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Mr. Speaker Sir,

I beg to move that Mr. Speaker do now leave the chair.

INTRODUCTION

Mr. speaker, as I present the 2"d budget of the NARC Government, Iet me
remind this August House that the NARC Government inherited an'economy that had stagnated for well over a decade; with the resultant
incidence of chronic poverty, declining social and economic infrastructure,
and an unfavourable international image. The last one-year has therefore
been a period of laying a new founclation on which to 

-build 
a better and

more prosperous Kenya.

lJIr Speaker, as we approach the new fiscal year ZOO4_2005, the economy
is gradLrally recovering from one of the rongest and most devastating
recessions. ln 2003, real Gross Dontestic procluct (GDp) grew by l.g%,
up from 1.2k recordecl in 2002. This growth lays'a firm 

"foundation 
on

which we can build better performance. For this reason, Government
policy in the'immediate to medium-term, is to consolidate economic gains
and_accelerate growth. This endeavor-rr wiil be broad based to encompass
the fight against corruption and bad governance whire enhancing reforms.
ln. addition, Kenyans will need to redouble their efforls to impiove work
ethics and increase productivity. These attributes are criticar to
accelerating economic recovery, reducing poverty and increasing
employment.

Mr. Speaker, both regional and world economic recovery is proceecling
faster than earlier anticipated. ln 2004 global economic growth is projected
to rise lo 4.6h, compared to a growth rate of 3.g% i; 2003. it is tnen
expected to level off at 4.4o/o in 2005. ln sub-saharan Africa, economic
growth is expected to strengthen ro 4.5"/" in 2oo4 and rise ro s.7"k in 2005.
with a few exceptions, infration is projected to remain subdued, mainry
belotv 2"/o ancl single digit in most other countries. However, in spiie of the
good news, the world economy remains vulnerable. First, the suclden
surge in gror,vth has increased demand for fuel oils resulting in high prices.
Second, due to acts of terrorism both in Europe and MicrciiJEasr,;ir prices
have riscn to re.ord high levels. These creveloprnents have enoirrrous
potential for spiilover. Should the sitLration cicteriorate furtirer, oil prices ai.e
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likeiy to cause inflationary pressures r,vhile rising world terrorism will
continue to affect growth of the world travel and tourism.

Though, tourism services continued to suffer f rom negative travel
advisories issued by the USA on account of what they perceive as high
security risks, earnings from the sector increased by 18.6% over 2002. The
sector is therefore struggling to regain lost ground by promoting dornestic
and conference tourism to boost earnings.

During the year money supply expanded by 13.2% compared to 8.6% in
2002 while net foreign assets grew by 19.87" lo Kshs.125.'1 billion, while
overall inflation rate remained in single digit with average r,rnderlying
inflation increasing f ront 2.6'k irr 2A02 to 3.6% in 2003. Throughout the
year, interest rates remainecl on tr downward trend, drivcn, nrainly, by
falling 91 clay Treasury bill ratt::: r,virich reachecl a recorcl lc'.'r on 22"d
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Mr Speaker, Sub-Saharan Africa's economic growth provides reason for
optimism. For the first time in many years, the region has had few cases of
armed conflict while the macro-economic environment is not only good but
also improving. The rate of inflation remains low and is actually declining
in the region. The New Economic Partnership for African Development
(NEPAD) is making good progress in its effort to improve economic
governance that, in turn, enhances the flow of resources into the continent.
ln East Africa, in spite of occasional setbacks, we have progress towarcls a
Customs Union. We also expect strong growth prospects from peace
initiatives in the Great Lakes and from the recent peace agreement in
Soutirern Sudan. All these developments provide hope for accelerated
economic growth in the region.

DO[4ESTIC ECONOMY

During the year 2003, domestic output picked up fueled by 6.4% growth in
total domestic credlt, of which, credit to private sector grew by 1.8%,
compared Io 2.57" decline in 2002. Agricultural sector grew by 1.5%, up
from a poor 0.8% in 2002 while manufacturing grew by 1.4% compared to
1.2% in 2002. The service industry provided the lead with major areas of
growth in mobile phone services where active phones more than doubled
in 2003, rising to over 2.7 million compared to2002; cargo throughput, at
the Port of lt/ombasa rose by 12k wLile containerized cargo grew by
24.5%. ln financial sector, commercial banks recorded significant recovery
due to measures we have taken together with a stable macro-economic
situation. As a result, pre-tax profits in financial sector, increased by
65.9% in 2003, compared lo 2002, while bad and doubtful debts, reduced
by about 5.8% during the year. The building and construction grew by
2.2k, and real estate by 3.0%, suggesting a general upturn in the
economy.



September at 0.8"/". Similarly, the 182 day bill rate fell to 1.3o21,. This
decline affected deposit and inter-bank rates, with the monthly inter-bank -

rate falling below 1% in January,2004. Deposit rates declined to 3.1%, in
January 2004, down lrom 4.7Yo in January 2003. CorresponcJingly, '
average lending rates fell from 19% to 13.6%. .

The overall balance of payments increased by Kshs.3i.4 billion and
remained in surplus throughout 2003, and the current account deficit
improved to a surplus of Kshs.4.8 billion. This resulted from increased
tourism earnings and grants inflouis from abroad. The capital account
recorded an increase of a surplus of Kshs.4O.5 billion. These
developments led to increased foreign exchange reserves of Kshs.i04.7
billlon, equivalent lo 4.2 months of imports cover. This compares
farrourably to Kshs.74.7 billion or 3.3 months imports cover, in December
2002. However, the deficit in merchandise account widened with value of
imports rising by Kshs.24.1 billion while exports increased by Kshs.13.9
billion. lt is however encouraging to note that the rise in imports value was
mainly due to importation of capital goocis, plant and machinery, transpoft
equipment and oil products, which go into production. This gives us
comfort that economic recovery is firmly on the way.

Mr. Speaker, in 2003 value of exports rose by 8.2/" lrom Kshs.l69.28
billion to Kshs.183.15 billion. Though the volume of coffee expoded rose
by 18.5% prices fell by 3.9"k. ln case of tea, the volume cleclined by 3.g%
while prices fell by 4"/". The combined effect was a marginal decline in I
export-valud for both coffee and tea. However, the volume of horticultural ;
expods increased by 31.6% but prices declined by 2.7%. As regards the
exchange rate, the shilling appreciated marginally against the dollar but
lost ground against both the Euro and the sterling pound thus improving
competitiveness of Kenyan goods, to the Euro Area and UK. ln general,
the shilling depreciated moderately against the major currencies.

Mr. Speaker, I do not intend to analyze the performance of the domestic
economy any furlher. Hon. Members have already received their copies of
the Economic Survey for 2004, which provides details on all sectors of the
economy. I encourage them to read this document as it forms an
imporlant background to fiscal and economic measures, which I will be
discussing later.

BELATIONSHIP WITH DEVELOPMENT PARTNERS

Mr. Speaker, As Hon. Mernbers will recall, when NAHC assumed
leadership, our relations with development padners were at the lowest ebb.
Following extensive consultationsr we were able to reach agreernent with
the llVF on a Poverty Fecluction and Growth Facility (pRGF). On
lrlovetnber 21 , 2003, whicir paved the way for rost,rtttion of healthy
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relations with other donors. Building on the pRGF, the Government held a
successful consultative Group (cG) Meeting with development padners. in .
late November, 2003, which was significant in many ways. First, it was the
first CG, for over a decade; second, it took place within the first year of
NARC Government in power; third, it was the first CG to be attended by
Kenyans from all walks of life, finally and more importantly, the meeting
generated pledges amounting to about US Dollars 4. 1 billion, over a three
year term. Since then, we have worked with various partners to agree on
their financing programs and projects and in majority of most cases, have
agreed on funding levels. we therefore expect better resource flows in
fiscal years 2004/05.

Mr- Speaker, I invite the Hon. lvembers to join me anci record our gratitude
to the development partners for this support. I also vyish to appeal to the
development partners to facilitate faster disbursement of the pledged funds
to enable the Government finarrce the planned development programmes.
On its part, the government r,vill ensure these resources are properly ancl
efficiently used to benefit the target groups. ln this regard, the Government
will continue to demonstrate strong political commitment to good
governance, sound economic management and zero-tolerarrce to
corruption.

Mr. Speaker, that development panners are important to our development
effoft cannot be over emphasized. First, the Bretton woods Institutions are
considered the world opinion setters. Therefore, reaching a working
agreement with them is necessary for attracting foreign direct investments.
Second, many bilateral donors require a country to have a program with
IMF before they can extend certain types of financial support, such as
budget support. Consequent to reaching agreement with the ll\4F, the
Government has successfully negotiated bilateral assistance for various
projects and programmes covering wide sectors of our economy. The
government has also received substantial assistance for human capital
development, (especially for healthcare services, and the on-going free
primary education program). As Hon. [/embers will agree, impioving
access to healthcare while providing free primary education will
substantially improve the quality of national human capital, raise labour
productivity and reduce poverty. To all those who have supported anci
continue to support us, we thank you most sincerely.

POLICY STBATEGY

Fiscal Policy fulanagement

fulr. Speaker, the three countries of the EAC havc already agreed on the
structure of a Common External Tariff (CET), lvhich will be implemented
effective 1"r January, 2005. Conseqr,rcntlV, thc OuOget for fiscal yoar
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2004105 has been prepared against this backdrop. I have therefore taken
the agreed principles, in consideration, when evaluating requests for impoft -

duty and other tax incentives. where the requests to reduce or raise import
duties were inconsistent with the agreed tariff structure, this could not be
accepted. ln addition, the direct revenue loss, due to lowering of the top
customs tariff rate from 35% lo25'L will be high, exceeding Ksh.6.4 billion
a year, and no less than Kshs.3.20 billion for the six months of fiscal year
2004105. This is mainly, due to applying lower tariff on import value, and
second, on account of reduced taxable value for both excise duties and
VAT.

Arising f rom these revenue implications and on-going expenditure
commitments, I will harze to operate within very hard budget constraints. I

therefore have hacl to be very cautious when consiclering requests for both
tax reductions or higher budgetary allocations. Uncjer the circumstances, I

have only made adjustments in those areas where the situation is
desperate and needs to be acldressed as a special problem. As Hon.
Members will no doubt appreciate, that once a country joins a common
market, fiscal flexibility on cross-border taxes gets significantly limited.

The other fiscal implications of entering into a common market is the need
to observe the principle of fiscal harmonization. Alreaciy, the three
countries have agreed, to harmonize fiscal incentives in the region. when
the structure and types of incerrtives, acceptable in the region, is agreed, .
this will no doubt have effect on some of our local invest,ors. For these a
reasons, it has not been possible to abd to existing fiscal incentives.
lndeed, many of the incentives, especially those falling under the customs
and Excise Act, will need to be removed once the draft East African
custom lvlanagement Act comes into force on 1"tJanuary, 2005. The draft
law does not provide for most of the existing incentives, discretionary duty
waivers, and provisions relating to the exclse duties, which are considered
domestic taxes. Kenya will, therefore, need to enact a stand alone Excise
Act.

Expenditure Management

Mr. Speaker, as Kenyans will appreciate, the country faces many
challenges, which require financing, but resources are severely limited-,
necessitating better targeting and prioritization and efficient use o1 the little
that is available. Given the addecj competition from the large stock of
pending bills accumulated and carried forward by the previdus regime,
hard choices will need to be made. ln acidition, the bud'get 2004/05 has
been prepareci at a time when there is hciglhtened secuiity concerns all
over the worjd. As a result, countries are urged to enhance their overall
secLrrity, especially in areas more prono to terrorisrn. ln responsc, v,i:
havc hac] to improve security in thn:r-. iircas particLrlarly at airport:; an.l
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international pods and relatecj facilities Understandably, Recent terroristattacks in Europe and elsewhere in the world, have pushed these securi ty.worrres a notch higher. Therefore, Kenya, like
improved security in these areas to international

all other countries has
standards and will sustainthem on a continuous basis.

Mr' speaker, in a grobarized market, we cannot afford to raise the rever oftaxation without affecting the investor confidence. This is becauseinvestors have choices, incruding rerocation to other common marketcountries, which could hurt our oilier poricy objectives. r have taken thesefactors into consideration and prepared, thl Budget for Fiicar year
2004105 with the foilowing objeciives; to: (i) consoridate and accererateeconomic growth, buiiding on achievements realized in 2003, (iij sustainmacro-economic stabirity, (iii) stop accumuration of pending'biils andreduc.e them, (iv) enhance eificiency in the use of pubric resources, (v)sustain and expancl the core porerty expenditures. To achieve theseobjectives, accounting officers wiil be 

'required 
to; (a) ensure that no newexpenditure arrears or pending biils are accumuratedj 101 giue the genuinepending biils in their ministrieJ oitts first priority; and 

'(c);;;,;r; 
[rovisions

1?l :"1: poverty programmes are maintained anci increased in ZOO4IOS. f oattain.these objectives we need to be more serective and efficient with theavailable resources. rt is for these reasons thar r have chosen the themefor the budget this year as ,,Enhancing Efficiency for AcceleratedEconomic Growth,'.

Accumulated Arrears and Contingent Liabilities .

Arrears

Mr' speaker, the government is concerned with the rarge stock of unpaidarrears still outstanding. we berieve it is not possibre- to regain overail
:?rl-l over public expenditure until we institute a system to Japture andcontrol these obligations. Towards this end, the Gbvernment wiri put in
:l:::^ :^:y.:j"I_lo grplyre ail forms of expendirure commitmenrs, by thepuorc sector, including those from the financial sector and local authorities.For tnrs reason, commercial banks, and financial institutions will berequ.ired to report, to the^CentralAalf<, all deposits and borrowings by thepublic enterprises. The centrar Bank wiil 

"ottut" 
this data ano rep"ort to theTreasury on regular basis.

It will also be necessary to ensure that arrears arising from day to dayoperatio.ns, are captured and reported. rt wiil be th6 rerpor.rluitity oraccounting officers to ensure ihese obrigations are capturecl and reportedacross the public sector. This darta witiform part of regurar expcncJituremonitoring system. Where an enicrprise has borro,,v6d r,roney unclerGovernment guarantee, the arrera,-s ,ryiil be reporled scparatcly, ai part of
6
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government contingent liabilities. The information to be reported will
include; (a) total loans borrowed by an enterprise, and the purpose for
which taken; (b) details of non-performing loans, (c) reasons for failure to
service the obligation, and actions taken to regularize the payment, (d)
details of debts owed to third parlies in private sector, (e) details of moneys
owed to other public bodies including tax arrears and reasons why not
paid, and (f) debts owed to that particular enterprise by other public bodies,
the rest of the economy, and efforls taken to collect them.

Contin gent liabi lities

Mr. Speaker, these are financial obligations which the Government can
bear arising from undetermined commitments such as guaranteecl debts,
unfunded public sector pensions or similar commitments. ln orcJer to plan
for likely costs associated with these Iiabilities, Treasury is r-rpdating
information on potential risks from these sources, inclucling conducting
actuarial valuations of the public pension systems. However, as salaries
and wages, in the public sector, are raised, various pension systems in this
sector rise too. ln order to control escalation of pension costs, the
Government will introduce employee pension contributions in the next
financial year. ln the meantime, accounting officers, and the respeclive
chief off icers of enterprises which f ell under them including local
authorities, will need to ensure corrective action is taken in all areas.

Ittlr. Speaker, the Government is seeking to prevent recurrence of
expenditure arrears'.and minimize risks of rising contingeni liabilities. part
of this strategy requires strengthening financial management across the
entire public sector. The accounting officers in line ministries will have
primary responsibility to ensure this is done. However, the Chief
Executives of public enterprises and heads of local authorities should bear
responsibility too, to ensure sound management of resources under their
care. ln addition, every public officer who is responsible for either revenue
collection or expenditure must appreciate the fact that resources are
scarce and must be managed well.

FINANCIAL SECTOB

Mr. Speaker, in my Budget Proposals last year, I introduced several
measures to support reforms in the financial sector. These included; (a)
reduction of the mandatory cash ratio requirement from i0% to 6% and its
extension to include foreign currency deposits (b) reduction of the
minimum core capital recluirement to Ksh 250 million and Ksh 200 million
for commercial banks ancJ Non-Bank Financial lnstitutions respectively.
l-hese measures have led to signiflcant cleclines in lenciing interest rate,
front a weighted average of .]996 in fulay last year to 12% in ir/ay this year.
They have also led to incro;ses in creclit to the privatr-. sr,cior- fronr 57o in
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May 2003 to lr% in lVay 2004 providing the impetus for economic groMh
from 1 .2% in 2002 lo 1.8'h in 2003. I also introduced transparency and
improved governance in the banking industry by invoking provisions
Section 44 of the Banking Act. This has enabled the Central Bank access
information on bank interests and other charges to the benefit of savers
and borrowers. By publishing the lending interest rates, charges and tariffs
of all commercial banks and non-bank financial institutions, this has
enhanced competition among banks, and reduced costs for delivery of
financial services to Kenyans.

Mr. Speaker, as will be recalled in my Budget Speech last year, I dwelt at
length on the problems of the financial sector, especially cost and access
to credit. I also discussed the need to strengthen this sector to enhance its
contribution to our Economic Recovery Strategy, accelerate income
generation, create jobs and reduce povefty. Today, I expound on a
comprehensive Financial Sector Ref orm Strategy, which will be
implemented in order to achieve key objectives of improved affordability,
stability, efficiency and access. ln a bill published today, I have proposed
major changes to the Banking Act which include transfer of operational and
licensing powers from the Minister to the Central Bank. ln accordance with
best practices and Basel Accord, significant shareholders will be subject to
vetting by the Central Bank. Other aspects of this strategy include:

Operations of Section 44 of the Banking Act

Section 44 ot the Banking Act as presently form.ulated only gives the
Minister power to deal with approval of increases to the rate of banking and
other charges but not to look into past or new charges. I propose to
amend this section to enable the Minister deal with the charges more
comprehensively, both the existing and introductlon of new charges. ln the
past, failure to invoke this section led to proliferation charges. However, the
proposed amendments to this section will provide a lasting solution to the
problem of escalating charges. The amendment will also give the Minister
power to determine whether past charges are appropriate. While interest
and other banking charges will continue to be determined by market
forces, all financial institutions will be required to regularly communicate all
changes in interest rate and other charges to their customers before
effecting any changes. The proposed amendments will ensure customers
are fully informed of charges levied on them.

Central Bank of Kenya (Amendment) Act 2000

As will be recalled, the Central Bank of Kenya (Amendment) Act, 2000
was a reaction to frustrations with unreasonablc escalation of bank
charges. The practice of escalating penal charges when a loan stopped
to perform wa:; srrch that if a customer borro,,,rori l(sh.10 million, it r.veis
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possitrle for the debt to escalate to Ksh.1o0 million. Following extensive
consultations, I have proposed amendments to this Act to iniroduce the
"ln Duplum" Rule, which safeguards interests of borrowers. In its purest
form. this Rule seeks to stop bankers from continuing to load customers
with interest charges on a debt that is clearly non-performing. lt is a
common law principle well established in such countries as the
Netherlands, South Africa and Zimbabwe. Under this Rule, the
maximunr amount a bank can claim from a non-perforrring customer is
capped and interest charges cannot exceed the principal amount
outstanding at that time when the loan stopped to perlorm.

Mr. Speaker, in short and long term loans, interest is calculated on
reducing balance, o1 outstanding principal, and not orr the original
princilral. Should a debtor stop servicing the loan at some point, tlie in
duplurn rule applies to the outstanding principal at that point ancl not the
original debt. When enacted by this August House, the ,,ln Duplum.,
Rule rryill inhibit growth of non-perforrning loans ancl 1reeze interest
cirarges so that they will not exceed the outstanclirrg principal. The
proposed amendment will address the concerns ancl intentions of the
cerrtral Bank of Kenya (Amendmerrt) Act 2000, in full. lt will also have
the added benefit of encouraging banks and financial institr-rtions to
resolve problems of non perlorming debts early. ThLrs, the proposecl
amenclment will not protect those who fail to pay, it will oniy protect
them from unreasonable charges.

Mr. Speaker, in line with increaseci transparency, I have proposed
amendments to the cential Bank Act to esiablish a lvonetary policy
Advisory Committee.

Monetary Policy

our monetary policy for the FY 2oo4/os Budget, requires the central Bank
to implement a monetary programme that allows money supply to grow by
8%. This policy stance is predicatec.l in unclerlying inflation being rio more
than 3.5% per annum to ensure that (i) Kenya's expor-ts remairiattractive
to foreign buyers, and (ii) domestic producers are not faced with stiff
competition from cheap imports. This level of money supply expansion will
allow credit to the private sector to expand by around'1'3'.5"k'per annum
which is enough to support real GDp growth otabout 3.0%. I also expect
the central Bank to maintain official foreign exchange reserves al the
current ler"'el, equivalent to 4.1 months of impod cover. this, is expected to
allotv the Government to (i) meet its oif icial externai ciutri service
obligertions, ancJ (ii) to stem off currerrcy specrrlation in the event this cJocs
OCCLIT.

,

,



The Bank Flate
ln the last budget for fiscal year 2oo3lo4, I promised to introduce a neutral

instrument to r6place the Tieasury bill rate as the benchmark interest rate

for banks and non bank flnancial institutions. As was inciicated, a neutral

bank rate was considered necessary to serve as an interest rate signal to

the banking system. Following this announcement, the Central Bank

commissionLd a study to develop the neutral instrument and is in the

process of consulting with stakeholders while reviewing experiences of

other collntries with similar policy. To enable the Central Bank incorporate

the Bank Rate as an instrument of monetary policy, I propose to amend the

central Bank of Kenya Act to introduce Bank Rate and to set the stage

ready for its implementation. when operational, I expect the bank_rate to

be the reference prime rate maintained by any bank, in respect of loans'

advances, or other financial facilities granted to its customers. Similarly, I

willexpectbanks,modgagecompanies,andbuildingsocietiestomaintain
their savings rates appiicable to longer terms savings deposits, to be at a

level which reflects a positive return against annual average underlying rate

of inf lation.

National Payments SYstem:
Mr. Speaker, globaiization reqr-rires us to develop our payments

infrastructure to achieve ail efficient, safe, and reliable national payment

ar.rcl settlement systems. we therefore need an appropriate legislation.

Towarcjs this end, I propose to table in this August House, the National

Payments System and the Electronic Funds Transfer bills before the end of

this fiscal year 2OO41O5. I also propose to amend the Bllls of Exchange Abt,

Cap 27 to furtfrer enhance the payments-system' This amendment will

facilitate introduction of Cheque Truncation System (CTS), which enhances

banks' efficiency by reducing transportation and microfilming costs of

cheques. These chang"t urJ necessary to enable banks keep up with

cutting-edge practices' and subsequenily realize improved operational

efficie"ncy 
-in ine payment system, which reduces clearing period for

cheques.

I
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Bank Hestructuring

ln order to accelerate the bank-restructuring programme, I intend to

re-capitalise and re-structure the National Bank of Kenya for eventual

privaiisation ancl to privatise Consolidated and lndustrial Development
'gant<s. This acceleration of the restructuring programme taken

together with introdr-rction of the "ln Duplum" Rule and the

esiablishment of Creclit Reference Bureaus should significantly

reduce the incidence of NPLs in the banking systenr' I have also

gazetted the regulations for ihe slrerring oi ittformation by bani<s that



will go a long way in reducing the risk of default as perceived by
commercial banks and significanfly reduce the lending interest rates.

Corporate Governance:

Mr. Speaker, improved corporate governance, integrity and competence in
the running of the financial affairs is critical for iafety, soundness and
success of the financial sector. lt is for this reason that I propose to
enhance corporate governance in the banking sector by requiring
continuous vetting of chief executives, directors and signif icant
shareholders of banks and f inancial entities prior to aisuming
responsibilities. I have also proposed amendments to restrict lending to
any one shareholder to no more lhan 25'k of the core capital. ln future,
vetting for being fit and proper will inclucje chief executives and members
of the boarcls of all regulatory bodies in the financial sector.

Anti-Money laundering

Mr. Speaker, the Government is well aware of the dangers and negative
effects posed by the money laundering menace. The fight against money
laundering arises from the serious adverse effects this vice imposes on the
economy and the people if it goes on unchecked. The problem with money
laundering is that it seeks to legitimize the proceeds of crime and facilitates
high-level corruption. since commercial banks and other financial
institutions are the first port of call for money launderers, strong defences
against this menace must, of necessity start within the financial sector. It is
for this reason that I propose to table, before this House, the proceeds of
Crime and Money Laundering (Prevention) legislation for quick enactment
at the earliest date possible.

Micro Finance

o

ln last year's budget speech, I promised to table in parliament the Micro-
Finance Bill within the fiscal year 2oo3/04. Unfortunately, this was not done
due to unavoidable circumstances. However, we have worked on a draft,
which has been availed to the Attorney General for finalization before
presentation to this House.

Mr. Speaker, the measures we introduced in the last Buciget have helped
stabilize the financial sector and improved its capacity to service the
economy. Howcver, there is still a lot, rr,rhich remains to be done ln the
areas of aiforclability, stability, efficiency and acccss.

I
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Affordability

Though the cost of credit has declined, to sustain lorv costs on long-term
basis, we need to pay special attention to increasing domestic savingis. To
increase savings and loanable funds, we need to maintain sound fiscll and
monetary policies. For these reasons, we will continue with efforls to
improve and maintain a sound financial sector so that it can expand its
capacity to lend at affordable rates. Thus a healthy and profitable financial
sector is key to providing affordable credit.

Stability

Mr. Speaker, the Government is fully committed to avoiding a repeat of
major macro-economic instabilities of the past which caused chronic
disruptions in the financial sector that resulted in many bank failures. The
major characteristics of that situation were, high fiscal deficits, excessive
domestic borrowing, high inflation and political interferences in banking
sector. we have now learnt our lesson well and know that lvhatever short-
term gains and advantages the past phenomena may have provided, in the
long-term, they failed miserably, to provide lasting solutions. Kenyans have
paid and continue to pay a very high price, both in budgetary and
economic costs, for the financial indiscipline of the l990s. We are all
familiar with the large stocks of pencling bills, non-performing loans, ancJ
poor capitalization, which plagued some of our key banks and
development financial institutions for a long time.
Due to these malpractices our banks-have had to work harder to survive.
Forlunately, Mr. Speaker, all is not lost, we have restored financial stability
during the last eighteen months, which is unleashing a commendable
competitive process. we have seen innovations in commercial banks
leading to advertisement for loans, a situation which only eighteen months
ago was unthinkable. we also see a range of attractive products offered to
smaller producers and households which suggests that if they sustain this
stability, we expect to see more benefits going to the credit seekers and
the economy.

Eff iciency

Recent studies by the government, in conjunction with the development
partners, have shown that by international standards, many of our
established institutions are largely inefficient. consequently, their
operating costs are higher than they ought to be resulting in high interest
and other charges to their clients. These studies have shovrn that high
banking costs lead to high interest rate spreads but with no ,,quick fix,, to
this problem. wc therefore neecl se'r:ral approaches to solvc the problem
of inefficient ancl high cost banks. First, to remove any redundant legal
ancl otirlr controls r,virrcir raise costs on banks, but urithout cr,.'nrprornisiirg
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Mr. Speaker, in some aspects, international expens advise that, compared
to most African countries, the Kenyan Financial Services are good though
there is room for improvement. ln particular, expefts note significant
contributions made by over ten thousand co-operatives and four thousand
SACCOs, which have about four million members. This compares
favourably with two million people with accounts in formal banking sector.
Added to these is the role of the Post Bank with its million account holders.
However, with a population of over thirty million people, majority of
Kenyans do not have access to financial services while some areas of the
co,rntry have no commercial banks outlets. Unfortunately, previous efforts
by the government, to extend mainstream banking through administrative
decisions had limited success and were partly responsible for poor
performance of government related banks. To avoid past mistakes, there
is need for a more sustainable strategy which combines, micro-finance
institutions, SACCOs and Post Savings Bank as the bottom end fiirancial
institutions. Once penetration takes root, the mainstream banks will join in
with appropriate products and down-stream financial services.

Mr. Speaker, enactment of the SACCO Act is expected to extend financial
services and to improve their effectiveness. lt is, however, critical that the
operating standards, including corporate governance are improved: As is
well known, SACCOs are built on public confidence and must be
encouraged to maintain their credibility at all times in order to increase the
Ievel of savings. The strategy for widening and deepening financial service,
to promote economic growth and reduce poverty encompasses legislation,
regulation and supervision of the whole spectrum of financial services. lt
seeks to improve and extend the upper end of this sector, which is served
by banks and non-bank financial institutions. At the lower cnd, it will
endeavour to improve the role of micro-finance institutions and SACCOs to
provide a continium and lay the foundation for a strong and vibrant
financial sector capable of driving the economy forward.

Under the new strategy, while the Government may continue to olvn
derrelopment financial institutions, such as AFC, these will be oporateci
lvitl.r !'lreater financial autonomy and discipline. Both chief executivcs and
scrior management r,vill need to be professionally qualified anci people of
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on sound regulation or the Basel Core Standards. Second, improve
operating environment while easing on areas which raise operating costs, -

e.g. hindrances to enforcement of collateral. Third, encourage banks to be
much more transparent in their charges, while simplifying the structure of
charges and sharing information with their clients, and making it easier for
clients to change from one bank to another. Fourth, encourage banks to
share information more readily, with each other and regulators.

lmproving Access



I As Hon. Members are fuily aware, Kenyans are paying a very high price for
the dishonesty of a few peopre. Today, every schoo[ hospiiar ind traoing
store, requires payment by bank cheque. lndeed, schools no longe-r
accept cash for fear of robberies nor do they accept personal cheques
which they fear could bounce. lt has, therefore become a nightmare for
people living in rural areas where there are no banks to pay s--chool fees.
Parents travel long distances to buy bank cheques at chargei which are as
high as a thousand shillings a cheque, money which they"can i[ afford. I

believe majority of Hon. tVlembers would like to save tienyans both the
trouble and the unnecessary cost of banker,s cheques, I therefore, propose
to amend the Penal Code to make issuing of bouncing cheques, while
aware there are no funds in the drawer,s account, an offence.

MANAGEMENT OF PUBLIC ENTERPRISES

Mr. Speaker, in the past, incidents of mismanagement in public
erterprises have imposecl heavy financial costs on boili the economy and
the taxpayer. As a result, the public has paid for services r,vhich were,
cithor not rendered, or l''.,ircn renderecJ, were oi lo',v quality, or irreievant to
their needs. ln genei-al, tiri-,- sLrLrsector has been largell; irircl,lr performing
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proven integrity. There should be people who can apply commercial rules
with. accountability, transparency, and practices which are robust in private -
business. such institutions should also provide viable credit where and
when needed and insist on the borrowers iepaying the amount borrowed.

Mr. speaker, in order to maintain reasonable levels of interest rates. I

have proposed measures to encourage rong-term tradabre securities,
which will enable qualified investors to float ldng-term bonds, which are
listed in the stock market. Such securities will hive several advantages;
first, they will reduce the current practice in which investors use short-term
deposits to finance long-term investments, thus eliminating the current
problem of mismatches. Second, it will enable seekers of long-term
finance to go direct to long-term savers, thus cutting out the cost of
intermediation; third, it will give managers of long-terri funds outlets for
their surpluses; fourth, this avenue may offer a way out of non-performing
loans in the mortgage industry. These securities will benefit investors in
real estate, utilities, and infrastructure. These securities will be licensed
under the capital Markets Act and will be in tlvo forms, either special
purpose vehicles or dedicated programs. These instruments . are
incorporated in the capital tvarkets (Amendment) Biil, pubrished today.
Detailed regulations wiil be prepared to cater for different needs or
investors and functions for which the money is raised may be used. we
believe these proposals will enhance ine effectiveness, eff iciency,
governance and outreach of the financiai sector while supporting the
government's efforts to promote economic recovery.



and unable to service its debt obrigations, transferring most of the burdento, the Exchequer. rn some instlnces, these, 
"nt"ipii.". 

nir"J 
"*..".Iabour while engaging in inappropriate procurement procedures. The resurthas been overpriced purchases' of assets, rear esiates, or outright theftthrough purchases of wrong equipment.

Llj:"O.lb]:..enterprises have very ctear mandates, some are so poortyrun.ed that they are onry abre to pay sararies. rn some cases they areunable to pay statutory cjeductions whiie others, use such deductions asoperating cashflow. rn response to these chailenges, tne Goveinment hascarried out a comprehensive revievr of mancrateJ of these enierprises, toestablish their current status. The primary objective of the review was toassess whether these are fulfilling their manciates in derivery oi servicesand obligations. The review ario sought to estabrish whether theirmandates are stirr rerevant or dupricatid. This information wiil herpdetermine which of these enterprises can be privatized, restructureci ormerged. ln the meantime, the Government has arready reactiuatecr tirestate corporations Advisory Board, which is evaruating ,oJuriti", ro,,performance-based ren;unerations for the Chief Executlves.

Mr- Speaker, whire many pubric enterprises use every avenue to accessfinancial support from Treasury when in fininciar troubre, once tly mat<esurpluses, they resist.transferiing any surpluses to Exchequer. Instead,they rush to expand their budgeis, .o tnai they can spend aI the moneythey make. This behaviour is n6t pr-rdent ancr wrtt not be accepi"J in trtrr..Besides, the tendency icr pub-ric enterprises to buird high-rise officeapartments must be discouraged, they musr re,ain focused'on their coremandates.

It is important to instiil financiar disciprine with the sector and for this
l"^1131:I:-Tlg3"r.y has decided on the foltowing course of action; First,oerore any public enterprise resorts to Treasunz for financial supporl, it willhave to demonstrate that it has exhausteJ all internar efforts, incruding
9:.,??.]?9 

oU its non-productive assets. Seconct, as provided under sectionro(J) oI tne state corporations Act, starting frorn the fiscar year 2oo4/05,surpluses and dividends must be paid io the rxcnequli, to iertectadequate returns on investments. However, where the enterprisl has avery.critical mandate and needs the surprus to furfiil.or" rlry specificneeds, it will be necessary for the enterprise to seek prior approvar fromTreasury to use the surptus. rn adcjition, Jacn enterprise wiil be required tomaintain a sound investment policy.
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FISCAL POLICY MANAGEMENT FOR ECONOMIC RECOVERY

Tax Policy and Administration

Mr. Speaker, recent trends have shown that the ratio of revenues to GDP,
has been declining. Correspondingly, the ratio of total expenditure to GDP
has declined too. These developments have been occasioned by the
prolonged economic recession, which has plagued the economy since mid
1990s. Unfortunately, as revenues have shrunk, expenditure on debt and
wages has remained firm. This has created serious policy conflicts where
resource allocations to development or capital expenditure, and operations
and maintenance, have been systematically squeezed out. This situation
has made service delivery inefficient, unproductive and ineffective. As
economic growth is regained, there is need to ensure revenue generation
responds accordingly, to fund the supporting services. lt is for this reason
that the Government is seeking to improve tax policy and tax
administration to expand the revenue base and increase financial
resources to sustain growth of public services.

As part of revenue improvement effort, several measures have already
been initiated which include; (a) reorganization of the Kenya Revenue
Authority to ensure its operations are better focused on core functions and
to promote greater integration, (b) developing the capacity to facilitate
economic activities and trade, urithout sacrificing the revenue collection
function. (c) improving capacity to provide cross-cutting services and' deliver them more effectively, (d) making the Authority more responsive to
challenges of globalization and regional integration, and (e) maximizing on
utilization of available resources and information.

Mr. Speaker, during the last three years, the Government has continued to
remove imporl duties and VAT on basic inputs, both imported or locally
produced. Currently, capital goods and raw materials are duty and VAT
free. This has significantly reduced tax revenues on cross-border trade. ln
addition, we have rationalized provisions relating to excise cluties, income
tax and lowered rates to promote investments and growth. Excise duties
also have been harmonized, and deepened in line with international best
practices and regional experience. ln the next stage, the Government will
harmonize fiscal incentives across the EAC region to create a level playing
field for investments, within the Community. With these reforms it has
Decome increasingly clear that however good tax policies are, they cannot
succeed "unless there is effective capacity for tax administration."

Taking cognizance of the policy tax -acJministration nexus, the Government
plans to extend tax reforms to the informal sector. This is necessary for
two basic reasons; first, to ensure this rapidly growing sub-sector carries its
share of fiscal responsibility to finance thc facilitics it needs; and secorrd, to
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spread the net and discourage business from splitting their operations into
small units in order to avoid taxation. Plans to implement this strategy are -

at an advanced stage, and will be implemented as soon as operational
arrangements are completed.

As part of the strategy to improve tax administration, KRA is upgrading its
lT system to facilitate integration of taxpayer data to enable the Authority
conduct comparative analysis between taxpayers in similar trades. This
system will also help in taxpayer recruitment. ln further development, KRA
will soon install scanners at the Kilindini Port to speed clearance of cargo
at much reduced risks. To improve the Authority's capacity ro monitor our
porous borders, KRA has acquired additional vehicles and motorboats.
Towards better revenue enhancement, KRA is closely coordinating
relations with other enforcement agencies while improving use of
intelligence information to combat tax evasion and other irregularities. Part
of these efforts include joint verification and validation of cargo at borders,
with revenue authorities of neighbouring countries to minimize diversion of
transit goods into domestic markets of the three countries. These
initiatives will soon be boosted by introduction of arr electronic cargo
monitoring system, which will be implemented soon. These measures
should send a clear message to traders in the region, that the clays when
well-connected persons diverted goods into local market with impunity, are
over.

SECTORAL POLICIES

Mr. Speaker, let me briefly turn to some of the sectoral issues, which
continue to.be of concern to Kenyans, especially the investors. As Hon.
Members may recall, last year, I promised to institutionalize the annual
public expenditure reviews, which has now been done. In 2003, the
Government completed eight ministerial public expenditure reviews
(IVIPERS) for fiscal year 200112002 while a more expanded review for fiscal
year 2OO2/03 has been completed and the final report is under preparation.
These reviews (IVIPERS), have enabled the Government to identify gaps
between budget policy objectives and execution. The knowledge gained
will facilitate shifting of resources to priority areas, within and between
lVinistries and sectors.

ln the immediate to meciium-term, our priorities will continue to be (a)
improvement of the physical infrastructure, parlicularly roads, railway and
ports; (b) provision of basic social services, i.e. health and education; and
(c) improvements in safe water, cnergy, ancl security. These priorities are
to be achieved within the backgrouncj of harci buclget constraints, which is
expected to persist to the nrediunr-tcrm. ConseqLrently, whatever
resources are available will be slrered among the many competing needs.
I thr:refore do not expect itny on:-r sor:terr to receirle all the rcsorlrces it

17

a

I



wants, sometimes not even all it needs.
sectoral budgets have been prepared.

It is from this background that the

Public Administration

Mr.. .Speaker, the government is committed to creating a leaner, more
efficient, motivated, and productive pubric service, noi onry in centrar
government but in the whole pubric sector. Accordingry, the bovernment
will continue to deepen reforms in civil service, Local A-uthorities and public
enterprises, to improve delivery of services, and to encourage private
sector investments to facilitate job creation. The reforms curre-ntly'under
implementation aim to ensure rine ministries carry out their mindates
without undue interference from other government agencies. However,
they need to conduct their operations in a transparent and accountabremanner. This process entairs decentrarizing public services to bring
decision making closer to where problems arJ. On the proposed down-
sizing, let me repeat for the sake of crarity, the Government wishes to
achieve this through voluntary early retlrement.

Privatization of public Enterprises

I

,

Mr. speaker, the privatization process suffered a.major setback when the
Privatization and sare of Assets Biil was not enacted rast year. However,
in the area of corporate governance, we continue to make good progress
such that public enterprises, which were making rosses, h-ave improved
and made profits or reducecj losses, as is the case with banks and some
sugar companies. However, while gains have been made in this area,
mobilization of capital for expansion, modernization and rehabilitation ofsome of our parastatals remains a challenge. privatization is.therefore
considered an alternative option for raising thL much needed financial ancl
management resources. ln this respect, a privatization programme has
been prepared which targets a numbei of commercial pubric en"terprises forprivatization or concessioning. This wiil include enterprises in the
agricultural, tourism and financial sectors as well as major parastatals likeTelkom Kenya, KenGen, KpA, concessioning of Xenya Raltways
corporation, and reduction of government's iharehording in Kenya
commercial Bank. However, the piivatization process can only move fast
enough after the enactment of the necessary law, which is alreioy pending
before this August House.

Mr. Speaker, while carrying out this programme, the Government will
develop appropriate regulat,cry regime aid en"ouruge competition toprovide for consumer protection. It will also builcl in iffirmative actions
necessary to ensure domestic lrarlicipation and saicty nets for workers. Iwould also likc to assure this Ho.rse tirat v,zh:-.n iinplenrenting tire
programme, national interor;ts r,^,,ill be protecto,J. ln lrarticrrlar, Kenyans vrill
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be expected to play key roles in ownership and leadership during the
privatization process.

Public Safety, Law And Order

Mr. Speaker, as I pointed out in my Budget Speech last year, the
Government is fully committed to maintaining the rule of law, peace and
security. This requires an efficient and well-motivated police force together
with strong good governance institutions to sustain the fight against
corruption. ln this regard Government will continue to strengthen the
capacity and co-ordination of public safety and law and order institutions.
With respect to judiciary, efforts have been made and more will follour, to
improve capacity and efficiency of the judiciary to speed up determination
cf disputes and other cases. Towards this end, the Government has
appointed more judicial officers and will embark on rehabilitation of law
courts. To free the courls from petty cases, the Government plans to
establish small claims courts together with traiitional courts. The tvlinistry
of Justice and Constitutional Affairs plans to table a Bill in this August
House, to introduce such courts.

Other initiatives under implementation, in this area, include; (i) improving
training of police officers; (ii) providing the force with modern equipment
and technology; and (iii) improving living conditions while strengthening
specialized police units. With regard to prisons, the government r,vill

reduce overcrowding in prison cells by improving institutional coordination
between, the judiciary, the Office of the Attorney General, prisons, the
police, the children's, and probation departments. ln addition, petty
offenders will be punished through community service with enhanced
corrective supervision.

Agriculture and Rural Development

Mr. Speaker, the agricultural sector continues to dominate the economy
and contributes substantially to GDP. lt also accounts for 80% of rural
employment, 60% of expoft earnings, and, about 45% of annual
government revenues. This situation is likely to persist in the foreseeable
future. During the year 2003, this sector grew by a modest 1.5%, r,vhich
was attributed to, favourable weather leading to increased prodlrction of
maize, wheat, coffee, tea, cotton, and, dairy produce which recorcJed an
increase of 15.3% in value. As regards cereals there was significant
decline in market value, amounting to about 1 4.5"/", mainly due to poor
quality maize. Overall, the value, of agricLrltural outputs, at current prices,
rose by 5.6%, compared to increase in valrrc of imports of 4.g?3.
Unfodunately, the terms of trade index for the agricultural sector continuerJ
to deteriorate, dropping from 83.3 in 2002 to 77.2 in 2003, which conrpares
unfavourably with an inrlex of 105.2 in i999.
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Mr. Speaker, it is critical to improve products in this sector in order to -

achieve the multiple socio-economic objectives, as detailed in the
Economic Recovery Strategy. The sector is
key to improved food security, raising rural incomes, poverly reduction,

development of agro-industries, increased export earnings, employment
creation, and general improvement of wealth of this nation. lt is therefore
necessary to restructure and facilitate the sector to be more responsive to
changing needs of our people. Among the areas where additional support

.is needed are, (i) improving access to credit, not just'increase of volume,
but also at appropriate terms; (ii) more reliable power supply; (iii) affordable
but quality inputs; (iv) access to appropriate technology in usable forms;
and (v) market access at remunerative prices.

(i),reviewing and harmonizing the iegal, regulatory, and institutional
framework; (ii) improving delivery of, research, extension, and advisory
support services; (iii) restructuring and privatising non-core functions of the
lVinistry and public enterprises under it to improve, efficiency,
accountability, and effectiveness; (iv) increasing access to quality farm-
inputs and financial services; (v) formulating food security policies and
programmesi and (vi) improving market access, with special emphasis to
rural access roads, and levies and other- fiscal charges.

ln the context of the (SRA), a sector-wide, Kenya Agricultural Productivity
Project (KAPP), has been initiated to support such essential services as,
research, extension and farmer or client empowerment. The project is
designed to modernize agriculture and improve livelihoods through the
development, acquisition and application of improved technologies and
information. lt will be funded by the Government with suppoft of the World
Bank. The first, three-year phase, has been negotiated and funding level
agreed at US$ 40 million, of which US$13 million is a grant. The project
will be implemented by the Ministries of Agriculture, and Livestock and
Fisheries Development, and Kenya AgricultLrral Research lnstitute (KARI).

I
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It is for these reasons that the sector lVlinistry has prepared a Blue Print
Code named "Strategy for Revitaiization of Agriculture"(SRA) to improve
contribution of this sector to economic recovery, which will be implemented
over the next ten years. SRA will provide guidance to reforms to
modernize and "to transform agriculture into a profitable, commercially
oriented, and internationally and regionally competitive economic activity".
SRA will seek to create an enabling environment for the private sector led
growth by identifying priority activities that need to be underlaken to raise
and sustain growth in this sector. The fast track activities of thls strategv
include:



Other reforms in this sector will include restructuring and rationalization of
agricultural research institutes to consolidate their operations with those of
the Kenya Agricultural Research lnstitute. With regard to extension
services, the government will review alternative modalities for service
delivery and seek ways to encourage more active role for the prirrate
secto r.

lirlr. Speaker, as Hon. Members may be aware, price movements in the
local agricultural input markets do not reflect international market
conditions. lnputs experience erratic price movements, which suggest
serious governance issues in this market. Which has continued to affect
investment, production and farmers' profitability. The government has
identified reforms, which will enhance competition in inputs distribution and
marketing. lt will also enforce the law against fraudulent practices of input
suppliers and marfteting agents. Through the on-going reforms in the
cooperative movement, the agricultural production and marketing
cooperatives are expected to improve their capacity to supply inputs. They
are also expected to be more transparent in their marketing and financial
operations, which should make farming more remunerative to farmers.

PHYSICAL INFBASTRUCTURE

Energy sector

Mr. Speaker, Hon. Members may recall that in the Budget proposals last
year, I introduced fiscal inceniives for power producers, distributors,
investors and consumers. These incentives resulted in some reduction of
the power tariff, however, the quality and reliability of our power system is
still wanting. We continue to experience incidents of blackouts, sometimes
for long periods. The Government has therefore, been forced to take
measures to restore sound financial status to the company. The
restructuring, which has been done, has assisted the KPLC to restructure
and regain net worth through an annual injection of about Kshs.2 billion,
reduction of bulk electricity cost, from KenGen by Kshs.0.60 per KWH and
transferrirrg the same to KPLC.

The total amount involved in balance sheet restructuring was about
Ksh.17.1 billion which comprised of waiver of interest penalties amounting
to Kshs.1.2 billion on the outstanding debts to KenGen, and conversion of
Kshs.15.9 billion, outstanding debts to the Government, into preference
shares. This sr-rpport has enabled KPLC to embark on a comprehensive
progranrrxe of self-renewal. The company has already started a program
to procure crilical components needed to improve quality arrd reliat--.ility of
its por,nrer srrpply system. ln addition, between now and September 2004,
the Governnrcr.rt expects to conclucle a financing package, rriiih
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oeveloprrtertt partners, antounti;rg to over us$2s0 miliion, most oi whichwiil go to KpLC for revamping tne"OistriOution system.

Mr' Speaker, in next financiai year, the Government with the support of thedevelopment partners,-wiil tike ."r.rri'initiatives, primariry to reducepower system losses. The aim of these efforls wiil be to orind our systemlosses to levers consistent with tno." 
"rp""ted 

in other w-ett-m#ageo
lilitie.s of.similar sizes, operating underconiplraote environment. Benefits

LJ:i[n |.nr 
these changes wi, be shared wi*r consume* inio,ai t"riri

Mr' speaker, in the oetroreum subsection, rlre have encountered severalchallenses, includino 
,f1 qrrpi"s "i.;;il; iuets in the domesric market,and (ii) adulteration of motor fueri with kerosene by unscrupurous traders.To combat these vices, the Governr"ni has taken firm correctivemeasures, which are yielding large benefits. Firsry, conducts randomchecks at market ouileis to id"entifi ,nJp"rJri." retairers ioieitl,:."rringdiverled or adurterated products. 

.,s;r;;i; 
canceration of ricences foradulterators and dearers in diverteJ;r;il;i;, is herping weed out unfaircompetition with oenuine traders. rnbse eror-ts are rebuirding confidencein the economy- and rewarding genuine-'investors whire protectinggovernment revenue.

Yt;,lf.ll:,,,1n-q_,:n9 term.sotution to irregulariries in the petroteum suboEUrur, 'es rn rmoroving integrity of ail business operators so thatenforcement is onlv necessa.ry where operators find it difficult to.complyvoluntarily we hope to get bltter 
"orfriu*" after the energy bi, which

?l-"]d":, for stringent penalties, currentty unJer preparation, is tabled andenacted by in this August House, later in'the year.

Among the measures I am introducing today wiil be substantialenhancement of penarties and fines. ri is inticipated that the combinedeffect of .new regulations, more vigorous surveillance, and the proposedenergy bill, will significantry discouLge those of our business peLprl *nostill think they can only succeed it tne! take short-cuts.

Road transport

Mr' Speaker, the Government is weil aware that the roads are the arteriesof a nation, just like blood vesset; 
";" 

il; human body. When btoodvessels get clogged, the_ resurt.is,nign 66oJ [r"""rr", stress and urtimaterya heaft attack, so does a failed r"oao netr,riort<. A vibrant road networkmakes the economv vibrant whire poor stire oi roads suffocates economicgrowth. 
. consequently, to promoiu 

"conomil recovery, the Governmentwill contirrLre to accelerate rehabiritation or the roal netv'ork togefhcr withthe othe.complernentary transpori i^.iiiti".. 
'one 

way to 
"p.,'*i 

Lir this

,



1. Fleconstruction of major sections of Northern Corridor, which is an
improvement project, jointly financed by the Government with a 609/"
IDA Credit, of US$275 million. This project is part of the regional road
network and involves improvements of some 368 kilometers, with major
civil works on various sections of lVombasa-Nairobi-Malaba Highway,
Among the sections to be improved are, Sultan Hamud-Machakos
Turnoff, and Machakos Turnoff-Athi-River-Embakasi. Other works will
cover Lanet-Njoro Turnoff, then Njoro Turnoff-fulau Summit-Timboroa,
and Mau Summit-Kericho-Kisumu. These works will be in addition to
the on-going E.U. financed improvements on the same road.

2. Construction of new roads, including, the Processional Way, in Nairobi
and Kangonde-Kitui;

3. Resealing, recarpeting, repair and reconstruction of several roads,
among them, Ndori-Luanda Cotieno, Rangala-Siaya-Bondo, Embu-
Thuchi-Nkubu, lvlachakos-Turnoff- tulasii-Kitui; Katito-Kendu Bay; Ruirr-r-
Kiambu-Roysambu-lVluthaiga; Nairobi-Thika and

4. Kisumu-Kakamega-Webuye.

Several other roads, spread throughout the country have been earmarked
for upgrading to gravel standards. lt is expected that repair and upgrading
of rural roads will improve market access for agricultural produce. ln
addition, a number of new donors, among them KFW SIDA, EC, ADB, and
AFD, have come on board, each covering a number of districts.

Road Concessioning:

To accelerate road development and rehabilitation the Government, in
conjunction with World Bank, commissioned a Road Concessioning Study
with two main objectives. First, to conduct an assessment of
concessioning potential; and second, to prepare a design for
concessioning framework. The study concluded that road concessioning in
this country is viable, provided it is limited to Nodhern Corridor with
conventional road tolling in areas where average daily traffic is more than
500 vehicles. Though the financial costs of concessioning arc high, the
economic benefits of irrvolving private sector far exceecl the additional
costs. For this reason, the Government plans to proceed uritlr
concessioning, on experimental basis, on pad of the lriortitern Corridor, on
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process is to bring in participation of the private sector in the maintenance
and reconstruction of road infrastructure. As parl of this effort, during the
next financial year, the Government will commence implementation ol
major road works, including;

I



basis of Build-Operate-Transfer (BOT)
expanded to other sections.

lf successful, the program will be

o

Management of Weighbridges:

Mr' Speaker, to protect and preserve the road network, the Ministry ofRoads, Public works and Housing, is currenfly maintaining 24 static
weighbridges, mainly located on the Northern corridor. plani are at an
advanced stage to introduce static weighbridges at ail border-posts. To
ease the movement of goods at the port, a weignnrioge wiil be introduced
in the port while mobire weighbridges wilr be introdLLed arong ail majorroads. As part of our efforts to faciritate faster movement of carlo through
main transport arteries, weigh-in-motion systems, wiil be intr6duced at
Mariakani, Athi River and latei on at Gilgil.

Boad Transport policy

Mr. Speaker, the Government has already started on a poricy to improve
road transport in accordance with a Nationar Road rransport eoti.y. Nodoubt Kenyans are enjoying more sanity in public transport following the
introduction of new reguiations. As is arready noticeabre, road accidents
have drastically reduced. with plans to transport more cargo by railways,the number of heavy trucks on the highways wiil decreise leading-to
increased safety for other road users.

Decongesting the major Urban Centres:

Mr. Speaker, currently our major urban centers are heavily congested,
with the problem being particutarty oao in Nairobi. To Lddreis trris
situation, the Government, with support of Government of Japan, is in
process of conducting a six month study, on the basis of which, it wiil
formulate a Master pian for Urban transfiort in Nairobi metropotitan area
for target year 2025. The study will include, a pre-feasibility on priority
areas and carry out rerevant technorogy transier to rocar 

-counierparl
personnel. As part of decongesting efforls, the Government wiil buird by-passes in Nairobi, Mombasa, Kisumu, Nakuru and EIdoret. ln Nairobi,
three by-passes, namely, southern, Eastern and Norlhern, will be built.

National Housing policy:

Yr;. Sn".u.tgr, recently, the Government revielved the National Housing
Policy urhich is before this August House for approval. This policy will be
implemented through the rrrational Housincj beveropment' programme
together vriith the private sector. This prograinrne is expected to Lcilitate
construction of 150,000 housing units, anrru:lly. Other Governnrr:rrt
initiatives, in the rrot.i-.;ing scctoi, irrclucir-., tirc r(c,.ryii slunr Up.gracring;
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Programme under.which the Kenya Slum Upgrading and Low Cost and
Housing lnfrastructure Trust Fund has been established, Site and Service
Schemes, Urban Redevelopment Rental Housing, Tenant Purchase
Schemes, IVortgage Schemes and the Civil Servant Housing Scheme.
Though the Government will play its part, it will also seek to provide and
maintain sound macro-economic stability to provide a conducive
environment for private sector investments. ln this connection, promotion
of special purpose vehicles will assist housing development. For this
reason, the Government, through the Capital lv4arkets, will encourage and
popularize development of the secondary modgage market.

Bail transport

Mr. Speaker, the government recognizes the imporlant role an efficient
railway system plays in the development of a nation. Rather than
compete, railways and roads compiement each other. A well-developed
railway system reduces road damage; environmental pollution, improves
safety, and lowers the cost of transporlation. For these reasons, we need
to improve the carrying capacity and reliability of the railway system to
protect the road network and also to speed the movement of cargo to and
from the port. The government expects to complete the ongoing
restructuring of Kenya Flailways Corporation through a lorrg-term
concession covering transpodation of both passengers and cargo.
Already, the Governments of Kenya and Uganda have agreed on a joint
concessioning for which prequalification bids are expected to be out by
September this year with completion date of August 2005.

ln the meantime, efforts to improve the railway system will continue.
Already twelve (12) Iocomotives are under rehabilitation in Uganda which
will significantly increase its carrying capacity.

Ports

Recently, Kilindini Port was in the news due to a notice issued by the
shipping fraternity to impose a delay surcharge of US$ 70 per tonne per
day, which would have substantially raised costs of exporls and impods.
Fortunately, the Government was able to mobilize the concerned agencies
and cleared the congestion ahead of the deadline for the proposed
surcharge. However, much work remains to be done to re-equip,
modernize and expand the port facilities to cope with both domestic and
transit cargo.

Mr. Speaker, there are clear signals that we need to move fast. ln 2003,
the tonnage of cargo handled throurgh the port increased by 12,9%, or from
]0.56 million tonnes in 2002 to 11.93 million in 2003, while, contait'rer
cargo increased more dramatically by 2,1,.5iL In 2003, compared to a
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vvorldvvide increase oi 8.69.. As peace in Great Lakes and southern
sudan consolidates, we expect significant groMh of cargo through our .
ports and roads. To cope with this volume and maintain c-ompetitiveness
of the Norlhern corridor, key decisions have been taken to coordinate
operations of the Kenya ports Authority (KpA) and the Kenya Rairways
corporation (KFC) leading to (i) introduciion of block trains which load
cargo direct from the ship onto railway for transportation to lnland
container Depots (lcDs). This has enabteo containers to move from the
ship to Embakasi within 20 hours and 3 to 4 days for Kisumu and Kampala;(ii) moved cargo documentation from Mom6asa to Nairooi; 1iiil xnn
commissioned a business evaruation for deveropment of a 'cruise
passenger terminal at berths 1 and 2; (iv) KpA is moving ahead with
procurement of new equipment to improve its cargo handling capacity.

Plans have been finalizeci for block trains to other inland container depots
with tes-t runs already in operation. To assist this process, I have directecl
the KRA to harmonize the customs working hours with those of KpA. I am
also putting importers, who use the port ai a storage facility, on notice, if
they continue with this habit, they shourd not expeJt any sympathy when
they apply for waiver of customs warehouse rents. Finaili, .nortty, iwiil be
proposing measures to reduce the number of days wnicrr cargo can be
retained in the port.

Telecommunications

Mr. Speaker, efficient and cost effective information and communicailon
technology has become essential to economic growth and development.
For this reason, the government has consulted with stakehorders and
prepared an lcr poJicy which will be ready soon. This policy will provide
guidelines on use of internet and other forms of telecommunications while
increasing access to lcr at much lower costs. However, we still have
much ground to cover before achieving a reasonable level of connectivity
and cost effectiveness in telecommunication services. we urgently need
to increase stock of fixed lines, and make them reliable and coit effective.
As the current monopoly, enjoyed by Telkom Kenya, comes to an end at
the end of this month, we will need to move fast on liberalization, especially
with regard to creating a reliable and cost effective international gateway.
ln the meantime, we expect the second fixed-lines operator togeiher with
third mobile phone provider to be licenced soon.

a

on its part, the Postal corporation has installed vsat in more than 500
facilities throughout the country to supplement its facilities in all district
headquarters. This will expand its peneiration beyond its current level of
being the provider with the most widespread internet connectivity in the
country' This service is critical to elecrronic trade and inforrnation inaring.
Aiready, over 60 internet sc.r..rice providers ha're beerr liccnsecl, 31 of
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whom are operational, but, more are needed, not just in Nairobi and
Itrlombasa, but whole country including schools and colleges. As Hon.
Members are now well aware, ICT service providers have created many
jobs and continue to create more. This means the liberalization of
telecommunications continues to create more jobs than those Telkom
Kenya may lose as a result of privatization.

SOCIAL SECTOR

Mr. Speaker, in accordance with Government commitment to increase
funding for pro-poor services, resource allocations for the Social Sector,
during the fiscal year 2003/04, increasbd from Kshs.93.97 billion in
2002/03 to Kshs.'109.71 billion or 16.77. increase. Cut of this increase,
education sub-sector recorded the highest increase ol 20.B% while health
allocations rose by 9.2%. ln 2003, there was a marginal increase in health
facilities and hospital bed capacity increased by 4.5

Health Sector

Mr. Speaker, the Government will continue with health sector reforms in
order to enhance access and affordability of basic health services with
special emphasis on the poor and vulnerable. ln addition, the Government
will step up efforts to increase coverage of immunization, reduce mortality
rate among children under five years, reduce HIV prevalence, and increase
the access and availability of essential drugs. lmprovement of health

.service delivery for the underprivileged rural and urban slums will be a
priority. As the Government focuses more on promotive, preventive and
basic health services it will also enlist additional capacity through
partnerships with civil society, faith based, and private sector
organizations. Of special interest is the need to enhance and improve
cross-sectoral cooperation to strengthen ties and collaboration with critical
areas of water and sanitation, reproductive health, gender, HIV/AlDS,
nutrition, and school health, among others. The Government will improve
on coordination and collaboration to achieve synergy and reduce
inefficiencies, of various stakeholders in of healthcare industry. This will
include: (i) development and implementation of a joint National Health
Sector Strategic Plan; (ii) monitoring and evaluation framework arrd
mechanisms for annual health sector program reviews, (iii) a medium term
expenditure framework and annual sectoral public expenditure reviews. All
these efforts will help evaluate the effectiveness of actual expenditures
against the predctermined objectives of this sector.

Education:

Mr. Speaker, in JanLtary 2003, the NARC Government introcJuced free
prirnary education (FPE), lvhich enabled over one million children, who
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were previously out of school, to enroll in primary schools. This policy has

brought the total enrolment to 7.2 million children. To finance the FPE, the

Government invested an additional Kshs.12.6 billion, comprising of both

recurrent and development expenditures. A large part of this money has

been provided by our development padners, for which we are truly grateful.

ln an efforl to improve education further, the Ministry of Education, Science

and Technology held a successful National Education conference, which

brought together all stakeholders. The conference brought main issues on

the ttble, among them; how to (i) provide quality education and training, at

all levels, (ii) address past inequities and disparities, (iii) increase access

and improve education for all, especially youth, and (iv) improve safety in

learning institutions. The conference provided useful input, which the

Government will use to improve quality and access to education. This will

be done in a participatory approach and partnership with other

stakeholders in the sector.

Mr. Speaker, with increased primary school enrolment there is urgent

need to improve higher levels of education. This requires additional

facilities and openingl, in high schools, tertiary colleges, and universities.

The challenge to all of us, particularly the leaders, is to mobilize resources

to build the iequired facilities and provide learning and teaching materials.

However, given the resource constraints facing the Government, the bulk

of financial responsibility for post primary education will fall on the private

sector. The role of the Government, in this area will be mainly facilitation

of a conducive environment and.paintenance of quality and standards.

Mr. Speaker we now live in the information age where access to

information and communication technology is critical to success, not only

within Government but also in commerce and production. For this reason,

the youth will continue to require proper training in information and

communication technology (lCT). lt is therefore imperative that education

and training facilities beCome the natural platforms to provide appropriate

lcT skills. ln this connection every Kenyan who has the capacity to

contribute to improvement of ICT training should feel challenged to do so.

LABOUR AND EMPLOYMENT

Mr. Speaker, there have been misconceptions and deliberate distortions of

Government intentions with regard to retrenchment. what has not been

said is that when government cedes some of its functions to the private

sector, this goes hind in hand with staff adjustments. lf this process is well

managed, it creates more jobs in the private sector. This is what

happenecl in case of telecommunications sector where the private sector

created many quality jobs. For this reason, r,rrl-rat Gov1; rtlment shor-rld do is

to creatc a ce-nclucive environment fo,' private sector to generate
2S
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employment. Recently, the government completed a review of the labour
laws, out of which various policy recommendations have been made.
These are being considered for implementation, particularly in such key
areas as increasing labour productivity and dispute resolution. The
Productivity Centre of Kenya, has been created which will develop
productivity policies and measurements.

The government will also undertake a review of the legal and judicial
environment to identify causes of inefficiencies that lead to high
unemployment and high labour costs in the economy; develop an inventory
of available skills, and propose reforms to improve labour market flexibility.
ln addition, it will seek ways to strengthen the links between education,
training and industry demands to make education and training demand
driven. ln the area of industrial and laoour conllict rnanagement, the
Government will reform the current system to speed dispute settlements
and strengthen the tripartite committee secretariat. Other reforms lvill
fortify the labour inspecti,cn services, and reduce the backlog of workmen
dispute cases. The ultimate objective of these reforms will be to improve
economic environment to enhance thc capacity of the private sector to
create new jobs.

TRADE AND INDUSTHY:

Manufacturing

Mr. Speaker, in my speech last year, I introduced several measures to
improve competitiveness of local industry. These included reduction of
VAT from 18% to 16%, allowing investors to access, free of duties and
VAT, capital equipment, phnt and machinery for new investments and also
for expansion of existing facilities. lVlany investors have taken advantage
of these incentives. However, administi.ation of this scheme has had some
problems such as the clearance of these goods in small consignments,
waiting until goods arrive at the port before filling applications, and filing
applications without adequate details, leading to unnecessary delays in
clearance of such goods. These practices have made the incentive
expensive, both to the Government and investors. Treasr-rry has been
forced to write to investors seeking for more details, which causes further
delays. ln addition, this incentive was not expected to be a permanent
feature, rather, it was intended to assist manufacturers and other
processors during the period of recessicn. Once the economy picks, and
investoi's starl to make money, they should be in a position to afford full
cost of such equipment, including duties and taxes.

For these reasons, I have proposed chanqes to this scheme to make it
easier for both Treasury and investors. New regulations rarill requirc
investors tr-r apply for all their equipment together, giving full details of the
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investment, but they will be able to clear imports or purchases on
consignment basis as they are shipped. However, those who benefit from
the scheme should expect to be audited by KRA to make sure the
equipment is actually used for investment. I have also put a sunset to this
scheme, which will be 31't December,2006. lt is therefore in the best
interest of investors to finalise their investments at the earliest opportunity.

Mr. Speaker, when the United States of America introduced the AGOA
facility, it was intended to support local investors and producers. It was not
intended to open an avenue for unscrupulous individuals to abuse and
make easy money. Already, we have had unsuccessful attempts to abuse
this facility but this will not be tolerated. On the contrary very serious
action will be taken on any person who seeks to access this or any of our
export promotion schemes dishonestly through deceit. I have therefore,
proposed amendments to Customs and Excise Act to provide for
immediate censure of any person caught cheating on any of our export
schemes. Once caught, the incentive facility will be closed to such
persons immediately.

Mr. Speaker, local producers have had a hard time competing with
counterfeit and substandard goods. To raise lhe war against such goods a
notch higher in protection of both producers and government revenue, I

have today proposed amendments to the Standards Act to give authority to
the KEBs to, (a) enter premises, vehicles, aircraft and other vessels in
course of their duties, (b) seize and destroy condemned goods, and (c)
raise fined under the Act f rom Ksh.SOd,0O0 to Kshi,0O0,000 and
Ksh.20,000 to Ksh.100,000. However, in this era of transparency and
good governance, I have also proposed amendments to establish a
Standards Tribunal to hear and determine disputes.

Mr. Speaker, I believe these measures are necessary to support genuine
investors. lndeed, the Government will continue to improve the operating
environment for honest investors, and will continue to seek new markets
for genuine producers. In this connection, the Ministry of Trade and
lndustry will soon lay a Sessional Paper in Parliament on ways to improve
investor environment. lt will also review the institutional structure of
organization, which support the industry to improve their efficiency.

FINANCIAL OUTTURN 2OO3IO4

Revenue

Mr. Speaker, in my budget proposals last year, I projectecl to receive total
revenue (including LATF) amouniing Khs.240 biliion or ZO.7"k of GDP,
which was composed of KShs.2'l 5.i billion of ordinary reVt)rlUe, KShs.21.4
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billion of recurrent Appropriation-ln-Aid, and KShs.3.5 billion of
Development Appropriation-ln-Aid.

Mr. Speaker, the ordinary revenue was to be comprised of Ksh.63.5 billion
from customs and excise duty Ksh.74.6 billion of income tax, Ksh.58.9
billion from VAT, and Ksh.16.6 billion of other revenues. Based on actual
collections todate, ordinary revenues are likely to exceed target by about
Ksh.2.0 billion while appropriations-in-aid will remain slightly below target.
I expect customs and excise duties to under-pedorm by about Ksh.126
million. However, I expect VAT on imports arrd other revenues to fall belo',v
target by about Ksh.2.2 billion anC Ksh.2.2 billion respectively.
Forlunately, these shortfalls will be offset by more receipts from other
lncome Tax and lnvestment revenues which will over-perform by Ksh.4.1
billion and Ksh..1.6 billion, respectively.

We attribute poor performance of consumption taxes to lower than
projected economic growth while other revenues under-performed due to
delays in finalizing licensing of the Third lt/obile Phone provider.

Expenditure

Recurrent Expenditures

Mr. Speaker, Hon. f\zlembers will recall that the Supplementary Estimates
for fiscal year 2003/04 recently appioved by this House had gross t
recurrent expenditures of Kshs.333.9billion. This included Ksh. 22.9
billion financed through appropriations-in-aid and payments financed
directly from the Consolidated Fund Services, amounting to Ksh. 130.2
billion. This left Ksh. 180.8 billion for discretionary expenditures. As of end
of lr/ay a total of Ksh.142.6 billion had been released. Based on this trend
and on going commitments, it is expected that the total amount in Budget
will be spent.

Mr. Speaker, the Consolidated Fund Services for the financial year
comprised of KSh.28.3 billion for domestic interest; Ksh. 6.4 billion for
foreign interest; Ksh. 12.5 billion for pensions and gratuities; Ksh. 1.4
billion for Constitutional Offices and Ksh. 133 million for subscriptions to
international organizations. Furthermore, the supplementary Estimates
indicated that Kshs. 24.8 billion would finance external redemptions while
domestic redemptions totalled Ksh 55.2 billion.

Development Expenditure

Mr. Speaker, the gross development expenditures for the year 2003/04
are estimated at Ksh.54.9 billion, including Ksh.13.7 billion as project
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grants and Ksh.8.4 billion as project Loans ancJ Ksh.3.5 billion to be
financed from local A-in-A. Therefore, Ksh.33.9 billion was to be financed
from the Exchequer. This amount was reduced to Ksh.32.5 billion during
the supplementary billion out of amount Ksh.l8.9 billion had already been
spent by May this year.

FORECAST FOR 2OO4l2005

EXPENDITURE EFFICIENCY MEASURES.

Mr. Speaker, given the fact that we cannot stretch resources beyond a
logical point, the following expenditure decislons have had to be made.

Purchase of vehicles and Transport operating expenses

Mr. Speaker, in the past, the Government purchased many vehicles both
from its own resources and external resources but without any regard to
standardizaiion or cost containment. As a result, some of the procured
vehicles have contributed to high transport costs. Accordingly, starting next
finarlcial year, there will be need to rationalize procurement of official
transport to keep costs down. Specific regulations will be issued which line
Ministries will be required to observe when purchasing vehicles, whether
Iocally or externally funded. As a start, no provision has been made in the
recurrent budget for the purchase of vehicles. Therefore, there will be
need for redistribution of available vehicles from non-core to core areas of
operations. For externally funded programmes, vehicle purchases r,yill
need to conform to agreed standards. ln addition, Government will soon
release regulations on use of available transport in order to reduce the
misuse of official transport. For this reason, provisions on this item have
been reduced by 60"/o.

Traveling and Accommodation.

Mr. Speaker, cost of travel and accommodation has been rising to a level
where controls are necessary. Starting next financial year, the number of
journeys outside office urill be curtailed and where externally funded, no
supplementary allowance will be given by the Government. This restriction
applies all levels of Government officers including those in public
enterprises. For these reasons, provisions for this item have been adjusted
downwards to the bare minimum.

Other Expenditures

0
As pad of cost containment, adjustments harre been made in a lot otirer
areas where there is potential for wastage. This includes purchase of
consumables, stationery, equipment, ancl contractecl professional senzices.
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Ministries are expected to exercise restraint and prudent management of
the available resources. Further instructions will be released during the
course of the year to cover the areas where the current structures are
found to be wanting.

Gross development expenditures for 2oo4/2o05 are estimated at Ksh. g6.7
billion. out of this amount, KSh.32.0 billion will be financecl through
appropriations-in-aid, composed of direct projcct financing of KSn.12.Z
billion in loans, KSh.17.8 billion in grants ancl Ksh.2.0 billion in local

Rationalization of missions abroad

Mr. Speaker, the current number of missions abroad have been a major
burden to the budget. As such, the Government is committed to reducing
costs related to these missions while at the same ensuring there is
reasonable representation. The government will conduct a review of
establishments of overseas missions to rationalize them together urith their
staffing levels.

Revenue

Mr. Speaker, the total revenue target for fiscal year 2OO,.l/05 is
KShs.271.03 billion. This is composed of KShs.233.o oittion of orcJinary
revenue, or 20.1% of GDP and KShs.38.0 billion in appiopriations-in-aid,
which is composed of shs.23.9 billion appropriations-in-aici, recurrent ancj
KShs.14.1 billion of development appropriations-in-aid.

Expenditure

Recurrent Expenditure

Mr. Speaker, as Honourable Members have noted from their copies of the
Printed Estimates, gross recurrent expenditures tor 2OO4I2O0S are
estimated at Ksh. 353.9 billion. This includes Ksh. 23.8 billion to be
financed through appropriations-in-aid, and payments financed directly
from the Consolidated Fund Services, amounting to Ksh. 132.9 billion,
leaving Ksh.197.2 billion for discretionary expenditures. The consolidated
Fund Services comprises of KSh.28. l billion for domestic interest; Ksh. 5.3
billion for foreign interest; Ksh. .l 2.8 billion for pensions and gratuities; Ksh.
1.1 billion for constitutional oflices and Ksh. .l33 million for subscriptions to
international organizations. ln addition, I expect to finance external
redemptions amounting to Ksh. 18.g billion while domestic redemptions will
amount to Kshs. 60.7 billion.

Development expenditure
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Appropriation-in-aid. Consequently, I expect to finance net developrnent
expenditures of Ksh. 54.8 billion from the Exchequer.

Financing

External Financing

Mr. Speaker, I have received commitments for budget support amounting
to Ksh.4.7 billion, project grants of Ksh.25.4 billion, and project loans
amounting to Ksh.20.6 billion from both bilateral and multilateral
development parlners. Thus, I expect to receive a total of Ksh.50.7 billion
f rom external sources.

Deficit

Mr. Speaker, this leaves me with an overall deficit of KShs.57.9 billion to
finance. From the domestic sources, I target to finance KShs.22.0 billion
through domestic borrowing, leaving a balance of KShs.35.9 billion. I

expect to finance most of this amount through programme support from the
on-going' discussions with Development Partners and privatisation
proceeds realised in the course of the financial year. lf additional
resources are realized the Government will need to adjust its expenditure.

TAXATION PROPOSALS

Mr. Speaker, total revenues including Appropriation-in-Aid amount to
KShs.271.0 billion of which KShs.232.9 billion is ordinary revenue. Based
on the proposed macroeconomic forecasts for the fiscal year 2004/2005
and the current taxation structures, we will realize total ordinary revenues
amounting to Kshs.223.5 billion in 2004120A5.

Mr. Speaker, this leaves a revenue gap of Kshs.9.4 billion. In line with
the NARC Government agreement with both teachers and lecturers, I have
proposed wage adjustments, which will result in Pay As You Earn (PAYE)
revenue gain of KShs.1.3 billion to the exchequer. lalso expect to receive
licence fees from the telecommunication sector, namely third mobile
telephone provider and the second fixed line provider, amounting to
Ksh.5.9 billion. This leaves me with a gap of Ksh2.2 billion.

Mr. Speaker, the rest of my speech outlines the measures I intend to take
to raise revenues to bridge the remaining gap of KShs.2.2 billion. I

therefore, now request that the remainder of my Speech be regarded as a
Notice of a Motion to be moved before lhe Committee of Ways and Means.

a
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Mr. Speaker, our tax laws are based on the concept of self-assessment.
To a very large extent, the success of duty and tax administration depends
on voluntary compliance based on integrity of taxpayers. lndeed, our
success in revenue mobilization this year has been, principally, on account
of improved administrative efficiency. Before I go into details of specific
measures, I wish to take this opporlunity to record the Government's
appreciation of the excellent efforls made by the Board, Management and
staff of the Kenya Revenue Authority this year. ln addition, I wish to thank
the taxpayers who have cooperated with the KRA to facilitate the Authority
achieve its target. Let me also emphasize, that the major focus of
measures I am proposing today will be on improving integrity and
accountability of our taxpayers and the tax administration systems.

Tax Amnesty

Mr. Sp6aker, for the first time in many years revenue performance will
exceed the target this financial year. This is a clqar manifestation of the
combined effect of improved efficiency by the KFA and renewed goodwill
among our tax payers. However, a number of Kenyans, while willing to
comply, remain outside the tax net for fear of being heavily penalized, on
undisclosed amounts, should they reveal themselves. ln order to broaden
the tax net and encourage voluntary compliance, I propose to implement a
tax amnesty on penalties and interest accruing under the three main
revenue acts, namcly, lncome Tax, VAT, and Customs and Excise Acts.
The tax amnesty will be subject to full and voluntary disclosure of
unulisclosed amounts and will be applicable over the period 11th June, to
31 't Decemb er, 2004.

Mr. Speaker, I encourage all taxpayers to take full advantage of this facility
and ensure their tax matters are in order and brought upto date. The
Kenya Revenue Authority has embarked on a programme to bring into tax-
net all people who are currently required to file records and pay duties and
taxes but are not paying. The Authority is aggressively implementing a
restructuring and modernisation programme, which will facilitate
identification of non-filers. Therefore, those who do not take advantage of
this facility will only have themselves to blanre once the law catches up
with them.

TAXATION MEASURES

Customs Tariff

First, Mr. Speaker, The Customs and Excise Act provides for a surcharge
ol 2.5"k on goods sold into domestic market by enterpriscs operating in the
Exporl Processing Zones. As Hon. l\4emlters are aware suclr enterprises
enjoy generous fiscal and economic incentives, incluciing, duty and VAT
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free access for both Machinery and inputs. They also have a ten-year
income tax holiday not available to other local enterprises. lt is for these
reasons that the local producers have been complaining of unfair
competition when the EPZ enterprises compete with them in the domestic
market. To mitigate some of the many hdvantages enjoyed by EpZ
Enterprises when they compete against domestic ploducers in the local
market, I propose to invoke the provisions of this section such that the
2.5% surcharge becomes payable.

Second, Mr. Speaker, in calendar year 2003, the volume of cargo through
the Port of Mombasa grew at a faster rate than the world average. with
Consolidation of peace in Great Lakes, and Southern Sudan, we expect
much higher groMh in 2004 and beyond. For this reason, unless
measures are taken to speed processing of cargo through the port, more
serious problems of congestion will occur. foday. t witt Oe proposing
several measures to facilitate faster movement of cargo through the port-.
Accordingly, I propose to amend section g of the Act to allow consolidation
of cargo in transit sheds outside the port, but only by persons who will

I9.el very stringent criteria of integrity, volume, and government revenue.
lnitially, and in order to make the measure cost effeitive, this facility will
only be open to persons who generate over Kshs.100 million a month, in
government revenue.

Third, Mr. Speaker, of late, there have been instances of requests to
amend the cargo manifests, mainly to change the port of clearance from

' Kilindini to inland sheds. Looking at majority of these cases, there are no
compelling reasons for such requests and changes. ln order to minimize
abuse of such changes, I propose to amend Section 20 to require that
goods will be cleared at the first port of entry or the port declared in the
cargo manifest.

Fourth, Mr Speaker, when goods are abandoned to customs, Section 34
of the Act requires the commissioner to issue two not:ces in the gazette, to
owners, of such goods, to the effect that if they do not clear their goods,
they will be sold by auction. when the goods fail to be sold in the auction,
the law is silent on whether a notice should be given in respect of the
goods when offered for sale in subsequent auctions. Recenily, the
commissioner was challenged in court for attempting to sell goods which
could not be sold in the first auction, in subsequent auctions ,,,vithout fudher
public notices.

Repeated publication of public notices is expensive. ln adrJition, holding
. sttch goods in the port and other customs facilities leacJs to congestion. I

, aT,. therefore proposing to amend this section so that goocls which are not- 
sold after tlvo prli;lic notices, shall be offered frtr sale ii subr;eqrrent public
auctions, wii.ltout further notices.



Fifth, Mr. Speaker, when goods are entered for warehousing, the
customs & Excise Act allows the importer twenty-one days within wiich to
deposit the goods in a bonded warehouse. tnis period is too long and
allows dishonest importers to interfere with the goods before reachirig the
earmarked warehouse. To address this problem and minimize the risk of
suc.h goods being diverled into local market, I propose to reduce this
period to seven days with the option for one further extension of seven
days.

Eighth, fulr. speaker, I now turn to customs measures that have direct
reVenueimplications,butbeforedoingthat,lwouldliketomaketwoshort
comments: Firstly, the common External rariff for East African
Community, which the threo coLrntries have recenily approved, specifies
both the tariff rates and th'.. items which should iall under each tariff
category. That leaves no room for individual Member States to introduce
local tariff categories. secondly, with the attendant revenue loss that
Kenya will suffer by lowering maxirnum tariff rate from 35% ro 25"/", I

cannot afford to give away much ground on available tax base. For these
reasons, I have been forced to make some adjustments, especially in
those areas where, (a) the customs tariff is more than 2s7", and (b) where
we have suspended duties.

Mr. Speaker, our ladies have spoken loudly and clearly, in favour of
cheaper sanitary towels. r have hvard the message and therefore propose
to amend the tariff classification, under which these items fall to create a
specific tariff number, and move them from the tariff rate of 35% to 2s%.
Ho'erever, since I have no restrictions on hor,'r much vAT I can charge, I

propose to remove VAT on thenr. I e;.pect the producers and the impoiter,;
of these towels to lower prices ancl pass the benefiis of these nreasiri.es to t
cllnsLlme rs.
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Sixth, Mr. Speaker, Section s1 of the customs & Excise Act provides for
licensing of boncled r,varehouses. lt also allows the commissioner to
refuse to issue a licence r,vithout giving any reasons. ln the spirit of
transparency, I propose to amend this section to require the commissioner
to publish peformance conditions which licensees of bonded warehouses
will be required to compry with anci which may form the basis of
Commissioneds refusal to grant a licence.

Seventh, Mr. Speaker, under Section 72, the Commissioner may license
premises for use as Transjt godowns. In order to impiove the
management of these customs facilities, I propose to amend the Act to
provide for specific conditions ancl types of goods, which may be deposited
in such facilities. ln particular, onty outt goods will be storecl in transit
godowns.



Mr. Speaker, a iew greedy individuals have, in the recent past, put our
exports in serious jeopardy, when they attempted to import ready-made -
goods, especially garments, with the sole purpose of re-exporling them as
Kenyan made. other manufacturers have attempted to divart goods
intended for exporl into the domestic market. The dangers of these
irregularities cannot be over emphasized. consequently, since such
dishonest people pose enormous risks to genuine investori. I propose to
amend the law to immediately exclude, an-y investor who grossly abuses
the privilege granted under any of our export schemes. This meins, such
persons will not access any more fiscal privileges.

Mr. Speaker, we have had an explosion of charities, NGos and religious
organizations all of which continue to seek and receive duty and vAT
waivers on a wide range of goods. Arising from the agreement under the
EAC, it has been decideci that the three countries harmonize exemptions
under the proposed E.A.C Customs Management Act. Accordingly, I

propose to amend the provisions relating to duty waivers to restrict
remissions to items used to alleviate human suffering, especially for the
needy and destitute, and for education and medical iervices. However,
the qualifying goods will be restricted to basic items only. ln case of

' passenger motor vehicles, saloons, vans, station wagons etc these will not
be eligible for exemption. ln case of sensitive itenrs such as foodstuffs,
;lothes, whether nelv or old, these will only qualify during periods of civil
strife, natural calamities or disasters or when destined to homes for
children or old^.people. when the EAC customs lVanagement Act comes
into forpe on 1"t January, 200s, these restrictions will be ightened further.

Mr. Speakei', under section 202 of the Act, where a person commits a
customs offence to warrant seizure or condemnation of goods, and
customs seize such goods, the owner is requirecl to claim them. where
the goods have been claimed, the commissioner is required to advise the
owner, in writing, within 60 days to commence proceedings for recovery of
the goods. This section has been misused by dishonest people to make
sure the 60 days expire before commencing proceedings. Thereafter, they
rush to court seeking orders for release of goods tog;ther with financial
compensation from KRA. ln order to protect the revenue and domestic
producers, I propose to amend Section 2OZ to require any person, whose
goods are seized under this section to commence proceedings within sixty
days failure to which the goods shall be condemned and sold-by auction.

Finally, Mr. speaker, there has been an acrimonious debate on merits and
demerits of exporling raw hides and skins, and scrap metal. Attempts to
discourage export of these iteins and to pronrote local processing have
been frustrateci by under-valuations of export.i, whir.;h are subfect to
aclvaiorenr i'ates or cxpori ciLrty. lha're rcceiveci e-i iloc-.rj ol petitiolrs and
proposals wl-ticil in rlrany cases ar.r more entoti()rr.ll thrl iaitual. F{ov.rever,
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in order to encourage local processing of these items, I propose to amend
the Fourlh schedule of the customs and Excise Act and introduce specific
rates of export duties as follows:

(a) raw hides and skins will attract a rate of duty of Ksh.1 0 (ten
shillings) per kg; and

(b) scrap metal will attract a rate of duty of Ksh.3 (ihree shillings)
per kg.

The measures, under the Customs tariff, will generate an additional
Ksh.363 million for the Exchequer.

Excise Measures

Mr. Speaker, the amendments proposed under the Customs and Excise
Act aim to improve administration of the excise duties, both with regard to
excisable goods anci excise factories.

As Hon. ltzlembers are aware, we have a serious problem of alcoholic
drinks packed in sachets, which are frequently finding their way into school
bags. As part of efforts to discourage packing of spirits in sachets, I

propose to introduce a requirement to limit the minimum packing of
alcoholic spirits to 200 millilitres.

I also propose to prohibit offsetting of excise duty rebates unless there is
prior approval by the Commissioner. '

In order to control adulteration of petroleum products, I propose to amend
the law to authorize the Commissioner, working in consultation with the
lVlinistry of Energy, to set operational standards for dealers in petroleum
products.

Mr. Speaker, among other measures I have introduced today are,
requirem:nts that;

(a)
(c)
(d)

spirits will not be warehoused before payment of duties,
duty on imported spirits will be paid at the point of entry; and
in case of locally manufactured spirits, duties will be paid
before delivery f rom the distillers warehouses. These
restrictions are intended to minimize availability of cheap
spirits, which end up in wrong hands and are subsequenily
uscd to manufacture illicit drinks.

fulr. Speaker, raiith regard to excise measures, with direct revenue effects, I

propose to make the following changes

t
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(a) as will be recalled, in the last Budget pr-oposals, I adjusted excise
rate on natural and artificial juices from 1Sy" lo 10%. Since then, I

have received representations from producers of carbonated
drinks and mineral waters to the effect that this reduction has
made the business environment uneven for them. ln order to
restore the level playing field, I propose to equalize the rate of
excise duty for these products at 10%.

(b) to protect revenue and maintain the desired economic objectives, I

propose to transfer customs tariff, in excess ol 25./", on motor
vehicles and load the same amount on excise. This change is
revenue neutral and will not affect the overall duty payable on
these items.

VAT Measures

Second, Mr. Speaker, in a number of cases, we have come across
numerous suppliers who have no fixed business premises, all they have
are business cards, mobile phones and e-mail addresses. When such
people make taxable supplies to registered persons and include VAT in
their invoices, there is little hope that the tax will be remitted to KRA. ln
such circumstances, the tax is much safer when withheld by the registered
person and paid to the Commissioner direct. Accordingly, I propose
amendment to Section 17 of the VAT Act and introduction of a new Section
19A, to enable the Commissioner to require such persons, as he may
specify, to withhold and pay VAT directly to him, at the time when he pays
his customer or on such other times as the Commissioner may require.

Third, Mr. Speaker, during the past one year, I have noticed an escalation
of charitable organizations seeking waivers from the valLre added tax.
Though many of these organizations have been registcrecl as such, thcre
is iittle evidence of their activities orr the ground. ln arirliiion, the mosi
popular items, for VAT y.raivers, have been passeng{jr moi,rf v€jlricles, foocl
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The measures proposed under the excise tariff will add additional Ksh.333
million to the exchequer

Mr. Speaker, let me turn to changes under the VAT Act. First, with
expansion of information and communication technology, it is now possible
for businesses to supply goods and services, across national borders,
vrithout opening permanent offices in every country. This has made
taxation of such supplies very difficult. The challenge to KRA is therefore to
identify a specific person who can deduct and pay tax on such taxable' supplies. To address this problem, I propose to amend the VAT Act to: authorize the commissioner to appoint agents in situations where he

' deems it fit to do so.



items, clothes and other high value consumer goods. To protect both the
revenue and local producers, I propose to amend Section 23 of the VAT
Act and remove eligibility of these items, from qualifying for VAT waiver. I

also propose to exclude passenger motor vehicles together with foods, .
such as wheat, maize, edible oils, rice and textiles, on which VAT will only ..

be waived under special circumstances, such as where there is civil strife
or natural disasters or where the food is destined to orphanages ancl
institutions serving the destitute.

Fourth, Mr. Speaker, introduction of withholding tax into the VAT Act, may
affect persons who are not eligible to register. ln order to enable such
persons to register and claim refunds, where applicable, I propose to
amend the Sixth Schedule to the VAT Act to allow any person who v,rislres,
to apply for registration.

Fifth, Mr. Speaker, the Seventh Schedule of tire VAT Act requires
business operators to keep very specific tax records, including full and true
records of all business transactions. With increased use of computerized
business transactions, this requirement is no longer practical. Traders
cannot issue tax invoices or keep full details on individual transactions in a
computerized system. To deal with this problem, KRA has consulted on the
matter, both in the region and internationally, in search of best practices.
Based on successful best cases, elserarhere, many countries opt for an
electronic Tax Hegister. This is a small device with indelible and
irremovable features and which can recorcl, store and preserve all ..

transactions conducted at the front office or through the cashier. I .
therefore propose an amendment to the Seventh Schedule to the VAT Act
to provide for introduction of an electronic Tax Register for specified VAT
registered persons.

To ensure those required by the Commissioner to use the Tax Register
have enough time to prepare, this measure will be effective on 1't January
2005. ln addition, a reasonable cost of purchase of this device will be
deducted from the VAT payable.

Mr. Speaker, turning to the VAT with direct and immediate revenue
impacts, Hon. lVlembers are well aware of the dangers of deforestation to
burn charcoal for fuel. We do not only need to reverse the current rate of
consumption of wood fuel but also to reverse the trend and increase forest
cover. This is essential for both environmental and energy reasons.
Accordingly, it is necessary to lower the cost of liquefied propane gases
(LPG). For this reason, I propose to make the cool<ing gases (LpG) VAT
exempt.

Mr. Speaker, From the measures under the VAT, I expect to realize an
addition Ksh. 1 .Tbillion
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lncome Tax Act

I now turn to Measures proposed under the Income tax Act.
First, Mr. Speaker, lncome Tax Act brackets have not been adjusted since

2002 and though inflation has remained low, it is necessary to make some

adjustments in order to protect low income earners from inflation induced

bricket creep. Accordingly, I propose to increase personal relief by 10%

and also to widen the tax brackets by 5%.The combined effect of those

two measures is to raise the minimum income at which tax will apply from

Kshs. "10,267l= to Kshs.1 1 ,1 35/= per month.

Second, Mr. Speaker, last year, I adjusted the tax free amount of

cornmuted pensibn from Kshs.360,000/= to Kshs.480,000/= but left the tax

free monthiy pension at Kshs.12,5OOl=. To furlher support pensioners, I

propose toincrease the tax free monthly pension from Kshs.12,500/= to

Kshs.15,000/= , or Kshs.180,000 per year.

Third, Mr. Speaker, lack of clarity on taxation of compensation for loss of

ernployment accruing to company directors with controlling interest have

become a convenient avenue for tax avoidance. Under the current law,

where a contract does not provide for a specified period and does not

provide for compensation on termination of the contract, any compensation
paid, is only taxed for three years, at the rate of latest annual earnings'

Similarly, where the contract feriod is specified, the compensation taxed is

limited io the earnings that would have been received over-the unexpired

period. ln both cases, most of the benefits escape taxation, which, I

consider inequitable. Accordingly, I propose to amend the lncome Tax Act

to make it clear that:

(a) where the contract is for a specified period, the full amount of

compensationpaidwillbespreadevenlyovertheremaining
contract period and taxed as appropriate; and

(b) where the contract is for an unspecified period and does not

provide for compensation, any compensation paid will.be deemed

tobeincomeearnedoverthenextthreeyears,followingthedate
of termination and taxed accordingly upon payment'

Fourth, Mr. Speaker, currently, where a taxable person makes a

contribution, on behalf of his employee to a non-registered scheme, or

contributes more than the maximum deductible amount, the excess is

disallowed and taxed on the employer. However, where the contributions

are made by a non-taxable employer, the law is silent. This has allo"''red

retirement contribution schemes to transler large tax-frce benefits to serrior

executi'res. To close this loophole, I pi'opose to arnend the lalv to nrak?

the; excess contributions taxable on the crttllloyi:r:.
lr,



Fifth, Mr' Speaker, currentiy, the maximum contributions to registered
ernployer based pension schemes, by both employer and empldyee, is
limited to 30',/" of employee's pensionable income. However, the limit for
registered individual retirement schemes is a maximum of 2o"k ol
pensionable income. As Retirement Benefits Authority (RBA) has sought .
toenforceregulationstoimprovemanagementoftheseschemefunds,
many small employer-based schemes have been forced to convert to -
individual schemes in order to cut costs. This means the converting
schemes are now forced to make lower contributions than they had before
the conversion. To correct this situation and eliminate the apparent
inequity, I propose to raise the level of contributions to approve individual
retirement schemes to 30% of the inciividual's pensionable income.

Sixth, Mr. Speaker, the lncome Tax Act requires persons making
payments of specified incomes to withholci and pay the tax so withhekj to
the commissioner. Unfortunately, the law does not provide for penalties
where the person paying fails to withholcl ancl pay thetax. To conect this
omission, I am proposing an amendment to the lncome Tax Act to provide
for appropriate penalties where the person deducting defaults. I have also
proposed to provide for appeals against such penalties, provicied the
principal tax is paid in full.

Seventh, Mr. Speaker, the lncome Tax Act gives the Commissioner
powers to wair.re penalties accrued under the Act. I am proposing an
amendment to exclude the waiver of penalties for cases relating fo fraud. ,

t'.
Eighth, Mr. Speaker, the lncome Tax Act requires taxable persons to .
make self-assessments and pay the appropriate tax due to the
commissioner. However, disputes have arisen as to the due date for
payment of tax where, a taxpayer omits part of income and the
commissioner raises additional tax. To maintain equity and discourage
understatement of incomes, in self-assessment returns, I propose to
amend section 92A to make it clear that the due date, of additional
assessment, will be the same as the date of self-assessment.

Ninth, Mr. Speaker, the current provisions regarding abandonment of
taxes under the VAT and Customs and Excise Act require the
commissioners to seek Minister's approval before they can abancJon any
tax. However, the lncome Tax Act allows the commissioner to abandon
the tax and then inform the Minister. To harmonize the treatment of
abandonment in the three Acts, I propose to amend the lncome Tax Act
and harmonize it with the other two Acts. This rauill stancjarclize the
procedr-rre for abandonment of ta;<cs anC cJrtties.

Tenth, Mr. Speaker, currenrly, the lalv only allo',vs investment clcrjr.rction
to inrrestors who own and use machinery for manufacturing pLrrpr.rses. I
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have, however, received recresentations to the effect that many financiers
are willing to financ.e prant and machinery on reasing uasis piovioed, theyare allowed to craim investment deduciion. r am- persuaded that thisproposal is worth consideration. Accordingry, r propose to amend the
lncome Tax Act to ailow ressors, or miininery which is used for
manufacturing, to craim investment deduction, prouid"d the users do not
claim capital deductions on the same.

Eleventh, Mr. speake.r, rn rine with the spirit of East African community,
consultants who are citizens of the parlner states wiil now enjoy a lower
non-resident withholding tax rate of ls.k on consultancy fees. This rate isfive .peicentage points rower than the existing rate appricabre to non-
residents and wiil encourage use of local professionals'in the three East
African padner states.

Mr. Speaker, the changes I have proposed under the lncome Tax Act willcome into effect on 1't of January 2005 and will cost the exchequer
Ksh.208 million.

MISCELLANEOUS

Mr. Speaker. let me now turn to changes I have proposed under
miscelianeous category of the Bill.

Civil Aviation

fvll s-ee.aker, the Kenya Revenue Authority (KHA) coilects rluenues on
behalf of the civil Aviation Board. However, under'the current piovisions,
KRA cannot issue an agency notice to coilect money from those who fair topay, neither can it attach property of defaulters. To speed up revenue
collections for the civil Aviation Board, I propose to amend the civii
Aviation Act to make it possibre, for KRA to appoint agencies or attach
property of persons who fair to pay money, regafiy payabri for this Board.

The Kenya Reven'ue Authority Act, Cap 469

Mr. Speaker, when the KRA was formed in 1g95, it was expectecl to
integrate various revenue deparlments to rower both cost of enforcement,
!v t1e Authority, and compriance by taxpayers. In line with this objectivethe Board has embarked on a stiategy io reorganize its operations to
improve efficiency. To faciritate tne 5n-going reorganization, it is now
necessary to amend the raw to ensure that any new administrative
structures are consistenr n,ith the raw. These ihang". require newdefinition of thc comrnissioner and arso functionarr heacis. For thesc
reasons, lhavc prciroseci ame.cjments to sections 2,:iA an, i l3 ci the

\

,i4



S.econd, in view of. the need to make the Authority more responsive to the
changing economic environment, I propose to amend Section 23 of the Act
to make it possible for Board, working with the commissioner General, to
delegate functions, within the Authority, as and when situations
necessitate. However, where such changes involve transfer of functions
from one department to another, Minister's approval will be necessary.

Air Passenger Se:vice charge Act

Mr. speaker, KRA has had difficulties collecting revenues from air
operators when they fail to collect money already paid to them by
passengers. To assist KRA speed up revenue collections from
uncooperative operators, I propose to amend the Act to give the
commissioner legal authority to appoint agent.j ancl also attach money
belonging to defaulters.

Second, Mr. Speaker, lp:opose to provicle autlrority for attachment of
property belonging to a defaulter.

Capital Markets Authority Act

lVlr. Speakers, as Hon [\rlembers will recall, there has been a long debate
with regard to issue of long-term securities. one of the concernJwhich I

have had is whether the current law has adequate provisions to safeguarcl
interests of people who may buy such securities.

a

t
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Mr. Speaker, while many people continue to advocate for free licensing of
such securities, whether in form of bonds or any other type, Kenyans are
all too familiar with stalled projects that dot this country. to avoid-a repeat
of past mistakes and the investors' funds in such project, we need to
provide for a reasonable measure of protection. Accordingly, I propose the
following measures,

(i) to amend the Capital Markets Authority to license issuance of
long-terrn securities;

(ii) where an investor seeks to issue long-tem bonds for a specific
purpose, the Capital Markets Authority will approve the issue
as earmarked, such that the issuer will be required to cjeposit
the money in a ring-fenced account to be used for the specified
purpose under CMA supervision; and

(iii) with regJarcl to special purpose vehicles which use asset-
backed securities, the CIVIA will be required to ensure the
moncy is rrscd for the purposes specified by the issuer of the
bo,d' 
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The lnsurance Act

Mr. Speaker, the lnsurance Act prohibits offering of rebates to induce an
insurer to give an insurance contract. lnspite of this prohibition, suspicions
persist to the effect that rebates continue to be given. To discourage this
practice, I propose to amend the law to increase fines under Section 73
from Ksh.500,000 to Ksh.1,000,000 and Ksh.5,000 to Ksh.200,000.

Mr. Speaker, Kenyans are aware of the recent attempts by unscrupulous
Export Processirrg Zone Enterprises, to import ready garments for re-

t would have
being locked

y high when
commercial and manufacturing zones are mixed under one roof. To
minimize opportunities for transshipment of goods made elsewhere
through Kenya, I propose to amend Section 19 of the Export Processing
Zones Act to require the Authority to consult with the KRA before licensing
commercial activities so that commercial zones are adequately separated
from those engaged in manufacturing. ln addition, goods from Expott
Processing Zones will require prior approval of the Minister responsible for
trade before they are off-loaded into the domestic market.

Conclusion

Mr. Speaker, the road to poverty reduction is a long one. The budget
proposal I have presented today provides the necessary ingredients
towards that goal. The policies I have outlined aim to consolidate
economic gains in fhe short to medium-term to accelerate economic
groMh in the longer term.

Mr Speaker, as I predicted last year, it has taken the NARC Government
much longer than anticipated to put economic and public affairs in order.
However, the progress we have made in one and half years is there for all
to see. For us to succeed and realize the full potential of our nation we
must all work harder together, in unity. Let us all take the motto " a

working nation" to our hearts and practise it. For this is surely and
honestly, the surest way we can attain prosperity and economic justice.

Mr. Speaker, as I conclude, let me remind Hon. Members of the Budget
theme for this year, namely, "Enhancing Efficiency for Accelerated
Economic Growth". This is a challenge to all Kenyans, especially the
leaders, to improve use of resourccs uncler their care and achieve better
results. Nolnr tha.t lve ha're establishccl thc Constituency Developnrt:nt
Fund (CDF) and provided Ksh.4.5 billion irr lhe conrirtg fiscal year for tiris
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Export Processing Zones Act

labeling as Kenyan made. Had this scheme succeeded,
exposed genuine investors in textile subsector to dangers o
out from the AGOA facility. These risks are particular
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lrLrrrcl, r,vnai belter leaciersiri;.r couiti wu oirer io oLli- pcopie than to use tl re
CDF funds efficiently to address the urgent needs of the poor and
vulnerable in our constituencies. Let us show by action that the projects
we select for funding are pro-poor and address the most urgent basic
needs such as provision of water, building of classrooms and health
facilities, etc. ln all we do, let us always remember that "Leadership is
action, not position".

Mr. Speaker, my appeal to Hon. lr/lembers, indeed to all Kenyans is, let us
reason together on how to rebuild this nation for "United we stand,
divided we fall.'" For the sake of our electorate and oenerations to come,
we cannot afford to fall.

lVlr. Speaker, I beg tg move.
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