww| wm| s | am| wm
Grats | o] am| sm| sw| se| se| e
ok | 10| | aw| s em| sw| sm| s

GENERAL ECONONIC, COMMERCIAL AND LABOUR AFFAIRS

03 {(GECLA Gross | | | nm] el | | w0
60K | o] vst| toa| o] | ame| om0
Lrars we| o] | wa] un| | am|
Gats | 125 45| @] | %] | %8| &%
wdhth | B %] %] ®| % B B %
S| KEALTH Grss EOEIEEGEREDED
oK | sm| | | | ] sm| 0w
Lo o] am| sw| ed| ew| sm| ewt| s
Grats | | wm| e | ner| oo o
55 EDUCATION Gross mas| wms| ven| me| awm| wsm| mm| oM
oK S EE R R
Lrns | am| o] nxe| em| nom| um| w0
Gt | | 2| | s | m| 3
505 GOVERNANCE, JUSTICE,LAW & ORDER Gross v o] ] ] tsan| tesse] | torm
6K sen| | nse| sxe| was| sem| nw| W
Lozns k)l 3 . 8 . . - -
Gars | 85| | ;| s ek 6| s
507 PUBLIC ADMINSTRATION & INTERNATIONAL RELATIONS | Gross L ENEED G
GOK B s w%| o um| nel| ¥ w2
Loans I%2| 34| 7RSS 87| 6M)|  B%6| 6| 630
Gy op| nw| m| wm| e es| | &
1508 | SOCIAL PROTECTION, CULTURE AND RECREATION Gross | ug| sl oas| ol um| am] n
60K R EEEEEERE SRR
Loans s s smr| om0 erm| em| emp| o
Grants 4065 38| 23| 332 6| AEST| | 45%
10| ENVIROYNENTAL PROTECTION WATER AND HOUSING (EPWAH) | Grss W] wate| ww| o now| ums| | ww| e
GOK ngs| wm| ww| nws| vm| | s o
Loars niE| ne| a®| nse] um| nm| sw] uw
Garts o] sew| emn| usw| o] sl sl sen
TOTAL DEVELOPNENT B R EOEENENEREE A
GOK | wen| mme| wsw| wiae| s zesu| mesw
i AT S
oams | wat] am| o] wm| sm| x| am| em
Lealhih | Ta] T S| saM[ s S| s&| el
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Annex Table §; Total Expenditure Ceilings for the MIEF Period 2011/12 - 2013/14
NAME OF !ECIO!_ . 000 FLIRTAY] o W 014118
Prinfed Revised Prinfed Kevised baseline Celing Projection
501 |AGRICULTURE AND PURALDEVELOPMENT  [Gross o] | ase|  szess| a2 8203 %3] s0a
502 [ENERGY, INFRASTRUCTURE & IC1 Gross 18053 |  leR60| MeXS| 29002 201208| 23| 24783 | 28%
IGENERAL ECONOWIC, COMMERCIAL AND LA80UR [
503 [AFFARS Gos | 2| msw| nesi wsas| nm| ww| mswe| wns
04 [HEALTH Gross SR I B L O AL I o B )
505 [EDUCATION Gross | 190224 19310R] 23| 23877 20042 28005| 2408k| 21314
506 |GOVERNANCE, JUSTICE, LAW & QRDER Grogs TBAS| 00| T0sds| 104033 NIBISS| 120811 NSTel| 1198
PUBLIC ADMINISTRATION & INTERNATIONAL
507 [RELATIONS Gross 5497 BITE| 1240750 1053 | 100081 10734 108945 11447
S8 [NATIONALSECURTY . Seebs| | s163)  7BS0|  ealB2| %3] g7401| B4
59 [SOCIAL PROTECTION, CULTURE AND RECREATION  [Gross e8| | mes|  ®mos | B3| %8| 26| 4@
ENVIRONMENTAL PROTECTION, WATER AND
510 [HOUSING  |Gess L A T A I ] A
TOTAL B09.842 | 799455| 952008 | 959074 | 936543 | 989744 | 1036069 | 1087710

2012 Budget Policy Statement Page 68



Annex Table 7: SECTOR PROGRAMMES AND BUDGETARY ALLOCATIONS, 2012/13-2014/15
201213 01713 [ 201314

Programme ceiling Projection

AGRICULTURE AND RURAL DEVELOPMENT 52,013 55316 60,141
0101 |Policy, Strategy and Management of Agnculture 3,229 3,152 3,406
0102 |Crop Development and Management 19,371 18,619 19,962
0103 |Agnbusiness and Informaton Management 2,128 2,219 2812
0104 |Livestock Resources Management and Development 8,444 9,015 9,230
0105 |Cooperative Administrative and Support Services 485 205 211
0106 |Cooperative Development & Management 1,240 1,299 1,409
0107 [Land Policy and Planning 4233 4,738 5,471
0108 |Forestry and Wildhife Policy regulation and co-ordination 513 528 576,
0109 |Forestry Development, research and Management 2,635 3,651 3,321
0110 |Wildife Conservation and Management 2247 1,608 2,398
0111 [Fishenes Development 3,029 5,005 5,759
0112 |Research & Development 4,459 5276 5,586

ENERGY, INFRASTRUCTURE & ICT 230,783 247,831 262,856
0201 |Local Authority Management and Development 27,489 29,483 32,083
0202 |Road Development, Maintenance and Management 107,463 114,027 119,971
0203 | Transport Management and Safety 5,147 4,843 4,845
0204 |Transport Infrastructure Development 13,775 13,389 14,111
0205 |Nanonal Electnfication 56,876 62,183 65,264
0206 |Renewable Energy Resources 698 712 742
0207 |Petroleum Exploration and Distribution 1,820 1,811 2,293
0208 |Centralized Support Services 983 1,126 1,152
0209 [Information and Communication Services 2,358 1.814 2,017
0210 [ICT Infrastructure Development 3,723 5,107 5,429
0211 |General Admnistration services 630 476 481
0212 |Metropolitan Infrastructure and Services 2,369 2,862 3,313
0213 |Government Buildings Services 4215 5,682 6,447
0214 [Coastline Infrastructure and Pedestrian Access 1,119 1,697 1,905
0215 |Procurement, warehousing and supply if) 71 53
0216 |Construction Standards and Research 90 200 300
0217 |General Admmistration services 801 1,200 1,299]
0218 |Research & Development (ICT) 1,150 1,150 1,150

GENERAL ECONOMIC, COMMERCIAL & LABOR AFFAIRS 12,957 23,910 24,113
0301 |Integrated Regional Development 6,858 7,057 7,157
0302 [Promotion of Best Labour Practices 1,303 1,355 1,375
0303 |Manpower Planning, Development andUtilization 1,500 1,650 1,750
0304 |Policy, Planning and Administration 403 409 425
0305 |Productivity Improvement, Measurement and Promotion 87 87 87
0306 |Trade Development and Investment 2,997 3,077 3,077
0307 [Co-ordination of East African Community Affairs in Kenya 1,341 1,662 1629
0308 |Tounsm Development and Marketing 3,108 3,257 3,257
0309 |Industral development and Investment 4,055 3,906 3,906
0310 |Industrial Research & Development 1,306 1,450 1,450

HEALTH 77,002 81,059 85,364
0401 |Curative Health 38,155 40,504 43430
0402 [Preventive and Promotive Health Care Services 37,324 38,949 40,255
0403 [Heath Research & Development 1,523 1,607 1,679

EDUCATION 229,015 240,866 151,314
0501 [General Administration & Planning Services 7,867 8316 8,632
0502 |Basic Education 17481 19,542 20,687
0503 |Quahty Assurance & Standards 4213 4,151 1,275
0504 [Secondary & Tertiary Education 19,950 24,647 24978
0505 |General Admunistration & Planning Services 1,803 1,793 1,822
0506 |University/Tertiary Educanon 59234 60,133 61.874
0507 |Research, Science, Technology and Innovation 2,027 2053 2,081
0508 [General Admunistration & Planning Services 2,204 2,239 2,786
0509 | Teachers Services 114233 117,992 121,179
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GOVERNANCE JUSTICE LAW AND ORDER 120,911 115.761 119,834
0601 |Policing Services 50,205 51,331
0602 |Admumstranon and Field Services 13,539 14013
0603 |Nanonal Campaign against Drug and Substance Abuse 366 384
0604 |Government Printing Services 33 639
060 |Policy, Management and Support Services 10 the Office of the Vice Presidency 1,510 1,548
0606 |Correctional Services 15.069 15,530 16,333
0607 [Betuing Conuol and Lonery Services 2 219 364
0608 |Legal, ethics, Integrity Nauonal cohesion and consttutional reforms 1,128 1,140 1.352
0609 |Policy, Planning and Management services B 1.609 1,365 1,313
0610 |Legal Education Programme o 389 339 354
0611 |Legal Services to Government and Public ) 1,906 1,702 L 1,794
0612 |Ann-Corrupton Programme 1,889 2,014 2,117
0613 |Populatior Registration Services 6,433 6,887 7,141
0614 |Immigration Services 2120 2,200 2,261
0615 |Policy Formulanon and Coordination for Immigratuon and Population Services 388 396 514
0616 |Public Prosecutions Services 791 1,128 1,172
0617 |Implementation of the Constitution £33 556 573
0618 |Registraton. regulation and funding of pohincal partes 335 335 335
0619 | Human Rights Programme 264 344 354
0620 |Management of Electoral Process in Kenya 13,634 4,853 5,001
0621 [Professionalism and Accountability in Police Services 300 350 400
0622 |Dispensation of Justice 9.775 10,025 10,418
0623 |Promonon of Gender and equality 125 125 125

PUBLIC ADMINISTRATION AND INTERNATIONAL RELATIONS 107,334 109,949 114,471
0701 |Manag of State Affairs 1,750 1,824 1,881
0702 |Human Resource Management and Development _ 6,198 6,235 6,579
0703 |Coordination and implementation of Kenya's foreign policy 8,686 8,208 8,203
0704 |Rural Planning and Co ity Development 22,602 | 21,915 22,529
0705 |Coordination of Policy Formulanon and Impl ation of Vision 2030 1,248 1,353 1,530
(0706 |Data collection and nanonal stanstical informanon services 1,286 1,430 1,649
0707 |General Administration and Support Services for Planning I 502 746
0708 | Monitoring and Evaluation Services 179 210 221
0709 | Admumistration, Planning and Support Services 12,891 16,787 19,957
0710 |Public Financial Management 21,537 23,012 21,762
0711 |Economuc and financial policy formulation and management 1,418 1,453 1,491
0712 |Fair Trade practices and creanon of an enabling business environment 1,446 1,481 1,263
0713 |Cabinet Services 803 770 796
M Public Sector Advisory Services 5,153 2,586 2,619
0715 | Admunistration of Human Resources in Public Service 865 861 880
0716 |Audit Services 1,672 1,755 1,820
0717 |Legislation and Oversight 12,100 14,129 14,638
0718 |Coordination and Supervisory Services - 2,214 72 731
0719 |Conwol and management of public finances S31 363 381
0720 |Policy on Revenue Allocanon 445 402 422
0721 |Salanies and remuneration management in the public service 445 402 422
0722 |Diplomanc Support and Management Services 3,267 3,420 3812
0723 |Ombudsman Services ) 83 130 135

NATIONAL SECURITY 64,283 67,601 68,041
0801 | Maintenaining and Safeguarding of National Secuniry 64,283 67,601 68,041

SOCIAL PROTECTION, CULTURE & RECREATION 36,968 42,636 47,102
0901 |Policy and General administrative services 1,347 1,474 1,608
0902 |Gender and Social Development 2,964 3,125 3,444
0903 |Children Services 5 185 5,401 5403
0904 |Disaster Management 11,232 12,345 14,930
0905 |Natnonal Hentage and Culture 2,538 2,926 3,168
0901 |Policy and General administrative services 968 979 1,007
0906 |Youth Development and Empowerment Services 8,079 9,154 9,943
0907 |Management and development of Sport and Sport facilines 1,685 1,745 1,827
0908 |Special Development Initiatives For Northern Kenya And Other And Lands. 2,970 5,486 5,772

ENVIRONMENTAL PROTECTION, WATER AND HOUSING 48,478 51,140 54,474
1001 |Water Policy and Management 1,130 1,193 1,285
1002 |Water Supply Services 19,633 21,692 22911
1003 |Sewerage Services 232 369 401
1004 |Water Resources Management and Storage o 6,030 6,759 7,666
1005 [Imgation and Drainage Infrustructure 8,649 7,521 7,345
1006 | Admimistration and Supornt Services B 201 207 214
1007 [Envirc J Palicy Development and Coordination B 555 520 588
1008 |Environment Management and Protection 4721 4,892 4 984
1009 [Mineral Resources Management 622 599 599
1010 |Meteorological Services and Climate Change 1,322 1,510 1,821
1011 |Housing Development and Human Senlement . 4,537 5_2_‘2‘5_ 6,037
1012 |Rescarch & Development i ; 545 577 623

TOTAL 989,744 1,036,070 1,087,709
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ANNEX 8: SECTOR PROGRAMMES, OUTPUTS, AND PERFROMANCE INDICATORS

PROGRAMME

i PROGRAMME OBJECTIVE

" AGRICULTURE AND RURAL DEVELOPMENT SECTOR

' Policy, Strategy and

' Management of
Agriculture

Crop Development and
Management

. Agribusiness and
Information
Management

. Cooperative
Development &

* Management
Cooperative Marketing

Fisheries Development !

Management and

| To
| through appropriate policy, legal and
| regulatory frameworks

| To increase productivity and management
| by promoting competitive

create an enablmg environment

agriculture
through improved extension advisory
services, appropriate technology,
management of pests & diseases

- To promote sustained growth in

agriculture based on market and product
development and information

To improve governance and management

of cooperative society.

- To enhance capacity building for value
in |

addition and  market

cooperatives

access

To maximize the contribution of fisheries |

to the achievement of
development goals
reduction, food security and creation of |

employment and wealth

national

To maximize the contribution of fisheries

and |

{ PROGRAMME OUTPUT

Development of policies, legal notices

and revision of bills

Soil Maps developed

Trammg of farmers on environment
conservation

Construct Water pans

j Groups Supported on Community
¢ Driven Food Security Improvement

especially poverty | '

|
|
r
\
|
|
L

| Initiatives under NMK

New crop varieties released
Agro Pr-oe-essmg Technolog:es
developed and promoted
Bulk procurement of I‘cmhzcr
Market prices Published in da1]y
newspapers

Enhanced corporate governance

No of societies doin'g value addition

Increased mariculture production

Increased acreage of land under
| aquaculture production
Increased fish production from
aquaculture

' MEDIUM TERM PERFORMANCE
' INDICATORS AND TARGETS

-
|

Increased anerhngs supply to farmcrs

| Farmers trained in fish farmlng
| husbandry

Compliance wrth f'sherles management

'+ Compliance levels

No. oflegél notices and policies developed

No. of Soil mhps developed
No. of farmers trained

No. of water pans constructed

Project Reports on no. of communities
supported

Types of varieties released

No. of technologies released

Metric tonnes of fertilizer procured

information on agricultural commodity

prices

Reduction in pendmg cases by 30%

5 value chains developed

Per capita consumption of mari cultured
fish and fish products

Hectare of land under aquaculture
production
Metric tons of annual aquaculture

“production increased by 2012/13
~ No. of fingerlings supplied to farmers

No. of fish farmers trained
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to the achievement of national

I development goals

Development of !
|
i
|
|
|
|

| Capture Fisheries

standards - - . - {
Conservation and restoration of
fisheries stock and crmcal habltats e

| Number of fisheries critical habitats :
| gazette |
Ecosystem based fisheries | ® Number of species specific management
‘management plans | plans implemented
| e 2000 samples of fish collecled and
E submitted to the laboratory for analysis
o Six national inspections and twenty seven
_ | spot check inspections conducted
Reduced post harvest loses | e 3 laboratories made operational
e |2 fish auction centers established
e (solar driers established

Fish safety and qual:ry assured

e 480 fish handlers and farmers trained

Land Policy and ‘ To create a conducive environment for | Comprehensive National Land Policy | s 60% of National Land Policy and Kenya
Planning i land administration and management ; and Kenya Constitution 2010 : Constitution 2010 recommendations
l I implemented implemented
| ! e No. of land legislations enacted
| E-National Land Information System e (0% of National Land Information System
' | developed | developed
; : e 80% of Land records safeguarded and
: . 7 ‘ digitized
E . Kenya National Spatial Data . ® 60% of Kenya National Spatial Data
Infrastructure Framework i framework Developed
- Deed plans prepared . * 30,000 deed plans prepared
" National topographical and thematic ! s 30 National topographical and thematic
. maps updated ] maps updated
. Students trained on surveying and | » 390 regular students trained on surveying
| mapping _é ‘and mapping
‘i-”Landleés families settled _' | * 36,000 families settled
| . ? Adjudication sections finalized | * 90 Adjudication sections finalized
1 | Land adjudication and boundary | & 39,000 Land adjudication and boundary
| disputes resolved i disputes resolved

i Issuance of title deed
j Assets valued for stamp duty purposes
|

- Livestock Resources } To create a favourable policy and legal | livestock vaccinated against notifiable
. Management and | framework for the sustainable | diseases

~® 510,000 title deeds registered and issued
e 60 000 Stamp duty cases valued

No. of livestock vaccinated agalnsl

J
\
T
! notifiable diseases
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Pedestrian Access

' Procurement,
Warehousing and

. Supply

Construction Standards
and Research

Information and
Communication
Services

ICT infrastructure
development

' To ensure efficient utilization of common

" user items

. To ensure provision of improved building

materials and methods in construction

. To promote knowledge based society

To ensure the aVailabiiity oféccéésible, '
efficient, reliable and affordable ICT
services in Kenya

Number o_f"fo-otbridééé Corlrﬁpleted

Number of Term Contracts Procured

! Number of research topics completed

- No. of Business Process Outsourcing
. (BPO) jobs created

| No of institutions supported with IT
. applications

' No. of BPO Centers developed

_No of MDAs Branded

No. of films material dlglll?&d

%of rcglslered Film and Video
establishments

7Nio offliné_cIBSSIﬁed

No. KNA stories disseminated and
‘news features produced

Modernization and renovation of

| Facilities and Equipment

}

Estabhshment of film archive

GENERAL FCON()\’IIC COMMERCIAL AND LABOUR AFF AIRS

Integrated Regional
Development

i Promote balanced, equitable, and

| sustainable integrated basin based
. development.

Regional developmcm master plam

| developed

Regional Data and Information Centres |

established
Mulupurpose dams

| Area planted with trees

‘No. of tree sécdlingﬂswp’rwoduccd and

planted -
Waterpans

2,800 films classified

120,870 KNA stories d:ssemlnated and 980
‘news features produced

420 foot hridgés to be completed

45 Term contracts procured

3 areas of buildings research to be
undertaken

1,000BPO jobs created

24 institutions supported with IT
applications

12 BPO Centres developed

. SOMDAS Branded

300flm material dlgmzed B
100% registered Film and Video

__cslabhshmcms

5 Information offices refurbished and
various modernized mass media
equipment’s

Operation of the film archive

6 Regional development master plans
developed

6 Regional Data and Information Centre

~established

5 mulllpurposc dams
1,000 acres plantcd with trees

6 Million tree scc(l[ings produced &
planted

20 water p111s
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Reported labour disputés resolved | = Anaverage of 3 months/time taken to
7 resolve reported industrial disputes
Policy on Child Labour developed and | e Policy on Child Labour

Promote harmonious industrial relations
and safety at work.

. Promotion of Best
Labour Practices

implemented |
Work placc_:_si_.inspcctcd 7 e 13,000 workplaces inspected
| Arbitrated reported trade disputes i ® 1350 trade disputes arbitrated
| Work injury benefits claims settled | »  73%age of work injury benefits claims

! | settled

Manpower Planning Enhance competitiveness of the country’s MSEs cxposéd to local and * 1,800 MSEs exposed to local and

and Development i workforce. i international trade exhibitions international trade exhibitions i
| i Industrial T'ra-ining Centres refurbished | ® 5 existing Industrial Training Centres !
| and upgraded | refurbished and upgraded
' Individuals trained in relevant i e  (,500 individuals trained in relevant
| industrial skills 7 ! industrial skills
| Productivity Technical Service | ® 250 productivity Technical Service
. Providers trained Providers trained
i Productivity improvement conducted | o 80 firms/ enterprises in which productivity
i improvement is conducted
| Job seekers placed through the Public | e 10,000 job seckers placed in employment
] | Employment System [
Trade Development To facilitate private sector led economic | Master plans and Designs of Special | e Master plans and designs developed for
and Investment growth and a globally competitive trade | Economic Zones (SEZ) Special Economic Zones of Mombasa,
'~ and investment climate for transformation | f Lamu & Kisumu
- of Kenya into a regional service hub and | Exports to COMESA Region I e Value of exports to COMESA increased to
expansion of Kenya exports | — Kshs164.5 billion
| Exports to EU markets . o Value ofexport earnings to EU Markets
| | increased to KSh 119.5 billion
. Exports under AGOA framework e Value of export earnings increased KSh
! 27.3 billion
| Exports earnings to EAC markets s Value of export earnings to EAC markets
increased to KSh 122.6 billion
| Outreach programme to exporters | ® 90 Outreach visits to exporters conducted |
‘ ' Designed and developed new | e 30 exporters assisted to design and develop |
| . products for exports _ - new product for export.
' Cases Investigated and prosecuted = o 600 cases of trade malpractices
L B _ - i investigated and prosccuted !
i Jobs created in EPZs . e 73,000 jobs created in EPZs
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Promotion of Industrial

Research and
Development

Productivity

" Improvement,
Measurement and
Promotion

HEALTH

Preventive and

Promotive health care
services

Curative Health

| To pﬁ)mofé creation and dévelopmént of
manufacturing Micro, Small and Medium
Enterprises through Technology

' development and Transfer.

To develop and implement targeted and

research based productivity interventions.

Regional Laboratories and Offices
Credit disbursed to MSMEs

M_SM]s”Iin_.I{cd with large enterprises
Increased in production of
engineering materials & alloy steels

Increased in production of agricultural
& irrigation equipment

| Increase SMEs incubated
Technologies protected

To increase access to quality and effective |

. promotive and preventive health care
services in the country

- Improve the health status of the
individual, family and community by

ensuring affordable health care services

Increased technology transferred
Technologies commercialized
Prototypes developed

National Productivity Policy & Bill
approved

Productivity and Competitiveness
Commission Decree

Productivity Technical Service
Providers trained

New Health Policy
Increased access to quality health care

| services

' Kenya National Health policy

framework )
_No. of women delivered by skilled

equipped

KSh. 1.1 Billion Amount of credit
disbursed to MSME’s

100 MSMiIs linked with large enterprises

KSh. 15 million worth non-ferrous &
ferrous engineering materials produced

100 5-Horse Power Pumps produced

No. of Increase SMEs incubated
50 Technologies protected

10 technologies transferred

5 Technologies commercialized
10 Prototypes developed

Approved National Productivity Policy &
Bill

Productivity Centre of Kenya transformed
into a Productivity and Competitive
Commission

No. of productivity Technical Service
Providers trained

Health Policy developed and finalized
Immunization coverage for | year olds
increased to 80%

Ante Natal Care coverage (4 Visits)
increased to 50%

Awareness on preventable discases
increased by 20%

Pregnant women receiving LLITN's
increased

TB cases reduced by 20%

Eligible HIV clients on ARV's increased
by 20%

Health Policy developed and finalize

Deliveries by skilled health personnel
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Research and
Development

" EDUCATION
General

| Administration and
| Planning

. Basic Education

To conduct and disseminate health
~ research findings for reduction of
" infectious and non-infectious diseases and
| other causes of ill health.

|
|

. linkages between the programs of the

To providé effective and efficient ‘
I
|
|
|

relevance of Education at all levels

|
|
|
f
i‘
|
i
i
|

! for learning materials, operational
| costs and other school improvement
| activities _ _ |

. Special schools, éhécia] units & regular
| schools with special needs children
| provided with specialized teaching i

health personnel 1

No. of eligible patieﬁ-ts-oh'ARVém B
7M0rbidity due to malaria reduced

Scientific Publications

Or-yerat'ional structures for Education to
achieve efficient and effective service

| sector. delivery

Increased integration of ICT in .
i : education o
' To enhance access, quality , equity and ' Schools provided with funds to cater

learning materials and assistive
devices. 3 |

‘Establishment of model inclusive
'schools in every county

Registration of Non Formal Schoals

S P
L)

) incrgis}zd to 47%

Eligible pat'ienls on ARVs increased to
20% _
Percentage of morbidity due to Malaria

“reduced to 13%

No. of products patented/ commercialized
No. of innovations, publications and
partnerships

Strengthened educational management
agencies

47 county education offices fully equipped
and provided with transport

National ICT Innovation and Integration
Centre established N

GER stabilized to 100% and NER 97%
respectively by 2015

-Pu-ﬁilu'-l'ext book ratio of 1:1 in primary

schools by 2015
Improved completion and transitional rates
for SNE learners at all levels.

Increased percentage of special needs
children displaying knowledge and skills

stipulated in the curriculum

21,000 regular Primary schools

modified/improved to receive children with |
_special needs |

At least model disability friendly schools in-

every county.
Increased enrolment for the Non Formal
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| Legal Education and
I Policy programme

Management of
Electoral Process in
| Kenya

Registration,

~ Regulation and
Funding of Political
Parties

Legal Services to
' Government and
Public

' PUBLIC ADMINISTR

' To provide quality legal education in
. Kenya

| To deliver free, fair and credible elections

To promote competitive and issuc based

political parties

" To provide legal services to Government
and public

— e ]

| marriages

National Civic Ed&étioh Curriculum

Legal education legislation
implemented

Legal research prbjccts -
Continuing professional development
programmes for lawyers

Status reﬁort on electoral process
status

Delimitation, surveying and mabping
of electoral and administrative
boundaries

chisﬁ‘ation certificates issued
I-‘unding of political parties

Fewer ex-parte Judgments
Execution of Government contracts/
Arbitration conducted/attended
Enhanced Alternate Dispute
Resolution (ADR) mechanism
Advocates

Bills, Subsidiary legislation, Gazette
notices,_

Registration certificates issued on
companies/business /adoptions,

ATION AND INTERNATIONAL RELATIONS SECTOR

T
I
|

e National Civic Education Curriculum

developed and implemented in Primary and |

~Secondary Schools

‘s Council of Legal Education (CLE) Bill

drafted.

. * Kenya School of Law (KSL) Bill drafted.

* No. of legal research projects conducted

* No. of lawyers benefiting from continuing
professional development programme for

~ lawyers

» Voters sensitized on electoral process and
Increased voters awareness by 30%

e Free, fair and peaceful elections

e Number of eligible voters registered

* Electronic collation, transmission and
tallying of electoral data developed

e Number of electoral and administrative
boundaries delimitated, surveyed and
mapped

¢ No. of political parties registered

e No. of Political Parties funded and amount
received.

_ ' No. of cases handled/concluded

* No. of arbitrations conducted/attended

« No. 0fc£:mpléinls settled via ADR

e No. of charges drafted and referred to the

~ Disciplinary Committee

* No. of certificates issued

87|Page

o No. of bills drafted and Gazette notices and ‘
~subsidiary legislations



~ Management of State | To provide timely and quality services to Improved service delivery o Number of state facilities and equipments
- Affairs. ‘ the Presidency through efficient procured, refurbished and maintained.
| utilization of resources to enable the e Number of compliments/complaints about
| President fulfill His constitutional the services from the public.
- mandate. ¢ Timely communication
| | | » Government Policies
! Cabinet Services To provide overall strategic leadership | Improved understanding of ' e Public awareness on policy and
| and policy direction for optimal public l Government policy and ' implementation
| service delivery, harmonious operations | implementation
. of the Government and social integration |
| for national development

Public Sector | To provide continuous evidence based Improved performance and & Evidence based Social Economic policies
Management Services policy advice for promoting efficient . management of public services e Return on Public Investment sustainability
' public service delivery, expansion of the | of State Corporations
- economy and its competitiveness. | Improved Kenya ~South Sudan ~« Co-operation on strategic projects/
' | Strategic relations and cooperation ! programmes with Government of Southern
. o Sudan.
Coordination and To ensure that the government has best . GOK Policies and programmes . ® Supervise implementation of Cabinet
Supervisory Services | possible capacity for policy development, | implemented j Decisions
5 coordination and service delivery within i i o Efficient use of public resources
' and between ministries and across sectors. | « National and Communications Policy and
1 | Strategy
Public Financial | To ensure maintenance of a working | Technical departments supported e Percentage implementation of work plans
Management Support ‘ environment conducive to operational i f
Services - efficiency while coordinating planning,
| financial and human capital management.
| Public Financial | To ensure formulation and ! Revenue collected . » Revenue collected as a percentage of GDP
. Management | implementation of policies relating to the . MTEF budget published . Budget Policy Statement
| |

mobilization, allocation and management |
i of public financial resources. i

¢ Printed Estimates

* Tax policies formulated
: County and sub-county district ~« Number of offices

I treasuries and internal audit offices

operationalized

Timely processing and payment of ! e Number of processed claims and time
‘ ! pensions claims , taken to process
! t= . . i A 3 A . - :
| Non-contributory pensions schemes , ¢ Public Service Superannuation Scheme Bill

converted to contributory schemes
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Administration of
Human Resources in
Public Service

Control and
Management of Public
Finances

Audit Services

' To ensure an efficient and effective i)ubiilcﬁ
| service to facilitate the implementation of

the Kenya vision 2030

To ensure public funds are withdrawn in
accordance with the provisions of the

i Constitution and utilized prudently

| creating value for citizens.

| To provide the assurance that there is

accountability and transparency in the use
and management of public resources

i ‘__1'— —

Servants

i - ) sthmc
" Automation ofReglstr:eq

|

|« Number of Mmlqtr:es/Departmcnts/

‘ Agencies on Registry Management

} Information System.(RMIS)

L e Number of Good performers rewarded and
|

|

| implemented | poor performers sanctioned. |
| Public Servants Tralnmg rcvolvmg | & Number of public servants benefitting from
| fund. |

o fio

_the Training Revolving Fund.

I

|

!

i Rewards and Sanctions Scheme
|

|

|

|

|

"

! | ¢ Number of civil servants trained

| Tralnnn_g_ahd Capacny Building

: Business Process Re- cngmcermgb ;
' (BPR) in the Public Service ;
|_implemented. Jl

|

e Number of BPR projects llnp]eménted

! ‘Increased capacity utilization at the . ‘C-a-p;aci[y utilization in the GTIs increased

| Govcrnment Training !nsmutes(GTls) ! from 85% to 90%

i Increase in number of institutions and i + No. of Public Institutions Sensitized on

| individuals complying with the Public | Public Officers Ethics Act 2003 and the

| Officers Ethics Act | new regulations guidelines as per legal

Z - 7 | notice no 76 of 2009.

| Timely release of examination results | » Number of days taken to release the results
within months of sitting '

| Ministries and local authorities | * Number of ministries and local authoritics

! sensitized, audited and inspected to | sensitized, audited and inspected

| ensure compliance to set standards in

| exercise of delegated authorities R _

i Timely approval of withdrawals from | s Level of Approved requisitions from

| Public Funds ”} ~national and county governments.

| Budget Implementation reports { ® Quarterly, Annual and Ad hoc reports

| - - | submitted to Parliament and Senate

‘ Management Information System, | No. of computerized systems in place and
website for the office, e-mail system, : in use

]

Computerized processes N B
Policy and operations manual in p[1cc | s The policy, enacted laws and published
| manual of procedures

« No. of Central Government Audit reports
produced

Central Government Audit Reports

« No. of Local Government Audit reports
_ produced

L_ cal Government Audit Reports

|

91|Page



Research and-Poliéy

' Development on
. Revenue Allocation

County Coordination
Services

Legislation and
Oversight

Culture

|
|
i
_i
|
[

To ensure éciuitablé sharing of revenue
between National & County governments
and among county governments

To ensure fiscal discipline among national |
i and county governments

~ Legislation and Good Governance

I
|

|
i

" SOCIAL PROTECTION, CULTURE & RECREATION
. National Heritage and

Harness, develop, preserve and promote
Kenya's cultural and natural heritage and
provide appropriate reading and
information materials to all communities

| in Kenya

State Corporations Audit Reports

County audit reports

Formula of revenue sharing between
National & County governments and

among county governments

Criteria for revenue allocation to
disadvantaged areas and groups
Enhanced revenue sources for national

. & county governments.

LLaws, Motions

PAC & PIC Reports
Good Governance environment

Budgets approved

Héritage sites

Museums and exhibitions

Heritage research infrastructure

No. of State Corporations Audit Reports

produced

47 County Audit reports prroduced )
Division of Revenue & County Allocation

of Revenue Bills

Policy/criteria on revenue allocation to

marginal arecas

Report on prudent use of allocated revenue
& enhancement of revenue sources

. Laws enacted.

; Oversight reports produced

‘No. of policy documents adopted
Enactment of the Financial tools

Heroes corner at Uhuru Gardens, bandas
for campsite, landscaping and mount
exhibitions for Jomo Kenya House in

Maralal

Completion of works at the Jaramogi

Oginga Mausoleum

Build and develop a museum in Garissa,

Kisumu,

Develop and mount exhibitions in the third
gallery in Kisumu Museum, National
Museums of Kenya Headquarters, and

Kabarnet

Design collection conservation centre for

the Research Directorate at NMK

Rehabilitation of the existing buildings at
RISSEA, Natural Science building, and
develop rescarch facilities at Institute of

Primate Research
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Children's Services

Safeguard the rights and welfare of all

. children in Kenya in order to promote
| child development.

R ———

Empowered People With Disabilities |

(PWDs)

Framework to guide gender -

| mainstreaming interventions

Alternative financial support to
promote economic empowerment of

- women

T Cri 2

Beneficiary households covered under
the CT-OVC

Infrastructure for child protection and
care

e Increase the number of PWDs trained in
sign language from 30 to 60

| e 12 vocational rehabilitation centres

assorted infrastructure refurbished.

e Increase cash transfer to Persons with
Severe Disabilities under social protection
programme beneficiaries from 14,700 to
21,000.

¢ Increase number of institutions receiving
funds to serve persons with disabilities
from 500 to 700

¢ Incrcase number of assistive devices
provided to PWDs from 12,000 to 14,000

e Increase number of scholarship given to
needy PWDs from 300 to 450

e Development of the gender audit tool

* Develop Affirmative Action Policy

e Establish a national Gender Research and
Documentation Centre

¢ 50 Gender and Finance officers trained in

~ Gender Responsive Budgeting (GRB)

e 130,000 women accessing the Women
Enterprise Fund (WEF) and 23,500 trained
in entrepreneurship

e Increase repayment of WEF under CWES
loans from 72% to 75%

e Maintain repayment of WEF through
MFTs at 100%

i Increased number of beneficiary households

covered under the CT-OVC from 84,000 to

104,000

* System to track children in need of care
and protection developed

e 220 local and international adoptions
finalized
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- ENVIRONMENT PROTFCTION WATER AND HOUSING B

Environment
Management and
. Protection

]

To protcct conserve and sustamably

|
manage the environment

ASAL communities pr(i)vidczii\ivith
certified seeds and animals

Education facilities expanded inthe
ASAL region and Health facilities
developed

Reduce Illegal dumpsues in Nairobi

| Develop awareness on climate change
| Adaptation programmes and Create

| Clean mechanism projects at

community level and at counties
respectively

Enforcement of environmental law

Establish Land use / cover database

| Establish Wildlife/livestock database

| Rehabilitate of wastewater treatment

Clean rivers

Establish chctat:on database

facilities

Area of catchmem rchabliltated
Tree plantmg along Nalroin rwer

__equipped.

10 communities provided with certificd
seeds and animals

3 schools & classrooms constructed, 2
science laboratories constructed &

Illegal dumpsntes in Nairobi reduced by
15%

Monitor Implementation of waste
management systems in Nairobi and 5

~_major municipalities

5 climate change Adaptation programmes
at community level funded

5 clean development mechanisms projects
approved and registered

100 prosecutions (Successful prosecution
of environmental cases).

1000 licenses issued on gazetted
regulations

Increased level of compliance
Finalized chemical -management
regulations

Wildlife corridors secured through
development control

3 databases established With their
corresponding maps and reports

One report on Human/wildlife conflict
map, satellite imagery

'Ecological map

Wastewater treatment facilities
Rehabilitated at Kisumu and Bomet
Sanitation toilets constructed in public
‘places and schools

600Ha catchmcm rehabilitated.

5 Mllhcm tree sccdlmgs planted

_30km Cleaned in Nairobi and Sosiani
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Management ; resources databases and formulation, R N ()0(-)_k'm'2
| implementation and review of the existing | Mineral prospects investigated e 4 minerals assessed
mining policies and legislation Geologlcal sites documented Lﬁ "I e 3 gcoloélcél sites doéumemed
; '1 Geo-hazard areas mapped e 74”g§9*ha;lar_d sites }napped _
f‘ 3‘ Number ofexplorat:ons and mlmng | o 150 inspections of exploration and mining
| concessions inspected | concessions/operations
| Number of quarries and exploswes ¢ 60 inspections of quarries
i s - ' magazmes mspectlons | = 130 inspections of explosives magazines
' Environment Policy | To provide policy and legal guidance for | Environmental education and ¢ 8 Exhibitions in National and Regional
Development and | efficient and effective management for | awareness agriculture shows, | environmental expo, 8
Coordination | the environment and mineral resources : _ 7 | Mazingira runs
| sub-sector [
Water Policy and ' To ensure the water sector is well ' Water Management Policies !r e Water policies formulated
Management . managed and coordinated 1 !
! .
Irrigation ! To increase utilization of land th'r-éugh | Area d-evelopéd for irrigétion ‘ ' 1 e 5000 Ha developed
'~ Infrastructure and Land = irrigation, drainage and land reclamation : night storage pans constructed | 50 night storage pans constructed
Reclamation | * water conservation and rain water ‘ e 3500 of water conservation and rain water

harvesting structures constructed in : harvesting structures constructed and
| ASALs and area of land reclaimed 5 7000Ha of land reclaimed
NATIONAL SECURITY

Maintaining and "' To prévent, deter and defend the Nation | - ' '_'Secure natlonal boundanes 7 ' f ' ' linproved investor confidence,
Safeguarding National  against internal and external threats = Actionable mtelhgcncc ‘ | = Protected citizenry.
Security = Improve security and *  Recovery/collection of illegal fire arms

and ammunitions.
. Restoration of law and order

accessibility of remote, hostile
and harsh areas by construction
of road.
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ANNEX 9:SUMMARY OF ISSUES IDENTIFIED DURING BUDGET CONSULTATIONS

PRIORITY

1
KEY ISSUES/STRATEGIC INTERVENTIONS I

REMARKS

SOCIAL PROTECTION,CULTURE AND RECREATION SECTOR

Construction, refurbishment, staffing and equipping of

Youth Empowerment Centres and Youth Polytechnics

2 Up scaling cash transfer to the vulnerable groups Cash transfer to urban poor, older
(children, aged and PWDS) persons, older persons with severe
disabilities, orphans and vulnerable
children and Albinos provided
3 Set up fully equipped disaster response and
educational centres
4 Establish dams and Irrigation Schemes In ASAL Provided within the Ministry’s and
Counties National irrigation Board
5 Development Of Cultural Centres Funds provided for Isiolo and South
Coast Resort Cities
6 Infrastructure Support For Rehabilitation Institutions Considered within the Ministry’s
budget
7 Construction/Refurbishment of Stadia and Partially funded within the budget
establishment of Talent Academies
8 Establishment and modernisation of existing libraries Funding for Kenya National Library
in Counties Headquarters provided
9 Establishment of Disaster Contingency Fund This will be established within the
Context of Civil Contingency ACT
2011
10 Create A Drought Contingency Fund
1. PUBLIC ADMINISTRATION AND INTERNATIONAL RELATIONS SECTOR
1 Construction of Centralized County Office To be considered within the overall
Environment preferably 7 Stop Block for all public requirements of County
services infrastructure
2 Enhance ICT capacity and infrastructure Funding for extending the fibre optic
' to the Counties has been provided
3 Strengthen the capacity of Counties to plan and Funding for planning and monitoring
budget done. Staff to be seconded in the
interim
y Resource allocation for staff training and provision of

career development
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Construction and operationalization of County

(Districts) Information and Documentation Centers

Salary harmonization, and enhanced hardship To be considered once the salaries
allowance for civil servants and remuneration commission
advises
Pilot demonstrative small community to alleviate Funding provided within the Poverty
poverty at the grassroots and reduce unemployment. Eradication Commission
HEALTH SECTOR

T Inadequate Human Resources In Health Sector Funding for recruitment of additional

(nurses, doctors etc) health workers has been provided

(915 doctors and 3000 nurses)

Health Infrastructure DevelopmentConstruction and Funding for CT scans, cancer
equipping hospitals country wide with amenity wards screening machines provided, and
and equipment e.g. MRI Machines, CT Scans and rehabilitation of hospitals and

other diagnostic equipment dispensaries

Supply Of Essential Medicines And Medical Supplies Funding partially provided

High Disease Burden - Health education and Funding partially done
promotion; disease screening and control;
management and research on non-communicable and

communicable diseases.

ENVIRONMENT WATER AND PROTECTION

Environmental Degradation and Protection of Funds provided for conservation of
Wetlands the 5 water towers, afforestation, and
reforestation, and promotion of
carbon credit, and NEMA

Inadequate access to clean and safe water- Funding for rural and urban water
Rehabilitate, expand and develop rural and urban supplies, water service boards

water supplies

Pollution control and Waste Management

Management and Protection of water resources and

sharing

Inadequate decent housing - Development of low cost | Funding for slum upgrading and low

housing material; Slum upgrading and prevention cost technology provided

Availability and dissemination of weather/climate

information for early warning systems and disaster

preparedness |
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[ Inadequate irrigation infrastructure Funds provided under NIB, Regional
Development Authorities

8. Poor sanitation and sewerage system

9. Exploitation and exploration of minerals and

associated impacts

V. ENERGY, PHYSICAL INFRASTRUCTURE AND ICT
1 Development and expansion of roads network and Funds provided in the Ministries of
bridges Roads, Public Works and Local
Government
2 Expansion of rural electrification programme Funds provided for rural
electrification
3 Exploitation of alternative sources of energy such as Funds provided for Geo thermal
solar, wind and biogas, and Geothermal exploration development, wind and solar
4 Development and expansion of ICT infrastructure Funds for laying fibre optic to
counties provided
5 Rehabilitation and expansion of airstrips and rail Funds provided for Aerodromes and
services commuter rail service
6 Waste management - Construct and expand
sewerage systems in the counties
7 Building plans and supervision
8 Construction of markets and bus parks - Construct Funds provided for retail markets
Livestock markets , Stalls and open Air Markets, and completion of the ESP Markets
construct modern markets, retail and wholesale hubs
9 Construction of 2 foot bridges in each county, seawalls
and jetties
10 Street and security lighting - Installation and upgrading
of street lighting in the 35 counties
Vi. EDUCATION SECTOR

Inadequate teaching staff - Employ/recruit more

teachers at ECDE, Primary, Secondary levels

Funds provided for recruitment of
10,000 teachers, and ECD

2 Inadequate learning infrastructure (classrooms, Funds provided for school upgrading
library)

3 Inadequate teaching & learning materials & equipment | Grants for FPE and FDSE is
- Increase FPE and FDSE grant per student provided
Low research - Provide funding for research Funding for research is provided

5 Low usage of ICT - Provision of ICT infrastructure to Funds for computer for schools
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all levels

provided

Inadequate/lack of Special education schools -
Construct and equip special schools in every

constituency

Poor health & nutrition among learners - Enhance

school feeding programme

Funds for school feeding programme

have been provided

Inadequate funding for co- curriculum activities

Poor cultural practices - Construct rescue centers,

low-cost boarding school & mobile schools.

Funds for low cost boarding and
mobile schools in ASAL areas is

provided

10

Lack/Inadequate TTC/TTl/and universitiesestablish

colleges

Funding of 9 new universities

partially done

VIL

GEN

ERAL ECONOMIC,CULTURE ANS LABOUR AFFAIRS SECTOR

Investment Research and feasibility studies

Prepare County Master Development Master plans

Lack of adequate skilled labour - Upgrade and equip
industrial training centers with modern and appropriate
technology; Establish employment centers to provide

labour market information

Inadequate physical infrastructure(Jua kali sheds)
andmodern tools and poor access to credit by MSEs -
Establish MSEs centers of excellence to transfer
technology to the MSEs(Jua Kali) Tailor made credit

schemes(MSEs associations)

Funding for Jua Kali sheds and
Constituency Industrial Development
Centres, Joint loans board and SME

provided

Lack of Market access, infrastructure and business
information - Construct stalls and modern retail

markets in designated areas

Lack of Industrial parks - setup Industrial parks in all

Counties

Inadequate information on EAC market - Establish

Regional Business Solution/Information

| Vi

GOVERNANCE,JUSTICE LAW AND ORDER SECTOR

Insecurity and crime - Strengthen policing capacity

and law enforcement institutions

Funding for recruitment, and

operations has been provided

Ignorance & lack of information- Civic education -

Givic education-K-NICE programme implementation
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3 Delayed/Access justice - Strengthen implementation Funds for recruitment of magistrates,
of court services programme judges, and computerization
provided
4 Registration Services - Devolve registration services
to counties
5 Corruption in the public Service/Slow response Funds to fight corruption provided
under various institutions
6 Cohesion Challenges/conflict resolution Funds for civic education provided
7 Inadequate/Ineffective Rehabilitation measures for
prisoners
8 Election/Boundary/political issues -Delineation of
constituency and administrative boundaries
9 Human rights - decentralize human rights services to Funds provided f
counties, civic education
10 Field administration services - strengthen coordination
and monitoring of national government business at the
grassroots
11 Drug and substance abuse and HIV Aids Funds provided for eenforcement of
drug trafficking laws, behaviour
change communication on matters of
HIV/AIDs
12 Decentralization of the offices e-g IEBC, EACC, DPP
& State Law Office, Female prisons, Registration
13 Lack of disaster preparedness e.g during fires
outbreaks and floods
14 Retrogressive cultural practices e-g Cattle rustling,
FGM, witchcraft — undertake civic education
IX. AGRICULTURE AND RURAL DEVELOPMENT
1 Lack of affordable quality farm inputs and poor Funds for setting up the seed and
access fo credit faciiities and establishing fish fertilizer funds, fingeriings hatcheries
fingerling hatcheries provided
2 Inadequate Extension Services - Strengthening Funding for extension services
delivery of extension services and research liaison enhanced
3 Lack of markets - Improve market infrastructure, and

Increase access to international markets
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| Funds provided for extension

Low Productivity for crops and animals
services, field surveillance for pests

! and diseases, and control

| Poor governance of cooperative societies - Funds to enhance audit and capacity

Strengthening governance and management of building of SACCOs provided

cooperatives societies

Poor Land management - Promote sustainable land

and natural resource management

Forest encroachment and poor conservation of water | Funds for water pans and water

catchment areas and water harvesting harvesting provided

Inadequate post-harvest handling and storage - Funding for grain driers and storage,
Enhance capacity for post-harvest storage and mini-processers provided
preservation

Minimal investment in value addition - Promote agro

processing and strengthen existing institutions

Human wildlife conflict - Fence the park with electric Funding for fencing of major parks

fence to avoid conflict with humans provided
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ANNEX 10: SUMMARY OF SPECIFIC FISCAL RISKS - PENDING EXPENDITURES

NMALUE

KShs. Million
1 AGRICULTURE AND RURAL DEVELOPMENT o 8,883
1.1 Water harvesting - 8OO
1.2 Special Suppon 1o Farmers . 200
1:3 Grain drying and storage construction of community based stores 1,000
1.4 Veterinary Services Development fund o 1,264
1.5 Development of infrastructure to cradicate foot and mouth disease g s 370
1.6 Emergency Control & Eradication of Tseise Flies and Human African | rypanosomiasis 360
1.7 Grant 1o Kenya Animal Genetic Resource Cenitre 234
1.8 Land for IDPs 1.300
1.9 Offshore patrol vessel for marine and coastal services 500
1.10 | Fire fightuuing equipment R79
1.11 Security operations 200
1.12 | Beach management programme 450
1.13 | Housing for rangers e 400
1.14 | Repair of rangers houses 21
1.15 | Procurcment of aircrafl 605
1.16 | Fencing Mi. Kenyva/Eburu 300
2 ENERGY, INFRASTRUCTURE & I1ICT 76,796
2.1 Way leave 3.600
2.2 Contribution in Licu of Rates 2,300
2.3 Consuucuon of markets 2.700
2.4 Roads (various) 5.250
2.5 Roads (Counterpart funds) 9.700
2.6 KPA- Mombasa port development{ 2nd Terminal) 4.800
2.7 Lamu port 16,100
2.8 KBC- Migration for from medium wave technology to frequency modulation 1,400
2.9 Kenya Railways corporation 4,890
2.10 | Geothermal Development Company 1,600
2.11 Rural Electrification Authority 12,021
2.12 Nuclear electricity project 250
2.13 | KETRACO 137
2 14 | Kenya Institute of Mass Communication 122
2.15 | Brand Kenya B8O
2.16 | Enhancement of O& M 60
2.17 | Pending bill for Huawei- NOFBI prajecct 150
2.18 | KIMC- Hostel construction 177
2.19 | Purchase of Film Equipment 50
2.20 | Konza ICT Techno Polis - Construction and civil works 400
2.21 Installation of urban surveillance system(CCTV) 4,154
2.22 | Purchasc of fire fighting equipment 494
2.23 | Merwrapolitan planning & environment 341
2.24 | Social Investment 20
2.25 Completion of stalled projects 6,000
3 GENERAL ECONOMIC, COMMERCIAL & LABOR AFFAIRS 13,097
3.1 Trade - Operations & Maintenance 416
3.2 Export Processing Zones Authority 85
3.3 Subscription to International Organization 185
3.4 East Africa Inter- university Council 108
3.5 Incentives conference and exhibitions 100
3.6 Development of an integrated incomes and wages policy 20
3.7 High Grand Falls Multi-Purpose Dam - RDASs 10,320
3.8 Kenya Tourist Board - Marketing and promotion activities 500
3.9 Kenya Lhalii College (Mombasa) - construction 3oo
3.10 |Resorn Citics 500
3.11 Development of Iron and Steel Indusury 100
3.12 | Anu Counterfeit Agency 463
4 HEALTH 35,246
4.1 Salary Shortfalls - Ministries o 15,271
4.2 Salary Shortfalls - SAGAs 3,527
4.3 Recruitment of Health Workers 5,066
4.4 Medical drugs & ARVs 2.544
4.5 Hospital Infrastructure 3,569
4.6 Other O&M 5,269
5 EDUCATION 57,348
3.3 Fast Truck Initintive (KESSP) 2,200
5.2 Short fall in FPE funding 984
5.3 Shortfall in FSE funding B,014
5.4 Infrastructural Development 6,300
5.5 Employment of teachers 40,000 13,600
5.6 Construcuon of University of Nairobi Tower block 1,000
5.7 Additional Requirements for Accelerated Admissions 2,400
5.8 Loans to University students 1,500
5.9 Training of teaching personnel o 3,500
510 | Equipments 6,500
5.11 | Salaries award for excellent performance by UON 250
5.12 | Technology and Innovation 1,500
5.13 Rescarch Fund 1,500
5.14 Development New University Colleges o 5,800
5.15 | Pan Africa University 750
5.16 | Subscriptions to International Organizations 800
5.17 | Open Umiversity 750
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6 GOVERNANCE JUSTICE LAW AND ORDER 70,203
6.1 Internal Securnity Operations 4,972
6.2 Recruitment of Police Officers 5,069
6.3 Review of Police Salaries 4,080
6.4 Security Equipment & Infrastructure Development 3,768
6.5 Construction of Prisons Staff Houses (14,000 units) 33,500
6.6 State Law Office - Operations & Maintenance 520
6.7 INEBC - Election Operations 12,000
6.8 DPP - Salaries, Capacity Building, Infrastructure Dev. & Operations 2.952
6.9 Registrar of Political Parties - Capacity Building, Infrastructure Dev. & Operations 2,773
6.10 | Witness Protection Agency - Salaries and Operations 569
7 |PUBLIC ADMINISTRATION AND INTERNATIONAL RELATIONS 28,296
7.1 Hardship allowance harmonization to be back dated as from July 1, 2008 3,210
7.2 Business process re-engineering 50
7.3 Records management officers for various ministries 151
7.4 Capacity building in Counties 60
7:5 Diplomatic Offices in Somalia 164
7.6 Foreign Service Allowance 470
2.7 Capitalization of consolidated bank 1,000
7.8 Coffee debt write off 1,678
7.9 ADB-Subscription of shares 320
7.10 | EADB- Increase of shares and arrears 880
7.11 | PTA- Subscription of shares 210
7.12 | Shelter Afrique 236
7.13 | National Cereals and Produce Board - compensation for losses emanating from Cabinet directive 2,200
7.14 | Ken trade - Purchase of software 380
715 | NOCK - GOK capital injection for trading and for expansion of the retail network 1,500
7.16 | Loan to KPCU -Restructuring and receivership cost 750
7.17 | STABEX- loans to coffee SACCOs through cooperative bank 1,700
7.18 | Loan to Telkom Kenya- shareholder loan 5,000
7.19 | Loan 10 IDB - on lending to small and medium size Enterprise 500
7.20 | De la Rue 700
7.21 | Cabinet - Infrastructural development & ICT 518
7.22 | Enhancement of the budgetary allocation 700
7.23 | OPM - Operational Expenses 715
7.24 | Controller of Budget - Salaries & Operations 150
7.25 | Parliamentary Service Commission - Salaries, Operations and Infrastructure Development 4,754
726 | Salaries & Remuneration Commission - Operations 300
B NATIONAL SECURITY 37,168
8.1 Security Operations, Modernization & Related Expenditures 37,168
9 SOCIAL PROTECTION, CULTURE & RECREATION 39,104
9.1 Enhancement of cash transfer for older persons 1,000
9.2 Enhancement of cash transfer for persons with severe disabilities 385
9.3 Enhancement of National Development Fund for Persons with disabilities 218
9.4 Enhancement of O&M 44
9.5 Grants 10 community groups 100
9.6 Enhancement of OVC 485
9.7 Counterpart funding for urban food subsidy cash transfer 198
9.8 Commuter allowance - KNLS & NMK 150
9.9 NYS - Operations & Infrastructure Development 1,510
9.10 | Sports Activities and International Competitions 1,966
9.11 | Construction of Hola- Garsen Road by NYS 1,755
9,12 | Construction & Equipping of youth Empowerment Centres 100
9.13 | National Youth Talent Academy 250
9.14 | International Academy Sporns 429
9.15 | Subsidized Youth Polytechnic Tuition 674
9.16 | Youth Affairs & Sports - Other O&M 1,298
9.17 | National Humanitdrian Fund- resettle of IDPs 3,500
.18 | Relief and rehabilitation 5,000
9.19 | Purchase of 5.7 million bags of maize 17,000
9 20 | Operationalization of disaster management in Counties 2,000
9 21 | Special Programmes - Other Operations 631
9.22 | National Drought Management Authority - Operations 412
10 ENVIRONMENTAL PROTECTION, WATER AND HOUSING 13,240
10.1 | NIB Irrigation Programmes 11,600
10.2 | Kulan water dam - Dadaab 50
10.3 | Kagaari, Kyeni and Gaturi irrigation development project 250
10.4 | Improvement of Water supply in Wajir West 140
[10.5 | Accommodation of Bi-Cameral House 1,200

TOTAL 379,381
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