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PREFACE

Mr. Speaker Sir

The Committee on Finance and Budget was constituted by the House on Thursday l4,h

December,2017 during the First Session of the Twelfth (12s) Parliament. The Committee as

currently constituted, comprises the following members:

1. Sen. (Eng) MolTamed M. Mahamud, CBS, Mp

2. Sen. (Dr) Isaac Mwaur4 CBS, Mp

3. Sen. Wetang'ula Moses Masika, EGH, Mp

4. Sen. Mutula I(ilonzo Junior, Mp

5. Sen. Aaron Cheruiyot, MP

6. Sen. (Dr.) Ali Abdullahi lbrahim, CBS, Mp

7. Sen. (Dr) Rose Nyamunga, MP

8. Sen. CPA Farhiya Haji, MP

9. Sen. Boniface Mutinda Kabaka- MP

- Chairperson

- Vice Chairperson

- Member

- Member

- Member

- Member

- Member

- Member

- Member

Mr. Speaker Sir,

The Standing Committee on Finance and Budget is established pursuant to Starding Order No.

212 and is mandated to -

a) Investigate, inquire into and report on all matters relating to coordination, control and

monitoring of the county budgets and to examine -

i) the Budget Policy Statement presented to the Senate;

ii) report on the Budget allocated to Constitutional Commissions and independent

offices;

iii) the Division of Revenue Bill, County Allocation of Revenue Bill, and cash

disbursement schedule for county governments;

iv)Consider all matters related to resolutions and Bills for appropriations, share of
national revenue amongst the counties and all matters concerning the National

Budget including public finance and monetary policies and public deb! planning and

development policy.

b) Pursuant to Article 225 (6) ofthe Constitution, to examine the report of the Contooller of
Budget on the implementation of the budgets of county govemments
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The Finance and Budget Committee is further given legal backing under the Public Finance

Management Act,2012 as well as the Constitution'

Mr. Speaker Sir,

The Committee oversights the National Treasury and Ministry of Planning'

Mr. Speaker Sir, on behalf of the Standing Committee on Finance and Budget and as required

under the standing order 174 as read with second schedule of the Senate Standing Orders, I

hereby present to this House, the Committee's Repoft on the 2018 Budget Policy Statement

which was tabled in this House on 14'h February, 2018'

Upon submission to the House, the Budget Policy Statement (BPS) was committed to Standing

Committee on Finance and Budget to deliberate upon and make recommendations- The Finance

and Budget Cornmittee hereby tables the report containing its recommendations on the BPS to

the House for consideration and approval-

pursuant to standing order 174 (5), the committee invited the cabinet Secretary, National

Treasury, Commission for Revenue Allocation (CRA), the Council of Governors and County

Assembly Forum (CAF). Further, the Committee invited Senate Standing Committee, which

oversight different state departments, to consider respective sector provisions in the BPS and

forward the observations and recommendations.

Mr. Speaker Sir, the Committee in making the recommendations, considered the views of all

the stakeholders. The Committees made significant observations on the BPS policy proposals for

the 2018/19 and the medium term, identifoing broad policy issues with great impact on counties

and proposals on revenue allocation.

Mr. Speaker Sir, It is significant to mention that the purpose of the approval of this report on the

pBS is to communicate the Senate's position on the preparation of all subsequent budget

documents for next financial year. These documents include Division of Revenue Bill, 2018 and

County Allocation of Revenue Bill, 2018. It is also important to note that Section 25 of the

public Finance Management Act,2012, stipulates that the resolutions of Parliament comprising

both Houses, on the BPS must inform the preparation of the Annual Estimates' Thus, by
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extension, this House's resolutions on this repoft will form the basis of evaluatin g the 2018119

estimates for the various spending agencies at both national and devolved level.

EXAMINATION OF'THE MEDruM TERM BIIDGET POLICY STATEMENT

Pursuant to Public Finance Management (PFM) Act,2012 Section 25 (2), the National Treasury

subrnitted the 2018 BPS.

Pursuant to PFM Act section 25 (7), and standing orders 174 of the Senate Standing Orders, the

BPS was committed to the Standing Committee on Finance and Budget for consideration and

recommendation. in considering the 2018 BPS, the Committee held five sittings and a report

writing retreat.

Mr. Speaker Sir, from the perspective of the Senate Committees and the role of Senate in

protecting the interest of counties, the broad issues in the 2018 BPS can be categorized as

follows:

(D National policies and programmes that have a direct impact on economic

performance of counties; and

(ii) Proposals on division of revenue between the two levels of govemment and

among counties for the 2017/18 financial year.

Mr. Speaker Sir, the 2018 BPS mainly focuses on the "Big Four" which aimed at Creating

Jobs, Transforming Lives. It is important to note that three out of "Big Four" are devolved

functions. However, the policy was silent on the role of the counties in accomplishing the'Big

Four".

Mr. Speaker Sir, some of the Committee recommendations are as follows;

a) Thal Ksh. 327.714 Billion as the County government equitable share for FinancialYear

20t8t20r9

b) That, Ksh. 59.842 Billion as the Conditional Grants including an allocation of Ksh. 5

Billion for establishment of 2 Regional Cancer Referal Centres and Ksh. i Billion for a

National Cancer Drugs Access Programme.

Report on the 2018 BPSI Finance and Budget Committee5
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Mr. Speaker Sir,
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Signed

i''

SEN. (ENG) MOHAMED MAALIYTMOHAMUD, MP

CHAIRMAN, FINANCE AND BUbGET COMMITTEE

Date: 28th February, 2018
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ADOPTION OF REPORT

Pursuant to standing order 207 (z)the Finance and Budget Committee considered the
repofi on 2018 BPS and adopted it as follows-

Sen. @ng) Mohamed M. Mahamud., CBS,I\{P - Chairperson

Sen. (Dr) Isaac Mwaura, CBS, MP - Vice Chairperson

Sen. Wetang'ula Moses Masika, EGH, MP - Member

-::::r: Sen. Mutula Kilonzo Junior, MP A

Sen. Aaron Cheruiyot, MP - Member

Sen. @r.) Ali Abdullahi Ibrahim, CBS, MP - Member

Sen. @r) Rose Nyamunga, MP

Sen. CPA Farhiya Haji, MP - Member

Sen. Boniface Mutinda Kabaka, MP er



INTRODUCTION

1) The Budget Policy Statement (BPS) is a policy document that sets out the broad strategic

priorities and policy goals that will guide the national and county governments in

preparing their budgets for the financial year and over the medium term. The shategic

direction of the BPS is infonned by the policies outlined in the various government policy

documents such as Vision 2030, Ministerial and Sectoral Development Plans among

others and is geared towards achieving overall economic growth and developrnent. The

growth strategy, revenue and expenditure proposals in a particular financial year should

take into account the current state of the global and domestic economy including the

outlook of the various macroeconomic variables.

2) The 2018 BPS is the first BPS prepared under the second term of the Jubilee

Administration and sets the pace for key policies, priority programs and reforms which

will be irnplemented over the next five years (2018 - 2022). Under a banner titled, "The

'Big Four"' Plan, the BPS outlines key interventions in manufacturing, agriculture and

food security, healthcare as well as housing which will drive the economic transformation

agenda towards industrialization, job creation and a general improvement in the quality of

life for all Kenyans. To achieve these policies, the BPS also outlines overall expenditure

proposals for programmes under various Ministries, Departments and Agencies (lt4DAs).

3) The 2018 BPS is divided into four parts as follows: Part I gives a general overview of the

recent economic developments and the rnedium tenn outlook; Part II gives the details of

the 'Big Four' plan including priority initiatives and targets to be achievedby 2022;Part

III outlines the revenue and expenditure projections for 2018119 and the medium term;

and part IV discusses the county financial management and division of revenue.

4) The document is supposed to set out the broad objectives, policy goals and strategic

priorities that guide the National and County Govemments in preparing their budgets

both for the following financial year and over the medium term. As provided by Section

25 of the Public Finance Management Act,20l2,the key contents of the BPS include the

following:

Report on the 2018 BPSI Finance and Budget Committee
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i. An assessment of the cun'ent state of the economy and the financial outlook over the

medium term, including macro-economic outlook.

ii. Financial outlook with respect to Government revenues, expenditures and bonowing

for the next financial year and over the medium term.

iii. The proposed expenditure ceilings for the 3 arms of Government and indicative

transfers to County Government.

iv. The fiscal responsibility principles and financial objectives over the medium term

including limits on total annual debt.

v. The total resources to be allocated to individual programmes and projects within

sector, ministries, departments and agencies indicating outputs expected during the

period.

5) The role of Senate in the review and approval of govemment economic and spending

policies contained in the BPS are clearly buttressed in the functions of the Senate as set

out in Article 96 of the Constitution. The BPS sets out the annual revenue amounts to be

raised by the National Government; these are invariably the resources that are allocated to

each level of government including counties (Article 203).

6) The Senate's role therefore spans protecting the financing of counties, ensuring unified

economic policies and prosperity in counties for the benefit of all Kenyans, and to

improve national and intra-county business climate. Thus, there is an overwhelming case

for the Senate to pronounce itself on any matter it deems fit as articulated in the BPS.

7) The expenditure ceilings for FY Z0l8/19 as provided in the 2018 BPS are as follows (in

Ksh. billions):

i. National Government Ksh. 1,428.53 B

ii. Parliament Ksh.31.77 B

iii. Judiciary Ksh. 17.78 B

iv. Consolidate Fund Services Ksh. 690.37 B

v. County Equitable Share Ksh. 314.0 B

vi. Equalization Fund IGh. 4.7 B

vii. Contingency Fund l(sh. 5.0 B

Report on the 2018 BPSI Finance and Budget Committee8



8) The Committee assessed the adherence of the 2018 BPS to the Constitution, PFM, 2012,

PFM Regulations and Standing Orders and observed that there was missing infonnation

in relation to pending bills as required under PFM Regulations 26(2)(f). Further, it is

noted that the ceilings set and approved by Parliament for previous BPS are not binding

when making the budget estimates especially for development expenditure and personnel

spending.
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II. REALISM OF TIIE 2O18IL9 J\{ACRO FISCAL FRAMEWORK

Economic Growth Outlook

9) Global growth is expected to improve in 2018 to 3.9 percent from 3.7 percent in20l7

mainly owing to the positive effects of the USA tax policy changes on global trade and

investment. In the East African Community growth has slowed down since 2016 mainly

due to prolonged effect of drought, political tensions and a decline in credit growth. The

outlook for East Africa is an estimated growth of 5.6 percentin2017,5.9 percent in 2018

and 6.1 percent in 2019. This growth will be enabled by Private consrunption, public

investment in infrastructure, rebound in agriculture after poor harvests in 2017, increased

activities in construction, ICT and manufacturing sectors.

10) Kenya's economic growth for 2017 is estimated to drop by I percent to 4.8 percent from

5.8 percent in 2016. The groMh was negatively impacted by adverse weather conditions

and electioneering period that resulted to unfavourable business environment. Notably,

stability in the monetary sector of the economy and a rebound of the tourism sector

ensured stability to the macroeconomic environment. The Committee noted that sectoral

performance for 2017 deteriorated especially in most sectors. This could be attributed to

the fact that sectors that would lead to sustainable economic growth are not what the

country is investing in. It is irnportant to link the sectors underpinning economic growth

to specific policies and programmes in the budget to enable achievement of the "'Big

Four"' plan. This means that the sectors will have to grow at much higher rate.

1l)The BPS 2018 categorizes the economic developments into two historical periods i.e.

2008- 2012 and 2013- 2017 where the economy grew by 4.5 percent and 5.5 percent

respectively. In addition, it states that the economy generated an average of 817.0

thousand new jobs per year in the period 2013 - 2017 up from 656.5 thousand jobs per

year in the period 2008-2012 among other macro-economic indicators. The economic

growth rate is projected at 5.3 percent for FY 2017118,5.9 percent in FY 2018/19,6.3

percent in FY 2019 /20 and 6.8 percent inFY 2020/21. This growth will be supported by:

-The "'Big Four"'Plan, investment in infrastructure, strong agriculture production due to

improved weather condition, buoyant services sector, continued recovery in tourism,

increased investor and consumer confi dence, macroeconomic stability.

Report on the 2018 BPSI Finance and Budget Committee10



12) The Committee observed that the Macroeconomic framework in the 2018 Budget Policy

Statement (that will be the basis of preparing the FY 2018119 budget) has very optimistic

targets for economic growth. This often leads to high revenue projections that stimulate

increases in expenditures in National and County Governments. In-year, there are often

revisions in the budget that result to expenditure cuts mainly due to low perfonnance of

revenue collection. This leads to a great disconnect among what is approved at the BPS

stage, the Budget estimates stage, implementation stage and the actual outputs.

l3)The Committee noted that in the 2015, 2016,2017 and 2018 BPS akey assumption has

been a strong agricultural production on account of improved weather conditions. This

assumption is flawed given that weather patterns have become drastically unpredictable

over time due to climate change and so is the impact. Further, an improved weather

condition does not guarantee increased agricultural production. Indeed, there is need to

focus on other factors that affect agricultural production such as quality of seeds, re-

orientation of inigation land fragmentation, transfer of technology, efficient processing

and marketing of agriculturalproducts, abolition of cartels, among others.

14) The Committee observed that consumer confidence is likely to support a consumption

driven economy especially one with a thriving consumer base, but this depends on what is

being consumed and from where. Consumption accounts for over 90 percent share of real

GDP of which the largest porlion is from private sector. A considerable portion of the

value of impor-ts is on capital commodities used as intermediate inputs in the production

process. This makes the economy susceptible to external shocks as an increase in prices

of these products in the intemational market or a depreciation of the Kenyan Shilling to

the dollar will increase the cost of production, worsen the current account balance and

erode improvement of economic growth.

Inflation

15) Inflation was high for the better part of 2017, due to high food prices and also increasing

fuel prices. However, it stabilized to 4.8 percent in January, 2018 which is within the

Report on the 2018 BPSI Finance and Budget Committee
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target range of 5* 2.5 percent. The stability in inflation emanates from seasonal reduction

in food prices and prudent monetary policies. The BPS 2018 projects the inflation will

remain within the target range in the medium term supported by: prudent monetary and

fiscal policies, favourable weather outlook, relatively lower international oil prices, stable

exchange rate that is expected to dampen any risks of imported inflation.

l6)The Committee observed that inflation is likely to remain within single digits given

reduced volatility frorn food prices. However, downside risks from food prices remain

especially with the winding up of the maize flour subsidy and the current forecast of La

Nifra / floods that is a high risk to performance of the agriculture sector. Another key risk

to inflation will most likely stern from increased fuel prices. The global outlook is

increased oil prices for 2018 mainly due to the extension of the OPEC agreement to limit

oil production. In addition, the cost electricity is also likely to go up if thermal power

(which uses diesel) continues to be used as substitute for hydropower generation which is

expected to decline owing to below per water levels in various dams, the most recent

being Sondu- Miriu Dam and Masinga Dam..

Interest rates and private sector credit

l7)The interest rates have remained stable and the Central Bank Rate -which is the main

monetary policy rate- has remained at 10 percent since August 2016. The lending rate

remained within the interest cap pegged to the CBR, at an average of 13.7 percent

compared to 17 percent before the interest rate capping law. The interbank rate declined

to stand at 4.65 percent by mid-February 2018 compared to 7.7 percent in January 2017

and this implies increased liquidity in the money market. There is low uptake of the 91-

day Treasury Bills as its rate declined from 8.6 percent in January 2017 to 8.0 percent in

2018. The interest rate spread narrowed from 5.9 percent in October 2016 to 5.7 percent

in October 2017 which denotes improved efficiency in the banking system.

18) The credit to private sector has gradually improved to a growth rate of 2.4 percent in

December 2017 from 1.5 percent in June 2017. This improvement is mainly in the real

estate and manufacturing while gowth in credit to other segments of the private sector

such as kansport & communication, business services continue to deteriorate. Money

Report on the 2018 BPSI Finance and Budget Committee72



supply grew by 9.5 percent in 2016 compared to 3.7 percent in 2015 on account of

irnprovement in Net Foreign Assets and increased Net Domestic credit'

19) The BpS 20l g projects that the interest rates will remain low and stable over the medium

term. This is supported by irnproved liquidity conditions and the proposed fiscal

consolidation. The Committee observed. that the risks to the low level of interest rates

outlook would be a possible amendment of the interest capping law; which would

destabilize the money market in the short-run and affect the liquidity conditions either

positively or negatively depending on market sentiments. In addition, the Central Bank

Rate has remained unchanged for quite some time and any signal from the Central Bank

on a change of the CBR poses a great deal of uncertainry in the money market which

affects investment decisions.

Exchange rate & External Sector

20) The exchange rate has commendably been stable against major international currencies-

In January 2018, the Kenya Shilling strengthened against US Dollar at Ksh 102'9 but

weakened against the Euro, Sterling Pound and Japanese Yen at Ksh' 126'3, Ksh 142'3

and Ksh 94 respectively. The foreign exchange reserves remained adequate at 4.9 months

of import cover.

2l)The Balance of Payments position improved to a surplus of USD 163.6 Millionin20lT

from a deficit of USD 129 million in 2016 on account of an improvement in the financial

account that more than offset the current account deficit. The current account deficit

worsened during the same period from USD 3652.8 Million in 2016 to USD 5095.2

Million in 2017. The imports increased mainly on account of importation of oil,

machinery and equipment related to the SGR project. In addition, the lower global

demand for exports of manufactured goods attributed to the low performance of exports.

2Z)The BPS 2018 projects that the exchange rate will remain stable, the current account

deficit will nanow and improvement in the Balance of payments owing to better

Report on the 2018 BPSI Finance and Budget Committee
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performance of tea and horticultural exports, diaspora remittances, recovery of tourism

and increased Foreign Direct Investment (FDI) in infrastructure.

23)The Committee noted that it is projected that current external deficit position will worsen

from 5.5 percent of GDP in 2017 to 5.75 percent in 2018 and improve to 5.45 percent in

2019. However, the BPS 2018 does not give clear policy measures being pursuedto this

effect and also specific projects or programmes being implemented through the budget

that will enable improvement in the current account deficit. There is need for:

(i) the Budget Policy Statement should give a clear linkage between the policies

being pursed in the extemal sector under the macro-economic framework and the

specific programmes/ projects that will be financed so as to achieve the set target;

(ii) irnproved performance of exports especially for tea and horticulture. However,

these depend on the erratic weather patterns being experienced in the country and

therefore to climatic instigated shocks, the country will have to expand its export

base and diversifu its products as well as value addition in order to be protected

from such vulnerabilities; and

(iii)the financing of the country's capital account primarily through loans to be

reliable as this is money that has to be repaid. A sustainable improvement in the

current account balance will typically require higher national savings which will

ultimately lead to higher investment levels and therefore boost growth levels in

the country.

Revenue

24)The 2018 BPS indicates that the growth of revenue for financial year 20l8ll9 will be

underpinned by on-going reforms in tax policy and revenue administration such as the

roll out of the integrated customs management system (ICMS) to seal loopholes at the

Customs. Indeed, given the sustained underperformance of revenue in past years, it is
very important to ensure that the revenues projected for 2018/19 are realistic. It should be

noted however that the impact of these reforms is not clear as they have not been

adequately assessed and quantified. As such, it is diffrcult to determine exactly how much

revenue will be raised simply from implementing these measures. To achieve the 'Big

Four' agenda without increasing the country's debt burde4 there is need for shonger

strategies to enhance revenue collection.

Report on the 2018 BPSI Finance and Budget Committee14



III. THE 'BIG FOI]R' ECONOMIC PLAN AND DEVOLUTION

25) The BPS outlines the "'Big Four"' plan as: -

(i) Supporting value addition and raise the manufacturing sector's share of

GDp to 15 percent by 2022:- The 2018/19. BPS targets to increase the

- conhibution of manufacturing sector from 9.2 percent in 2016 to 15 percent of

. GDp by 2022 and to increase formal manufacturing sector jobs to approximately

400,000.

(ii) Focusing on initiatives that guarantee food security and improve nutrition to

all Kenyans by 2022- The 2018 BPS states that the Government will focus on

following three broad areas in 2018:- Enhancing large-scale production, boosting

smallholder productivity and reducing the cost of food'

(iii)Providing Universal Health Coverage thereby guaranteeing quality and

affordable healthcare to all Kenyans:- It is proposed that over the next five

years, the Government will target 100 percent Universal Health Coverage (LiHC)

for all household's. Key to the attainment of this objective is the reconfiguration

of the National Hospital Insurance Fund (|IHIF).

(iv)Providing at least five hundred thousand (500,000) affordable new houses to

Kenyans by 2022:- The 2018 BPS states that the target is to deliver five hundred

thousand housing units by 2022 inmajor cities across the country so as to provide

decent homes and create an additional 350,000 jobs among others.

26) It highlights key priority initiatives and targets as well as the enablers that are key to

achieving of the "'Big Four"' plan. However, the Committee noted that the role of

County Govemments in realization of the "Big Four" plan was not explicitly stated

though they have a role to play especially since some of these sectors are devolved

functions. In addition, the BPS alludes to policies that are aligned to the Medium-Term

plan III of the Kenya Vision 2030 but the Medium-Term Plan III is yet to be released.
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IV. COT]IVTY GOVERNMENTS FISCAL PERT'ORMANCE

Review of County Governments Fiscal Performance

27)County Govemments'budgets have been on an upward trend, however, there has been a

variance between approved budgets and actual expenditure at the end of the financial

year. This exhibits several challenges among them, low revenue collection arising from

administrative ineffrciencies and lack of elaborate legislations at the county level to
- 

enhance county own-source revenue.

28) The Committee noted that own source revenue targets are either overstated or projections

are not well thought-out with emphasis on certain optimistic projections. This results to

county budget deficit which may eventually lead to borrowing or widening the recunent-

developrnent budget ratio above the statutory level of at least 30:70 percent respectively.

This overall ef[ect of more recurrent expenditure results in expansionary spending as

opposed to asset andjob creation.

29)The Committee noted that at the close of financial years, County Governments retain

large balances from previous financial years and yet at the same time carry forth pending

bills to subsequent financial years. In addition, county expenditures have in some

instances overshot the aggregate exchequer issues which irnplies extra funding to county

governments. Spending beyond exchequer releases means that there are other undisclosed

sources of funds available to the counties.

30) The understatement of the counties own source revenue (OSR) streams and unspent

balances at the end of the financial year, implies that Counties may have withdrawn from

their county revenue funds in form of overdrafts and failed to report. It was noted that at

the commencement of the financial year or in-year, pending bills may have been

honoured and cleared outside the exchequer releases but not reported.

Compliance with Fiscal Responsibilify Principles

3l) Section 107 of the PFM Act 2012 provides guidance for proper and prudent management

of county resources in accordance to set out fiscal responsibility principles. The

Committee noted that on average, county allocations to development expenditure are

Report on the 2018 BPSI Finance and Budget Committee16
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approximately 30 percent of their budgets and that Counties with the highest expenditure

on wage bill, have the lowest development expenditure.

32) The Comrniffee observed that whereas the PFM Act and Regulations provide for

controlled expenditure allocation on compensation to employees (set at 35 percent of the

Counties' revenue) and development expenditure (set at least 30 percent of the total

budget), historical trends of county governments expenditures indicate that most county

governments continue flouting this requirement. This is likely to increase levels of

indebtedness, as was the case with the defunct local authorities, where wage bill is

recorded at more than 50 percent in most counties. This erodes the benefits of devolution

as it may not take development closer to the people as envisaged in the Constitution.

33) The Committee noted that personnel costs drain resources available to the county

govemments. The reward system is not uniform across the counties and staff

establishment is not on a skills need assessments but rather most counties inherited

bloated staff from defunct local authorities and continued with recruitment despite having

a large workforce. A Iarge workforce increases statutory obligations and other hidden

costs associated with employment benefits.

County Financial Reports

34) The Committee assessed the issues on County Financial Reports and made the following

observations: -

r Intermittent use of IFMIS: The reports from both the Auditor General and

Office of the Controller of Budget indicate that there are variations of fiscal

transactions and IFMIS records as a result of failure by the county govemments to

post all their hansactions on IFMIS systems.

Procurement: Recurring cases of flouting public procurement ruIes and

procedures are still common among counties. Some of these include- procurement

of goods and services outside procurement plans; full payments for incomplete or

stalled projects; unjustified single sourcing of supplies; failure to disclose costs of

projects rolled over from previous years and in-year virements that occasion

regular supplementary budgets.

a
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Creation and management of public funds: Some counties have made county

Iegislations setting up public funds such as ward funds, the car and mortgage

schemes without putting in place sufficient regulatory frameworks to guide the

management of these funds. Most counties that have established such funds have

contravened the laid down procedures as provided in the PFM Act and this pose

potential contingent liabilities that may lead to loss of public fund. Sectionl9T of

the PFM Act County Governments Regulations, provides for the criteria for

setting up county public funds. However, a review shows non-compliance with

these requirements.

Planning and Budgeting: Essentially budgets should be guided by laid down

development planning process. Further, budgets should be linked to envisaged

resource envelops. In this regard, the Constitution requires budget preparation

must be guided by the development plans. Currently, Vision 2030 is the

underpinning policy document that guides planning in the long term at national

level. It is further broken down into 5-year MTPs. Drawing from these, County

approved budgets should be informed by the county integrated development plans

(CIDPs) and Annual Development plans. However, there is a weak link between

the CIDPs and budgeting processes, mostly, development projects being

implemented are weakly linked to approved CIDPs and ADPs. This is

compounded by unauttrorized and reallocations of funds from existing or stalled

Report on the 2018 BPSI Finance and Budget Committee

. Assets and Liabilities Management: Section 149 of the PFM Act and Section

132 of the PFM County Regulations, provide that accounting officers should

ensure county govemments have adequate systems and processes in place to plan,

procure, account and maintain assets registers. There is lack of maintenance of
fixed assets registers across many counties. The lag in establishing the assets and

liabilities inventories is likely to affect accuracy and genuineness of those

inventories. Therefore, the need to fast-track, identifu, verify and validate the

exact register of assets and liabilities inherited from the defunct local auttrorities

but also those incurred in subsequent years by the county governments. This will

asceftain the correct position and cushion respective county govemments from

contingent liabilities and other fiscal risks.
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projects. These results to weak monitoring and evaluation, delay in completion

and even stalling of projects.
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V. VERTICAL ALLOCATION OF RESOIIRCES

Principles of Resource Sharing: An interpretation of the 2010 Constitution

35)Chapter 12 of the 2010 Constitution, ushered a new public financial management

architecture complete with principles of public finance, institutional responsibilities and

importantly principles to be followed when sharing of nationally raised resources between

the two levels of government. Based on Article 202 and 203 of the Constitution, the

following are key principles ideally to share the resources between the two levels of

government.

(i) Principle of Equity- Equify in public finance means being allocated fairly what

you deserve which can be based on what you produce or the basic minimum that

can guarantee survival. It is also known as the principle of predictability. Hence

the principle of pegging the basis of resource allocation to the last audited

accounts. Article 202 (l) provides revenue raised nationally shall be shared

equitable among the national and county governments. Further Article 203 (2)

provides that the amount allocated shall not be less than l5 percent of all revenue

collected by the National government.

(ii) Principle of Allocative efficiency- Allocative efficiency means having to allocate

resources based on priority and cost of maintaining current operations as before.

Article 203 (l) (d) provides that when allocating counties resources considerations

be made on the need to ensure that county governments are able to perform the

functions allocated to them. This rneans the counties cannot get less than the

previous year not unless there are quantifiable reports related to article 203 (l) (e)

in case of fiscal capacity and efficiency of county governments which may be

applied to a specific county but on the overall equitable share.

(iii)Principle of Developmental needs and ability to respond to emergencies- In

public finance there is the principle of additionality in development necessitated

by the need to improve on the wellbeing of a state and the issue of having

flexibility within the budget to respond to emergencies and build surpluses for the

future. Article 203 (1) (f) and ft) provides that when deciding on what resources
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(iv)Principle of Resources follow functions- The constitution was very clear on

what functions should be performed by the county level of government and which

ones were to be performed by the National government. On that account any new

function that is transferred or allocated to the county level of government should

also move with resources and if it is new the national govemment should identifu

resources for the new function.

(v) Principle of subsidiarity- In the principle of subsidiarity, it demands that for

additional performance in order to deal with the issues of disparities, the national

government can cede some resources to the counties in form of conditional grants.

This is as provided in article 202 (2) and 203 (t) (g) and (h) that economic

disparities and affinnative action in respect to disadvantaged areas and groups.

36)The Committee observed that if these principles are adhered to, then the required

ailocation to the County Governments will follow automatically.

BPS 2018 Vertical Division of Revenue

37)Inthe 2018 BPS, the nationally raised revenue for financial year 20l8ll9 is projected at

Ksh. 1.688 Trillion out of which Ksh. 1.37 Trillion will be allocated as the equitable share

to National Government. The allocation for the Equalization Fund for FY 2018/19 is

Kshs. 4.7 Billion which is a 39 percsnt reduction from the previous year. The BPS also

proposes an allocation of Ksh. 372.74 Billion to the County Governments for FY

2018119. This amount comprises of Ksh. 314 Billion as equitable share and Ksh. 58.74

Billion as conditional grants of which Ksh. 33.2 Billion will be from Development

Partners.
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should be given to counties, the need for developmental and other needs of

counties should be taken into account. lt thus means after the principle of

allocative efficiency additional resources should be considered for developmental

needs. The practice has been to use the baseline and work out the additional either

based on population growth or economic growth or growth in revenues depending

on what ration is easier to calculate
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38)The Conditional grants allocations proposed in the 2018 BPS for FY 2018119 are as

follows:

. Leasing of Medical Equipment- Ksh. 9.4 Billion

. Compensation for user fees foregone- Ksh. 900 Million

. Level 5 Hospitals- Ksh. 4.326 Billion '

. Rehabilitation of Village Polytechnics- Ksh. 2 Billion

. Supplement for Construction of Counfy HQs- Ksh. 605 Million

. Allocation from the Fuel Levy (15%)-Ksh. 8.269 Billion

. Allocation from Loans and Grants-Ksh.33.Z4}Billion

39) The second basis for allocating revenue among county governments as used for FY

2017/18 will be used for FY 2018/19. This comprises of different weights for six

parameters namely - 45 percent for population, 26 percent for equal share, 18 percent for

poverty, 8 percent for land are4- 2 percent for fiscal responsibilify and I percent for

development factor.

40) The Committee observed that over the last five years, there have been significant

variations between the CRA recommendations on the equitable share of revenue to the

counties and the BPS proposals on the same. This is partly occasioned by different use of

assumptions and growth factors.
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VI. MEDIUM TERM DEBT ]VIANAGEMENT STRATEGY FOR F'Y 2018/19

Introduction

41)Article 201 of the Constitution lays the grounds for ensuring that burdens and benefits of

resources and public borrowing are equitably shared between present and future '

generations. As such this necessitates establishment of debt management strategy for

managing stock of debt and financing the budget deficit through cost and risk effective

mechanisms. The Medium Term Debt Management Strategy (MIDS) FY 2018/19 was

prepared and presented to the Houses of Parliament subject to Section 64(2), and Section

33 of the PFM Act, 2012 and Sections 184 & 185 of PFM Regulations and required to

indicate:

i.) the total stock of debt as at the date of the statement;

ii.) the sources of loans made to the national government and the nature of guarantees

given by the national government;

iii.) the principal risks associated with those loans and guarantees;

iv.) the assumptions underlying the debt management strategy and

v.) Analysis of the sustainability of the amount of debt, both actual and potential

4})Preparation of the Medium Term Debt Management Strategy (MTDS) is designed to

support the new initiatives under the 'Big Four' agenda, that shall remain the focus of

fiscal policy over the medium tenn, including other objectives of job creation and

promoting sustainable business environment. These are meant to firm up the country's

resilience towards shocks while enhancing productivity that will see the country grow by

5.6 percent in 2018 as estimated in the 2018 BPS.

43) In addition it comes at a time that the country's debt has grown for an annualized average

growth rate of I 8 percent for the past 10 years to Ksh. 4.57 trillion by end of Dec 2017 .It

is setto reach Ksh. 5.6 trillion bythe end of FY 2018/19 on account of fiscal deficit. On

the other hand global debt levels soared to a record high of $233 Trillion in the third

quarter of 2017.It is important to note that, China which has accounted for the lion's

share of new debt in emerging markets, saw the its pace of debt accumulation slow down.

Repoft on the 2018 BPSI Finance and Budget Committee
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Highlights of MTDS 20l8lL9

44) The following are key highlights of the 20l8ll9 MTDS:

(i) The MTDS for FY 2018119 proposes a bonowing framework of 57o/o external

borrowing and 43% domestic bonowing to finance the national budget deficit.

External Debt will be financed in the following manner:

. Concessional Finance - 23%

. Semi Concessional Finance - 12%

. Commercial finance - 22%

(ii) Domestic borowing, the MTDS recommends issuance of medium term to long

term treasury bonds as treasury bills will be issued for cash management.

(iii)It is indicated that the strategy indicated above will enable management of large

debt falling due for both domestic and external debt in the medium term and

provide an opportunity to extend debt maturities for overall debt in order to

improve the overall average time to maturity

45) The Committee observed that in order to provide adequate information, the government

will begin to provide a borrowing calendar, provide electronic trading platform for

government securities and facilitate the over the counter government bond market.

Kenya's Debt Status and Debt Sustainability Analysis @SA) Framework

46)As at the end of December 2017,the level of debt in nominal terms reached Ksh.4.57

trillion, of which 5l percent is domestic debt and 49 percent is extemal debt. This will

amount to 56 percent of the 2017 GDP.It is projected that the stock of debt will rise to

Ksh. 5.608 trillion by the end of FY 2018/19 as a result of persistent budget deficit

financing owing to high levels of budget expenditure and the refinancing requirements of

large capitall projects.

47)Domestic debt comprises of Treasury Bills worth Ksh.684.7 Billion and bondsworth

Ksh. 1.46 trillion. On the other hand, external debt comprises principally of bilateral debt

(Ksh. 715.2 billion), debt to commercial banks (IGh. 367.3 billion), debt to International

Development Association (Ifth. 514.4 billion )and African Development Fund (Ksh.

200.4 billion).
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48) The Committee observed that over the years, commercial debt has been increasing

consistently as the government finances infrastrucJure projects under energy, SGR, roads,

among others. The ratio of Chinese debt has increased consistently from Ksh. 36.7 billion

to Ksh. 313.1 billion accounting for over 66% of total bilateral debt by the end of FY.

2016117. Multilateral debt, composed of debt from multiple financial institutions, is

composed by concessional loans from the African development bank and the World

Bank's International Development Assistance (IDA).

49) In addition, commercial debt that accounts to over 30.1% of total debq has increased as a

result of consistent utilization of international sovereign bond and syndicated loans.

These have been acquired in the following manner:-

. In2012 Kenya contracted a2-year US 600 million syndicated loan,

. ln 2014 issued its debut 5 and lO-year Eurobond totalling $2.75 billion, part of

which was used to retire the maturing syndicated loan.

. In 2015 issued a Z-year syndicated loan of $750 million and a 7 Year commercial

loan worth $600 million.

50)Debt sustainability analysis, compares debt burden indicators to thresholds over 20 -year

projection period. If a debt burden indicator exceeds its indicative threshold then it would

suggest that a risk of experiencing some form of debt distress exists. The objective of

Debt Sustainability Analysis (DSA) is to evaluate a country's capacity to finance its

policy agend4 and service the its debt without unduly large adustments that may

compromise its macroeconomic stability and/or that of its economic partners. The DSA

framework consists of lwo complementary assessments of the sustainability of Total

public sector debt and Total external debt.

51)Currently Public Sector DSA indicates ttrat the level of debt in the country is generally

sustainable at 49% against an IIv{F threshold of 74o/o in Net Present Value terms.

However, the PFM Act Rregulations requires that debt to GDP ratio does not exceed 50oZ

of NPV. This implies that there may be limited fiscal space for borrowing for the FY

2018/19.
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52) Review of external debt sustainability indicates that the DSA ratios will remain within

sustainable levels. This is athibutable to the high level- of concessionality of cunent

external debt composition. However, risks to the current threshold may emanate from

factors that might affect the assumption of a positive macroeconomic outlook over the

medium term.

53) With regards to the overall debt strategy for 2018/19 and the medium term, the

Committee observed that there were deviations from the debt strategies indicated under

the 2018 Budget Policy Statement and the Medium Term Debt Strategy. While the BPS

proposes to finance the deficit through borrowing more from the domestic market

(external to domestic financing ratio of 37: 63 percent) the MTDS states a strategy of

borrowing less from the domestic market (extemal to domestic financing ratio of 57:43

percent).

t
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VII. SUBMISSIONSFROMSTAIGHOLDERS

pursuant to Standing Order 174 (5), the Committee invited the Cabinet Secretary, National

Treasury, Cornmission for Revenue Allocation (CRA), the Council of Governors and County

Assembly Forum (CAI).

On 20th February, 2018, the Commission for Revenue Allocation (CRA), representatives from

National Treasury appeared before the Cornmittee and submitted their views outlined herein. The

Council of Governors, (CoG) submitted a memoratrdum through a letter on the same matter.

54) Submission from The commission on Revenue Allocation (cRA)

The 2018 BPS focussed on the government agenda labelled as "Big Four" and aimed at:

Supporting value addition and raising the manufacturing sector's contribution to GDP to 15

percent by 2022, Initiatives that would guarantee food security and nutrition through

expansion of food production and supply, provision of Universal Health Coverage (UHC) and

provision of affordable houses. The target was to deliver services which would improve the

living conditions of Kenyans. The BPS did not define the role the county governments in

actualising the "Big Four" given the concurrent roles of both levels of government.

Fiscal Deficit was focussed to reduce ftom 7 .2%o to 3.0 oh of GDP over the medium term: by end

of Financial Year (FY) 2021 12022.

The capping of interest rate substantially increased domestic credit to the government whereas

the credit for Private sector increased minimally. The BPS 2018 did not outline measures which

would spur growth in credit available to private sector and encourage private sector borrowing.

Such a position would hinder efficient implementation of PPP as envisaged in actualising the

"Big Four".

Disbursement to County Governments was delayed for the first quarter of the FY 2017/2018.

That hindered the delivery of services to the citizens. It also led to pending bills; which had

adverse effects on private sector especially (Small and Medium Enterprises (SMEs). Allocation

to the Equalisation Fund was provided at Kshs. 4.7 billion for 2018/19. That allocation should

have been increased to Kshs.6.4 billion to cater for arrears of previous years (2011112 and

Z0lZ/13), part of which, was provided for in 2Ol7ll8. The BPS did not provide for any review

of the utilisation of the Equalisation Fund. By June 2017, Kshs.l.l billion had been spent in

marginalised counties leaving a balance of Kshs. 11.3 billion.
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There was misrepresentation of the Aggregate fiscal framework. The fiscal framework on

allocation to national goverrunent was misrepresented. There was indication that allocation to

national government was fast declining from a high of 18.4% to 8.5o/o whereas remained at an

average of 20% of ordinary revenue. The BPS indicated that the nalional govemment be

allocated Kshs. 1,370 billion in 2018/19, an increase of 16.4% from an allocation of Kshs. I;177

billion in2Al7ll8. The County government allocation provided at Ksh314 billion in 2018/19, an

increase of 4%o from Kshs.302 billion in20l7/l8.The 4o/o was not based on any criteria.

Conditional allocations were tied to actualisation of specific national government policies. The

Commission recommended for a new conditional allocation through the ministry of Health to

build and equip two regional cancer centres at a cost of Kshs. 2.5 billion each and establishment

of a national cancer drug programme at a cost of one billion shillings annually. The BPS had not

provided for this allocation. The Commission persuaded the parliament to provide for this

allocation. Cancer was a national pandemic that was fast drawing the population into abject

poverty.

Debt servicing had adverse effects on the equitable share. Government obligations (debt) must be

met before sharing the revenue. Thus, with increase in debq the sharable revenue reduces. That

may hinder service delivery in the future especially by the county governments.

Deficit financing framework was inconsistent with: the investment plan that requires huge

financial outlays to deliver the "Big Four", slow recovery of the economy and revenue forecasts

presented in the 20188PS.

Future County Allocation of Revenue Bills Cash Disbursement Schedule should separate

equitable share and conditional grants. That would save the counties from delayed disbursement

of equitable share as witnessed in first quarter of 2017/2018.

55) Council of Governors

The letter from Council of Governors indicated that ttre council was aware of the following

proposals in the in the BPS -

County governments' equitable share for the FY 2018/2019 would be Ksh. 314 Billion. An

allocation of 20% of roads maintenance fuel fund to cater for class D roads which were referred

as county roads. There would be partnership between two levels of government to ensure

implementation of the "Big Four"
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56) The National Treasury and Ministry of Planning

The representatives from the National Treasury informed that Committeg that-

The 2018 BPS theme was 'creating jobs, transforming livei' which had been tagged as "Big

Four" plan. The focus was on universal health, affordable housing, manufacturing sector and

food security. To achieve the 'Big Four', there were plans to partner with counties since some of

the roles were devolved under schedule 4 of the constitution.

Manufacturing sector was targetingby 2022 to increase its share to GDP from9%o - l\oh.That

would be achieved through reorganisation of the sector to revive industries like leather, textile,

construction and building materials, embracing ICT, improvement of industrial enablers like

affordable energy, security, road and sustainable macroeconomic environment.

Affordable housing would be achieved through improvement on access to cheap housing

mortgage, supporting housing SaCCOs and private sector to provide necessary support and

allowing issuing of bonds to raise equity for the same

Universal health would be achieved through working with NHIF to ensure acc€ss for all,

increasing the number of level 5 referral hospitals.

Food security would be achieved through non dependence on the weather

The national government effort would be geared towards reducing expenditure and increasing

revenue- each ministry' programmes was to be rationalised to sustain the "Big Four" agenda.

The ongoing projects would continue as well as integrate the "Big Four"- necessary consultation

were on going to ensure counties were collaborated into the plan. Effort would be made to

integrate "Big Four" in the 2018 BPS and each ministry was obligated to align its programmes

to the same. There was need in project management to conduct cost-benefit analysis. There was

no new project to be initiated by the national government without a report on cost- benefit

analysis.

During the FY 2017/2018 there were revenue shorfall which led to a lower growth rates. The

target was 6.1% but it was later reviewed to 4.8%. Revenue collection was expected to rise
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because of automation of iTax to increase domestic revenue, adoption of Integrated Customs

Management System (ICMS) to improve on valuation systenis, linking iTax to IFMIS.

The national public debt was sustainable for it was within the allowable levels as provided for in

PFM Act, and according to the World Bank's country policy and institutional Assessment index.

There was adequate legislation for County govemments to develop Debt Management System

pMS). There were provisions on right procedure and counties must seek national government

guarantee. Pertaining negotiated borrowing framework, PFM Act and Regulations had set lirnits

and allowable service costs. Most of the counties did not qualifi for incurring public debts since

their financial statements required clean up.

It was necessary to conduct an assessment on the impact of capping interest rates. That would

inform on whether there was need to adopt other mechanisms to control interest rates without

reducing the capital accessible to the private sector.

Equitable share was based on principles set out in Article 203 of the constitution, fiscal

framework at the national level- revenue shortfall and fiscal deficit, there had been an imbalance

befween funding of county function and national function; thus the growth factor of 4o/o on

county equitable share from Kshs. 302 billion to Kshs.314 billion. County governments had huge

pending bills- that would be attributed to over ambitious revenue projections. There was a

proposal to build the capacity of counties on revenue projections, developing a regulation on

revenue projections and use of inter-agency approach to develop policy to strengthen revenue

collection.

The equalisation fund policy lapsed at the end of FY 201612017. A new policy was being

designed by CRA. The appropriations made in 2016/2017 lapsed without implementation of the

projects. New appropriations have to be done to ensure the projects implementation was legal

and bidding.

The allocation for funding lease of medical equipment was to increase because the govemment

was planning to inhoduce new referral hospitals. Secondly the previous Kshs. 4.5 billion was

under funding/ budgeting.
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The Committee noted that the groMh factor on county equitable share was 4% while national

govemment growth factor was 17 .2%. The 4%o did not consider the inflation factor which was at

5%.
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57) Senate Standing Committees' submissions

Pursuant to standing order 174 (5), the Committee invited Senate Standing Committees, which

oversight different state deparlments, to consider respective sector provisions in the BPS and

forward the observations and recommendations.

The Standing Committees considered respective sectoral provisions in the BPS and the summary

is as follows-

COMMITTEE OBSERVATIONS AND RECOMMENDATIONS

Agriculture,

Livestock and

Fisheries

Operationalize the Fisheries Management and Development Act 2016

through budgetary allocation to facilitate protection, management and use of

aquatic resources.

In the 2018119 ceilings increase allocations made to the Departments for

Agriculture, Livestock, Fisheries and Blue Economy by Kshs. 8 Billion

Increase the allocation to Agriculture, Livestock and Fisheries from 8.76%6to

10% in accordance with Maputo Protocol.

Institutionalize measures that will address climate change and mitigation

factors in particular to pastoralists and crop farmers as a strategy to address

potential conflicts

Reallocate resources from the Kenya Meat Commission to 47 Counties as

conditional grants to facilitate establishment of abattoirs

Enhance the operationalisation of the Pest and Control Product Board and

Kenya Plant Health Inspectorate Services for better pest control services in

particular almy worrns that affect maizp farmers

Streamline the management of the Coffee and Tea Cooperative societies to

eradicate exploitation of farmers through middlemen

Establish Conditional Grants to facilitate the county governments to do soil

testing, quality seeds and fertilizers subsidies to enhance productivity

Amend the Public Finance Management Act"20l2 to extend the timelines for

the consideration of the Budget Police Statement from 12 days to 30 days for
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COh{MITTEE OBSERVATIONS AND RECOMMENDATIONS

objectivity

Institute measures to revival major cash erops such as sugar cane, cotton and

enhance the value chain management in the agricultural sector in holistic such

as marketing

Labor and

Social Welfare

Prioritize development expenditure and pending bills and breach of

contractual agreements

lncrease allocations to the State Deparhnent for sports development and State

Department for Arts and Culture by Kshs 8,816 million and Kshs 4,684

million respectively to enhance service delivery by the departments

Fast-track establishment of an institutional framework for enhanced

coordination of all social protection programs to create harmony and avoid

duplication

Establish Conditional Grants to counties to support in Sports management and

development in particular the allocation of the People Living with Disabilities

Allocate resources to train and hire youth as Community Health Workers to

complement the Universal Health Cover Program

Fast-kack amendment and enactment of legal frameworks (I.[ational lndustrial

Relations Policy, Wages and Remuneration Policy, Regulations on Oil and

Gas, Labor Market Information Policy, Labor Migration Management Policy,

National Social Development Policy, National Community Development

Policy, Older Persons Policy, Persons with Disabilities Policy, Anti Female

Genital Mutilation Policy, National Gender and Development Policy, National

Equality Policy, Merging of Affirmative Action Funds Policy) that are aligned

to the Constitution.

Operationalize the National Employment Authority, Act" 2016 for manpower

development employment and productivity management

Enhance allocation to the Sports and Arts Sector for employment creation to

Youth and Women

Enhance allocations to address succession management issues in the public

service (an ageing public service vis a vis youth employnent)

Institute a framework that will facilitate accreditation and certification of

semi-skilled labourforce to increase employment and complement skills in the
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]WTBNOATIONSAND RECOOBSERVATIO NSCOMN{ITTEE
Big,lementation

sectorconstructiontheASsuch4theofimp

employment of the youth in the sector' in particular' those with less 'than 6

months exPerience

Private Sector to encourageto theSet allocations to provide incentives

with the Budget Policy Statement with the relevant stakeholders

a longer Period to engageiament to have
Amend the PFM Act to allow Parl

National

SecuritY,

Defence and

Foreign

Relations

incurredthroughdirectcornpensationortheexpansionofthemandatesofthe

Livestock Insurance Program

such as lossesof cattle rustlingwill address issuesInstitute a framework that

youthradicalizationanddrugabuseinbidtocomeupwithprogramstostem

out the vices. These counties include; Lamu, Isioro, Mombasq Mandera,

ofravaged bY challengescountiesgrants to sPecificEstablish conditional

Wajir, Gariss4 Nairobi and Marsabit'

properties in foreign missions, such as use of inflated prices and poor rates of

completion of foreign mission properties

from acquisition ofissues arisingwith recuningdealEstablish a framework to

establish energy efficiency at the community or house hold level such as the

"last mile connectivityprogram" and the "Gas Yetu - Mwananchi Gas

Project"

ect designed toieal effects of the Projto determine theEstablish a frameworkEnergY

capacityonnaturalresourcemanagementtoinvestinsustainablerenewable

energy and environmental conservation

to enhance theirtraining to Countiesfast-trackEstablish a framework to

toviabilitywheretheproducedpowercannotbeevacuatedduetolackofa

high voltage line to transmit it to the Suswa substation and high operational

costs.

Project dueTurkana Wind Powerto the LakeEvaluate budgetary allocations

based on current and future consumption' to guarantee

of energY requirementthat will ensure mapPlng
Develop a policy framework

for every countY,r Report on the 2018 BPSI Finance and Budget Committee
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COMN{ITTEE OBSERVATIONS AND RXCOMMENDATIONS

uninterrupted services delivery for sustainable development.

Amend the deign Budget Policy Statement to include infonnation on energ"y

distribution and hansmission, resource allocation and development uptake per

county level to facilitate Senate decision making criteria.

Health Establish a policy framework.that will harmonize and merge various

initiatives/projects (HISP and Insurance for the elderly and the disabled) under

the social insurance programs aimed at supporting the UHC for effectiveness

and efficiency in implernentation.

The BPS should provide an additional Kshs. 11,806,032,000.00 to County

Govemments as combined additional cost as Negotiated under the Collective

Bargaining Agreements with Doctors, Nurses and Clinical Offrcers.

Fully operationalize the Health Act 2017 through an intergovernmental

framework with county govemments in the area of health human resource

managernent which is a key element of ensuring a seamless and cost-effective

implementation plan of the UHC.

The proposed budget ceiling for Health sector for 2018/19 is Kshs 69.9 Billion

which is less than the resource requirement for the sector which stood at Kshs

115.8 Billion. in the next MTEF period, the resource requirement for the

sector is Kshs374.6 Billion against a proposed resource ceiling of Kshs.2l5.9

Billion. This is a significant resource gap in the sector considering the

govemment intention to actualize the UHC by 2022 as one of its 'Big Four'

plans. Thus, the Health sector is not adequately supported in terms of resource

allocation to implement of the Universal Health.

Increase the budgetary allocation from 8 percent FY 20l7ll8 to 15 percent as

envisaged in the Abuja Declaration. The National Government spent

approximately 4% on health. Counties on average spent 25.2 per cent of their

budgets on health. However, the shareable revenue of counties is lower than

the national govemment. There is a need to cost service delivery of health

services in the counties with a view to increasing health budgetary allocations

and directing more resources and efforts towards preventive and promotive

health care

f 
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COMX{ITTEE OBSERVATIONS AND RECO MMENDATIONS

Budgetary provision should be made for the funding of Emergency

Treatment as stipulated in Section 7 of the Health Act20l7

Fast tract the development of the- MTP III that is supposed to inform 2018119

and medium-term resource allocation in all sectors through the BPS

The Ministry of Health should explore home-grown financing mechanisms to

cushion critical projects in the Ministry that fully depend on donor funding

that sometimes is not consistent affecting Kenya's priorities and within

broader objectives of universal health coverage.

The Ministry should map out all high volume health facilities with a view to

identifuing other hospitals that can benefit from the KShs. 4,325,000,000.00

Level 5 and other High-Volume Health Facilities conditional grants.

Land,

Environment

and Natural

Resources

There is need to align on-going projects in the sectors under the Committee

purview to the "'BIG FOUR"' agenda rather than initiating new projects for

the sole purpose of implementing the country's transformative agenda.

The Budget Policy Statement (BPS) be made in a manner to allow various

house standing Committees to interrogate the BPS eff[ectively.

There is need for donors to adhere to the budget execution proc€ss of the

country so as to avoid unnecessary projects stalling as a result of funding cuts

for the many projects in the Sector

Roads,

Transport and

Infrastructure

Fast track the enachnent of the Kenya Roads Bill, to provide for a legal

framework for the road classification process and the distribution of the Roads

Maintenance Levy Fund between diflerent national government organs and

the county governments.

There is a notable disparity between the Budget Policy Statement (BPS)

allocation for the Road Maintenance Levy Fund (RMLF) of Ksh. 8.29 Billion

and the recommendations by the Commission on Revenue Allocation (CRA)

that indicates the Kenya Roads Board isl1Yo of RMLF worth KSh. 8.556

billion that should be allocated to counties.

Establish a framework for national and county governments to align their

developmental needs and link the County Fiscal Shategies and the BPS for
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CO]\{IVIITTEE OBSERVATIONS AND RECOMMENDATIONS

devolved functions that affect the 'Big Four'

The Budget Policy Statement (BPS) for FY 2018/19 Budget Ceiling, be

maintained as given in the Budget Policy Statement for the Sector

County governments should endeavor to establish infrastructural facilities and

policies that athact of encourage growth of real sectors under the Big 4 agenda

i.e. manufacturing in order to enhance their income and employment- This

will require both skill development and provision of land for development and

measures of reducing production costs.

Education That additional resources be allocated as conditional grants to county

govemments for development and equipping of Village polytechnics.

The Ministry provides the breakdown of all pending bills in the sector

future reference and decision making by the Committee.

for

The Ministry to fast tack the preparation and presentation of the Sessional

Paper on ECDE policy before the Senate for concurrence and subsequent

implementation by the County governments.

The Public Finance Management Act" 2012 be amended to increase the

duration of time with which Parliament should interrogate the BPS

The Ministry to fast track the development of ECDE guidelines and standards

to guarantee uniformity in ECDE development and management across all

Counties.
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VIII. COM]VtrTTEERECOMMENDATIONS

The Committee recommends the following -

A, POLICY RECOMMENDATIONS

1. Amendment of section 25(7) of the PFM Act2012 to extend the tirnelines for the

consideration of the Budget Policy Statement by Parliament from 14 days to 30 days.

2. The role of County Govemments in realization of the "Big Four" plan should have

b6en explicitly stated in the 2018 BPS as most of the key initiatives underthe plan are

devolved. The following areas should be considered -

(i) Agriculture- this sector will require numerous interventions including

distribution of quality seeds and fertilizers, hiring of extension workers,

agricultural land zoning as well as investments in the livestock sector to

improve health and wellbeing of livestock. These roles require collaboration

with county governments. This can be done through conditional grants to

county governments to address some of these concems such as hiring of

extension workers.

(ii) Manufacturing - County Governments need to make it easier to do business

in their regions through beneficial legislations, making it easy to get licenses

for businesses, charging reasonable rates, building access roads and other

infrastructure such as markets to enable cottage industries and other

businesses in the regions to thrive. In addition, the identification of key

strategic industries should be based on each County's resource strength or

comparative advantage.

(iii)Health - County governments will have a role to play especially in health

human resource management including recruitment of community health

volunteers and also in implementing the Collective Bargaining Agreements

(CBA) for health workers. This will enhance service delivery in the sector and

actualization of i00 percent Universal Health Coverage for all households by

2022.
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(iv)Ilousing - there will be need for joint zoning and urban planning with county

governments. The protection of land as a factor of production is a

responsibility also for counties. This may require passing of laws among other

measures for agricultural land zoning so as to protect the limited land that is

available for farming from turning into a concrete jungle at the expense of

food production.

3. To rnake flre "Big Four" PIan a reality, the National Treasury and Minisfy of

Planning should provide a masterplan or blueprint (Medium Tenn Plan III) ftat

clearly spells out the agenda/strategy/policies with a results matrix for resource

allocation as well as a monitoring and evaluation framework. A policy framework

will guide resource allocation and facilitate reorganization and re-prioritization of

expenditure to achieve the "Big Four" PIan. This can be achieved through a sessional

paper so as to facilitate inclusive consultation, identification of strategies and outline a

collaborative framework with county governments to establish clear way forward on

how these interventions will be implemented.

4. To enable implementation of the "Big Four" plan at the County Level, there should

be subsequent allocations to counties for new conditional grants in the following

initiatives-

. Developmen! equipping of village polytechnics and expansion of ECDE;

Boosting agricultural production among the small-scale farmers and

pastoralist communities and

. Protection of environment to address the dual problem of water scarcity and

climate change

5. ln order to reduce the pending bills in Counties, the National Treasury in

collaboration with the Controller of Budget should institute measures that will

guarantee credible budgets with betler alignment to CIDPs, County Annual

Development Plans, and County fiscal strategy papers. This is especially in the

following areas- over projection of revenue, poor classification of pending bills,

fictitious payments, budget appropriations and actual disbursements.
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6. The National Treasury should collaborate with.the county govemments to enhance

capacity building on fiscal operations and oversight, for both County Assemblies and

Executives. This may be done through the development partners' support for example
- 

the Kenya Devolution Support Programme (KDSP).

7. The National Treasury should provide information on the criteria used in increasing

some of the conditional grants such as leasing of medical equipment which was

allocated Ksh. 4.5 Billion for FY 2017118 in the Division of Revenue Act 2017. This

is in view of the fact that the 201 8 BPS indicated an allocation of Ksh. 6.1 Billion for

FY 2017l18 and is proposed to increase to Ksh. 9.4 Billion for FY 2018119.

8. Commission on Revenue Allocation (CRA) should fast-track the development of the

second Equalization Fund Policy to enable full operationalization of the fund.

9. The National Treasury should fast-track the development of a borrowing framework

for County Govemments. This should include short-term bonowing for county

governments for payment of salaries which is often occasioned by delays in

exchequer releases.

10. The National Treasury should review the design of the Medium-Term Debt Strategy

(I\,{TDS) to include county governments' needs and other provisions such as county

debt risk managemen! provision of an avenue for ensuring adherence to set county

debt ratios and proposals for cost effective financing mechanisms that could lessen

dependence on equitable share ofrevenue.

1 1. That the National Treasury implements the debt shategy option proposed in the

Medium Term Strategy Paper and ensure that the government's domestic debt does

not crowd out private sector borrowing. This is likely to avail more credit to the

private sector and often results to expansion of activity and eventually increased

Gross Domestic hoduct (GDP).

f 
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lZ.The National Treasury should fast-track development of county government own-

source revenue (OSR) policies to enable counties improve revenue collection

13. The National Treasury should ensure that IFMIS is secure, reliable, efficient and fully

integrated with other PFM systems. For example, revenue collection systems for

county governments, enforcement of Procurement law to eliminate pilferage of public

funds.

14. The Intergovernmental Relations Technical Committee (IGTRC) should expedite the

process of identifuing, verifuing and validation of the exact register of assets for

county govemments and liabilities inherited from the defunct local authorities. The

lag in establishing the assets and liabilities inventories is likely to affect accuracy and

genuineness of those inventories.
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B, FINANCIAL RECOMMENDATIONS

The Committee recommends the following financialrecommendations: -

a) That the County Allocation for FY 2018/19 be as follows -

(i) Total County Allocation be Ksh. 387.556 Billion of which

a County Equitable share be Ksh.327.714 Billion

/ That the equitable share for FY 2017118 of Ksh.302 Billion be

adjusted for salaries and operations for libraries amounting to Ksh.

319 Million then adjusted for inflation at7.0 percent and growth in

services at 1.4 percent.

a County Conditional Grants be Ksh. 59.842 Billion which comprises of the

following-

'/ Leasing of Medical Equipment- Ksh. 4.5 Billion

./ Compensation for user fees foregone- Ksh. 900 Million

'/ Level 5 Hospitals- Ksh.4.326 Billion

/ Rehabilitation of Village Polytechnics- Ksh. 2 Billion

'/ Supplement for Construction of County HQs- Ksh. 605 Million

/ Allocation from the Fuel Levy (15%)-Ksh. 8.269 Billion

'/ Allocation from Loans and Grants-Ksh.33.242 Billion

./ Establishment of 2 Regional Cancer Referral Centers-Ksh. 5

Billion

/ National Cancer Drugs Access Programme- Ksh. 1 Bitlion

b) That the fiscal deficit (on commitment basis excluding grants) be set at 6.0 percent of

GDP in FY 2018/19.

c) That there be expenditure rationalization to cater for the following-
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(i) IGh. 2,236,399,814 as an additional allocation to the recurrent expenditure ceiiing

for Vote 2041 Parliamentary Service Comrnission.

- (ii) Ksh. 1,075,000,000 as an additional allocation to the development expenditure

- . ceiling for Vote 2041 Parliamentary Service Commission.
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58) Submissions from Parliamentary Service Commission Vote 2041

A presentation by a representative from Parliamentary Service Commission informed the

Committee as follows-

In the BPS for 2018, the Parliamentary Service Commission (Senate Affairs and General

Adminiskation, Planning and Support Services Programme) was allocated I(ES 10.823 Billion

and KES 2. i50 Billion for recurrent and development expenditure respectively under Vote 2041.

These figures are further subdivided into the two Programmes managed under Vote 2041 as

follows:

l. Senate Affairs Programrne @ecurrent) - KES 5.8383 Billion

2. General Administration, Planning and Support Services Programme:
Recurrent - KES 4.9852 Billion

Development - I(ES 2.15 Billion

Funding Requiremeuts

The National Treasury Budget Circular for the Financial Year 2078/19 advised that the budgeting

will be on zero based budgeting principle. This means that the financing needs for the next

financial year shouldbe projected independent of those of the current furancial year except in

respect of on-going proj ects.

In the Financial Year 2018/19, Parliament's budgeting process has therefore been anchored on

the following assumptions and framework:

1. That the annual rate of inflation will be estimated at 5o/o per annum as stipulated in the

Treasury Budget Circular;

2. Although the Treasury policy as contained in the Treasury CircularRef. No. ES 1i03 and

the advice given by the National Treasury vide letter Ref. No.

RES/2041l17101/N3recommended that resources should not be provided for recruitonent

of additional staff; the experience of the last five years has shown the need for additional

staff. Compensation to employees will therefore grow based on the annual salary

increment of 7Yo for the existing staffestablishment as well as for the on-going additional

recruifunents;

3. Parliament will play a greater role in supporting the big four national agenda by

considering the legislative framework proposed by the Executive to support its effective

and efficient implementation.
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Senate Affairs Programme

The 12tr Parliament has newly elected Senators who will be expected to manage this Programme

in order for the Senate to fulfil its constitutional mandate. The progftrmme resource requirements

for this programme will be KEs7,238,478,033compared to the ceiling of KES 5,838,300,000,

hence a furancing gap of I(ES 1,400,198,033. The resowce requirement is based on the

following justifi cation:

1. In the Financial Year 2077/l8,.Compensation to employees for both Senators and

staff was I<ES 2,467,955,546. This included KES 438 million budgeted to pay

gratuity for contractual staffwho served in the County Offices for Senators in the 116

Parliament. A deduction of this amount leaves KES 2,029,955,546. This amount is

expected to grow by 7% on account of annual increments leading to a total resource

requirement of KES 2,772,052,434. Further, an additional KES 50 million is needed

to fund gratuity for staffwho served in County Offices in the i lt Parliament and who

will not have been paid at the end of the current financial year.

Z. Normal operations within the work plans and the annual procurement plans for each

of the six AJE Holders within this programme have a total resource requirement of
KES 2,112,425,599 for the Financial Year 2OI7/18. This includes reimbursements to

finance operations and rent for County Offices.

3. Leadership offices in the Senate for the 12th Parliament have now been fully

constituted. Some of these leaders are new. Based on the policy of the Parliamentary

Service Commission, they are entitled to a number of contracted staff. These staffs

need more capacity building to effectively discharge the duties for which they have

been engaged. Further, of the 68 Senators, 51 are serving for the first time and require

enhanced capacity building and experience needed to efficiently discharge their

duties. A funding of KES 150 million is therefore required to finance capacity

building for these two groups in the Financial Year 2017/18.

4. The Parliamentary Service Commissionhas received a proposal to facilitate

Parliamentary Offrce holders with official vehicles to support discharge of their

official duties as such office holders. It is in this regard that a resource requirement of
KES 238 million will be required for the pwchase of the vehicles.

5. ln the 1ltr Parliamen! many county governments had a lot of challenges relating to

governaDce and public financial management. The impeachment litany of motions

and audit queries handled by the Senate demonsfrated this. The Senate of the 126
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Parliament plans to be proactive in addressing these challenges. The strategy will
involve capacity building initiatives, county visits and the setting up of Monitoring

and Evaluation framework through a fund to handlethese countygovernment

challenges proactively. A total of I(ES 2 Billion will be needed to finance this

fram'ework.

6. The Senate as a custodian of county govemments, ought to collectively have a better

understanding of the actual situation and the environment in each county in order to

provide better oversight and legislation. One of the strategies to achieve this is for the

Senate to hold some of its sittings in the counties. The Senate resolved to hold sittings

in the Counties starting from the Financial Year 20181i9. KES 196 million will be

needed to support this initiative.

7. Senators in the 12th Parliament have not had adequate facilities to support the

discharge of their duties. This includes furniture, computers and other related

equipment and facilities. This had been planned for the current financial year but

could not be procured because the money was reduced during the Supplementary

Budget to finance the election. KES 100 million will be needed to support this

process.

8. The Senate has been participating in the East African Parliamentary games. In the

past these activities have had a resource constraint on the budget. It is against this

background that a resource provision of KES 120 million will be needed to

specifically finance these obligations.

9. The Senate is committed to support the big four development agenda of the

Government of Kenya. The Senate plans to do so by way of review or enactment of
legislation proposed by the Executive to support this. A funding of KES 100 million

is therefore required.

10. The distribution of the resource framework required for this programme is

summarized in Table 1 below-
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Budget item Resource

Requirements
BPS Ceilings Variance

Compensation to employees 2,222,052,434

Use of goods and other recurrent

expenditures

2,112,425,599

Capacity building 150,000,000

Senate sittings il the Counties 196,000,000

Senate M&E 2,000,000,000

Additional facilities 100,000,000

Wellness, Ouheach & Sports 120,000,000

Purchase of vehicles 23 8,000,000

Big four agenda 100,000,000

TOTAL 7,238,478,033 5,838,300,000 1,400,179,033

Table 1: Resource uirements - Senate Affairs (Vote 2041)
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2.1 General Administration, Planning and Support Services Programme

This programme covers activities, facilities and services that cut across the two Houses of

Parliament including development expenditure. The programme resource requirements for this

prograrnme will be K8S5,821,401,781 compared to the ceiling of KES 4,985,200,000 under

Recurrent expenditure. On the development Vote, KES 3,225 Billion is needed against a ceiling

of KES 2.15 Billion. In the Financial Year2018li9, the proposed framework for funding this

prograrnme is as follows:

t.
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I

I
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1. The framework on personal emolument has been divided into two categories:

(a) Ongoing recruitment of additional staffexpected to cost a total of Kshs.403 million

(b) Compensation to employees, which is expected to grow at a rate of 7% on account of

annual increments. This will translate to a total funding requirement of KES

1,936,359,597.

2. Parliament purchased County House and has rented additional facilities within its

precincts to ease the current offrce space constaints. KES l00million will be needed on

account of refrrbishment of these offrces to bring them to a usable state.
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3. Parliament is in the process of reviewing and upgrading its securiry systems. In the

Financial yeat 20L7/18, a security survey was commissioned to develop a comprehensive

Integrated Security Management System (ISMS). The survey is in its hnal stages. The

next step is to commence implementation. This will be undertaken in phases. KES 800

million is expected to be set aside to commence the first phase of the implementation

process.

4. The problem of office space continues to affect the operations of Parliament. Payment

certificates for the on-going Multi-Storey Office Complex are expected to amount to

approximately KES 2.0 Billion during the20l8/20i9 financial year.

5. Parliament intends to set up a Parliamentary Square. Part of this policy will include

purchase of buildings falling within the proposed Parliament Square. This will help

Parliament to provide better offrce facilities and further support the setting up of a better

security management strategy and plan for Parliament. In this regard, the Parliamentary

Service Commission is in the process of acquiring Baden Powell House, The St. Johns

Ambulance Building andUfanisiHouse. KES 300 million is required to commence the

process of purchasing these buildings.

6. At the conclusion of each Parliament, the practice is to undertake a comprehensive

internal audit of Constituency and County Offices all over the Country. This audit will

ensure an update of the asset register as well as obtain the information necessary to

enhance internal conkols in the financial operations at these offices. KES 100 million is

required to fully undertake this audit.

7. Parliament has had a serious transport challenge. Some of the vehicles purchased five

year ago are now in a state of breakdown and disrepair. Further, sometimes staff on

official duty are unable access transport seryices due to lack of vehicles for day-to-day

operations. There is need to provide KES 108 million to purchase additional vehicles.

8. Parliament has set up a Health and Safety committee in 2017. This is a statutory

committee. Its operations are expected to cost KES 96 Million.

9. The dishibution of the resource frameyTeL required for this programme is summarized in

the table 2 below.
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Budget item Resource

Requirements
BPS Ceilings Variance

Recurrent expenditure 5,821,401,781 4,985,200,000 836,201,781

Compensation to employees 1,936,359,597

Additional Recruitment 403,000,000

Audit of Constituency/County

offrces

100,000,000

Grants and Transfers 60,785,813

Purchase ofvehicles 108,000,000

Use of goods and other recurrent

expenditures

3,117,256,371

Health and Safety Committee 96,000,000

Development expenditu re 3,225,000,000 2,150,000,000 1,075,000,000

Multi-storey offi ce Complex

Purchase of Buildings

Refurbishment of Buildings

ISMS

2,000,000,000

300,000,000

125,000,000

800,000,000

TOTAL 9,046,401,78L 7,135,200,000 1,911,201,781

Table 2: Proposed Resource Requirements - General Administration,
Plannin and Su port Services ote 2041)

The PSC requests for an upward adjustments of the ceilings to finance the deficit within PSC

Vote 2041 amounting to kshs. 3,311,399,814 as indicated here below-

1. Senate Affats Programme - KES 1,400,198,033

2. General Administration, Planning and Support Services Programme -
a. Recurrent Expenditure - KES 83620t,781

b. Development Expenditure - KES 1,075,000,000

The Parliamentary Service Commission deficit within Yote2047 is disaggregated as follows:

a) Recurrent expenditure - KES 2,236,399,874

b) Development Expenditure - KES 1,075,000,000r Report on the 2018 BPSI Finance and Budget Committee



VIII. COM]VtrTTEE RECOMMENDATIONS

The Committee recommends the follorving -

A, POUCYRECOMMENDATIONS

1. Arnendment of section 25(7) of the PFM Act}}TZ to extend the timelines for the

consideration of the Budget Policy Statement by Parliament from 14 days to 30 days.

2. The role of County Governments in realization of the "Big Four" plan should have

been explicitly stated in the 2018 BPSas most of the key initiatives under the plan are

devolved. The following areas should be considered -

(i) Agriculture- this sector will require numerous interventions including

distribution of quality seeds and fertilizers, hiring of extension workers,

agricultural land zoning as well as investments in the livestock sector to

improve health and wellbeing of livestock. These roles require collaboration

with county governments. This can be done through conditional grants to

county govemments to address some of these concerns such as hiring of

extension workers.

(ii) Manufacturing - County Governments need to make it easier to do business

in their regions through beneficial legislations, making it easy to get licenses

for businesses, charging reasonable rates, building access roads and other

infrastructure such as markets to enable cottage industries and other

businesses in the regions to thrive. In addition, the identification of key

skategic industries should be based on each Count5r's resource stren$h or

comparative advantage.

(iii)Health -County governments will have a role to play especially in health

human resource management including recruitment of community health

volunteers and also in implementing the Collective Bargaining Agreements

(CBA) for health workers. This will enhance service delivery in the sector and

acatalization of 100 percent Universal Health Coverage for all households by

2022.
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(iv)Housing - there will be need for joint zoning and urban planning with county

governments. The protection of land'as a factor of production is a

responsibility also for counties. This may require passing of laws among other

measures for agricultural land zoning so as to protect the limited land that is

available for farming from tuming into a concrete jungle at the expense of
food production.

3. To make the "Big Four" Plan a reality, the National rreasury and Ministry of
Planning should provide a masterplan or blueprint (Medium Term Plan III) that

clearly spells out the agenda/strategy/policies with a results matrix for resource

allocation as well as a monitoring and evaluation framework. A policy framework

will guide resource allocation and facilitate reorganization and re-prioritization of
expendifure to achieve the "Big Four" Plan. This can be achieved through a sessional

paper so as to facilitate inclusive consultation, identification of strategies and outline a

collaborative framework with county governments to establish clear way forward on

how these interventions will be implemented.

4. To enable implementation of the "Big Four" plan at the County Level, there should

be subsequent allocations to counties for new conditional grants in the following

initiatives-

. Development equipping of village polyechnics and expansion of ECDE;

. Boosting agricultural production among the small-scale farmers and

pastoralist communities and

. Protection of environment to address the dual problem of water scarcity and

climate change

5. In order to reduce the pending bills in Counties, the National Treasury in

collaboration with the Conholler of Budget should institute measures that will
guarantee credible budgets with better alignment to CIDPs, County Annual

Development Plans, and County fiscal strategy papers. This is especially in the

following areas- over projection of revenue, poor classification of pending bills,

fi ctitious payments, budget appropriations and actual disbursements.

I

i4

u
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6. The National Treasury should collaborate with the county governments to enhance

capacity building on fiscal operations and oversight, for both County Assernblies and

Executives. This may be done through the development partners' support for example

the Kenya Devolution Support Programme (KDSP).

7. The National Treasury should provide information on the criteriaused in increasing

some of the conditional grants such as leasing of medical equipment which was

allocated IGh. 4.5 Billion for FY 2Ol7/18 in the Division of Revenue Act 2017. This

is in view of the fact that the 2018 BPS indicated an allocation of Ksh. 6.1 Billion for

FY 2017/18 and is proposed to increase to Ksh. 9.4 Billion for Fy zolgllg.

8' Commission on Revenue Allocation (CRA) should fast-track the development of the

second Equalization Fund Policy to enable full operationaluationof the fund.

9. The National Treasury should fast-track the development of a borrowing framework

for County Govemments. This should include short-term bonowing for county

governments for payment of salaries which is often occasioned by delays in

exchequer releases.

10. The National Treasury should review the design of the Medium-Term Debt Strategy

(MTDS) to include county govemments' needs and other provisions such as county

debt risk management, provision of an avenue for ensuring adherence to set county

debt ratios and proposals for cost effective financing mechanisms that oould lessen

dependence on equitable share of revenue.

I 1. That the National Treasury implements the debt strategy option proposed in the

Medium Term Strategy Paper and ensure that the government's domestic debt does

not crowd out private sector borrowing. This is likely to avail more credit to the

private sector and often results to expansion of activity and eventually increased

Gross Domestic Product (GDP).
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12. The National Treasury should fast-track development of county government own-

- source revenue (OSR) policies to enable counties improve revenue collection

performance and effi ciencies, especially throughautomation.

13. The National Treasury should ensure that IFMIS is secure, reliable, efficient and fully

integrated with other PFM systems. For example, revenue collection systems for

county governments, enforcement of Procurement law toeliminatepilferage of public

funds.

14. The Intergovernmental Relations Technical Committee (IGTRC) should expedite the

process of identiffing, verifiing and validation of the exact register of assets for

county governments and liabilities inherited from the defunct local authorities. The

lag in establishing the assets and liabilities inventories is likely to affect accuracy and

genuineness of those inventories.
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B. FINANCIALRECOMMENDATIONS

The committee recornmends the following furancial recommendations: -

a) That the County Allocation for FY Z0l8/t9 be as follows -
(i) Total Counfy Allocation belGh. 387.556 Biltion of which

County Equitable share be Ksh.3Z7.7l4 Billion

/ That the equitable share for FY 2Ol7/lB of Ksh. 302 Billion be

adjusted for salaries and operations for libraries amounting to Ksh.

3 1 9 Million then adjusted for inflatio n at 7 .0 percent and growth in

services at 1.4 percent.

county conditional Grants be Ksh. 59.842 Billion which comprises of the

following-

a

a

,_. -l

/ Leasngof Medical Equipment- Ksh. 4.5 Billion

/ Compensation for user fees foregone- Ifth. 900 Miltion

{ Level5 Hospitals- Ksh. 4.326 Biltion

/ Rehabilitation of Village Polytechnics- IGh. 2 Billion

,/ Supplement for Construction of County HQs- IGh. 605 Million

/ Allocation from the Fuel Levy (15%)-Ksh. 8.269 Bi[ion

/ Allocation from Loans and Grants-Ksh.33.}4zBillion

/ Establishment of 2 Regional Cancer Referral Centers-IGh. 5

Billion

/ National Cancer Drugs Access Programme- Ksh. 1 Billion

b) That the fiscal deficit (on commitnent basis excluding grants) be set at 6.0 percent of
GDP in FY 2018/19.

c) That there be expenditure rationaliz.ation to cater for the following-
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(D K"h. 2,236,399,814 as an additional allocation to the recurrent expenditure ceiling

for Vote 2041 Parliamentary Service Commission.

(ii) Ksh. 1,075,000,000 as an additional allocation to the development expenditure

ceiling for Vote 2041 Parliamentary Service Commission.
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MEMORANDAONTHE
2018 BUDGET POLICY

STAT'EMENT

. 1. TheBigEour. i-. r:;..,. .,,:-as.:r-.".-.' ........,.;..,;1-,.:.;... ,

. The National goverllment plans to implement the following Big Four

over.the next five years:

a) Support value addition and raise the manufacturing sector's

share to GDP to 15 percent by zozz.This will accelerate economic
growth, create jobs and reduce poverty;

b) Focus on initiatives that guarantee food security and nutrition
to a1l Kenyans by zozz through expansion of food production

and supply, reduction of food prices to ensure affordabih$ and

support value addition in the food processing value chain;

c) Provide Universal Health Coverage thereby guaranteeing quality

and affordable healthcare to all Kenyans; ald,
d) Provide at least five hundred thousand (5oo,ooo) affordable new

houses to Kenyans by zozz, and thereby improve the living
conditions for Kenyans.

The BPS zor8 does not define the role the county governments will
play in actualising the 'Big Four' given the concurrent roles of both
leveIs of government.

2. Fiscai Deficit
Reduction inthe overallfiscal def,citfrom 7.2% of GDP to 3.o % of GDP

over the medium term (by zozrlzz) in line with EAC community

Monetary Union Protocol's fiscal targets could und.ermine the

achievement Kenya'

Construction of the
Ngong Road; Phase

S tment plan towards realising the big four:-
Dualling of

zA of SGR;

free port in Mombasa; Lamu Port; Development of the Kisumu Port;

Loo%o access to eiectricitY; etc

This deficit financing framework is inconsistent with:

second container terminal;

1

asa-Nalrobi six lane

Prornotirlg an Equi.table Sociefu



(i)

(ii)
(iii)

the investment plan that requires huge financial outlays to
deliver the'Big Four'
slow recovery of the economy
Revenue forecasts presented in the BPS zorS

1o

3. Impact of Interest Rate Cap

Interest rates have remainsd stable foltowing their anchoring on the
CBR However, whilst domestic credit to tle government increased
substantiallyfrom Kshs 593 billion in zo16 to Kshs. T5Tbillion in zor7,
credit to the Private sector increased minimallyfrom IGh.2,276 billiou
to Kshs.z,33o billion in zor7. The BPS zor8 has not outlined measures
to spur growth-in credit to the private sector and to encourage private
sector borrowing in line with PPP envisaged in actualising the 'Big
Four'. It is time to revisit the discussion on the objectives of interest
rate capping

4. Disbursement to County Governments
Total expenfiture amounted to Kshs. 9o7 billion against a target of
Kshs.r,ozg billion atthe end of December 2oL7 attributed to lower than
projected disbursement to county governments due to delayed
enactment of CARA 2oLT, enacted in August 2oL7. Nothing stops the
government from disbursing allocations to County governments in
arrears. Delayed disbursements is one of the reasons the counties huge
pending bills, estimated at Kshs 99 billion by COB. Pending bills are
undermining the performance of the SME sector.

5. Equalisation Fund
Allocation to the Equalisation Fund is provided at Kshs. 4.7 billion for

---zot8/t9.This allocation should be increased to lGhs.6.4-bi[ion-to cater
for arrears of previous years (zottltz and zorz lg),part of which, was
provided for in zotT I rB. The BPS doesn't provide for any review of the
utilisation of the Equalisation Fund. To June 2oL7,IGhs.r.r billion had
been spent in marginalised counties leaving a balance of Kshs. u.3
billion. The slow absorption of funds brings to the fore the need to re-
evaluate the implementation framework of the Equalisation Fundv4u
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6. Misrepresentation of the Aggregate fiscai framework
Table 4.2 intentionally rnisrepresents the fucal framework on

allocation to national government. The fourth schedule, assigns

functions to only two levels of government: the national and cou:rty
governments . TabI e 4. z reveals that allocations to county governments

as a percentage of ordinary revenues has declined from zg.7 % tn
zot5lr6 to 19.65 tn zorS[r9. The Sa]ne Table indicates ev'en a faster

- declining ailocation to national government frorn-a high,of r8.4%.to
8.5%.It shouldbe noted as follows:

a. It is the nationai government that incurs debt to finance its

b. Whatever revenues assigned to Nationql intelest functions" are

currently solely implemented by the national government
minishies/agencies. There is no intergovernmental
consultations on what should constitute national interest and

how the same should be financed.
c. Equalisation Fund is a national government Fund., spent through

various ministries

Therefore, the true position in sharing of ordinary revenue is what is
reflected in Table 3.r which allocates national government Kshs; r,6o8
billion, and county governments Kshs.SZ3 billion (including grants),

being 64.5 percent and 15 percent, respectiv"ly of government revenues.

The challenge with the fiscal framework is not the allocation to county
governments but rather the rising sharing of the CFS from 15 percent to
22 percent of all government expenditures.

7, Division of Revenue
Section 4.5 on Division of revenue, which is based on shareable revenue

provides that national government be allocated Kshs.L,s7o billion in
zotSf t9, an increase of t6.4% from an allocation of Kshs. L,ITZ billion in
zorTlr9. County government allocation is provided at Ksh3r4 billion in
zor9f tg, an increase of. 4% from Kshs.3oz billion in zorTlr9 does

not amouat to table of resources

SOVernmen t.

The National recorunends for an allocation factor of which is
based on an the tabled in December

2oL7, the Commission recorrmended for an

3

allocation of Kshs. 337 billion

i



to county governments aqd IGh. r,35r billion to national government from
the shareable revenue based on the following principles:

, a. Provision for unfunded mand.ates (Class D roads IGh. 8.+ billion'
and Salaries for devolved LibrarystaffKshs.3rg million)

a.--:;. b.'Adjus'hnentforinflationat7.1percent -' ' : . ''I-'1 ---s
c. Provision for growth of services at 1.4 percent

B. Conditional Allocations
Tablq 4.5 provides for allocation of conditional grants to county
governments. Conditional allocations are tied to actualisation of specific
national government policies. One of such policies is the enhanced
universal health care, which is one of the "Big Four'. In line with this policy
priority, the Commission recorrmended for a new coriditional allocation
through the ministry of Health to build and equip two regional cancer
centres at a cost of Kshs. 2.5 billion each and establishment of a national
cancer drug prograrnme at a cost of onebillion shillings annually. The BPS
has not provided for this allocation. The Commission persuades

' parliament to provide for this allocation. Cancer in a national pandemic
that is fast making families very poor rlr; !i
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1. BACKGROI]ND

Section 25 (2) of the Public Finance Management (PFM) Act 2012 requires the National

Treasury to prepare and submit to Parliament the annual Budget Policy Statement @PS) by

15th February each year.

The BPS sets out the broad strategic priorities and policy goals that will guide National and

County Governments in preparing their budgets for the Financial Year 20l8ll9 and over

the medium term.

In general, the BPS sets out the budgeting policy framework for the forthcoming financial

year and over the medium term to guide the budgeting process. Among the policy issues

spelt out include the financial outlook, proposed expenditure limits and fiscal responsibility

principles and furancial objectives over the medium term including the limits of annual

debt.

On Wednesday 14th February 2017,the Budget Policy Statement (PBS) was tabled in both

Houses of Parliament. Section 7 of the Public Finance Management Ac! 2012 reqlires the

Budget and Appropriation Committee of the National Assembly to table a report

containing its recommendations and pass a resolution to adopt the BPS within 14 days of

its tabling with or without amendments. This means that Parliament must resolve on this

year's BPS on or before 28th February,2018.

In the tabled BPS, the Parliamentary Service Commission (Senate Affairs and General

Administra P1q44_ing aqd lgppq4 Senaiqgq Btqsr4qmQ_Iyq! 4lloeqt_ed KES 10.823

Billion and KES 2.150 Billion for recurrent and development expenditure respectively

under Vote 2041. These figures are further subdivided into the two Prograrnmes managed

under Vote 2041 as follows:

1. Senate Affairs Programme (Recurrent) - KES 5.8383 Billion

2. General Administration, Planning and Support Services Programme:
Recurrent - KES 4.9852 Billion
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Development - KES 2.15 Billion

This paper outlines Parliament's policy framework on the Budget for the Financial year
2018/19 based on the BPS for consideration by the Finance and Budget Committee of the
Senate.

FUNDING REQTIIREMENTS

The National Treasury Budget Circular for the Financial Yew 2018/19 advised that the

budgeting will be on zero based budgeting principle. This means that the financing needs

for the next financialyear shouldbe projected independent of those of the current frnancial

year except in respect of on-going projects.

ln the Financial Year 2018/19, Parliament's budgeting process has therefore been anchored

on the following assumptions and framework:

1. That the annual rate of inflation will be estimated at 5%o per annum as stipulated in

the Treasury Budget Circular;

2. Although the Treasury policy as contained in the Treasury CircularRef. No. ES 1/03

and the advice given by the National Treasury vide letter Ref. No.

REs/2041/17101/N3recommended that resources should not be provided for

recruitment of additional staff; the experience of the last five years has shown the

need for additional staff. Compensation to employees will therefore grow based on

the annual salary increment of 7o/o for the existing staff establishment as well as for

the on-going additional recruitments;

3. Parliament will play a greater role in supporting the big four national agenda by

considering the legislative framework proposed by the Executive to support its

effective and efficient implementation.
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2. 1 Senate Affairs Programme

The 12m Parliament has newly elected Senators who will be expected to manage this

Programme in order for the Senate to fuIfil its constitutional mandate. The prograrnme

resource requirements for this programme will be l(ES7"238,478,033compared to the ceiling

of KES 5,838,300,000, hence a financing gap of KES 1,400,198,033. The resource

requirement is based on the following justification:

1. In the Financial Year 2017/18, Compensation to employees for both Senators

and staff was KES 2,467,955,546. This included KES 438 million budgeted to

pay gratuity for contractual staff who served in the County Offices for Senators

in the 1le Parliament. A deduction of this amount leaves KES 2,029,955,546.

This amount is expected to grow by 7% on account of annual increments leading

to a total resource requirement of KES 2,172,052,434. Further, an additional

KES 50 million is needed to fund gratuity for staff who served in County Offices

in the 1lft Parliament and who will not have been paid at the end of the current

financial year.

2. Normal operations within the work plans and the annual procurement plans for

each of the six AIE Holders within this prograrnme have a total resource

requirement of KES 2,712,425,599 for the Financial Year 2017118. This includes

reimbursements to finance operations and rent for County Offices.

3. Leadership offices in the Senate for the 12th Parliament have now been fully

constituted. Some of these leaders are new. Based on the policy of the

ParliamEntary Service eommisaion,lh,Jy are entitted tt a numUei of contricted

staff. These staffs need more capacity building to effectively discharge the duties

for which they have been engaged. Further, of the 68 Senators, 51 are serving for

the first time and require enhanced capacity building and experience needed to

efficiently discharge their duties. A funding of KES 150 million is'therefore

required to finance capacity building for these two groups in the Financial Year

2017/r8.
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4. The Parliamentary Service Commissionhas received a proposal to facilitate

Parliamentary Office holders with official vehicles to support discharge of their

official duties as such office holders. It is in this regard that a resource

requirement of KES 238 million will be required for the purchase of the

vehicles.

5. In the 1 16 Parliament, many county governments had a lot of challenges relating

to governance and public financial management. The impeachment litany of

motions and audit queries handled by the Senate demonstrated this. The Senate

of the 12ft Parliament plans to be proactive in addressing these challenges. The

shategy will involve capacity building initiatives, county visits and the setting up

of Monitoring and Evaluation framework through a fund to handlethese

countygovernment challenges proactively. A total of KES 2 Billion will be

needed to finance this framework.

6. The Senate as a custodian of county govemments, ought to collectively have a

better understanding of the actual situation and the envirorunent in each county

in order to provide better oversight and legislation. One of the strategies to

achieve this is for the Senate to hold some of its sittings in the counties. The

Senate resolved to hold sittings in the Counties starting from the Financial Year

2018/19. KES 196 million witl be needed to support this initiative.

7. Senators in the l2th Parliament have not had adequate facilities to support the

discharge of their duties. This includes furniture, corlputers and other related

equipment and facilities. This had been planned for the current financialyear but

could not be procured because the money was reduced during the Supplementary

Budget to finance the election. KES 100 million will be needed to support this

process.

8. The Senate has been participating in the East African Parliamentary games. In

the past, these activities have had a resource constraint on the budget. it is

against this background that a resource provision of KES 120 million will be

needed to specifically finance these obligations.
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9. The Senate is committed to support the big four development agenda of the

Government of Kenya. The Senate plans to do so by way of review or enactnent

of legislation proposed by the Executive to support this. A funding of KES 100

million is therefore required.

10.The distribution of the resource framework requested for this programme is

summarised in Table 1.

Table 1: Proposed Resource Requirements - Senate Affairs (Vote 2041)

Z.ZGeneral Administration, Planning and Support ServicesProgramme

This prograrnme covers activities, facilities and services that cut across the two Houses of

Parliament including development expenditure. The progranlme resource requirements for

this programme will be I(ES5,82L,40L,781compared to the ceiling of KES 4,985,200,000 under

Recurrent expenditure. On the development Vote, KES 3,225 Billion is needed against a ceiling of

KES 2.15 Billion. In the Financial Year 2018119, the proposed framework for funding this

programme is as follows:

1. The framework on personal emolument has been divided into two categories:

(a) Ongoing recruitment of additional staff expected to cost a total of Kshs.403

million

6lPage

Budget item Resource
Requirements

BPS Ceilings Variance

Compensation to employees 2,222,052,434
Use of goods and other recurrent
expenditures

2,112,425,599

Capacity buildine 150,000,000
Senate sittings in the Counties 196,000,000
Senate M&E 2,000,000,000
Additional facilities 100,000,000
Wellness, Outeach & Sports 120,000,000
Purchase of vehicles 238,000,000
Big four agenda 100,000,000
TOTAL 7,238,,478,033 5,838,300,000 L,4OO,L78,033



(b) Compensation to employees, which is expected to grow at a rute of |Yo on

account of annual increments. This will tanslate to a total funding requirement

of KES 1,936,359,597.

2. Parliament purchased County House and has rented additional facilities within its

precincts to ease the current office space constraints. KES l00million will be needed

on account of refirbishment of these offices to bring them to a usable state.

3. Parliament is in the process of reviewing and upgrading its security systems. In the

Financial year 2017/18, a security survey was commissioned to develop a

comprehensive Integrated Securitl,Management System (ISMS). The survey is in

its final stages. The next step is to commence implementation. This will be

undertaken in phases. KES 800 million is expected to be set aside to commence the

frst phase of the implementation process.

4. The problem of office space continues to affect the operations of Parliament.

Payment certificates for the on-going Multi-Storey Office Complex are expected to

amount to approximately KES 2.0 Billion during the 2018/2019 financial year.

5. Parliament intends to set up a Parliamentary Square. Part of this policy will include

purchase of buildings falling within the proposed Parliament Square. This will help

Parliament to provide better office facilities and further support the setting up of a

better security management strategy and plan for Parliament. ln this regard, the

Parliamentary Service Commission is in the process of acquiring Baden Powell

House, The St. Johns Ambulance Building andUfanisiHouse. KES 300 million is

required to commence the process of purchasing these buildings.

6. At the conclusion of each Parliament, the practice is to undertake a comprehensive

internal audit of Constituency and County Offices all over the Country. This audit

-. will ensure an update of the asset register. as well as obtain the information

necessary to enhance internal controls in the financial operations at these offices.

KES 100 million is required to fully undertake this audit.

7. Parliament has had a serious ftansport challenge. Some of the vehicles purchased

five year ago are now in a state of breakdown and disrepair. Further, sometimes
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staff on official duty are unable access transport services due to lack of vehicles for

day-to-day operations. There is need to provide KI,S 108 million to purchase

additional vehicles.

8. Parliament has set up a Health and Safety committee n 2017. This is a statutory

committee. Its operations are expected to cost KES 96 Million.
g. The distribution of the resource framework requested for this programme is

summarised in Table 2.

Table 2: Proposed Resource Requirements - General Administration,
Planning and Support Services Programme (Vote 2041)

Budget item Resource
Requirements

BPS Ceilings Variance

Recurrent expenditure 5,821,,401,781 4,985,200,000 836,201,781
Compensation to employees 1,936,359,591
Additional Recruitment 403,000,000
Audit of Constituency/County
offices

100,000,000

Grants and Transfers 60,785,813
Purchase ofvehicles 108,000,000
Use of goods and other recurrent
expenditures

3,117,256,311

Health and Safety Committee 96,000,000
Development expendifu re 3,225,000,000 2,150,000,000 1,075,000,000
Multi-storey offi ce Complex

Purchase of Buildings
Refirbishment of Buildings
ISMS

2,000,000,000

300,000,000
125,000,000
800,000,000

TOTAL 9,046,401,781 7,135,200,000 1,911,?01,781

2. CONCLUSION

It is clear from the analysis above that the ceiling provided for within the BPS is not

adequate. The funding deficits are as follows

1. Senate Affairs Programme - I(ES 1,400,198,033

2. General Administration, Planning and Support Services Programme -
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a. Recurrent Expenditure - KES B3G,Z}L,7BL

b. Development Expenditure - KES 1,075,000,000

The Parliamentary Service Commissiondeficit within Vote 2041 is disaggregated as

follows

a) Recunent expenditure - I<ES 2,236,399,814

b) Development Expenditure - KES i,075,000,000

3. RESOLUIION SOUGHT

The Senate Budget Committee is requested to recommend to the National Assembiy to

adjust upwards the ceiling to finance the deficit within the Parliamentary Service

Commission Vote 2041 as follows:

a. Senate Affairs Programme - KES 1,400,198,033@ecurrent expenditure)

b. General Administration, Planning and Support Services

i. Recurrent Expenditure - KES 836,201,781(Recurrent expenditure)

ii. DevelopmentExpenditure -KEs1,075,000,000(Development

expenditure)
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Appendix I: Consolidated Resource Requirement and Financing Delicit

VOTE RESOT]RCE
REQIIIREMEN
TS

BPS DEFICIT

Parliamentary Service Commission (Vote 2041)

Recurrent - Vote 2041
Senate Affairs Programme 7,238,498,033 5,838,300,000 1,400,178,033

General Administration, Plaruring
and Support Services

5,821,401,781 4,985,200,000 836,201,781

TOTAL 13,059,879,814 10,823,500,000 21236,3991814

2041- Development
General Administration, Planning
and Support Services

3,225,000,000 2,150,000,000 i,075,000,000

TOTAL _ VOTE 2041 16,284,879,814 12,973,500,000 3,31.1,399,814
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PREFACE

Establishment of the Commiftee

The Senate Standing Comrnittee on Land, Environment and Naturai Resources is
established under Senate standing order 212 and is mandated to consider all matters
relating to lands and settlement, housing, environmen! forestry, wildlife, mining, water
resource management and development.

ln executing its mandate, the Committee oversees the Ministries of:
1. Ministy of Lands;
2. Ministry of Environment and Forestry;
3. Ministry of Water and Sanitization;
4. Ministy of Petroleum and Mining; and
5. Ministry of Transport, lnfrastructure, Housing and Urban Development.

Membership of the Committee

The Committee is compriSed of the following members;

Secretariat:
1. Mr. Victor Bett
2. Mr. Mitcheli Otoro
3. Mr. Hassan Odhowa
4. Mr. Fredrick Muthengi
5. Mr. Abdi Hassan Salat
6. Mr. Abdallah Bore
7. Ms. Hawa Abdi
8. Iv{r. Alex Rithi

1. Sen. Mwangi Paul Githiomi, M.P
2. Sen. Prengei Victor, M.P.
3. Sen. George Khaniri, M.P.
4. Sen. Godana Hargura, M.P.
5. Sen. Ndwiga Peter Njeru, M.P.
6. Sen. Halake Abshiro, M.P.
7. Sen. Boy Issa Juma, M.P.
8. Sen. Slyvia Kasanga, M.P.
9. Sen. Mwaruma Johnes, M.P.

- Chairperson
- Vice Chairperson
- Member
- Member
- Member
- Member
- Member
- Member
- Member

- Cornmittee Clerk
- Legal Counsel
- Research Officer
- Parliamentary Budget Officer
- Parliamentary Budget Officer
- Serjeant at Arms
- Serjeant at Arms
- Media Relations Officer
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INTRODUCTION

The Budget Policy Statement is published in accordance with Section 25 of the Public
Finance Management Act, 2012. According to the Public Finance Management (PFlrd)

Act Section25 (2), the National Treasury is required to submit the BPS to parliarnent by
the 15th February each year.

Further, section 25(7) states that Parliament shall not later than fourteen days after the
BPS is submiffed to Parliament, table and discuss a report containing its
recommendations and pass a resolution to adopt it with or without amendments. The
Cabinet Secretary for the National Treasury shall take into account resoiutions passed by
Parliament in finalizing the budget for the relevant financial year as per Section 25(8) of
the Act.

In preparing the Budget Policy Statement, the National Treasury is required to set out the
broad strategic priorities and policy goals that will guide the national govemment and
county govemments in preparing their budgets both for the following frnancial year and
over the medium term. The National Treasury is required to include the following in the
Budget Policy Statement:-

a) An assessment of the current state of the economy and the financial outlook over the
medium term, including macro-economic forecasts ;

b) The financial outlook with respect to Governrnent revenues, expenditures and
borrowing for the next financial year and over the medium term;

c) The proposed expenditure limits for the nationai govemment, including those of
Parliament and the Judiciary and indicative transfers to county governments;

d) The fiscal responsibility principles and financial objectives over the medium term
including limits on total annual debt.

e) The total resources to be allocated to individual prograrnmes and projects within a

sector, Ministry or department for the period identified under sub-paragraph (a)

indicating the outputs expected from each such Prograrune or project during the

period;

f) A list of proposed projects for the period identified under sub-paragraph (a) indicating
their respective expenditure ceilings, reconcilable to the total proposed ceilings for
development expenditure.

Senate Standing Committee on Land, Environment and Natural Resources - Report on BPS
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1. Mandate and Spending Agencies under the Purview of the Committee

The Second Schedule of the Senate Standing Order assigns the Standing Committee on
Lands, Environment aad Natural Resources the maadate to consider all matters relating
to Lands and Settlement, Housing, Environment, Forestry, Wildlife, Mining, Water
Resource Management and Development.

The following spending agencies are therefore under the purview of the Committee:

I. State Department for Environment

II. State Department for Natural Resources

m. State Department for Water Services

IY. State Department for Housing and Urban Development

V. Ministry of Mining

VI. Ministry of Lands and physical planning

2. Overview of the BpS

Climate change is a threat to the achievements of the expected economic growth as well as

attaining of the Sustainable development goals and the Kenya Vision 2030.It is projected

tha! under current policies, the global mean temperature will continue to increase over the

next century by 2-8"C, with a 3 percent chance of rising 6'C or more. The physical

consequences of such a rise include: changed precipitation patterns, sea level rise, more

intense and perhaps frequent extreme weather events, and increased prevalence of vector-

borne diseases as well as catastrophic events, such as prolonged droughts and flooding in
many counties

- - Kenya's econ-omy ts highly dgpenle-ut on the -climate sensitive.sectors-sueh as- agriculture,- --
tourism, water and energy. Climate change therefore, poses potential economic
consequences which include; lower productivity in agriculture and other climate
sensitive sectors, damage to coastal infrastructure, stresses on health, biodiversity, fragile
ecosystems, water supply systems, changes in trading patterns and international

investrnent flows, financial market disruption,' incre-ased vulnerability to sudden

adverse shocls, and altered migration patterns-all with potential implications for

Senate Standing Committee on Land,
20LB/19, February,201B

Environment and Natural Resources - Report on BpS
page 6



external stability. Changing weather pattems and extreme weather events will affect

farmers and thus affect the attainment of food security due to low productivity.

The 2018/19 budget policy statements rides on the stoong foundation laid under the

govemment's Economic transformative agenda in the past Five Years through the Five

Key Pillars including: : (i) creating a conducive business environment; (ii) investing in

sectoral transformation; (iii) infrastructure expansion; (iv) investing in quality and

accessible social services; and (v) consolidating gains made in devolution. The

expenditure priorities in the sector ceilings :.r;-2018/19 BPS have been realigned to the big

four agenda, namely:

i, Raising the manufacturing sector's share of GDP to 15 percent by 2022.

ii. Focusing on initiatives that guarantee food security

iii. Providing Universal Health Coverage

iv. Providing at least five hundred thousand (500,000) affordable new houses

to Kenyansby 2022.

3. The 2018/19 Fiscal Framework

Revenue Proiections: In the FY 2018/i9 ,revenue collection including A-i-A is

projected to growth at IGh.1,853.9 billion (18.9 per cent GDP) up from the projected

revenue of IGh.1,643.1 billion in 2}l7ll8.revenue performance in 2018/19 will be

underpinned by on-going reforms in tax poiicy and revenue administration.

Expenditure Proiections: In the FY 2018/19 overall expenditure and net lending are

projected at IGh.2, 492.2 billion (25.5 % GDP) up from Ksh.2, 323.1billion (26.8 %

GDP) in20L7 /t8.

The total expenditure comprises of Ksh.I, 501.5 billion for recurrent, Ksh. 612.9 billion

for development expenditure, IGh.372.7 biltion for county government and IGh. 5.0

billion for contingency fund and lfuh.4.7 billion for Equalization Fund.

Deficit Financins: The 2018/19 fiscal deficit amounts to Ksh.638.2 billion exclusive of

grants and IGh.587.7 billion inclusive of grants.

Senate Standing Committee on Land, Environment and Natural Resources - Report on BPS
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20t7D0t8 Ceiling 2018D019 2019D0 Projections

Rec ,Dev Total Total , Dev !'r'.

State DepL

Environment

for 2,839 3,628 6,467 2,916.2 3,949.0 6,764.2 3,042.0 6,879.0 6,879.0

Meleorological

Sertices

1,1 15 1,100 1,093.0 1,082.0 2,214.0

Environment,

Managemen!

Proleaion

and

1,355 2,528 3,883 1,4'19.9 2,766.0 1,527 2,755 4,282.0

General .

Administration.

S\ppon,Semices

369 343.3

.'. , ,.:::

State DepL for

Natural Resource

I3,513 3,878 17:91 13,66',1.4 4,023.0 77,690.4 13,936.0 4,009.0

Natural Resources

Manggement

Proteclion

13,513 3,878 17,391 13,667.4 4,023.0 t',l,690.4 4,008.0 17,9U.0

State Department

Water Services

4,017 29,778 33,795 4,225.9 31,027.0 35,252.8 4,596.0 30,996.0 35,592.0

ll/aler ,Resources

Managenenl , 
.

4,688 5,982 1,544 4,688 i2 .'

.', :-:
1,560 4;688 6248

llater and Sewerage

Inlrastruclure

Development

2,076 24,939 27,015 2,039.2 26,188.0 28,227.3 2,247 26,ts7 28,4M

Generul

Administration

Sippon Semices

642.6 :193.6 789 940

Ministry of Mining 1,464 1,256 2,720 I,l3g.g 736 2,375.9 1,315.0 1,230.0 2,545.0

Resources Surveys &

Remote Sensing

185 361' 1.84.0 351:0 545.0 184.0 , 361.0 545.0

Mineral Resources

Management

355 835 t,190 815.0 10,33.0 239.0 809 10,48.0

General

Adninistration

Suppon Services

a.

924 737.9 60.0 '19'1.9 892.0 60 9s2.0 ,

State department for

housing and urban

development

1,726 t4272 l5,ggg 2,299.7 16,839.0 19,138.1 2,399.0 17,835.0 20233.0

$oasing tlevelopment

and luman seflleminl.

s,959 . 6,418 466 - 
9,506 478 10,197

Urban and 273 8,1 83 8,456 263 ?,563 7,926 277 7,486 7,',763
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Dev Rec,. '..''

2,215 l;082.0 2,175.0. 1,132.0

4,245.9

&
'"1 :'. r'

369 ,.383.0
.l .'.:',':.,.'.]

383.0
'.)..

l'7,944.0

.13,936.0

ij:

,1,294 
'

lr ', ':1.

:647 l5l 798 , 151 lsl

s46

218.0

60 984

459 9,049 -' .19;675



mdropoltlan

development

Gen Admiry planning

and support service

267 267 249.1 249.1 282 282

Ministry

8nd

planning

of Lands

physical

2,464 3,770 6,234 2,403.2 3,480 5,883.2 2,676 3,837 6,453

Land policy

planning

and 2,464 3,770 5,234 2,403.2 3,480 5,883.2 2,616 3,837 6,453

National

Commission

Land 1,452 300 1,752 1,394,7 300 7,694.7 1,554 316 1,870

Land adnin and mgnt t,452 300 1,752 1,394.7 300 r,694.7 t,554 316 1,870

The lrscal deficit in FY 2018/19 will be financed by net external financing Ksh.Zl{.1

billion, net domestic borrowing of IGh.368.8 billion and other net domestic receipt of
IGh.4.2 billion.

Under the2018/19 the budget framework the government aims fiscal consolidation by

reducing the fiscai deficit to 6.0 per cent GDP in 2018/L9 down from the projected 7 .2

per cent GDP in 2017/18 and 3.0 per cent GDP over the medium tenn as the governrnent

aims attaining the EAC convergence criterion.

Table 1: B ry Allocation for the 20t8/19- 2020t202L Period (Ksh

20t7n8

Baseline

2018/19

Ceilings

7.019D020

projections

2020D027

Projections

National Government 1,566,493.6 1,607.944.1 t,717,5t7.6 1,828,717.8

CFS 3s6,892.4 461,9t6.9 493,401.1 630,102.8

Judiciary 18,039.6 t7 ,783.2 20,073.7 17,575.2

Parliainent 36,043.0 31,768.9 32,797.5 34,546.4

County Gov't

conditional grants

lnc 345,681.0 372,7 41.9 372,163.s 38 1,908.9

Total 2,323,149.6 2,492,154.9 2,635953.4 2,892,851,1

Million)

Source: 2018 BPS

Table 2: Overall Expenditure and Projection per Vote FY 2017ll8-20L9120

Source: BPS 20f8

Senate Standing Committee on Land, Environment and Natural Resources - Report on BPS '
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4. Policy Guidelines for Budget Allocation in 20l8llg and the Medium Term for the
Sector

The housing subsector is the driver of one of the Big four Agenda; Provision of affordable

and decent housing for all Kenyans. In this regard the govemment is set to deliver five
hundred thousand housing units by 2022 in major cities across the country. To achieve

these objectives, the foilowing are some of the interventions the government will
undertake.

Implementing policies and administrative reforms targeted in lowering the cost of
construction and accessibility of affordable mortgages .the focus will be raising

low cost funds from public and private sectors for investment in large scale

housing production.

Develop a comprehensive housing packages that will incentivize the private sector

in low cost housing and one of the incentive is the reduction of corporate tax rate

for developers who construct at least 100 units per year.

The government plan to establish a National Social Housing Development Fund

and strengthen the National Housing Corporation to take up more strategic roles in

resources mobilization and management of tenant purchase schemes and provide

alternative strategies to f,rnance low cost housing.

To enhance affordable housing program , the government is set to develop g,200

houses in a pilot project in Mavoko

The government will expand the on-going initiatives in the housing sector

including the investment in low cost houses through upgrading slums and informal

a

a

a

a

a

settlements by providing clean water and sanitations, access roads, schools, health

centers and income generating activities.

Senate Standing Committee on Land,
2078/79, February,201B

Environment and Natural Resources - Report on BpS
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Table 3, shows the big four projects in the housing subsector intended to achieve

provision of 500,000 affordable housing units and estimated costs

Source: NationalTreasury (Sector Report 2018)

5. Highlight of FY 2018119 County Allocations

During the FY 2018/19, the National Treasury proposes to allocate County Governments

an equitable share of trGh.314.0 billon. This allocation is arrived by adjusting the county

goverrunents' equitable share of revenue for the FY 2017 /18 by a growttr factor of 4.0 per

cent which is equivalent to IGh.12.0 billion.

1. In addition, the county govenuxents will be allocated Ksh.17.2 billion from the

lational 
government equitable reverue as conditional grants which include:

. Level -5 hospitals -IGh.4.3 billion

Senate Standing Committee on Land, Environment and Natural Resources - Report on BPS
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l:Esi:.,'--Cost

li?rr,tlririnsit'
Construction of affordable housing units 800,000 units 158,200 300,000 170,900 2,680,200

Constuction of social housing units 200,000 units 33,000 78,500 69,500 297,000

Construction of housing Unis for National

Police and Kenya Prison Services.
7,394 units t,544 1,200 1,600 8,560

I 0400 units 250 600 650 12,t60

Civil Servants Housing Scheme 1220

beneficiaries
280 330 4,000

Completion of 463 No Housing units at

Mavoko units

463 housing
463 t,376

Redcvelopment of Soweto East Zone "A" at

Kibcra" Nairobi

100%

completion
2,908

Refurbishment of Govemment pool housing

unis
12,400 1,900 2,700 3,400 4,140

Refurbishment of staff houses and fencing in

State Houses and Lodges

10 state houses

and lodges

refurbished

3 3 2 i,070

Replacement of asbestos roofs in govemment

housing

4000 housing

roofs replaced
1,488 512 2,291

i 3,0!3,705

1

1,500



. Leasing of Medical Equipments-1fuh.9.4 billion

. Rehabilitations ofviilage polytechnics-IGh.2.0 billion
o Compensation for foregone user fees-IGh.0.9 billion
o construction of county Headquarters-Ksh.0.605 biltion

2. Equalizations Fund to the marginalized areas amounting to Ksh.4.7 billion
3. Ksh.8.3 billion from the Road Maintenance Fuel Levy Fund (RMLF)

4. Ksh.33.2 billion from external Loans and Grants.

Table4: Disaggregation of County Governments' Allocations Fy z}l4lls-2llgltg
(Ksh.Millions)

2018/19

14,000

9,400

0

4,326

2,000

8,269.0

372,7.

Source: BPS 2018

Table 5: Actual Allocation of the Equitable Share by County functions in (Ksh.

Billions)

Senate Standing Committee on Land, Environment
2078/79, February,2018
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2014ns 2075n6 2016n7 2017n8

Additional conditional allocation

Types of allocations

ble Share , , 226.66 259,',174.5 280.300 302,000

Free maternal: h ea hh care 3,320.0 q,zg8.o 4,1.21.A

4,500 4,500 6,100

Reh abilitatio n's of viltage polytechnics

.u!sfges.

Leasing oJ medical equipment

Level 5 Hospitals

900:0 900.0. 900;0

1,863.3 3,600.5 4,000 4,200

2,000
Supplementfor

605.0

AlIo cations fro m fu el levy (l S To) 3,400 3,300 4,306.9 7,875.0

.andLoani;s. Grants 10,67r.2 '3,870;7 12;541.4
Total 235,243.3 287,044.2 302,198.5 336,221.4

2016t17 7o Share 20fin8
Health Services 76.68 27.36% 29.51o/o

57.66 20-57o/o 54.69

Agriculture, Livestock & Fisheries 21.88 731% 26.45 8.76%

Culture, Public

Amenities

Entertainment & Public

Youth Affairs & Sports 4.85 1.73o/o 6.48 2.1s%

200.0: ,, .t:.

7o Share

89.r3

3.35 3.27



Source: CRA

6. Salient Issues

o It has been noted that there are many ongoing projects in the spending agencies under -

the purview of the committee, hence there is need to complete these projects before

introducing any new project. And the need by the government to link the on-going

projects to the four big agenda rather than creating new projects.

e Most of the'projects under the State Department of Water are financed through donor

financing, however there have been cases where during budgeting there are

commitments by the donors, however these funds are cut in the course of

implementation hindering the completion of projects at the stipulated time. It is

therefore important for the donors to adhere to the budgeting process of the Country.

o There is need to harmonize the water sector such that oversight of projects is more

coordinated. If project implementation is being rnonitored by many players it becomes

difficult to keep track of the projects.

:-+
Senate Standing Committee on Land, Environment and Natural Resources - Report on BPS .
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Trade, Cooperative Development & Regulation 4.86 1.73% 6.1 2.02%

Roads & Transport 44.26 t5.79% 49.6 16.42%

'Lands, f[ I<s_ _6,3.?._.__ ?25-!/-q- 6,15_ _. ?,24%

Pre-Primary Education 2.6r 0.93% 4.24 t.40%

Water, .Natural Resources & Environmental

Conservation

7.94 2.83% 8.12 2.69%

New Count5r Structures 49.91 17.81% 47.16 15.620h

Total Equitable Share to Counties 280.3 100.00% 302 r00.00%



7. Committee Observations

' The Committee expressed dissatisfaction in the manner in which the Budget

Policy Statement (BPS) comes to the Committee with very stringent timelines thus

limiting the commitrees ability to scrutinize the Bps critically.

' The Committee observed that there many on-going projects in the sectors under

the purview of the committee especially in the water sector.

' The committee observed that projects under the state department of water are

majorly financed through donor funding and this funding are sometimes cut in the

course of the project which hinders the projects implementations and completion.

8. CommitteeRecommendations

The Committee recommends that in future the timelines for processing the Budget

Policy Statement (BPS) be made in a manner to allow various house standing

committees to interrogate the BpS effectively.

The committee recommends the need to align on-going projects in the sectors

under the committee purview to the "BIG FOI-IR" agenda rather than initiating
new projects for the sole purpose of implementing the country's transformative

agenda.

The committee recommends the need for donors to adhere to the budget execution

process of the country so as to avoid unnecessary projects stalling as a result of
funding cuts.

a
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1 PREFACE

1.1 Mandate of the Standing Committee on Health:

The second schedule of the Senate Standing orders mandates the Standing Com:rrittee
on Labour & Social Welfare to consider all matters related to: manpower and human
resources planning, pension, gender, culture and social welfure, youth, Nattonal Youth
Serttice, children's welfure; national heritage, betting, lottertes and sports, public
entertainment, public amenitie s and r ecr e ation.

The Committee oversights the following ministries namely:

1. Ministry of East A-frican Community, Labour and Social Protection;

2. Ministry of Sports, Culture and the Arts; and

3. Minishy ofFubHc Service, Youth and Gender Affairs.

ln the Ministry of East African Community, Labour and Social Protection, the Committee oversees the

following state departrnents and agencies working under it:-

1) State Department for Labour;

2) State Deparhnent for Social Protection;

3) National Council for Children Services (NCCS);

4) National Council for Persons with Disabilities (NCPWD);

5) National lndustrial Training Authority (NITA); and

6) National Gender and Equality Commission;

7) National Employment Authority;

8) National Social Security Fund Q{SSF).

ln the Ministry of Sports, Culture and the Arts, the Committee oversees the following state

deparhnents;

1) Sports,

2) Office of the Sports Registrar,

3) Culture,

4) Permanent Presidential Music Commission,

5) Kenya National Archives and Documentation Services,

6) Library Services,

.- 7) Records Management

8) The Arts and Filn Services.

3 lS0anding Committee ou Labtrur & Social \lielfarre su bmission for Budget Policy Statemeut, 201E



There are also Semi-Autonomous Government Agencies (SAGAs) namely:

1) Sports Kenya,

2) Kenya Academy of Sports,

3) National Sports Fund, National Museums of Kenya,

4) Kenya Cultural Centre,

5) Kenya Fihn Commission,

6) Kenya Fil:n Classification Board

7) Kenya National Library Service.

8) National Heroes Council,

9) Anti-Doping Agency Keny4 and

I 0) Natural Products Industry Agency.

La the Ministry of Public Service, Youth and Gender Affairs, the Committee oversees the following

state departments and agencies:-

1) State Departrnent of Publib Service and Youth Affairs

2) State Departunent of Gender Affairs

3) The Public Service Conrmission

4) Uwezo Fund

5) Women Enterprise Fund

6) Youth Fund

7) Huduma Kenya

8) Access to Government Procurement Opporhrnities (AGPO)

9) National Youth Service

10) Anti FGM

-The maad.ate-of- Standing-Gom-mit-tees-o.Ft&e-Seaate-is
to the distribution of functions between the National Government and County
governmeuts uader the Fourth Schedule to the Constitution (Standing Order 2L21.



7.2 Membership of the Committee

The following are Members of the Standing Committee on Labour & Social Welfare:

1. Sen. SakajaJohnson Arthur
2. Sen. @r.) Milgo Alice Chepkorir
3. Sen. Poghisio Samuel Losuron
4. Sen. @r.) Mwaura Isaac
5. Sen. Samson Cherarkey
6. Sen. Stewart Madzayo
7. Sen. Beatrice Kwamboka
8. Sen. (Dr.) Gerfude Musuruve Inimah
9. Sen. Pehonilla Were Lokorio

-Chairperson
-Vice Chairperson
-Member
-Member
-Member
-Member
-Member
-Member
-Member

It is ttrerefore my pleasant duty to present the Report of the Senate Standing Committee on
Labour & Social.Welfare on the 2Ol8 Budget Policy Statement, in relation to the Labour and
Social Welfare & Sports sectors, to the Senate Standing Committee on Finance, Commerce
and Economic Affairs.

Senator Johnson gakrja, Mp
Chairpersou, Standing Committee on Labour & Social Welfare

Date

5 lSCanding Committee on Labour & Social }l'elfare subndssiou for Budget Policy Statemeut, 2018



2 HIGHLIGHTS OF THE MEDIUM TERIVI BPS 2OL8

2.1 Background

1. The BpS outlines the broad strategic govemment priorities and policy goals of the govenrment

over the medium term. This is intended to provide the basis for preparing the budget govemment

for the foltowing year and over the medilm term by both the National gover::ment and the

countY govemments.

2. The theme for the Budget policy Statement (BPS) for 2018 is "creating jobs, transfonrring lives-

the ,big four, plan". Thus, the Budget Policy Statement 2018 is an emphasis on socio-economic

transformative agenda envisaged by the government meant to cleliver economic transformation

in fow keY strategic areas of focus identified by the Govemment (see table 1)

3. In order to implement the prioritized progmlnmes, the Sector has a proposed allocation of Kshs

60.40 biuion. and Kshs 61.12 billion for the financial years 201812019 afi 201912020

respectively. The recurrent expenditure allocation for F'Y2018/19 is Kshs' 3l'07 billion while

development erpenditure is Ikhs 28'71 billion'

4. A huge share of the proposed allocation for the FY 2018120i9 is to the State Deparbnent for

3Yo of the totala ceiling of Kshs. 31,95 billion 5

Table 1: Areas of F'ocus

Medium Term TStra area
Providing

andqualitycare hen0ethheal guaranteeingversaluru
2022.tohealthcareaffordable

Health care

2022

to Kenyans bYnew houses0,000 affordableProviding at least 50Housing

raising manufacturing

of GDP to l5o/o 2022

sector's share
Supporting vaiue addition andManufacturing

nutrition

supply, foodofreduction pricesandfoodof productionExpansion
andsecunfoodto tyorderrn guaranteeaffordabilityensureto

Food SecuritY

Social Protection which has

:..:amountforthesector.However,outofthetotalKshs3l'95 billion, Kshs. 27.9 billion is

towards the National Safety Net Programme'

5. In the Bps 201g and over the medium term, the Government plans to continue to address the

various charlenges facing vulnerable groups so as to build resilience and promote affirmative

action for all:
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'/ Continue building capacities of communities and register Self Help Groups and

Beneficiaries Welfare Conrnittee (BWCs) providing them with formal recognition and

opporhrnities to link with Micro Finance lnstitutions QvIFIs) and non-state actors;

./ Develop infrastructure of T}Vocational Rehabilitation Centres ffiCs);
/ Establish the National Deveiopment Fund for Persons with Disabilities (PWDs)

/ Decentalization of the single registry for the National Safety Net Programme; and

/ Finaiize integration of the existing Information Management Systems for the CT-OVC,

OPCT and PWSD-CT programs into a one-stop system

6. Under the Youth empowerfnent Programme, the govemment targets to continue promoting;

/ Cenaei and Youth empowerrrent,

'/ Improved livelihoods for the vulnerable goups and people living with disabilities through

the National Youth Service (NYS) program,

/ The social transformation program and SACCOs in order to attain sustainable youth led

enterprises and promote employment creation services.

{ Expanding opportunities for the youth in procurement and designate resources for the

establishment of youth empowernent centers to mentor the youth on leadership, national

values, and entrepreneurship skills

2.2 Condttional Grants to Counties

Table 2: Disaggregation of County Governments' Allocations. IGhs. Millions

Source: National Treasury

7 lStanding Cornmittee on Labotrr & Social llielfare submission for Budget Policy Statemeut, 2018

Type/Level of allocation 2016fi7 2017n8 2018n9
County Equitable Share 280,300 302,000 314,000

Additional conditional allocations of which
1. Free maternal Healthcare 4,121
2. Leasing of medical equipment 4,500 6,100 9,400

3. Compensation for user fees foregone 900 900 900

4. level5 hospitals 4,000 4,200 4,326

5. Special purpose grant (Emergency Med. Ser

6. Rehabilitation of village polytechnisg 2,000 2,000

7. Supplement for Construction of County HQs 605 605

8. Allocation from Fuel Levy (15%) 4,307 7,875 8,269

9. Allocation from loans and grants 3,871 12,541 33,242

Total County Allocations 302,199 336221 372,742
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2.3 Contribution to the Btg Four Agenda

7. Labour is one of the Fogndations for National Transformation in the Kenya Vision 2030. It is

also a critical factor of production without which, the other factors of production cannot produce

the required goods and services for the economy.

8. Therefore, Labour sub-sector is an enabler in fts implementation of the four government

priorities, which are Manufacturing, Food Securiry and Nutrition Security, Universal Health and

Affordable Housing. The Sub-sector advocates for an efflcient, motivated and healthy human

resource base, which is pivotal for enhanced national competitiveness, economic growth and

development. The Sector will contribute to the 'Big Four' priority areas through the following

programmes, projects and activities uncler the State Department for Labour, that have been

linked to the 'Big Four' initiatives:

.OF BEST LABO'IIR

Target 20L8n9

3s6 Labour l,aws and 2
pgiiciep rwiewe! 'llrj"ttJine,yiew.oL1f",,,

Labourlaws and poligies to ,

alipthemlg'theemerging 1,

p.pg9 and clgtlenges in the ' '
LabourMarket

60ADR in placeAlternative Disputes
Resolution (ADR)
mechanism established

20Policy developed &

603 Wages Councils
established fully
operatir-rnalizcd

3 Wages Councils
established and 2 fully
operationalized

Project 4: Review, establish
and operationahze wages
councils and National Labour
Board to guide in the fr,xation

of terms and condition of
employment in the various
sectors

506

Baseline Survey on
number of workplaces,
hazardous occupations
and plants

Carry out OSH survey in
20counties

415
37700 Factories and
processing plants
exa:nined

8,950

163
Develop & IEC materials
sensitize 1000
entrepreneurs

7,000 Jua Kali
entrepreneurs sensitized

Project 5: lmprove
Occupational safety and
health standards in Micro and

Small Enterprises (l\tlSEs)
Manufacturing sector,
Agriculture and construction

Project 2: Establish
Conciliation and Mediation
Services



Project 6: Stengthening the
operational capacity of the
National Productivity and
Competitiveness Centre

G.[PCC)

47 Productivity Officers
trained on certified
KAZEN Course,
National Productivity
Council Bill frnalized
and 7 productivity
consulting firrns

t{PC Bill finalized, 47
officers fained and 7
Productivity Consulting
frrrs registered

28.5

1:

AI{D PRODU

B. OTEF'R AREAS RELATED TO MANUf,'ACTURING CLUSTER

t.

Project 8: Carry out a skills
and occupation survey in the
Informal Sector - World Bank
Funded

Skill Profiles, gaps and
occupations in the
inforrnal Sector
identified

Skills and occupational
survey in the informal
sector

3s0

Project 10: Maintenance of
the Kenya Latour Market
Information System (KLMIS)

2: MANPOWER

Up to date, relevant
labour Market
information available

Application
Programming Interface
with other systems

264

A. TEXTILE AND LE, TTTNN SECTOR

50,000 workers inEPZA
hained on productivity
skills in textile Sector

10,000 140
Project 1. Productivity
improvement in Textile and
Leather Sectors

Project 2 : Productivity
improvement in the Tea,
Dairy, and Cereals (maize)
sector

9,000 workers tained on
productivity skills in
leather sector

15,000 Workers of KCC
and NCPB Eldoret
KmA (2 Limuru, 5

Kericho) trained on
productivity

3,000

s007,

l2

14

Project 3: Productivity
improvement in the
manufacturing MSEs Sector
in 4 clusters (Metal, Food
processing, Fumiture and
Agribusiness clusters)

85 MSEs in the 4
clusters trained on
Productivity
improvement skills

40 l5

Project 4: Train Youth &
Women in Textile/Apparel
'Sector

50,000 Youth and
Women trained in :
Textile/Apparel Sector' -

10,000 720

Project 5: Enhance skills in
the Micro and Small
Entelprises (MSE)
Manufacturing Sector

88,000 workers in the
MSE sector skills
enhanced

43,000 1,362.70

9 lStanding Committee on Labour & Soeial Welfare suburission for Budget Policy Statemeut, 2018



10,000 5,700

Project 7: Kenya Youth
Employment Opportunities
Project (KYEOP) -
ImprovingYouth

70,000 youth trained for
employment
opportunities

382Project 8: Enhancement of
lndustrial Attachment;

210,000 students and
lecturers attached in

443.1Project 9: Upgrading of the 5
lndustrial Centres

5 industrial training
centres

2

319450,000 placed on
Internship

50,000

Project 10: Coordinate tle
implementation of the
National lnternship
Pro

115
OH services integrated
into primary health care
facilities

Develop Data collection
and transmission tools
Sensitization of doctors
in public hospitals Roll
out in 2 Counties

75,000 125

Project 21: Mainstreaming of
Basic Occupational Health
Services @OHS) into
Primary Health Care System

examined

365,000 Workers in
hazardous occupations

7t7.9
66,000 workers in the

Housing Sector skills
enhanced

15,000
Project 22: Enhance skills
possessed by workers in the

sector

WIND Programme Mwea
irrigation scheme

23:Jmplement ILO's
Work lmprovement
Neighborhood Development
(WIND) Programme in 4 crop
production sub-sectors

Project 6: Carry out
Apprenticeship training both
in the formal and informal
sector

6,000 972

Source: the National Treasury, Sector Report 2018

40,000

109

Leaders of SACCOs in 4
crop production sub-
sectors (:ice, sugarcane-
small-scale tea and
horticultural growing
farmers) trained as TOT
on best occupational
safety and health
practices

27000 apprentices
engaged and trained in
the formal and informal
sectors



9. The Sports industy, arts and culture may not have a direct relevance with the big four plans

of the Government. However, it is worth noting that, the industries generate revenue to the

Government which is in turn needed for the implementation of the big four. Going forward

the government intends to nurhue the youth that have continued to demonstrate immense

talents, especially in sports and arts. This will be a catalyst for growth and deve{opment.

2.4 Issues of Concern

1. The set-out allocations to the state departmentfor sports development and state department

for arts and culture are less than the resource requirements by Kshs 8,816 mitlion and Kshs

4,684 million. This may hinder service delivery by the deparhnents.

2. Status of pending bills: The development expenditure should be given a priority in order to

avoid accrual of pending bills and breach of contractual agreements

3. Labour Sector should fast-track establishment of an institutional framework for enhanced

coordination of all social protection programs to create harmony and avoid duplication

4. The Sector needs to fast-track amendment and enactment of legal frameworlu (Policies,

bills and legblations) that are aligned to the Constitution to facilitate eficient and effective

implementation of sector activities. These Policies that are at various stages of completion

include; National lndustrial Relations Policy, Wages and Remuneration Policy, Regulations on

Oil and Gas, Labour Market Information Policy, Labour Migration Management Policy,

National Social Development Policy, National Community Development Policy, Older

Persons Policy, Persons with Disabilities Policy, Anti Female Genital Mutilation Policy,

National Gender and Development Policy, National Equality Policy, Merging of Affirmative

Action Funds Policy.

11 lStanding Comurittee on Labour & Social lYelfare submissiou for Budget Policy Statement, 20]8



3 COMMITTEE RBCOMMEND.ATIONS

The Cornmittee recourmends the following:-

1. Conditional grants should inciude grants to counties to support in Sports management and

development and the allocation of the pwDs in Sports to counties should be clearly spelt out;

2.Focusinallocationsisneededtothecreativeeconomysectorasafrontierofeconomic

develoPment and job creation;

3. PWDs should be mainstreamed in the Youth and Gender plogrzms;

4,UnderProgramme2inManpowerDevelopment,EmploymentandProductivityManagement,

Allocations to the National Employmeut Authority should be included so that it may be able to

perform its functions including education and curriculum development, creation ofjob centues

and establishing of a data base for all the unemployed youth in Kenya' The data will be

importantinpolicyformulationespeciallyinmattersrelatingtoyouth.

5. Under the Big 4 Agenda 1 of Universal Healthcare, Allocations to youth programs should

includethosetotrainandhireyouthasCommrrnityHealthWorkersandpaythemminimum

wage;

6. ln cluster 3 of Affordable Housing, Project 22, should include allbcation to the relevant

authoritytocertiffandaccreditworkersintheconstructionsector;

7. Improved allocation to develop the Sports and Arts Sector as this is an area that is creating

employment especially to th'e Youth and Women;

g.. Improved allocations to address an ageing public service vis a vis youth employment to cater

ralreadyqualifiedprofessionalswhoareunemployede.g.teachersandnurses;

g. The need to set allocations to provide incentives to the Private Sector to take in interns

especiallythosewithlessthan6monthsexperience;

10. Labour Sector should fast-track establishment of an institutional framework for enhanced

rnd enactnent of lega1 frameworks (Policies' bills
1 1. The Sector needs to fast-track amendrnent i

and legislations) that are aligned to the constitution to facilitate efficient and effective

implementation of sector activities'
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PREFACE

Mr. Speaker Sir,

The standing committee on Health was constituted in December,2017 pursuant to
standing order 212 of the Senate standing orders. The committee is mandated to consider
all matters related to: med.ical services, public health and sanitotion.

Membership of the Committee

The Membership of the committee is composed of the folrowing:-

l. Sen. (Dr.) Michael Malinga Mbito - _

2. Sen. (Dr.) Ali Abdulahi Ibrahim

3. Sen. Beth Mugo

4. Sen. Nderitu John Kinyua

5. Sen. Iman Falhada Dekow

6. Sen. Okong,o Omogeni

7. Sen. Naomi Shiyonga

8. Sen. Petronilla Were Lokorio

9. Sen. Ben Oluoch Okello

Chairperson

Vice-Chairperson

committee Policy considerations and Recommendations

The committee analyzed the Budget Policy statement and the Medium Term of the Health Sector
and made the following policy considerations:

- l. -Healr.h-Al.lo th for
the FY 201712018 is less than 8 percent. This is below the 15 percenr envisioned in the
Abuja Deblaration' The National Government spent approximat ely 4%oon health. counties
on average spent 25'2 per cent of their brdg.ts on health even though most of it went to
recurrent expenditure' However, the shareable revenue of counties is lower than the national
government.
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There is a need to cost service delivery of health seryices in the counties with a view to

matching resources against functions, increasing health budgetary allocations and directing

more resources and efforts towards preventive and promotive health care

2. Resource constraints: In terms of resource allocation, the proposed budget ceiling for

Health sector for 2018/19 is Kshs 69.9 Billion which is less than the resource requirement

for the sector which stood at Kshs 115.8 Billion. In the next MTEF period, the resource

requirement for the sector is Kshs 37 4.6 Billion against a proposed resource ceiling of Kshs

215.9 Billion. This is a significant resource gap in the sector considering the govenrment

intention to actualize the UHC by 2022 as one of its Big Four plans. Thus, the Health sector

is not adequately supported in terms of resource allocation to implement of the Universal

Health.

3. Establishment of L0 Referral Hospital: The Ministy of Health intends to establish 10

referral hospitals as one of the support initiativis towards UHC. The 2018 BPS has not

indicated where these ten-referral hospitals will be located, and what criteria shallbe used.

The Ministry should provide an implementation plan indicating how the location of the

hospitals will be selected and what criteria will be applied. In addition, the plan should

clearly state whether the referral hospitals will be established by upgrading existing

facilities or building new ones.

4. Establishment of four (4) new comprehensive cancer centers: The Committee supports

the initiative. Cancer is a major epidemic in the country and a lot of citizens are suffering

without treatment. The Committee has concerns that only 1 billion Kenya Shillings has

been budgeted for establishment of a cancer institute. Additional resources should be added

to combat this menace afflicting Kenya Citizens.

5. Establishment of Managed Equipment Seryice (MES): The Ministry intends to equip 2l
' hospitals with specialized equipment under Managed Equipment Ser.rice (MES) Project as

parl of the suppor-tive initiatrves towards UHC. The Ministry should provide a detailed

implementation plan of the extended MES programme clearly detailing which hospitals are

to benefit. Subsequently, the Ministry should provide a status report on the implementation

of MES Project to Parliament. The Committee notes that in the 2018119 financial year 9.4

billion has been set aside as conditional grants towards medical equipment leasing

progralnmee to the Counties. This is up from 6.1 Billion on financial year 2017118. The



Committee is concerned that coinmon Kenyan Citizen is not getting a value for their money
since a lot of the equipment is lying idle. The committee is of the opinion that infrastructure
to operate the machines should be laid out first prior to getting the additional equipment.

6' NIIIF and universal Health Coverage (UHC): The government intends to introduce
multi-tiered health packages under the NHIF cover. The Ministry should define the number
and scope of services under each tier. on the proposed expansion of coverage, the Ministry
has provided an indicative target of approximately I 1 million new NHIF members by 2022
which translates to an additional budget of Kshs. 24.6 billion within the next five years.

It's not clear what burden of responsibility will be bome by National govemment vis a vie' 
the county governments. Similarly, with the introduction of uHC, the Ministry should
detail how it intends to mitigate against an expected rise in healthcar.e costs that will be
occasioned by increased demand for health services under UHC

7 ' Merging initiatives: It is noted that the govemment has over the past rolled out various
initiatives/projects (HISP and Insurance for the elderly and the disabled) under the social
insurance programs aimed at supporting the uHC goal. These initiatives are meant to
expand uptake of NHIF especially by the vulnerable groups. According to the health sector
report 2011, these initiatives are to be implemented within different prograrnmes in the
Ministry i.e Health Policy and Standards, and General Administration programmes. This
may result in coordination inefficiencies. The Ministry may consider merging all these
efforts to create an omnibus programme to support uHC.

8' Collaborative Health Human Resource Management: There is need for the Ministry to
speedily implement the Health Act 2011 through an intergovernmental framework with
county goverTrments. This is especially true in the area of health human resource

- - management wlrich is-a-key-eleme+t-of-ensuring -a-searrlesy--Etrid- crsr-effoctjve - -

implementation plan of the UHC.

9' Health Worker Recruitment The government intends to increase the ratio of health
workers from 9: 10,000 to l4; 10,000 by 2022.This represents an addition of 21,300 new
health workers to be recruited within the next 5 years. At an average cost of Kshs. 100,000
per health worker, this translates to estimated cost of Kshs. 2.1 billion. It,s not clear what
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burden of responsibility will be borne by National govemment vis a vie county

governments.

10. Linking BPS with National Development agenda: The Constitution requires that budget

preparation needs to be guided by the development plans. Kenya is guided by vision 2030

in planning which is usually broken down to 5-year med.ium term plans. The MTP III is

not yet available yet it was supposed to inform 2018/19 and medium-term resource

allocation in all sectors. There is no information on which overall policy plan informed the

formulation of the proposed strategic focus and resource allocation.

1L. Case of Pending Bills. Information from the Ministry indicates that in the last four years

the Ministry has had cases of high pending bills involving varying amounts. The highest

incidence of pending bills was recorded in 201 5116.In2016117 the accumulated pending

bills totaled Kshs 9.4 billion. It is noted that the semi-autonomous agencies have the highest

pending bills and this is a concern since these agencie's collect their own revenues which

needs to supplement what the exchequer allocates to them.

It is the Committee view that The Ministry of Health and all Semi-Autonomous

Government Agencies operate balanced budget. This will prevent compromise on service

delivery since funds earmarked for certain function will not go toward.s paying pending

bills.

12. Donor financing: The health sector capital expenditure is highly dependent on donor

financing. In the FY 2016/17, the total capital expenditure estimates of Ksh. 3l.lTgbillion

is donor financed to the tune of Ksh . 19.77 billion, representing a donor financing level of
approximately 63 percent. The government funding for the health sector capital projects

is a meager Ksh. 11.34 billion. Key projects at the mercies of the donors include:

reproductive health commodities; universal health coverage; procwements of vaccines;

HIV/AIDS, TB and Malaria among others. There is need for the Ministry to explore home-

grown financing mechanisms for critical projects in the Ministry. The funding should be

consistent with Kenya's priorities and within broader objectives of universal coverage.

13. Slum upgrading project: This is a strategiC intervention to upgrade health centers in slum

areas which the Ministry has been undertaking. However, the project has not fully taken

off with cases of containers lying idle in Mombasa. The Ministry should pfovide a

comprehensive status report on this project including the location, names and numbers of
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health centers completely upgraded and operational; names and numbers of health
personnel managing the health centers, and; the policy framework in place to hand over

the facilities to the County Govemments since this is a function is under the purview of
the County Governments.

14' Conditional Grants to Level 5 and other High-Volume Health Facilities: The Ministry
has proposed a total allocation of KShs. 4,325,000,000.00 as conditional grants to Level
5 Hospitals. The Ministry needs to map out all high volume health facilities with a view
to identifying other hospitals that can benefit from this conditional grants.

15' Emergency Treatment Fund: No provision is made for the funding of Emergency

Treatment despite the factThat the right of every person emergency treatment and care is

recognized in Section 7 of the Health Act2011.

16' Funding of Additional Allowances Negotiated under the Collective Bargaining
Agreements with Doctors, Nurses and Clinical Officers: Following a protracted strike
in 2017, the national government offered 2598 in-service doctors an Emergency Call

Allowance of KShs. 42,000-50,000 and a Risk Allowance of KShs. 20,000.00 each. The

increment translates into an additional cost of KShs. 3,077,56g,000.00 to county
governments.

Similarly, the government offered 24,361clinical officers and other county health workers

a monthly Health Workers Allowance ranging between KShs. 7,500.00 and KShs.
20,000.00. In addition, Clinical Officers were awarded an Emergency Call Allowance of
KShs. 10,000.00 per month. This increments have translated to an additional cost of KShs.
5,25 4,320,090.00 to County Governments.

In addition, the government negotiated with the KenyaNational Union ofNurses, Nursing

The combined additional cost of these negotiated allowances to county govemments

amounts to KShs. 1 1,806,032,000.00.

The BPS makes no provision forthe allocation of this money
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A.Introduction

1' The 201 8/19 Budget Policy statement (BPS) has been prepared at a time when the prolonged
electioneering of 2017 slowed down economic activities in various sectors of the economy
such as tourism, wholesale, manufacturing and retail where both large and small medium
enterprises were negatively affected' Nevertheless the economy remained resilient despite the
risks which had been posed by election related challenges.

2' The report provides an analysis of the Budget Policy Statement for financial year 20l g/t 9 and
the medium term review' It specifically concentrates on reso,rce ceiling for various
programmes in the Health sector.

B. The Legal Basis for processing of the BpS

3' The Budget Policy Statement is one of the key budget policy documents prepared by the
National Treasury and is published in accordance with section 25 0fthe public Finance
Management Act, 2012' In preparing the Budget Policy Statement, the National rreasury is
required to set out the broad strategic priorities and policy goals that will guide the national
govemment and county governments in preparing their budgets both for the following financial
year and over the medium term. The National Treasury is required to include the following in
the Budget policy Statement:_

i' An assessment of the current state of the economy and the financial outlook over
the medium term, including macro_economic forecasts;

ii' The financial outlook with respect to Government revenues, expendifures and
bonowing for the next financiar year and over the medium term;
The proposed expenditure limits for the national

111.

t and the Judiciary ind indicative transfers to county governments;
responsibility principles and financial objectives over the medium term

. including limits on total annual debt.

section 25(2) of the Public Finance Management Act 2ll2,requires the National Treasury to
submit the BPS to Parliament by the 15th February each year. parliament has fourteen (la)
days after its submission to scrutinize and review it in line with sectio n 25(7)of the public
Finance Management Act 2012.

8fPage
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I. Historical Allocation of the Health Budget

5' Kenya's population is estimated' at 48.46 million with an average population growth of I
million per year. (World bank, 2018). ln addition, Kenya has a fertility rate of 2.. children per
woman' Kenya's burden of diseases has historically been mostly focused. on communicable
diseases such as Malaria, Tuberculosis and HIV/AIDS. However, in the recent years there has

been a resurgence ofdiseases previously thought to have been eradicated such as Cholera and
Chikungunya.

6' The 2010 Constitution brought foth devolved governments and the health sector was devolved
to counties' The national government is in charge of health policy, national refenal health
facilities and capacity building and technical assistance to counties while service delivery falls
under the purview of count governments.

7 ' Generally, the government spending on health is less than 8 percent which is below the 15

percent envisioned in the Abuja Declaration.

Figure 1: Trdnds in Health Allocation as o/oofTotal Government Budget and Level of level

of government
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Source: Ministry of Health

8' In FY 2016117, Counties on average spent25.2 percent of their budgets on Health. However,
eight counties namely: ElgeyoMarakwet, Nakuru, Kiambu, Baringo, Siaya,Kirinyaga, Lamu,
and Trans Nzoiahave allocated at least 30 percent of the resources to health.

a

Figure 2: o/o of.total County Budget allocated to heaftfr by county By Z0L5ll6 & 2016117
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il. Highlights of the Budget policy Statement 20lg
(a) An overview

9' The BPS outlines the broad strategic govemment priorities and policy goars of the government
over the medium term' This is intended to provide the basis for preparing the budget
goveilrment for the following year and over the medium term by both the National government
and the county governments.

10. The theme for the Budget policy Statement for 201

o/o ZAtilt7

--- - - 20161 L7 Average (ZS.2Vo)

Cou nties

S ((

liv e s - t he' b i g four, pl an ". Thts, the Budget Policy Statement 201g is an emphasis on the socio_
economic transformative agenda envisaged by the govemment to deliver economic
transformation in four key strategic areas of focus identified by the Government (see table l)

l0 lPage
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Table 1: c Areas Fof ocus- The B ourFK.y Strategic Medium Term Target

Heal th care

area

quality and
Providing guaranteeinguniversal heal careth hence
affordable heal thcare to Ken 2022



l

Housing Providing at least 500,000 affordable new houses to Kenyans by
2022

Manufacturing Supporting value addition and raising manufacturing sector's share

9IGDP to 15%by 2022
Food Security Expansion offood production and supply, reduction offood prices

to ensure affordability in order to guarantee food security and
improve nutrition

Source: National Treasury

Table 3: Targeted coverage- UHC
Item 2018 2019 2027 2027

Coverage

(population)
25,740,788 33,517,183 4I,616,322 49,813,085 51,572,636

Source: National Treasury

I 3. The proposed initiatives under the BPS 20 I 8 which the government has lined up to support the

progressive rollout of UHC include: driving up National Hospital Insurance Fund QTIHIF)

uptake especially by those in the informal sector and the vulnerable groups; aligning NHIF

towards UHC through legal and institutional reforms; reviewing the IRA Act to increase uptake

of private health insurance; launching segregated multi-tiered health cover packages, and;

digitalization of NHIF services.

14. Through the UHC the govemment intends to have the following key deliverables in the next

five years:

i. 9 Million aad 12 million covered by formal and informal members' contributions

to NHIF respectively

ii. 1.79 million elderly (70+; and i.5 million poor households (indigents) covered

through the NHIF

iii. 1.5 million Women and children covered under the Linda mama prograrnme.

1 Budget Poliry Statement 2018
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fII. Medium Term Health Sector Policies espoused in the BPS 2018

11.The policy thrust for the Health sector contained in budget policy statement 2018 is the

progressive provision of universal health care (UHC). This policy has been identified as one

of the big four agenda for the govemment to be realized in the next five years.

12. The govemment envisages having in place universal health coverage within the next five years.

ir::i Progressive targets have been set for every year leading to 2022 as provided in the table below:

2020



15' The proposed supportive initiatives (enablers) towards UHC include: continued provision of
specialized medical equipment; increasing the number of referral health facilities; and, the
expansion of the Linda Mama Program to bring on board mission and private hospitals. The
government has set the following targets for the various enablers in the next five yeam:

. Establishment of ten (10) refenalhospitals

' Establishment of four (4) new comprehensive cancer centres

' Establishment of one (r) centre of excelence for kidney health
' Equipping twenty one (21) additional hospitals with specialized equipment (surgical

theatres, radiology and dialysis equipment) ^ - --1--r

' 50o/o increase in the ratio of health worker to 10,000 people (from 9:10,000 to
1 4: I 0,000)

' Expansion of Linda mama program by bringing on board mission and private hospitals.16' The government will also continue to support the ongoing prograrnmes within the sector such
as improving RMNCAH2 through increased immunization, improved nutrition ,increased
access to family plaruring services, ending AIDs, TB, Malaria and non communicable diseases
by 2030;increase access to national referral health facilities and specialized services;
strengthening hearth research and developing medicar tourism.

ry. Key areas of spending in the Health Sector

17' In the next five years, the government key focus in the health sector is on the provision of
universal Health care. The key spending areas as espoused in the BpS 20lg are: provision of
specialized medical equipments; increasing the number of health facilities (refenal hospitals,
establishment of cancer center and kidney center), and; expansion of the Linda mama to bring
on board mission and private hospitals as well as continued funding of the ongoing programs
and projects.

LS,jl]he trzfi.licrnr i-{o-r^ +^.-sruuqrfr]relrErr_r(rL_orrrilrurlmplerlgmmgtre ftvek aiut_
year and over the medium term' Table 2 gives the proposed budget ceilings (recurrent and
development) for 2018/19 financial year and the projections within the medium term broken
down to various prograrrmes being implemented by the Ministry.

2 Reproductive, Maternar, Neonatar, chird and Adorescent Hearth
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Preventive,
Promotive and
RMNCAH 4 786 8 11 5,693 911 715 tl

13,69

7
14,59

4
14,62

65

:l

Source: National Treasury

V. Conditional Grants to Counties

19' In 20l8l19 FY the proposed conditional allocations to county governments is Kshs. 5g billion.
Conditional allocations have risen from Kshs. 21 billion in2016/ll Fy to currenr status on
account of increase in ailocation from loans and grants.

20. The conditional grants to county relating to health sector are:

i' Leasing of medical Equipment: Started in the financial year 2015/16, this conditional
allocation is intended to facilitate the purchase of modem specialized health care
equipment in at least two health facilities in each County Govemment over the medium
term' This will facilitate easy access to specialized health care services and significantly
reduce the distance that Kenyans walk in search of such services today. This
conditional allocation is to be allocated to County Govemments equally.

ii' Compensation of user fees foregone: It is the intention of government to sustain the
Government policy of not charging user fees in public health facilities. In this regard,
the National Government has allocated Kshs. 900 million to compensate county
govemments for revenue forgone by not charging user fees in the county health
facilities. This grant is to be ailocated among County Governments on the basis of the

National
Referral and
specialized
services

15,95

0
15,45

3

31,30
J

16,42

J

16,61

4

33,03
7

16,39

7 17,597
33,99

4
I Hea1th Research
and
Development 5,295 436 I5,72 5,499 78 5,577 5,501 69 5,570

and P

General
Administration

5,857 3,093 8,950 7,451 2,511 9,962 7,722 1,564 9,286
Health Policy,
Standards and
Regulations 3,030 7,296

10,31

6 2,361 7,289 9,650 2,390 7,299 9,679

Total
34,90

7

35,17
9

69,99
6

37,47_

7

35,40
J

72,92
0

37,72
5 35,420

73,L4

5
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iii.

annual consolidated facility outpatient (OPD) attendance workload as reported in the

Health Information System (DHIS).

Level5 Hospitals

Table 2: Conditional Grants to Level5

Source: National Treasury

Table 3: Disaggregation of County Governments' Allocations (IGhs. Millions)

No. Level-5
Hospital

County Proposed
Allocation
2018/19 (in
Millions)

1 Machakos Machakos 383.s8

2 Embu Embu 301.04

5 Garissa Garissa 344.74

4 Kakamega Kakamega 427.28

5 Meru Meru 373.81

6 Mombasa Mombasa 388.44

l Nakuru Nakuru 373.87

8 Nyeri Nyeri 401.86

9 Kisumu Kisumu 369.01

10 Thika Kiambu 538.72

11 Kisii Kisii 411.s7

Total 4,325.99

Typeilevel of allocation 20t6t17 2017n8 2018t19

280,300 302,000 314,000
Additional conditional allocations of which

1. Free maternal Healthcare 4,121
Leasing2 of medical tulpmeneq 4,500 6,100 9,400

J Compensation for fees foregoneuser 900 900 900
4. Level 5 hospitals 4,000 4,200 4,326

14 lPage
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5. Special purpose grant (Emergency Med. Ser 200

Source: Na tional Treasury

vI' sector Resource Requirement vis-a- vie proposed Bps 20Lg ceilings

21'The total proposed 2018/19 budget for the Health sector amounts to IGhs 69.9 b,lion out ofwhich trGhs 34'7 Billion is for recurrent expenditure while Ifths 35.2 bilion is fordevelopment expenditure' The allocation is projected to increase marginally over the medium
to Kshs 72'8 Billion and Kshs 73.1 Billion in20l7/lg and,20lg/19 respectively.

22' rt is noted that the p'opor.d budget ceiling for Heaith sector for 20Lg/1g is less compared to
the resource requirement for the sector which stood at Kshs 115.g Billion (table 4). The overall
resource requirement in the next MTEF period is Kshs 374.6 Billion against a proposed
resource ceiling of IGhs ZlS.g Billion.

6 Reha obilitation f village CSytechnipol
2,000 2,000

County HQsConstruction7 S forupplement of
605 605

Ler.y %)
8 Allocation from Fuel 5(1 4,307 7,875 8,269Allocation9 from andIoans $ants 13,97 1 i2,54 33,242T,o tal Coun AlIocaty tions

302,199 336,221 372,742

Table 5
uirement Mlnsvr-sa-vt resource

TotalRecc Dev

2078/19
urce requirement

Recc Total

Reso

2018/79

Dev TotalRecc
Deviation

Dev

Programmm
es

Preventive,
Promotive
and

RMNCAH 4,796 8,911
13,69

7 1,724
l g,0g

6 20,910 
I 3,062

(10,17
s) 'r1 i 3

I 3( ,26
0

National
Referral and
specialized
services

15,95

0
15,45

3

3 I,30
3

17,22

4

27,33

9 44 563
(1,374

6

(1 1,gg

Health
Research and

436 5,721 | 5,772 | 1,260 
| 7,U2 | (487) 

| (824) I 1 I

P

Generai
Administratio
n and -.

5,957 3,093 8,950
_ 10,43

9 5,077 
| 15,516

(4,592

) _(!,984)
Health
Poli 3,030 7,296

10,31 
I

6l 9,497 
I

18,43

5 27,932 
|

(6,467

) e)

(11,14 (17,61 
)

6)l
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Table 5: vl-sa-vr resource Mlns

20l8ll9 Ceiling
Resource requirement

2018t19 Deviation
Programmm

es
Recc Dev Total Recc Total Recc Dev Total

Standards and
Regulations

Total
34,90

7

35,17
9

6g,gg

6

44,65

6

71,19
7

115,95
3

(9,849

)

(36,01

8)

(45,86

7)
So urce: National Treasury and MOH

23' As envisaged, the proposedmain drivertowards attainment of UHC is the progressive uptake
of the NHIF cover especially in the informal sector and more so the vulnerable groups.

Considering the socio-economic status of the targeted vulnerable groups, they may require full
subsidization of the health insurance premiums. Thus, the targeted vulnerable groups are a
critical segment of the population which will entirely depend on the govemment health subsidy
in order to uptake the NHIF cover.

24' According to the Heaith sector projections, it will cost the government Ifths 49 Billion in the
next five years to provide health insurance cover to the targeted number of households falling
under the vulnerable groups (elderly and disabled and the poor). This excludes other
supportive investments (both new and ongoing) required. According to the health sector report
2017, the proposed supportive investments towards attaining UHC within the sector has been

estimated to cost Kshs 250 Billion (Annex 1). This brings the total investments in the next
five years towards UHC to approximately IGhs 300 Bilion.

25' In view of this, there is a significant resource gap in the sector as a result of the proposed

ceiling in 201 8/19 and over the MTEF considering the government intention to actuali ze the

--uHe-b-y4022-as-oneotrits-big-f ouramruulre-neal
in terms of resource allocation to implement of the Universal Health.

VU. Historical Allocations to the Health Sector

26' In the last four years, the budget allocation for the Health sector has been on an upward trend
from Kshs 50.7 Billion in 2013/14 to Kshs 71.4 Billion in2016117.The allocation reduced to
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Kshs 61.7 Billion in2017118 due to austerity measures introduced by the govemment through

the supplementary budget.

Table 6: Historical allocation (Kshs Mlns)

Programmes. Approved Budget
20L3t14 2014ns 20L5tL6 20t6/L7 20t7lt\

Preventive, Promotive and
RMNCAH 18,149 10,456 7,856 16,398

13,429

National Referral and specialized
services 25,552 19,4r2 23,944 29,489

23,305

Heaith Research and
4,423 5,251 5,486 5,852

5,645

General Administration and
Planning 2,649 14,629 15,705 1 0, 1 8 1

8,289

Health Policy, Standards and
Regulations 0 4,581 7,683 9,515

10,083

Total 50,773 54,329 60,674 71,435 60,751
Source: National Treasury and MOH -

Vm. The Health sector contribution to the development

a) Health Sector programmes performance

27 . The sector has made a number of achievements in various prograrune s in2016ll7 where most

of the set targets were attained (see annex 2). However the sector also missed the set targets

for in some prograrnmes. Table 7 gives a summary of programme performance in the sector

and set targets for 20 t 8/19 and the medium term.

Table 7: lrograrnmes performance and targets

Programme KPI 2016t77 Target
Target Actual 2018fi9

Preventive
and
promotive
healthcare

No of PLHIV on ARVs 1,000,000 7,069,220 1,100,000
No. of first line anti TB
medicine doses distributed 89,247 78,394 94,000
No. of ACT doses
distributed 12,000,000 14,600,000 12,000,000
No. of cancer centres
established N/A N/A I

National
Referral and
specialized

No. of open heart
surgeries-KNH 78 61 1Al.+

No. of minimally invasive
surgeries-KNH 720 456 503
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Table 7: and

2016t17 TarqetKPI
Target Actual 2018n9

No. of specialized
laboratory investigations-
MTRH 553,563 553,562 610,302

Programme

health
services

No. of mental health
patients treated-Mathare 3,583 3,762 4,747
No. of pre service middle
level health professionals

from KMTC 1,629 8,534 9,481
No. of new intake-KMTC 12,000 12,600 13,000

Health
research and
development

Completed research
KEMRI 10 35 12

No. of vulnerable persons
accessing subsidized
health insurance 160,710 i71,800 i 80,000

Health
policy and
standards

No. of elderly persons
accessing subsidized
health insurance 42,000 42,000 I 8 i,000

Source: MOH

b) Contribution of the sector to Big Four

28. The Health sector has been identified as one of the big four agenda where the aim is to have

UHC by 2022. Tlne need for efficient and high quality healthcare system in an economy is
critical for a sustained economic growth. This is because a healthy population is a pre-requisite

for accelerated national development.

29.A healthy population reduces health burden to households in terms of costs hence freeing

additional income in the economy for investment as well as enabling the population to fully
participate in productive activities in the

healthcare system will provide the needed human resoruces to engage in economic activities

that will support realization of food security; housing and manufacturing.

IX. The wage bill burden in the Health sector

30' The Ministry of Health wage bill has been on an upward trend in the last five years. However,

in comparison to the budgetary allocation to the Ministry, 8.7 %of the total budget allocation

in the last five years has been utilized for compensation of employees. Thus, the wage bill

lSlPage
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takes a small portion of the Ministry Budget and this is partly due to devolution where human

resources were devolved to county govemments

FIG 1: WAGE BTLL VI-SA-VI BUDGET ALLOCATION

80,000

60,000

40,000

20,000

Total Wage
Biil

Wage Total Wage Total Wage Total Wage
BillBill Bill u Bill

2073lt4 20t4l7s 20tsh6 2Ot6h7 2Ot7/\8

Total

31. However, of-concern is the huge wage bill by the SAGA's within the sector' For instance' in

2OlTllgfinancial year, the amount towards compensation of employees to six of the Sector's

SAGAs stood 5g% of the entire SAGA',s budget. Even though most of these semis autonomous

agencies rely heavily on human resources to execute their mandate, these entities are faced

with limited budget to implement their projects. Figure 2 gives a picture of the wage bill trend

in the sector.

Fig 2: 2}l7ll8 Wage Bill in SAGAs

30,000

25,000

20,000

15,000

10,000

5,000

7L5

KEMSA NACC KNH MTRH KMTC KEMRI

,z}t7lt}Total Budget r2oTTltSwage Bill

TOTAL

11,360

7,554

Source: MOH
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X. Evaluation of Capital projects in the sector:

32' The health sector capital expenditure and capital projects are highly dependent on donor
financing (see annex 2). rn the FY 2017118, the total allocation to capital projects is Kshs.
30'9 billion out of which Kshs 17.9 Bitlion (58%) is from developmenr partners. The
government funding for the health sector capital projects is Kshs. l3 billion. criticalprojects
supported by the donors include: reproductive health commodities; universal health coverage
related activities; procurements of vaccines; HIV/AIDS, TB and Malaria among others.

XI. Efficiency in the implementation of the budget:

a) The case of pending bilts

33' Information from the Ministry indicates that in the last four years the Ministry has had cases of
high pending bills involving varying amounts. The highest incidence of pending bills was
recorded n 2015116' rn 2016117 the accumulated pending bills totaled Kshs 9.4 billion. It is
noted that the semi autonomous agencies have the highest pending bills and this is a concem
since these agencies collect their own revenues which needs to supplement what the exchequer
allocates to them' The SAGAs attributes the occurrence of pending bills on late release or lack
of exchequer.

Source: MOH

34' Chronic pending bills are an obstacle towards full budget implementation. This is because
accumulating pending bills affects the subsequent budget allocation since these bills must be

20 lPage

Table 8: of Bills Mlns
2013t14 2014/t5 20tst16 2016t17

MOH 786 1 800) 2,479 327
KMTC 533 1,827 1,626
KEMRI
KNH 292 3,403 3,517 3,403
MTRH 789 1,187 292
KEMSA 2 7,329 766 1,093
NACC
TOTAL . 1,090 7,853 11,907 9,493



cleared first before the budget is implemented and in so doing diminishes the resources available

to implement the next Budget.

b) Budget allocation Absorption

35. Over the last four financial years, the Ministry has recorded improvement in terms of

absorption capacity from a low of 61 % 2}13ll4 to 80%o in20l6ll7 (Annex 3). However, the

absorption rate is not optimal and this hinders the sector from achieving all the targets set. One

of the obstacles to budget absorption is that the sector relies much on donor support which is

more often than not erratic. Table... indicates the absorption rate for various programmes in

the sector.

XII. Committee Policy Considerations

The Committee analyzed the Budget Policy Statement and the Medium Term of the Health Sector

and made the following policy considerations:

1. Health Atlocation vs Abuja Declaration: The total govemment expenditure on Health for

the FY 2}l7l2}l8 is less than 8 percent. This is below the 15 percent envisioned in the

Abuja Deciaration. The National Govemment spent approximately 4% on health. Counties

on average spent25.2per cent of their budgets on health. However, the shareable revenue

of counties is lower than the national government. There is a need to cost service delivery

of health services in the counties with a view to increasing health budgetary allocations and

directing more resources and efforts towards preventive and promotive health care

Z. Resource constraints: In terms of resource allocation, the proposed budget ceiling for

Health sector for 2018/19 is Kshs 69.9 Billion which is less than the resource requirement

for the sector which stood at Kshs 115.8 Billion. In the next MTEF period, the resource

requirement for the sector is Kshs 374.6 Billion against a proposed resoluce ceiling of Kshs

215.9 Biilion. This is a significant resource gap in the sector considering the government

intention to actuaiize the UHC by 2022 as one of its Big Four plans. Thus, the Health sector

is not adequately supported in terms of resource allocation to implement of the Universal

Health.
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3' Establishment of 10 Refemal Hospital: The Ministry of Health intends to establish 10

referral hospitais as one of the support initiatives towards UHC. The 20lg BpS has not
indicated where these ten-refenal hospitals will be located, and what criteria shajl be used.

The Ministry should provide an implementation plan indicating how the location of the
hospitals will be selected and what criteria will be applied. ln addition, the plan should
clearly state whether the referral hospitals will be established by upgrading existing
facilities or building new ones.

4' Establishment of Managed Equipment Service (MES): The Ministry intends to equip 2l
hospitals with specialized equipment under Managed Equipment Service (MES) project as

part of the supportive initiatives towards UHC. The Ministry should prouid" a detailed
implementation plan of the extended MES programme clearly detailing which hospitals are

to benefit. Subsequently, the Ministry should provide a status report on the implementation
of MES Project to Parliament. In addition, Ministry of Health should provide the requisite
technical support and capacity building to counties with regards to the taining of health
specialists to operate the specialized equipment under this project.

5' NHIF and Universal Health Coverage (UHC): The govemment intends to introduce
multi-tiered health packages under the NHIF cover. The Ministry should define the number
and scope of services under each tier. On the proposed expansion of coverage, the Ministry
has provided an indicative target of approximately 1l million newNHIF members by 2022
which translates to an additional budget of Kshs. 24.6 billion within the next five years.

It's not clear what burden of responsibility will be borne by National government vis a vie
the county govemments. Similarly, with the introduction of UHC, the Ministry should
detail how it intends to mitigate against an expected rise in healthcare costs that will be

occasioned

6' Merging initiatives: It is noted that the goverrrment has over the past rolled out various
initiatives/projects (HISP and Insurance for the elderly and the disabled) under the social
insurance pro$ams aimed at supporting the UHC goal. These initiatives are meant to

expand uptake ofNHIF especially by the vulnerable groups. According to the health sector
report 2017, these initiatives are to be implemented within different programmes in the

Ministry i.e Health Policy and Standards, and General Administration programmes. This
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may result in coordination inefficiencies. The Ministry may consider merging ali these

efforts to create an omnibus programme to support UHC'

7. Collaborative Health Human Resource Management: There is need for the Ministry to

speedily implement the Health Act 2017 through an intergovernmental framework with

county governments. This is especially true in the area of health human resource

management which is a key element of ensuring a seamless and cost-effective

implementation plan of the UHC.

8. Healtl lqorker Reuuitmenl The govefirment intends to increase the ratio of health

workers from 9: 10,000 to 14: 10,000 by 2022. This represents an addition of 21,300 new

health workers to be recruited within the next 5 years. At an average cost of Kshs. 100,000

per health worker, this translates to estimated cost of Kshs. 2.1 billion, It's not clear what

burden of responsibility will be borne by National govemment vis a vie county
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governments.

g. Linking BpS with National Development agenda: The Constitution requires that budget

preparation needs to be guided by the development plans' Kenya is guided by vision 2030

in planning which is usually broken down to 5-year medium term plans. The MTP III is

not yet available yet it was supposed to inform 2018119 and medium-term resource

allocation in all sectors. There is no information on which overali policy plan informed the

formulation of the proposed shategic focus and resoulce allocation'

10. Donor financing: The health sector capital expenditrxe is highly dependent on donor

financing. In the FY ZOl6ll7, the total capital expenditure estimates of Ksh. 31.179 billion

is donor financed to the tune of Ksh . 1g.77 billion, representing a donor financing ievel of

approximately 63 percent. The government funding for the health sector capital projects

is a meager Ksh. 11.34 billion. Key projects at the mercies of the donors include:

reproductive health commodities; universal health coverage; procurements of vaccines;

HIV/AiDS, TB and Malaria among others. There is need for the Ministry to explore home-

growrl financing mechanisms for critical projects in the Ministry' The funding should be

conslitent with Kenya's priorities and within broader objectives of universal coverage'

-' 11. Slum upgrading project: This is a shategic intervention to upgrade health centers in slum
* 

areas which the Ministry has been undertaking. However, the project has not fuIly taken

off urith cases of containers lying idle in Mombasa. The Ministry should provide a



comprehensive status report on this project including the location, narnes and numbers of
health centers completely upgraded and operational; narnes and numbers of health
personnel managing the health centers, and; the policy framework in place to hand over
the facilities to the county Governments since this is a firnction is under the purview of
the County Govemments.

12' conditional Grants to Level 5 and other High-volume Health Facilities: The Ministry
has proposed a total allocation of KShs. 4,325,000,000.00 as conditional grants to Level
5 Hospitals' The Ministry needs to map out all high volume health facilities with a view
to identifuing other hospitars that can benefit from this conditionar grants.

13' Em?rgency Treatment Fund: No provision is made for the funding of E,nergency
Treatment despite the fact that the right of every person emergency treatment and care is
recognized in Section 7 of the Health Act2017.

14' Funding of Additional Allowances Negotiated under the collective Bargaining
Agreements with Doctors, Nurses and clinical officers: Following a protracted strikein 2017 ' the national govemment offered 2598 in-service doctors an Emergency call
Allowance of KShs' 42,000-50'000 and a fusk Allowance of Kshs. 20,000.00 each. The
increment translates into an additional cost of Kshs. 3,077,56g,000.00 to county
govemments.

Similarly' the government offered 24,361clinical officers and other county health workers
a monthly Health wor*ers Allowance ranging between KShs. z,soo.oo and KShs.
20'000'00' In addition, clinical officers were awarded an Emergency call Allowance of
KShs' 10'000'00 per month' This increments have translated to an additional cost of KShs.
5,254,320,090.00 to County Govemments.

in addition, the government nesotiateri with rhe T{o-,,^ \T^+:^-^r y r ._<..r_En"_rEvrrJ_arydrlturri{rcmfon 
OI NIIfSeSi NUfUn[

service drowances for its 23,42r members amounting to KSHs. 3,474,144,000.00.
The combined additional cost of these negotiated ailowances to county governments
amounts to KShs' I 1,806,032,000.00. The BPS makes no provision for the allocation of
this money
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ANNEX L: Estimated cost of major UHC enablers/drivers within the sector (IGhs Mlns)

New
enablers

Ongoing
enablers

Source: M

3 Health Sector Report 2017
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Item Pro.ject Output 17/78 78t79 L9/20 20t21 21t22

Estimated
Cost
(IGhs
Mlns)

Establishment of
new
comprehensive
cancer centers

No. of
Centres
established

2I a
J 1 17,000

Managed
equipment
service

119 119 119 45,442
No. of
hospitals
equipped

98 119

Establish 10 new
referrai hospitals

No. of
referral
hospitals
established

2 2 3 3 50,000

Kidney centre for
excellence

No. of
centres of
excellence
established

I 3,350

Human resources
for health

No. of
Health
workers

40,500 45,500 50,500 55,500 63,000 51,000

Linda Mama
programme

No. of
mothers
covered

t.2m 1.23m 1.26m 1.29m 1.32m 37,921

45,436

Preventive and
Promotive
related activities
such as HIV,
Malaria, TB and
malnutrition

Total 250,149



Annex 2: Expenditure Analysis by Programmes (Amount in Ksh. Millions)

Source: MOH

rovedA Actual enditure AbsoProgrammes.
2013t74 74n5 2015n6 2016/77 2073/14 2014t15 20ts/16 2076/77 t3t14 14t75 tst16 t6/77

Preventive,
Promotive and
RMNCAH

18,149 0,456 7 8 56 l6,3gg 9,722 5,457 4,142 I 1,939
s3.6 52.2 52.7 72.8

National
Referral and
specialized
services

25,552 ,412 23,944 29,489 16,051 13,202 19,264 24,750

62.8 68.0 80.s 83.9
Health Research
and
Devel

4,423 ,251 5,486 5,852 3,603 4,560 I4,66 4,762
81.5 86.8 8s.0 81.4

and P

General
Administration 2,649 629

h
75,705 10,181 7,699 9,851 8,717 9,247

64.t 67.3 55.s 90.8

tions

Health Policy,
Standards and 0 ,581 7,683 9,5 15 0 4,206 4,758 6,774

91.8 61.9 71.2
Total 773 9 6746 71 31 5 37 76 4t 57 72 67.2 68.6 68.s 80.s
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Annex 3: Health Sector programmes Performance for 2016117 and Targets over the Medium term

TargetZ
020t21

TargetZ
019120

Tatge2
018/19

Target(B
aseline)2
0 17l1 8

Actual
Achieveme
nts

TaqetZ
016117

Key
Performance
lndicators

Key OutputsDelivery
Unit

Programme

e causesdue to
:Preventiveand healthcareromotrveP1Pro gramme

mortaliandmorReducedOutcome:Pro 1,250,000 i,300,0001,200,0001,100,0001,069,2201,000,000No of PLHIV
on ARVs

to
by

+

NASCOPCommunica
ble disease

474542291947The number of
situation rooms
established and

accessible to the
pubiic

Situationrooma
saWebbasedHl
VinformationPl
atformavailabl
etothepublic

National
Aids
Conhol
CouncilQ"lA
CC)

000)15,000,00013,000,000110,000,00010,000,000 
I

0005 ) ,000Number of
Adolescents and
young
people(AYP)
reac.hed with

Youth
networks
Capacity for
HTV
refe.rrals

seruce

Programme
I

Deiivery
Unit

Key Outputs Key
Performance
Indicators

Target2
0t6117

Actual
Achieveme
nts

Target(B
aseline)2
01 7/1 8

TargetZ
01 8/1 9

TargetZ
0t9lz0

TatgetZ
020121

HIV information
tluough Youth
Networks

2TlPage

I

Access
ARVs

control



for HIV

I among
and

. Number
ofinterns
trained to reach
other youths

. No. of Young
people reached
by the interns
with
HIV
Prevention and

N/A N/A

500,000

r00

750,000

150

1,000,00
0

200

1,250,00
0

250

of
S

shed
centres

AS

blic

hubs accessing justice
Through the HIV
Tribunal hubs

No of N/A N/A ts0 675 l0s
U

135
0

non-

on Number E
condoms
distributed in
non-health
settings,
number of
condom
Distribution 

I

N/A N A 10,0
00,000

15,0
00,000

20,0
00,000

25,0
00,000
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Programme Delivery
Unit

Key Outputs Key
Performance
Indicators

TNget2
0t6117

Actual
Achieveme
nts

Target(B
aseline)2
017/18

Target2
018/19

Target2
0t9120

Target2
02012t

ln non-
health settinss

T.B Program
Leprosy and
Lung
Diseases
Unit

Access to TB
treatrnent
increased

Number of First
Line anti-TB
medicine doses

distributed

89,2
47

78,394 88,0
00

94 ,0

00
101,

000
1 08,

000

National
Malaria
Program

Access to
Prompt malaria
treatnent

Number of
Artemether
Combination
Therapy
Doses distributed
to the public
sector.

12,000,0
00

14,600

,000

12,0
00,000

12,0
00,000

72,0
00,000

12,0
00,000

Division of
Disease
Surveillanc
e and
Epidemic
Resnonse

Acuteflaccidpa
ralysis(AFP)de
tectionrateincre
ased(poliosurv
eillance)

Number of AFP
per

100,00
0populationunde
rl5yearsofage

3.0 3.18 3.5 3.5 3.5

SP.1.2:Non-
Communica
ie disease
prevention
&control

Division of
NCD
Unit

Cancer
prevention
lnterventions in
women
enhanced

No. of Women of l

Reproductive Age
(WRA) screened

For cervical
cancer

32 5 )

000
310,61

7

3s0,
000

400,
000

425,
000

4s0,
000

Establish4new
comprehensive
regionalcancert
reatrnentcentre
sinKisii,Momb
asa_

Number of
cancer centres
established

NA NA

i

1 I 1 1
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Programme
Unit
Delivery OutputsK"y

I

Key
Performance
Indicators

Target2
016t17

Actual
Achieveme
ntS

Target(B
aseline)2
0r7/18

Target2
01 8/t 9

TNget2
019/20

Target2
020/21

NaRuru

l{vd.i
and

Radioactive
waste 

l

managemen
tl

I Radiation
I Protection
Board

Ra{iation safety
enhhnced

I

I

Percentage of
Radiation sources
monitored for
safety

100
%

100% 100
%

100
%

100
%

100
%

Radiation
safely
enhJnced

I

Completion of
Central
Radioactive
Waste

87% 8s% 90% 100
%

N/A N/A

I

SP.l.4:R
MNCAH

Division
of Family
Health

AccQss to and
uptake of

lep
servlces

Proportion of
WRA receiving
FP commodities

4s% 44.9o 47%

I

49% 50v, 5lYo

Division
of Family
Health

by
birth

de ES

Yoof deliveries
conducted by
skilled birth
attendants in
health facilities

78% 77.4% 79% 80% 8t% 8r%

National
Vaccines
and
Immuniza
tion
Program

valent
a
J

i

Proportion

children
immunized

trDPT/IIep+

of

wit

90% 79% 90% 90% 90% 90%

Cold
I Number of health
facilities with on-
grid cold chain
equipment

NiA N/A N/A 400 280 l2s
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Dietetics
&Nutritio
n

Vitamin

A supplements

Proportion of
Children aged 6-

60% 4t% 70% B0% 80% 80%

Programme Delivery
Unit

Key Outputs Key
Performance
Indicators

TargelZ
016117

Actual
Achieveme
nts

Target
(Baselin
e)

TargetZ
01 8/19

Target2
019t20

TNget2
020121

Unit Coverag
e

lncrease
d

59 months given
2 doses of
Vitamin A
supplement

sP.1.5:
Environme
ntal Health

Environmen
tal Health
Unit

Environment
al Health
strengthened

Number
of

counties
implementing
The Kenya

One

47 47 47 47 47 47

Pro gramme2 :National Referral and specialized health
Services Pro Outcome: of

Quality of
specialized
care services
improved

ALOS for
trauma patients'
days

33 qe 35 32 28 26

Average waiting
time(monthly)
for
radiotherapy(can

7

Month
1

month
27

days
24

days
2l

Days
t9

days

Increased
specialize
d services

Number of Open
Heart surgeries

78 61 67 74 81 89

Number of Renal
Transplant

15 7 15 20 25 30

SP2.1:
Specialize
d Health
Services

KNH
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National
Blood
Transfusion
Services

ofNumber
minimally
invasive

720 456 479 503 s28 554

MTRH Incleased
spebialized
serylces.

ofNumber
specialized
Laboratory

562
553, 553,56

2
s8 1,

240
6l 0,

302 817
640, 672,

8s7

Programme Delivery
Unit

Kej Outputs
I

Key
Performance
lndicators

TargelZ
016/t7

Actual
Achieveme
nts

Target(B
aseline)2
017t18

Target2
018/19

TargetZ
019/20

Target2
020121

investigations
Number of
Orthopedic
Surgeries Done

2,09
4

2,094 218
8

2,29
7

2,41
3

2,53
4

ofNumber
Minimally
Surgeries

7,04
I

1,041 109
3

L,l4
8

1,20
5

1,26
5

ALOS for
Trauma Patient

15 15 14 13 12 12

Number of
Health Patients
Treated

3,58
3

3,762 3,95
0

4,14
7

4,35
5

4,57
3

ofNo.
Radiological

37,7
90

31,790 33,3
80

35,0
49

36,8
00

38,6
4l

Mathari
Hospital

Accdss to
spec{alized
Healdh services
imprdved

No of patients
receiving in-
patient mental
health services

0
3,00 2,919 3,00

0
3,10

0
3,30

U

3,45
0

Natidnal
demaird for
Blood and
Prodricts met

Number of units
of Blood demand
met

2s0,
00

158,37
8 00

0

300,
00
0

320,
00
0

330,
00
0
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Percentage of
whole blood
units collected
converted in
to comoonents

80% 69% 8s% 90% 9s% 9s%

SP2.5:
Health
Product

Kenya
Medica
lSuppli

Availability of
Health
Products

% order refill

rate for HPTs

90% 8s% 9s% 9s% 9s% 9s%

Programme Delivery
Unit

Key Outputs Key
Performance
Indicators

Tarye2
016117

Actual
Achieveme
nts

Target(B
aseline)2
0171t8

Target2
01 8/19

Target2
019t20

Target2
020121

Order
turnaround

10 12 7 7 7 7
&Techaolo
gies

Authority

National
Commodities
Storage

o% completion rate 40% 40% 60% 90% 100
%

N/A

Programme3 :HealthResearch and Development
Outcome: lncreased and innovation for effective health

Number of pre-
service middle
level health
professionals
graduating from
KMTCs

1,629 8,534 8,73
1

9,48
1

10,4
2t

1 1,3
51

Health
professionals
Graduating
KMTCs

Number of
in-

service middle
Level health
professionals
sraduating

4t3 423

I

469 519 579 649

SP3.1: Pre-
Servic and
In-Service
Training

Kenya
Medical
Training
College

Increased
number
training

Number of new
intake

12,0
00

1,2,8

00
13,0

00
13,2

00
13,4

00
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I
I

i

I
I

Poticv-----
1p!umen

Research projects 8 14 16 18 20 22

ative

ln ons

Number of
policy

3 5 1 I I I
SP3.2:
Health
Researc
h

Kenya
Medical
Researc
h To

healt
New research
protocols

200 t99 215 220 225 230

Programme Delivery
Unit

Outputs Key
Performance

Target2
016117

Actual
Achieveme

Target(B
aseline)2
017/18

Targe12
018/19

Target2
019t20

Target2
020t21

h
developed

Completed 10 35 r10 12 14 16

and
n of

Published Papers 216 280 280 290 300 310

Hold Scientific
&Health

2 2 2 2 2 2

of
health

Counties
supporte

5 5 47 47 47 47

Criti mass of Number of
graduate
researchers

75 36 40 40 40 40

Programme4
Outcome: th

Services
and administration

SP4.1:
General
Administra
tion

General
Administra
tion

Customer
satisfaction
index

I 0 1 I I
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iii
lii.i:

Human
Resourc
e

Reviewed
Schemes of
service

No of Schemes
of service

_pqbmitted for

a
J 9 3 3 3 2

Finalized
framework
s

2 2 2 2 2 2

Staffsensitized
on

Sensitizatio
n report

1 I 1 1 I 1

Programme Delivery
Unit

Key Outputs Key
Performance
Indicators

Tuget2
016t17

Actual
Achieveme
nts

Target(B
aseline)2
017t18

Target2
0t8n9

Tuget2
019t20

Target2
020t21

appralsa
lSvstem
Staff with PWD
mapped

N/A 100% i00
%

100
%

100
%

100
o,//o

Managemen
t

&
Developme

Enhanced
capacity
building&
competency
development

No. MoH staff
projected and
trained

100 180 100 100 100 200

Health workers
from national
And counfy
Seeking further
training
supported

Number of health
workers
supported

13s
0

I 3s0 135

0
135

0
135

0
135

0

I geatttr *orters
I proceeding on
I retirement
undergo

pre
:tqtirement

%of
retirees

trained

i00 100 100

100
100 100

;ii

i:i

::i

t

\:
:i
,:i

'ii,i

ii

:l

ii
ll

)i
'.i

rii

rt

l:i
l,:
li

:ii

l:.

i::
l,:

':
ll

ii

ll

ii
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iCT Unit ICT
stre:

Services
rgthened

Ratio of staff to
computers
(Technical %
Technical).

l:1
&1:10

11:

&l:10
1:1

&l:10
l:l

&.1:10
l:l

&1: l0
1:1

&1:10

Departrnent
of

Inter

Muj
inter
ntal

healt

)r
govenune

No. of
forums

plarrned and held

4 4 + 4 4 4
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Programme Delivery
Unit

Key Outputs Key
Performance
Indicators

Targe2
016117

Actual
Achieveme
nts

Target(B
aseline)2
017/18

Target2
018/19

Targe2
019120

Target2
02012r

Coordination Issues discussed
General
Administra
tion

Reflrbishment
of Afya House
and
replacement of
Lifts

N/A N/A 0% 30% 30% 40%

SP4.2:
Financing
and planning

Finance
division,
Planning and
M&E

Financial
resources
efficiently
utilized

percentage
absorption
budgeted
firnds

of
100

%
89% 100

%
100

%
100

%
100

%

Increased
public health
sector financial
resources

Total of A-in-A
collected by the
Ministry

10.4
Billiori

8.6
Billion

10.6
Billion

10.8
Billion

1 1.0
Billion

I 1.5
Billion

Quarterly
revlew
reports

Performance
review reports
develooed

4 4 4 4 4 4

No. of strategies,
plans and
Guideline
develooe

') 3 2 2 2 J

Pro grammeS :HealthPolicy,Standardqand Regulations
Programme Outcome: Strengthened policy and
SP5. I :

Health
Policy

Dissemination
of the Kenya
Health
Policy2014-
2030

No. of courties N/A N/A N/A 47 NA NADivision
Health
Financin
d
b
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NAN/A N/A N/A I NAHealth
Strategic
Documen
t

Sect
PIa
n

Derielopment
of tlre Kenya
geajtttr Sector
Stralesic Plan
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Programme Delivery
Unit

Key Outputs Key
Performance
lndicators

Target2
0t6n7

Actual
Achieveme
nts

Target(B
aseline)2
0r7n8

Tatget2
018/19

Target2
0r9t20

Target2
020121

2018-2023
Development
of the
Ministerial
Stratesic Plan

Ministeri
al
Strategic
Documen

Plan
NiA N/A N/A 1 NA NA

SP5.2:Social
Protection in
Health

Division of
Health
financing

lncreased
Access to health
services
through
subsidies

No of vulnerable
Persons accessing
Subsidized health
insurance

1 60,
710

1 7 I ) 80
0

I 80,
000

I 80,
000

I 80,
000

N/A

No of elderly
Persons accessing
Subsidized health
insurance

42,0
00

' 42,000 42,0
UU

1 81,
000 000

250,
000

Policy
framework
developed for
UHC

Health Financing
Stategy

St rategy Draft
Strategy

Fin
al

Stategy

Le
gislation

Le
gislation

N/A

SP5.3:
Health
Standards&
regulations

Dept. of
Health
Standards,

Quality
Assurance
and
Regulation

Quality
standardized
care is
provided by

all
health

facilities
and

% of health
facilities meeting
defured
minimum
standards

N/A N/A s0% 60Y. 70Y. 80%

ISO
Certification

AttainmentoflSO
9001-201 5

ISO9001-
2008

rso 9001-
2008

IS09001-
2008

IS09001-
201s

IS0900l-
2015
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Financing Timeline

Actual
Expe
as at
30th
June
2016

Allocation for
2017t78

Project
Status

Name of the Project Cost of
Project

F GOK Start Date End Date Foreign GOKEstablishment of Cancer
Institute 1,000 1,000 U7/2016 30/06t2019 s8 400Sector Development
(Rep. Health and

Health

HIV/ Commodi 1,540 1,540 13/08t2014 13/08t20t8 385 270
Health 15,000 2/7/2015 2/7/2019 2,600 2,600Procurement of Family
Planning & Reproductive
Health Commodities s25 525 13/08/2014 13t08/2017 t7t 73Conskuct a Radioactive
Waste Management Facility
CR - Ololua 747 747 t0t4/2012 t0t4/2018 537 60HIV/AIDS Round 7 4,504 4,504 1/7/2013 30/06/2019 3,494 760

Tuberculosis 6,063 4,960 1,203 U7t2013 30/06t2019 5,919 200 403Malaria Round l0- Speed
Global Fund 5,236 5,236 U7t2013 30t06t2019 4,149 1,200Procurement of Anti TB
Drugs Not covered under
Global fund Tb Pro 700 700 8/7/201s 8/7t2019 230 t10tuation Room for real time
data and information on
HIV&AIDS-NACC

Si

391 8/7/201s 817/2017 30 40

- -o--__o

Ongoing

I

Annex 3: Key projects in the gehtn Sector (Kshs Mlns)
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Name of the Project
Cost of
Project

Financing Timeline

Actual
Expe
as at
3oth
June
20t6

Allocation for
2017n8

Project
Status

Foreign GOK Start Date End Date Foreign GOK
Environmental Health
Services 644 644 r1/7l20tl t'U712018 242 50 Ongoing
Food and Nutrition Support
for Vulnerable Populations
Affected by HIV 1,622 1,622 tU9l20t0 1117120t6 541 324 Ongoing

Waj ir District Hospital 1,000 750 7fi120t2 30106120t9 25 Ongoing
Kenyatta National Hospital s30 530 4lt/2012 3010612019 51 Ongoing
Moi Teaching and Referral
Hospital: Academic Model
providing access 1,092 1,092 7lu20t3 30t0612019 728 364 Ongoing
Kenyatta National Hospital -

BADEA 836 s10 326 411120t2. 3010612019 343 s0 Ongoing
Kenyatta National Hospital 673 673 4lt/2012 30t06t2019 150 50 Ongoing
Modemize Wards & Staff
Houses at Mathare Hospital 220 220 3010712013 30t06Dar9 20 75 Ongoing
Construct a Wall & Procure
Equipment at National
Spinal lniury Hospital 25 12 3010712014 3010612018 11 6 Ongoing

Completion and Equipping
Day - Care Centre - KNH 0 100 278 Uv20t 5 30/06/2018 42 ongoing
Cancer and Chronic Disease
Management Centre-MTRH 0 1,930 20
Children Flospital 680 7lt/2016 7n/20t9 40 Ongoing
Expansion and Equipping of
ICU 0 390 7tU2016 71U2019 30 t70 Ongoing

41 lPage

0



Financing Timeline

Actual
Expe
as at
30th
June
2076

Allocation for
2077n8

Project
Status

Name of the Project Cost of
Project

GOK Start Date End Date Foreign GOK

Management at KNH
(CANCER TREATMENT

Strengthening of Cancer

2,600 250Forensic and

s0 50 7/7t2015 717/20t7 t5U, D 60 60 7/7/201s 7/7/2011 23
50 s0 7/7/2015 717/2017 t8National Technical

Assistance to 8 8 7/7/201s 7/7t2017 3
s00 500 3t9/2015 3t9/2018 50Clinical Waste Disposal

ect 1,200 1,000 200 3/1/20r6 30/6/18 150 450 15Laboratory and
Radiology Services
Clinical

900 900 419
of Equipment

at the National Blood
Transfusion Services

Procurement

0 2,025 217t2015 2/7/2021 1,277 175Construction of a Cancer
Centre at Kisii Level 5
Ho 750 s00 2s0 10/8/2016 10/8/2019
Managed Equipment
Service-Hire of Medical

t for 98 Ho tal 0 86,1 00 10/7/2013 10/7/2025 17,320 5,000

o--__o

Ongoing

42 lPage

Foreicn
!

Moh-Kiddp

,t



Name of the Project
Cost of
Project

Financing Timeline

Actual
Expe
as at
30th
June
2016

Allocation for
2017n8

Project
Status

Foreign GOK Start Date End Date Foreign GOK
Health Product and
Technologies
Kenya Medical Supplies
Authority (KEMSA) 9,375 9,375 715120t4 715120t7 6,250 2,146 Ongoing
National Commodities
Storage Center (KEMSA
Suppiy Chain center) 0 954 4,026 t/7/20t7 30/0612020 1,980 New
Construction of Buildings-
Tuition blocks at KMTC 1,000 1,000 sl8l20ts 51812017 s06 50 Ongoing
Construction and Equipping
of laboratory and class
rooms at KMTC s60 560 s/8l20rs 5/8120t7 61 283 Ongoing
Construction of Wajir
KMTC 0 t20 Ut0l20t7 30106t2021 40 Ongoing
Construction of Mandera
KMTC 0 290 Ut0t2017 3010612021 20 Ongoing
Purchase of the Teaching
Equipment - KMTC 0 900 U7l20t7 1171202r New
Perimeter fencing around
KEMzu parcels of land
(Taveta and Kirinyaga) 20 20 r2l5l20ts tzl5/20t7 i5 Ongoing
Research and Development -
KEMRI 0 6,400 1/7/2015 30/06/2025 260 Ongoing
East Africa's Centre of
Excellence for Skills &
Tertiary Education 3,674 3,340 334 t8t0212016 1810212019 48 700 250 Ongoing
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Financing Timeline

Actual
Expe
as at
3Oth
June
2076

Allocation for
2017n8

Project
StatusName of the Project Cost of

Project

Foreign GOK Start Date End Date Foreign GOK
Health Sector Programme

lupport III 2,765 2,765 719/2015 71912017 1,1 83 399 Ongoing
Up Grade of Health Centers
in slums (Strategic
Intervention) 6,000 6,000 9/712013 9/7120t6 1,675 450 Ongoing
Rollout of Universal Health
Coverage 4,000 4,000 r0l4/2016 r01412018 4,000 279 Ongoing
Support to Universal Health
care in Devolved System 0 2,840 Uv2017 3010612020 8s5 Ongoing
Program for Basic Health
Insurance for Poor and
Informally Employed 0 3,330 370 71712016 717/2019 100 Ongoing
Kenya Health Sector
Support Project (KHSSP) 5 448 5,448 71912015 71912017 1,760 1,372 Ongoing
Free Maternity Program
([trategic Intervention) 30,500 1017/2013 101712018 15,591 3,848 Ongoing
Transforming Health
systems for Universal Care
(THS-UC) 1 9,1 10 3/10/2016 30/0912021 s16 4,202 Ongoing
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MANDATE

The Standing Committee on Roads-and Transporlation is established under staading

order 2L2(3) and the Second Schedule of the Standing Orders of the Senate and is

mandated to consider all matters relating to:

a) Transport ...;--

b) Roads

c) Public works

d) Construction and maintenance of roads, rails and buildings

e) Air and seaports

The Cornmittee oversees the Ministry of Transport and LrfrastrucIre;

MEMBERSIilP

The Corunittee is cornprised of the following Members

i) Sen. Wainatangr Kjrnani Paul,MP

2) Sen. Eng.) Godana Hargura, MP

3) Sen. StewartMadzayo, MP

4) Sen. Mpaayei Philip Salau, MP

5) Sen. Gona Christine Zawadi,lvP

6) Sen. Lelegwe Steve Lturnbesi, MP

7) Sen. Sylvia Kasanga, MP

8) Sen. Cleophas Maiaia, MP.

9) Sen. Enoch Warnbua, MP

- Chairperson

- Vice- Chairperson

Effi7t
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OVERYIEW AND PIIRPOSE OF THE BIIDGET POLICY STATEMEN-T GPS)

1) The Medium term Budget Policy stut.or.ni 6rs; is perhapi-tfre'moit'critical

document in the budget cycle that is prepared by the National Treasury It is the basis

upon which all subsequent budget documents are prepared;

2) The Budget Policy Statement @PS) sets out the broad stategic priorities and policy

goals that guide the 2levels of Government in preparing their budgets for the next

financial year and in the medium term: In fac! the BPS provides a valuable medium

for a review of fiscal policy in the light of emergmg challenges and opportunities and

thus accords an evaluation of the efficacy of the existing policy.

3) BPS offers policy makers and government at large an opportunity to modify its

macroeconomic parameters and adjust its expenditure and revenue along more

suitable lines for accelerating service delivery to the citizens. The Budget policy

Statement is published in accordance with Section 25 of the Public Finance

Managernent Act, 2012. In preparing the Budget Policy Staternen! the National

Treasury is required to set out the broad stategic priorities and policy goals that will
guide the national government and county goveuunents in preparing their-budgets

both for the following financial year and over the medium term.

4) The National Treasury is requiled to include the follou,ing in the Budget policy

Statement:-

i.) An assessment of the cun'ent state of the economy and the financial outlook over

the rnedium term, including macro-economic forecasts;

ii.) The financial outlook with respect to Government revenues, expenditures and

borrowing for the next fr-nancial year and over the medium term;

iii.) The proposed expenditure lirrits for the national govenrment, including those of
Parliarnent and the Judiciary and indicative transfers to county governments;

3JPa_qe
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iv.). The fiscal responsibility principles and financial objectives over the medium term

including iimits on total annual debt.

5) The subrnission and processing of the BPS is anchored in staading order No i74. The

Standing order-requires auiong other things the Budget Policy Statement @PS) to

indicate tothl resources to be alloc.ated to individual programmes and projects within a

sector and indicate the outputs expected from each such prograrnme or projects during

the period

6) In accordance with Second Schedule of the Senate Standing Orders, the Comraittee is

mandated to oversee all matters pertaining to transport, roads, public works,

construction and inaintenance of roads, rails and buildings, air, seaports and housing.

In executing its mandate, the Comrnittee oversees the following government State

Departments and their lespective Semi Autonomous Government Agencies

(SAGAs):

i. Iafrastructure

ii. Transport

iii. Maritime Affairs

iv. Housing and Urban Deveiopment

v. Public Works

7) The FY 2018/i9 Budget Policy Statement rides on the strong foundation laid under

the goverrunent's Economic tr-ansfonnative agenda in the past Five Years through the

Five Key Piliars including: : (i) creating a conducive business environment; (ii)

investing in sectoral tansformation; (iii) infrastructure expansion; (iv) investing in

quality and accessible social services; and (v) consolidating gains made in devolution.

Significant progress was recorded and on this basis the govemment has identified four

key strategic areas to address perennial challenges of unemployrnent, poverty and

incoine inequality in the economy. These strategic areas include:

t. Supporting value addition and raise the manufacturiag sector's share of

4ll']age
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GDP to 15 percent by 2A22. This will accelerate economic growth, create

jobs and reduce poverty;

Focusing on initiatives that guarantee food security and improve nutrition

to all Kenyans by 2022 through expansion of food production and suppiy,

reduction of food priees to ensuro'aftordability and support value addition

iu the flood processin€rvalue chain;

Providing universal Health coverage thereby guaranteeing quaiity and

affordable healthcare to ail Kenyans; and,

Providing at least five hundred thousand (500,000) afflordable new houses

to Kenyans by 2oZZ,hence improve riving conditions for Kenyans.

8) Therefore targeted expenditures in the infrastructural subsectors of 11anspor!

infi-ashucture, Public works Housing and urban d.evelopment for 2Afi/D and over flre

mediurn tenn rvill be guided by increased expansion of road networks under roads

transport Program, completion of phase 2A of the SGR under the prograrn of rail
transport, completion of the First 3 berths of Lamu port expected to be compieted by

2020 under the Program Marine 6ansport, remodeling and upgrading of JKIA terminal

B, C and D and rehabilitation of several Airstrips across the country under the

Prograrn of Air Transport, and provision of 500,000 affordable housing units under the

Housing Development & Human Settlement.

9) To support the actrievetnent of "The Big Four", the Government rvill enhance ca'go

handling and storage, and red.uce the tirne to clear cargo. Having cornpleted phase I of
the second container ter-minal at the port of Mornbasa, the Governrnent is currently

focusing on Phase II, aimed at creating an additional berth which is 250 meters long on

a draft of -l5rreters. In addition, under the Dongo Kundu Special Economic Zone, a

free port is under consideration on an approximately 3,200 acreparcel of land to the

West of the Port of Mombasa.

1ll.

iv.

,r/4
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l0)Further, the Gover.nrnent will continue to develop several comrnercial ports. In

particular, the first three berths at the Lamu Port are on course and are expected to be

ready by ZO2O:This facility will open up an alternative corridor linking the upper part

of Africa, the Middle East and Europe. Others include the development of Kisumu

Port in order to harness opportunities for inter-country transport and tade among the

East African countri%s,ar.ound Lake.Victoria:

ALLOCATION FOR THE, ROAD MAINTENANCE LEVY FUND

1l)County governments are allocated 75Yo of the Road Maintenance Levy Fund that is

charged at 18/: per liter. The allocations for the FY Znfittg toral8.269 billion. This

represents a 394 rnillion or 5o/o increase from the 1.875 billion allocated eyerJ

-financial year. The allocated flrnds and mearit for road maintenanceand flie allocation

per county under the BPS is as Annex 1.

Table 3: Maintenance Fund Allocation 2016117 -201819

Source: National Treasury

12)Counties with the iargest allocations will include, Nairobi KSh. 415.8 miliion), Kilifi

(KSh. 285.2 million) Turkana (KSh. 283.6 million) Kakarnega (KSh. 272 nillion)

Mandera (KSh. 267 million) etc. Even though rnost county governments will have

theil allocations increased, it is important to note that flre aliocation for sorne counties

will fall for the FY 2018/19.

Table 4: Countries with n e Road Maintenance Fund Allocations

6lPage
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20t6117 20t7ll8 20t8lt9
7,500,000,000 7,875,000,000 8,269,000,003RMLF 15%

3,193,192,369BF
11,068,L92,369 8,269,000,003Total 7,500,000,000

20t8n9
20L8tL9

o/o of Total Decrease
Decrease

County 20t7llg

Kiarnbu 255,150,00
0

246,366,927 3% 83(8; 071) -3%

l% (8,217 ,769)' -7%Kilinyaga 108,302,240

%

116,550,00
0



County 20L8/L9 Decrease %
Decrease

Laikipia 118,125,00
0

109,128,974 t% -8%

Narok 171,67 5,00
0

167,827,I35 2% (3;847,865:) -2%

Tharaka
Nithi

96,862,500 95,901,22A 'r% (961,280) -t%

Traus Nzoia L48,837,50
0

147,985,503 2% -L%

Source: National Treasury

2OI7IL8 ESTIMATES AND PROPOSED}OLsIlg BIIDGET CEILINGS

13)Total rninisterial allo-cation is set at KSh. 291.9 billion indicating a 6% fall or KSh.

18.6 billion reduction in resource allocation fi'om the KSh. 309.76 billion allocated in

2017lI8 budget. The reduction is inajorly as a reduction of reduction of the budget

ceiling for the Rails tansport Prograrn under the Transport state department. This is

as a result of the cornpletion of phase I (490 kin) of the SGR and commence of the

L20 km second phase. In addition, the budget for road transport program is reduced by

KSh. 6.1 billion, irnplying either the completion'of some road project in the last

financial year or a lower estimate of the KM of roads for construction or maintenance

relative to FY 2017/18.

l4)Never the less, the State Department for infi-astructure aud transport will have the

largest allocated ceilings worth KSh. 18i.6 biilion and KSh. 87.32 biliion

respectively. Cornbined., they rvill account for 92% oftotal ministerial ceiiing for the

FY 20i8/19. State departinent for maritirne affairs, Housing and urban development

and public works are allocated budget ceiiings worth KSh. 326 billion, KSh. 19.14

billion and KSh. 2.8 billion respectively.

TlPcge

20L7lt\ o/o of Total
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- riilis: Total n{s miixterial Ceiling Attocation 2018/19 vs FY 2017/18 Estimates

or

1:

1
I

'I 2;

darine Trans -4

Air 1:
0

1t

1t

2(

4t

-C

Adrnin.
& Support

Services
7(

L

It

BPS 2018-19 Ceilinsq2017-18 EstimatesState Department
KShcapttalCurrentTotaIcaltt4CurrentProgram

181,59
3

(6,0ss)123,06858,525t87,646134,98852,658SD/ Infrastructure

181,59
3

(6,05 3)123,06858,525t87,646134,98852,658-.Road Transport

(1s,497)87,32278,0389,284102,81_96,050 96,769
!'4l .:'

SD/Transport

(26)760 1,L67407L,193792401General Admin.,
P[anning & Support
Services

(16,260)59,324 59,32475,58475,584B4i| Jlansport

(580)14,33513,1 101,22514,300 _ L4,915615
1,369-11,7504,5447,20610,3814,588 5,793

746300446746300446Road Safety &
tr'ansport services

s0326326776776SD/ Maritime
Affairs

50326326276276Shipping & Maritime
Affairs

3,1 4019,13816,8392,79915,998L,726 14,772SD lHousing &
Urban Development

3 OBB9,5069,0404665,959 6,418459Housing Development
& Human Settlement

(530)7,9267,6632638 1 83 8,456273Urban & Metropolitan
Development

(18)249267 249267

6001,457i361,321857127 130Regulation &
Development of the

Construction industry
2,801 (221)1,9598423,0222,176846SD/ Public Works
2,L34 (277)r,7344002,4LL2,040371Govemrnent Buildings

253 34170832L9r3683Coastline
lnfrastructure &
Pedestrian Access

s155 4433s9392392General Admin.
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Key areas of spending broken down into RecurrentlDevelopment

15)An analysis of the key areas of spendingin the state departments depicts an increase

in the recunent expenditure for all State Departurents except for the State Departrnent
for Public works whose t".urr.oi ceiling is KSh. 842 rnillion iornpared to the KSh.
846 million-provided in 2017 / lg

16)V/ith regards to capital expenditure, all the state. departments are allgcated a'ceiling
less than what they have been allocated in 2018/19 except for the state departrnent for
Housing and Urban Development whose development allocated increased frorn
Kshs.l4.2billionprovide .rr-zolTlLgto a ceiling of Kshs.16.g billion.

Table 6: Key Areas of expenditure broken down i.n to Current and Capital and bJt Vote
and by program

l-ff-'nv

State Departmen t 20L7-L8 Estimates s 201 9
Current Capital Total Current Capital Total KShPlanning.& Supporr

Services

61,556 248,205 309.761 77,276 219,904 291,lg
0

(I8,s8I)

2077-L8 Estirnates BPS 2018-19 Ceilin
Program Current Capital Total Current Capital Total

State Dept. of Infrastructure
52,659 134,999

L87,64
6 58,525 123,069 181,593

Road Transport
52,659 134,ggg

187,64
6 58,525 123,069 181,593

State Dept. of Transport 6,050 96,769
t02,gL

9
9,284 78,039 87,322

Generai Adrnin., Planning & Support
Services 40t 792 1, 193 407 160 l,L6l
Rail ort 7 5,594 7 5,594 59,324 59,324
Marine
Air T

615 14,300 14,915 1,,225 13,1 10 1,4,335
4,589 5,793 10,3 81 7,206 4,544 11,750

Road & ort services 446 300 746 446 300 746
State De t. for Maritirne Affairs 276 276 326 376

9lPage
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BPS 2018-19 C

TotaI

326

19,138

9,506

926

249

r,457

801
2 t34

4 !,.
: 253

443

S o urce: National Treas ury
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The committee observed, that;
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i) There were notable disparities between the Budget Policy Stateinent (BPS) aliocation

for the Road Maintenance Levy Fund (RMLF) of KSh. 8.29 Billion and the

recommendations by the Cornmission on Revenue Allocation (CRA) that indicates the

Kenya Roads Board is 15% of RMLF worth KSh. 8.556 billion should be allocated to

counties. Clarity should be sought as to the reasons for the variations and the

reduction of the RMLF estimates under the BPS.

ii) Following the BPS allocation framework, some counties wili have RMLF reduction in

allocation irnplying that some county goverrunents road maintenance neefu rnight not

be fully met;

iii) There was need to fast track the enactment of the Kenya Roads Bill, to provide for a

Iegal framework for the road ciassification process and the distribution of the Roads

l0 lPage

20L7-18 Estimates,

Program Current Capital Total Current Capital

Shipping & Maritime Affairs 276 2t6 326
State Dept. for Housing & Urban
Development L,726 14,272 15,ggg 2,299 16,839

Housing Dev.qlopment & Human
Settlement 459 5,959 6,4i8 466 9,040

-Urban & Metropolitan-Development 273 8,1 83 8,456 263 7,6i"3''''
General Admin. Planning & Support
Services

261 261 249

Regulation & Developrnent of the
Constuction industry

727 130 857 L,321 i36

State DepL for Public Works 846 2,176 3,022 842 1,959
Government Buildings 371 2,040 2,411 400 1,734
Coastline Infrastructure &

Pedestrian Access
83 136 2t9 83 t70

General Admin. Planning & Support
Services

392 392 359 55

I



Maintenance Levy Fund befween different national govemment organs and the county

governments

iv) Cost of larid was noted as a major impediment to sustainable infrastruchyal

development. Aad therefore it would be important for county governments to develop

and integrate inftastructure planning with the land planning in oraer to lower cost of
.. infraslructftal projects.. . . ..: . -.'-j_.

v) According to the Fourth Schedule of the Constitution, Housing is a devolved function.

In order to maximize on the big 4 agenda gains or investments, there was urgent need

for a framework for national and county goverrunents to align their developmental

needs. This cails for a link between the County Fiscal Strategies ana *re gpS.

vi) The comrnittee'flrrther noted that the pursuant to Art.189, the inteigovernmeltal

Budgeiand Economic Council (tsEC) of 6e February,2018 resolved among others,

that all class D roads be categorized as county roads to allow for increased allocations

of the RMLF.

vii) County governments shouid endeavor to establish infrastructural tacilities and

policies that attract of encourage growth of real sectors under the Big 4 agenda i.e.

manufacturing in order to enhance their income and ernployment. This wili require

both skill development and provision of land for development and measures of
reducing production costs.

viii)The BPS has indicated that there are several ailstrips and airports eannarked. for

expansion. However, in the past most of these projects have been marred by issues

relating to contractors not sticking to completion. However, the conunittee noted that

tlte proiect status and the con.tlition of some of the airstrtps was o ntatter of critical

concerIT.

COMMITTEE RECOMMENDATIONS

After interrogating the Budget Poiicy Statement (BPS) for FY 2018[9 Budget Ceiiing,

the comrnittee has not proposed any changes to the ceiling allocation to the state

lllpauc'
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departrnents under its preview and that the allocated ceilings be maintained as given in

the Budget Policy Stateinent. fu follows:
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BPS 2018-19 Ceilines
Recurrent
Ceiline'

Capital
Ceiliire

StateDepartment of
lnfrastructure

58,525 123,069- 181,593

State Department of Transport 9,284 78,03 8 87,322
State Departrnent of Maritime
Affairs

326 326

State Department of Housing &
]Jrbe!, Development

2,299 16,839 19,138

State department of Public Works 842 r,959 2,901
Total Ministerial Ceiline 7L,276 2L9,904 7.91 180
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I. INTRODUCTION

1. The Constitution of Kenya 2010 in the fourth schedule assigned provision of

ECDE to the County Government while the National Government is

responsible for development of policy and standards as well as curriculum for

the entire education spectrum. County Govemments play a crucial role in

enhancing the sector bursary fund and support development of infrastructure.

Additionally, they employ and manage ECDE teachers and youth polytechnic

instructors

2. The number of ECDE centers increased from 40,211 in 2014 to 40,775 in 2015

and further to 41,248 in 2016. The net increment in the number of centers was

1,037 for the period out of which 407 attributed to the efforts of county

govemments. Enrolment increased from 3,019,865 tn 2014, to 3,199,841 in

2016 representing Gross Enrolment Rate of 76.3 percent, and 76.6 percent

respectively.

3. The 20l8ll9 Budget Policy Statement has been prepared at a time the Country

is from the 2017 elections which slowed down economic activities in various

sectors of the economy such as tourism, wholesale, manufacturing and retail

where both large and small medium enterprises were negatively affected.

Nevertheless, the economy remained resilient despite the risks which had been

posed by election related challenges.

4. Similarly, the Education sector is faced by its own specific challenges as the

government continues to ro11 out various reforms in all levels of Education. For

instance, the targeted 100 percent transition rate (primary to secondary) has

huge implication on Teacher resource and infrastructural requirement especially
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at Basic Education level. There still exist a number of institutions that still

require investuent in infrastructure development in tenns of construction and

renovations. This problem is more pronounced in arid areas as well as pockets

of poverly in different areas in the county. This will ultimately have an impact

on the quality of education. Further, the sector faces a high financial implication

as a result of Collective Bargaining Agreement (CBA) for teachers and

lecturers.

5. This brief provides an analysis of the Budget Policy Statement 2018 and

specifically the resources to be allocated to various prograrnmes in the

education sector in 2018/19 and over the medium term to support the various

ongoing. The brief serves to apprise the Committee in its oversight mandate of

the Education sector as provided in the Standing Orders. The Committee is

expected to submit a report containing its recommendations on the Budget

Policy Statement 2017 to the Standing Committee on Finance and Budget.

II. TIIE LEGAL BASIS FOR PROCESSING OF TIIE BPS

,',:.'' 6. The Budget Policy Statement is budget documents prepared by the National

Treasury and published in accordance with Section 25 of the Public Finance

Management Act, 2012. The National Treasury submits the BPS to Parliament

by the 15th February each year. Section 25(7) requires Parliament to process the

BPS within fourteen days after submission.
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7. The processing of the BPS provides an opporruniff for the legislature to engage

on the budget at policy level and subsequently to ensure that the input by

parliament feeds into and informs the annual estimates.

8. It is one of the budget documents that allows for consultation to take place in

particular between the legislative and the executive arms of government. The

processing entails tabling and discussing a report containing the

recommendations of Parliament and pass a resolution to adopt it with or without

amendments.

9. The Senate Standing Orders assign the Standing Committee on Education

mandate to consider all matters relating to education, training, science and

innovation, technology, engineering and electronic research.

Itr. IIIGHLIGHTS OF TIIE BPS: AN O\TERYIEW

10.The BPS outlines the broad strategic government priorities and policy goals of

the government over the medium term. This is intended to provide the basis for

preparing the budget government for the following year and over the medium

term by both the National government and the county governments.

11.The theme for the Budget Policy Statement (BPS) for 2018 is"creatingiobs,

transforming lives-the 'big four' plan". Thus, the Budget Policy Statement

2018 is an emphasis on socio-economic transformative agenda envisaged by the

govemment meant to deliver economic transformation in four key strategic

areas of focus identified by the Govemment (see table 1).

12.

Table 1: Areas of Focus

Key Strategrc area

4lPage
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Health care Providing universal heaith care hence guaranteeing quality and

affordable healthcare to Keny ans by 20D.
Housing Providing at least 500,000 affordable new houses to Kenyans by

2022

Manufacturing Supporting value addition and raising manufacturing sector's share

of GDP to 15%by 2022

Food Security Expansion of food production and supply, reduction of food pnces

to ensure affordability in order to guarantee food security and

improve nutition

TIfi EDUCATION SECTOR CONTRIBUTION TO BIG FOUR

The government has identified four key pillars of change thf will assist the

transformation of the country in the next flve years. The four pillars include

Universal Health Care; Food and Nutrition Security; Affordable Housing; and

Industrial ization, Manufacturing and Agro-Processing.

The education sector will support the big four through its human capital

development mandate begirming from preparation of leamers in basic education

and transcending to the skills development in the tertiary levels of education. As

a major enabler, quality education will ensure the availability of skilled trainees

in to feed into the manufacturing industy, health sector food security and

housing.

CONDITIONAL GRANTS TO COT]NTIES

Table 2: Disaggregation of County Governments' Allocations. Kshs. Millions

w.

t3

14,

V.

Type/Level of allocation 20t6n7 2017ll8 2018t19

County Equitable Share 280,300 302,000 314,000

Additional conditional allocations of which

1. Free matemal Healthcare 4,121

2. Leasing of medical equipment 4,500 6,100 9,400

3. Compensation for user fees foregone 900 900 900

4. level5 hospitals 4,000 4,200 4,326

5. Speciai purpose grant @mergency Med. Ser 200

6. Rehabilitation of village polytechnics 2 ,000 2,000
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8 Allocation from Fuel Levy (15%) 4,307 7,875 8,269
9 Allocation from loans and grants 3,871 12,541 33,242

Total County Allocations 302,lgg 336,221 372,742

60s

Source: National Treasury

VI. KEY AREAS OF SPENDING IN TIM EDUCATION SECTOR

15.The total proposed 2018/19 budget for the Education sector amounts to Ksh

431.5 billion out of which Ksh 404 Billion is for recurrent expenditure while

Ksh 27.5 billion is for development expenditure. The allocation is projected to

increase over the medium to Kshs 446.3 Billion and Kshs 459.4 Billion in
2019 /20 and 2020 /2 1 respectively.

16. In 2018/19 and over the medium term, the government intends to focus on the

following areas in the sector; Improving and expanding the indushy-led

Technical and Vocational Education and Training (TVET) Colleges and

Universities in order to equip the youth with relevant skills required to drive the

industrialization agenda. This will involve construction of more technical and

vocational colleges and equipping them with appropriate training equipment;

Education curriculum reforms to promote a focus on learning and competencies

and develop quality and relevant skills for the job market.

17. The other area of Government's focus will be on: construction and

improvement of infrastructure in all learning institutions; enhancement of
capitation to institutions; rationalizing teacher deployment and strengtherring

' teachers' supervision and promotion of science, technology and innovation.

6lPage
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VII. SALMNT ISST]ES

lsAccording to the Sector report 2017, the State Departrnent for Basic

Educatton through the ECDE sub programme intends to establish ECDE

model centers tn all counties. According to schedule four of the 2010

Constitution, ttre function of the National goveniment on ECDE is on policy

direction only whereas the implementation is assigned to county governments.

The establishment of 47 ECDE model centers should be done collaboratively

with the county governments.

l9.Planning.' The Constitution requires that budget preparation need to be guided

by the development plans. The country is guided by vision 2030 in planning

which is usually broken down to S-year medium term plans. The MTP III is not

yet available yet it was supposed to inform 2018119 and medium-term resource

allocation. There is no information on which overall policy plan informed the

formulation of the proposed stategic focus and resource allocation.

20.4 number of projects in the State Department for Technical and Vocational

Training are donor supported and some are behind schedule despite the fact

that most are expected to be completed in 2019. Part of the reason for the slow

pace is that the budgeted donor support is usually revised downwards in the

course of the financial year hence destabilizing the implementation course.

There is also information gap on the absorption rate of donor supported

projects.

2l.The allocation to technical snd vocutional training programme under the

state Departmentfor vocafional and technical training has reduced compared

to the allocation in the current tinancial year. The govemment strategic focus

is to expand and strengthen the Technical and Vocational haining in order to

support the big four agenda through supply of technical skills. Again, most the

projects in the programme are donor supported and may be erratic in terms of

TlPage



implementation thus the need to develop home grown strategies to support the

various projects.

2Z.Pending Btlls: The education sector report has not reported on the pending bills

for 2016177 yet this is very critical when it comes to budget implementation.

This essentially means two things; either the sector has cleared all the pending

bills or there was no reporting on the pending bills. This is a sector which has

quite a number of capital projects which expose the sector to pending bills due

to revision of development in the course of the financial year. The Ministry

needs to furnish the Commiuee with the information on the pending bills for the

sector to ascertain the sector has cleared all the pending bills.
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The Committee made the following observations-

That,

1. The county equitable share is set to increase by 3.18 percent from Ksh 302
billion n2017/18 to Ksh 314bi11ion in20t9/19.

2. There has been a consistent increase in budget allocation to the Education
Sector from 20 .2percent of the nationai budget in 20t6l1V to 23 .28 percent
in 2017/18 and 25.37 percent n 2018/19 with Teachers Servic Commission
(TSC) receiving a larger percentage of the resources.

3. The proposed National Budget (Education sector) allocation of Ksh 431.5

Billion n 2018/19 translating to 25.37percent meets the Abuja Declaration
of minimum annual budget allocation to the Education sector of at least 15

percent of the budget.

4. There was an increase in ECDE enrolment from 3,019,865 n z0l4 to
3,199,841 n 2016 commensurate to an increase in the number of ECDE
centers

5. The National government has allocated Ksh 2billion as conditional grant
towards the rehabilitation of village polytechniques; however, some of the
Counties may not have the capacity to absorb the funds.

6. In as much as the State department of basic Education through its ECDE sub
progamme intends to establish ECDE model centers in all the 47 Counties,
adequate consultation with the County Governments is essential to ensure it
resonates with individual County Integrated Development Plans (CIDP)

7. Planning at both levels of Government and across sectors is taking place in
the absence of the MTP III critical to informing the 2018119 and medium
term resource allocations.

8. There seems to be no policy guidelines to guide ECDE development and
management at County level hence the lack of uniformity across Counties.

9. While scrutinizing the allocations of the County Govemments towards
Education sector (ECDE and the development of Youth Polytechnic, there is
need to underscore the trend in resource allocation towards Education in the
last five years at National level and county level.

1O.The allocation to technical and vocationai training program under the State
Department for vocational training has reduced in 2OI8ll9 thereby raising
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questions on its contribution to the manufacturing and ago-processing

sectors useful in achieving the " Big Four Agenda"
ll.The absence of pending bills in the Education Sector report for 20t6ll7

raises the question of whether there exists any and the effect of any existing
pending bills to the next budget cycle.

12.The short duration of time allocated for the interrogation of the BPS does not
give the Committee to the opportunity add value to proposals.

13. There is need for a complete analysis of County budget allocation towards
the Education sector for effective interrogation of the sector.

The Committee therefore recommends -
That,

1. The County Governments takes advantage of the Ksh 2billion allocated as

conditional gant to rehabilitate the youth polytechnics with a view to
support the "Big Four Agenda"

2. The Ministry provides the breakdown of all pending bills in the sector for
future reference and decision making by the Committee

3. The Ministry to fast track the preparation and presentation of the Sessional

Paper on ECDE policy before the Senate for concurrence and subsequent

implementation by the County governments.

4. The Ministry to fast track the development ECDE, guidelines and standards

to guarantee uniformity in ECDE development and management across all
Counties.

5. The Public Finance Management Act, 2012 be amended to increase the
duration of time with which Parliament should interrogate the BPS
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ANNEXES
Annex 1: Proposed Ceiling vi-sa-vi resource requirement

Programmmes 20l8ll9 Ceilins

Resource
requirement

2018n9 Deviation
Rec

c Dev Total Recc Dev
Tota

I Recc Dev TotaI
P.imary
Education

t7 4.7 21.5 20.5 6.8 27.3 (3.70) (2.10) (s.80)

Secondary
Education

64 3.8 67.3 85.3 14.2 99.s (21.70) (10.40) (32.10)

4.1 0.2 4.4 6.5 1.1 7.6 (2.40) (0.e0) (3.30)

General
Administration

4.8 0.2 5 6.3 0.45 6.7s (1.s0) (0.2s) (1.7s)

Basic
Education

89 8.9 118.6 22.55 L41 (2e.30) (13.6s) (42.es)

Technical
Vocational
Education &
Training

2.4 3.7 6.1 2.9 12.7 15.6 (0.s0) (e.oo) (e.so)

Youth Training
& Development

0.1 2 2.1 0.1 2.2 2.3 (0.20) (0.20)

General
Administration

0.2 0.2 J.J 0 J.J (3.10)

Technical
Education

2.6 5.7 6.3 14.9 21.2 (3.70) (e.20) (12.e0)

University
Education

90 l2
5

t02.2 119.3 I 1.8 1 3 1

1

(29.s0) 0.70 (28.80)

Research,
Science,
Technology &
Innovation

3.1 0.3 3.4 3.2 0.8 4 (0.10) (0.50) (0.60)

General
Administration

0.5 0.s 0.5 0 0.5

University
Education

93 13 106.1 t23 12.6 136 (2e.60) 0.20 Qe.4o)

Teacher
Resource
Management

212 ztr.8 26r.4 0

4

(4e.60)

Governance &
Standards

0.1 0.5 0 0.5 (0.40)

11 lPage
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Assurance &
Standards

98.2
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General
Administration

6.7 0.1 6.9 7.6 0.2 7.8 (0.e0) (0.10) (1.00)

Annex 2: key capital projects in the State Department for Basic Education
NB: Italic merns newproject

.l

I

.:
lj
a
:4

I

-,!

I

ln-frastructure
improvement
jn Lowcost
-.roarorng
primary
schools

I

il
'a

;.

i:

':il

Establishment
of 10 new
teacher

aining
colleges and
rehabilitation
of 16 old

TSC 2t9 0.1 218.8 269.5 0.2 270 (s0.80) (0.10) (s0.e0)

TOTAI,
404 28 431.5 s17.4 50.25 568 (rr3.40

)
Q2.7s) (136.1s)

Name of the
project

Funds Start
Date

End Date AIloc
t4ns

Alloc
15fl6

Alloc
t6n7

AIloc
t7n8

TC

GoK

20141r5 20t8lt9 135 135 1,200

Global
parbrership
for Education

GPE &Gok
counterpart
funding

20t4lt5 2018119 3,050 3,475 2,120 8,980

Kenya
national
volunteers
prograrnme
(G-united)

Japanese

Govemment
& GOK

20r4lts 2018t19 356 264 1s8 20t 1,619

Gok

20t4/15 2018/19 89 159 t54 21.5 25,947

Kenya
institute for
the blind

GoK
2014n5 20r8t19 i0 10 100

Adult &
Continuing
education-
DACE

GoK

20141t5 2019120 32 32 t93
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Name of the
project

Funds Start
Date

End Date Alloc
t4n5

Alloc
1,5116

Alloc
16117

AIloc
t7ltg

TC

Construction
and
Equipping of
the National
Psycho-
Educational
Assessment
Centue

GoK

20rsn6 2018/19 115 105 135 450

Upgrade 87
County
secondary
schools to
nationai
schools

GoK

2015t16 20I8lt9 600 300 300 8,700

GoK

20t4lt5 Continuous
Programme

108 300 300 1 800 4,059

ICT
lntegration in
Secondary
Education

GoK

20091r0 2018119 320 320 374 4.5 9,000

Laboratory
materials
Supplies and
Small
Equipment

GoK

20r4lr5 continuous 270 270 243 243 1,020

Kenya
Education
Management

capital
development-
capacity
building of
Teachers

inset

A-i-A

20141r5 20I8lt9 9 7 0

GoK

201411s 20t8lL9 155 r40 105 26.3 886

Completion
of the New
Mitihani
House phase
VI

GoK

1 98s 2015 420 60 15 2,670

'school

infrastructure

13 lPage
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Name of the
project

Funds Start
Date

End Date AlIoc
t4tls

Alloc
tsl16

AlIoc
t6lt7

Alloc
t7lt8

TC

KICD:
Conshrrction
of
Educational
Resource
Centre (Phase

1)

GoK

2014115 2017i18 462 282 232 58 7,433

Establishment
of County
EMIS centres

GoK
20I4l1s 2018119 13 13 145

GoK

20t4115 20t8lt9 t02 102 r02 25.6 377

Rehabilitation
and
Expansion of
lnfrastructure
in Kagumo
Diploma TTC

GoK

2013114 20t7ltg 5 5 5 6.3

Rehabilitation
and
expansion of
ffiastructure
in Kibabii
Diploma TTC

GoK

2013114 2018119 204 240 185 46.3 1,798

GoK

20141t5 20t7lt8 54 70 15 1,294

Lugari
Diploma
Teachers
Training
College

GoK

20rslr6 20t8t19 40 3s 8.8 1,149

School
infrastructure
in North
Nyamira/
Borabu

Donor

2015116 201 8 45 55 56

Construction
& completion
ofcounty
directors of
.Jucation &

r-lirect
education
offices

I

I

I

t

1

1

:1

^rnstruction
- ^tngw
Diploma TTC
in Moiben

14 lPage

4.8

316

80



Name of the
proiect

X'unds Start
Date

End Date AlIoc
t4ns

AIloc
Lsn6

AlIoc
16117

Alloc
L7n8

TC

I Kenya

I 
p.i-*,
Schools
Infrastructure
improvement

GOK

135 200

Kenya
Secondary
School
Education
quality
improvement

i00

TOTAL 2,722 6,581 6,123 5,387 71.,236

20tst16 20t6lt7 2017n8
Project Start End Gok X'oreign GoK Foreign GOK X'oreign Exp TC o/./o

38 cOK-
ADB Phase
II 2015 2105 399 2s8 496 243 1,300 L,699 6,730 25.2
China Phase
11134 TTIs
equipping 2017 8,269
GOK 9 TTI's
in Counties 20t5 20t7 55 55 435 490 88.8
GOK -

.,]}l.,etherlands

;;,:_.;IaSg II 20t6 2017 50 450 50 450 705 9s0 74.2
GOK
KIPKABUS
and Murang'a
TTI's 2015 2017 108 60 60 233 449 51.9
Construction
of TTI's 2016 2019 668 972 972 1,015 4,20A 24.2
GOK 60 TTI's
Equipping 2016 20t8 492 492 2,756 3,600 76.6
Vocational
Training
Centres
Support 2017 2,400 6,000 0.0

Annex 3: key capital projects in the State Department for Technical Education

L5 lPage

225



6,843 22,419 30.5Total 1,051 849 1,887 946 3,822 9,568
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INTRODUCTION

The Budget Policy Statement (BPS) is published in accordance with secdon 25 of. rhe Public Finance

Management Ac! 2072. Pe.liement shall not later than 14 days after the BPS is submitted to
pqtliamsnl, table and discuss a teport g6ltaining its tecommendadons and pass a resoludon to adopt

it with or without amendments.

Parliament and thus the Seoate is required to scrudnize the BPS and the progra-rn-tnes fot the

vadous spending agencies ate undertaking with a view of establishing whethet the resources being

requested for relate to specific ouq)uts that will lead to tesults as intended and as ptovided in the

nationai agenda which is the vision 2030.

The National Treasury is required to include the following in the Budget Policy Statement-

^) an assessment of ttre current state of tle economy and the financial outlook over the

medium term, includ i n g ma cro-economic fotecasts ;

b) the financial oudook with respect to Governrnent reveflues, expenditures and borowing for
the next financial year and over the medium term;

.) the proposed expenditure limits for the nadonal goveflrmeng including those of Parliement
and theJudiciary andindicative transfers to county goverflments;

d) the fiscal responsibiJity principles and financial objectives over the medium term including
Iimits on total annual debt.

The 2018 BPS for the FY 2OtB/19 was submitted and tabled in the Senate on 14'hFebmary,2018
and thereafter committed for processing by standing Committees including the Standi.'g Committee

on Energy.

In view of the provisions of the Senate Standing Orders assigning the Stanrling Cornmittee on
Energy the mandate to considel ail matters related to fossils fuel exploradon; developmeng

producdon, majntenance and regulation of energy, the Corrrrittee is thus mandated to scmdnize the
BPS and in relation to funding proposals for the Ministry of Energy and the Ministry of Petroleum
and Mining. The Committee is equally tasked with the responsibility of scrutinizing the budget
related policies, programmes and their objectives as well as the comprehensiveness and effecdveness

of such progralnmes.

In this regard, the Committee on Energy oversees the followingvotes, namely, namely, Vote 1152

(State Departrnents of Energy) and \rote 1153 (State Department for Petroleum) and the various

agencies under the Ministry
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CONSIDERATION OF TFIE KEY HIGHLIGHTS IN THE PROPOSED
2AL9 /2078 BUDGET POLICY STATEMENT ON AIIOCATIONS TO THE
ENERGY SUB -SECTOR
Introduction

a) Environnent under Vhich the BPS 2078/79 was Prepared

I) The 2078/79 BPS vras prepared when some economic sector likes toudsm, qzholesale and retail were

affected by the long electioneeting pedod. Nevertheless the economy remained resilient despite the

aforementioned botdenecks. With regards to the Energy and Petroleum subsectors, a significant progress

was made in the areas of power generadoa, ttansmission and distribution but is curreatly faced with the
challenge of demand creation as supply of energy stands at 2330 MW against demand of 1770 MW.

2) The Budget Policy Statement is published in accordance with Secdon 25 of the Public Finance
Management Ac|2012. In prepating the Budget Policy Statemenq the National Treasury is required to
set out the broad sftategic priorities and poliry goals that will guide the national govemmert and county

governmeots in preparing their budgets both for the following financial year and over the medium term.

3) fhe National Treasuty is required to include the follorving in the Budget Policy Statement:-

i.) An assessment of the curtent state of the economy and the financiai oudooh over the medium term,
induding macro-economic forecasts;

1i.) The financial oudook with respect to Govetrrment revenues, expenditures and borrowing for the

next financial year and over the medium term;

in.) The proposed expenditute limits for the national government, including those of Pa'drment and the

Judiciary aod indicative transfers to county goyernmeots;

i".) The Escal responsibility pr:nciples and Enancial objectives over the medium term including limits
on total annual debt.

4) The submission and processing of the BPS is anchored in Standing Order No 174. The g12lding order
reqrrir-s5 among other things the Budget Poliry Statemert (BPS) to indicate total resources to be aliocated

to individual Progtammes and projects r,vithin a sector and indicate the outputs espected fiom each such
programme or projects during the period.

5) Upon being tabled in padiameot the BPS rs committed to Standing Committee of the Senate on Energy
for scrutiny in accordance with Second Schedule of the Standing Ordets, where the Committee is

mandated to ovetsee all matters pertaining to Fossil fuels exploration, Development, Maintenance and
reguiation of energy. In executing its mandate, dre Committee oversees the following government State

Departrnents and their respective SAGAs:

State Departrnent for Energl ,

State Department for Petroleum

a-j.:''

1

11.
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1. Highlights of the 2018/19 BPS
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6) The2OTB/79 budget policy statements ddes on the strong foundation laid under the government's

Economic transformative agenda in the past Five Years through the Five Key Piilars including : (i)

creating a conducive business environment; (ii) investing in sectoral transfotrnation; (E inftastructue

expansion; (iv) investing in quality and accessible social sen ices; and (v) consolidati.g gains made in

devolution. The expenditure priodties in the sectot ceilings n2018/19 BPS have been realigned to the

big fout ageoda,namelp

i. Raising the manufactudng sector's share of GDP to 15 petcen tby 2022-

ii. Focusing on initiatives that guarantee food security

iii. Providing Univetsal Health Covemge

iv. Providing at ieast five hundred thousand (500,000) affordabie new houses to Kenyans by 2022

7) Therefore, targeted expenditures will priodtize employment creadon, youth empoweflnent, suPPorung

manufactudng activities, enhancing health coverage, improving food security and enhancing living

conditions through affor&ble housing. The allocations to other criticai sectors such as education,

infrastructure, eflergy and social ptotection will be Protected.

8) To achieve the Big four, the government is cognizant of constrained Escal sPace and therefore intends to

partner with private sector by creating High Speed Public Private Patnership (PPP) unit to attract and

engage the private sector on implementing most of the projects under the bQ fout agenda.

b. 2018/19 BPS fiscal Framework

9) Revenue proiections: The Budget Policy Statement for FY 2018/1,9 targets for revenue collections

includingAlAisprojectedatKSh.l,s53.gbilliontranslating to1.8.9o/oof GDPwhichisanincreasefrom

the2017 /L8 ptojections of Kshs 7,643.7 biliion.

L0) Expenditure projections: the overall expendih:re and net lending are ptojected at Kshs 2,492.2 billion

Q5.Yo of GDP) increasing ftom the estrmated Kshs2,323.7 billion (26.8% of GDP) io the financialyear

2017 /1.8. The projected expenditures for 2018/19 include Kshs 1501.5 billion (15.3% of GDP) to defray

recurrerrt expenditures and I{shs 612.9 billion for development expenditures. In addition a contingency

amount of Ksh. 5 billion and Kshs 4.7 billion for equalization fund is also provided.

11) Deficit Financing: The deficit of IGhs 587.7 billion will be Enanced both extemally and domestically.

Net external financing is projected at I(shs 214.7 bilhon Q.Zo/o of GDP) and net Domestic Borrowing of
Kshs 369.6 bilLion (3.8% of GDP) and other domestic receipts of KSh.4.2 billion.

Table t Summary Budget Framework, FY 2018/19 (KSh. Millions)

2017 /18
(baseliae)

share of the

Tota-l

lP$ seiling

2078/79

Shate of
the Total

?rojections 201,9/20-

2020[21,'

National Goverament 1.,566,494 6lYo 7,607,944 650/o 7,717,578 1,828,717

CFS 356,892 75o/o 461.,977 L9Yo 493,40t 630,103

Pariiament 36,043 2% 37,769 1% 32,798 34,546

6
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17 ,57 )

Source: National Treasury

C ounty Government ExPenditrue

12) In Fy 2078/19, the Budget Policy Statemeot ProPoses that County Govetnments be allocated an

equitable share of revenue raised nationally of iGh 314 billion, and that the National Govetnment be

allocated IGh 1,370 bitlion. County Goverments' equiable share of reveoue. In addition to the above

equitable share, County Governments wiil receive additional frrnds as conditional grants'

13) These include:

t Ksh 17.2 billion conditional allocations for: I level-5 hospitals; if rehabiliation of village

polytechnics; iii) leasing of medical equipment; iv) compensadon for foregone uset fees; an4 v)

Construction of County Head Quarters

/ Equalization Fund to the marginalized areas amounting to Ksh 4.7 billion

./ Ksh g.3 Billion from the Road Maintenance Fuel Levy Fund CI\.{,D. As in previous years, this is

calculated at 1 5 percent of projecte d FY 2A77 / 18 collecdons by the Kenya Roads Boatd (I{RB); and

,/ Ksh 33.2 billion ftom proceeds of external loans and gtants, which will Enance devolved functions in

accordance r*{th the signed Enancing agreemeflt for each loal./gr2;nt

Table 2: Vertical Distribution of Resoutces

7

TheJudiciary 18,039 lTo 77,783 10h 20,07+

The County

Govemment 345,68L 150k 372,742 1.5% 372,764 381,909

Total 2,323,1,+9 700Y0 ) 4c)) 1\\ 7070/o 2,635,955 2,892,850

2014/15 2015/76 2016/17 2017 /18 2018 "

Total Shareable Revenue 1,031,819 1.,752,972 1$05,794 1,486,294 1"688,492

National Government, of which: 801,759 887,198 't,019,494 1,776,567

Equalization Fund 3,400 6,000 6,000 7,727 4,700

County Equitable Share 226,660 259,775 280,300 302,000 314,000

P* n e. m atern a I h ea lt h carc 3,320 4,298 4,121

l-zating of nedical eqaiPnert 4,500 4,500 6,100 9,400

Conpensation for rcerfeu forgone
900 900 900 900

l-.euel 5 hotpitak 1,863 3,601 4,000 4,200 4,i26

Specialpwpote grant (energenq Med Seru.) 200

Rr hahi litaion of rillage po ltechniq ae t 2,000 2,000

1,369,792



.'.-1 -\

Strpplenentfor L'orrstluctiot of nnng Hpt 605 305

Source: National Tteasury

i. Contribution of the sector to the big four

14) Access to adequate, affor&ble and reliable energy supply is necessary to reduce cost of doing business,
spur growth of enterpdses and industries, and accelerate *1g lgaliz2tien of "The Big Fout'' Plan. In the
2018/ 19 BPS the government intends to achieve 1000/o access to affordable and relinble energy by 2022
through;

* Exploiting locally available sources of energy induding reneu,able energy potential.

':' Developing po\r/er plants particulady the 3i0 MVf Lake Turkana wind power plant.

* The two units of Olkaria expected to add 210 M!7 to grid.

';' Continuing investing in the construction of electricity substations, transmission lines and distribution
of transformers to boost the availability of electricity and sustain demand.

15) In terms of indirect contribution, the manufacturing sector aims at cutting cost of off-peak power to
heavy industry by ha1f, provision ofaffotdable energy to agriculture sector to reduce coast ofptoduction.

16) However, a le'riew of the sectoral allocations in the BPS Points to lack of Fiscal Space. The share of the
Energy, Inftastructure & ICT reduced from 270h of the overall sectoral allocation n 2015 / 16 BPS to
240/o of $e same in the2078/19 BPS. This is despite one of the 'Big Four" (provision of affordable
housing) is domiciled in this sector.

17) Further, the shate of energy and petroleum subsector which is a critical enabler of 'tsig Four" agenda has

also reduced from 23o/o of the energy, infrastn:cture & ICT sector allocation dudng 2015 / 76 BPS to 19%
in the for 201,8/19. (See table 4)

Table 3:Alalysis of share of allocation to the sub-sectors Kshs. millions

Overall Sectoral Allocation

Energy. Inftastruch:.re & ICT

Sbanfor tbe Sector

Energy and Petroleum

8

Allocation fmn Fuel lery ( 5oh) 3,400 3,300 4,307 7,875 8,269

Allocationfmn Loarc dz Grantt 10,671 3,871 12,541 3 3,242

To tal Con dition al Graa ts 8,583 22270 21,899 34,221 58,442

T otal County Government Allocation ?35,243 287,044 302,199 336,221 372,442

2015/16

Estimates

BPS Ceiling

20t6/11
f,Pg seiling

2017 /18

BPS Ce;ling

2O1B/19

7,505,492 1,489,505 1,633,352 1,688,529

404,670 367.596 415,744 404,633

2-7%o 25oio 250h 24o/o

94,462 91,080 87,720 77,967
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S o u rc e : IVa ti on al Tre a s u ry

Analysis ot 2018/79 BPS for Energy and Petroleu-m subsectors

18) Some of the major projects for the sector targeted for implementatioo tn,Fy 2018/19-2020/27 include:

2,946 MW of additional iastalled electdcity generation capacitp connecting aII Keayans to electricity;

exploration and appmisals in oil blocks and Eady Oil Monetization of Crude Oil to eohaace eatly

commercialization of the crude oil discovedes.

State DcpaxnentforErug

19) The mandate of the State Department of Energy indudes; National Energy Policy and Managemeng

Hydropower Development; Geotherrnal Explotation and Development; Thermal Power Development;

Rural Elect ification Program; Renewable Energy Promodon and Development; and Enetgy Regulation,

Security and Conservation.

20) An assessment of the overall spending by the State Department reveals a continuous increase in

expenditure ftom the period 2073 / 14 to 2016/ 1,1 because of higher allocation to the power transmission

and distribution program, before it took do'rn ward trajectory from2077 /78 and going forwatd.

2L) The budget policy statement for 201,8/1,9 caps the expenditure for state Departrnent enelgy at

Kshs.69,818* million which is a reduction ftom the Kshs. 77,220 million that was provided ln 2017 / L8

budget esdmates and far beiow the resources sought duting the sectot working gtoups amounting to

Kshs.255,145 million. The allocation of trGhs.69,818 million compd.se of Kshs.2,162 million for

recufient Expenditure and Kshs. 671656 millioo for Development Expenditute.

22) Itis however noted that there is a difference of Kshs.S billon between Total allocation for the power

transmission and distribution Program and its totals of recurrent and capital erpenditr:res and therefote

the BPS 2018/19 captures gross allocation for energy as Kshs.74,818*. Billion. There is need for

clarification on where the error is.

79%
230h

25o/c 210,/o

Table 5: Budgetary allocation over the last 5 years aod proiectiorls over the Medium Term Kshs.

Millions

Programme/Sub -
Programmes

Approved Budget
2018/19 Bps
Proiections

State Department for Energy
201i/74

2014/

L5

20ts/
76

2076/

!7
2017 /
18

20t8/
19

20te/
20

2o2o/
21

Power Generation 39,743
20,263 22,752 28,739 77,420 21.,497 79,451 27,646

Power Transmission and

Distribution 32,009
67,849 71,029 80,196 57,738

45,457
52,238 43,943

Alternative Energy Technology 521, 884 1,980 t,285 2,287 4,633 4,974

9



443

Administr'ation Pianning and

Support Services 449
410 539 1,111 777 577 677 570

Total fot the Yote 72,6M
89,07

J

95,20

4

Ltl,42
6

7722
0

69,818
*

76,93

9
77,073

State Department for
Petroleum

Exploration and Distdbution of
Oil & gas 1,038

'1,706 1,572 3,073 5,381 3149 4,834 1,962

Total for the Vote 1,038 7,706 11572 3,073 5,381 3149 4,834 4,862

Source: National Treasury

S tan D epanne nt for P e tro le am

23) The State Department's mandate is to explore, develop, produce and distribute petroleum products for

sustainable economic development and wealth creation. In the past the State Departrnent conducted 20

exploration and drilIed i9 appraisal wells; distibuted 4,575 metric tonnes of oil and gas; completed 65ok

of Mombasa-Nairobi refined petroleum products pipeline pine 5); executed MOU and &aftedJoint
Development Agreement between GOK and Intemational Oil Companies (IOC) to enhance

commerdalization of the oil discovered in the country and260 staff were trained under the KEP"IAP
project.

24)TheFY 2018/19 ceiling allocations for the state department are capped at Kshs. 3,149 million which is a

decrease from the Kshs.5r381 million availed n 2017 /18 estimates and Kshs.8,088 million sought

during the sector working goup forums. The allocated amount for 2018/19 comprises of Kshs.273

million for recurrent and Bshs. 21876 million for development.

Table 6: Key areas of Expendirure Broken down in to Current and Capital Expenditure Kshs.

Millions

Z0l7-78 Estimates
Resources

Requirement 2018-79

BPS 2018-19

Ceilings
Deviati
on from
the

Totals
culr
ent

Capit

al
Total

curre

ot
capital Total

curre

nt
capital total

1152 State Dept. for
Energy

2r05

J

75,16

7

77,22

0
6,644

248,50

1
255,145 2,162

67,65

6

69,8

18
-180,327

General Admlfl.
Planning & Support

Services

355 422 777 389 341 730 JJJ 241 571 -1s3

Power Generation 788
76,63

2

17,12

0
1,838 57,1"15 58,953 919 20,578

21.,4

97
-37,456

10



4,277 1.87,603 777 44,680 -137,746

Source: National treasury

i. Observations regarding the votes

25) As sho.wn in Egute 1, the expenditure allocations for the state departmert energ1 have been increasiag

from Kshs.73 billion ln2013/14 to Kshs. 111 billion tn201,6/17 before it dropped to Kshs.77 billion in
2017 /18 and sustaining ovet the medium terrn. T}:e achievements and gains made through the two

programmes of powet generation and power ffansmission & distribution in the pedod of 2073 to 2077

may explain the upwatd trajectory in expenditure wheteas the constant projection in allocations over the

medium term points to sustained support to ongoing programs and projects.

26)Fig t Expenditure Trends in the energ'y & peuoleurn sub-sectors Kshs. Billions

The sector contribution to the economic growth and development of the Nation

ii. Key performance indicators

27)The country's long term development blue pring vision 2030, identifies energy and electricity as key

elements of Kenya's sustained economic growth and tansformation.in this regatd a vibrant power sector

that meets electdcity to drive flagship projects and programmes is crucial.

28) In a move to achieve the potential of the sub'sector in contributing to the natioaal development agenda,

the govemment has for the last Eve Enancial years invested heavily in the construction of more electricity

substations, tmnsmission lines and distdbution of transformers to boost the availabiiity of electrioty as

well as sustaining demand. In the period between 2013 andJune2076,81 power stations wete

constructed and upgtaded which subsequendy increase access to power, reduced the cost of doing

business as well as stimulating growth of entelpdses.

Pow-er Transmission

& Distribution
790

56,94 57,73

8

783,32

6

45,4

578

Altemative Energy

Technologies
120 1,,1,65 1,285 140 7,779 7,859 133 2,1.54

2,28

7
-5,572

State Dept. for
Petroleum

242 5,739 5,381 334 8,099 8,422 273 2,876
3,74

9
-5,273

Exploration &
Distribution of Oil &
Gas

242 5 1,39 5,381. 334 8,088 8,422 273 2,976
3,74

9
-5,273

120

100

80

60

40

20

17 17 77

2013/14 2014ns 20t9120 2020u2015t16 2016117 20t7trr 20t8lt9

gENERGY 
'PETROLEUM
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29)In terms connectivity, the consurner base increased from 2.2 mil]ion households in 2013 to 4.9 mjllion

households inJune 2076,22,245 pri*rry schools have been connected to pou/er to fadlitate the digttal

literacy programrne while 810 public institutjons have been connected to altemative (solar) power.

30) Some of the major projects prioritized in the MTEF period and captured in the BPs 2017 /1,8 - 2019 /20
indude 5,538MW of additional installed electricity generation capacity; Explotation and appraisals in oil

blocks and Early Oil Pilot Scheme (EOPS) to enhance eady commelcielizsdsn of the crude oil

discoveries; Kenya Petoleum Technical Assistance Project (KEPTAP).

31)lVith regards to BPS 2078/19 and over the medium term priorities include; additjonai elecuicity

generation capacity of 2,946 MW th-rough the Programme of power generadon, electricity connection to

all Keoyans through the Programme of power transmission and distribution, exploratioa and appraisal of
oil blocks and early oil monetization of crude oil to enhance early commercializ2liel of the Crude oil

discovedes, Kenya Petroleum Technical Assistance Project (KEPTAP)

iii. Employment and the wage bill in the sector

32) A review of expenditure by economic classification for the state department of energy reveals

unexplained and unpredictable trend in compensation to employees. See 69. 2. On the contrary,

expenditure on compensation to employees seems to be reliabie and predictable under the state

department of Petroleum.

Figure 2: Trend of expenditure on compensation to employees (Kshs. millions)
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Implementation of the Development Budget

Eaalaatior of Capital Pnjects

33) A review of capital projects reveals most of the projects are on course in terrns of achieving targets and

their outcome felt. Some of the notable ptojects inciude;

foreign financed and rernainiqg coming from Gok As at 
f 
une 2017 Kshs. 73,077 Millior: (?2o/o) was

committed aod the project is reported to be 22o/o complete.

b.i"grrg the installed capacity to 2,336 MI7 up from 17 68 mw n 2012 and totd effective capaaty

t2
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I

i.ocreased kom 1,652 mw' ja 2013 to 2261 m*' in September. 95oh of rhe effective capacity comes

ftom hydro, Geothermal and thermal sources.

implementation working towards availing 3,471 mw nevr generation capaciry

34) under the State Departrnent for Petroieum, the LPG cylinders distributiou project which entails

puchasing ugging and distibutioa of 6kg cylindets, gdlls and bumers to low income households
reported to have distributed 6000 cylinders against a ta{get of 1,200,000 tn,2076/17 . While this is below
target by far, inforrration on t}re benefi"ia"ies of the 6000 distributed is not available.

Pablic Pfuatc Partnerbipt Prujectt

35) As shown in annex 3, there are 22PPP prcject under the Energy subsector. It's aoted that the Lake

Turkana wind power projects attracts a deemed generated energT Payment of 170.4 euros. According to
the developer the Project was completed byJuly 20i7 with 310 MW capacities ready for full commercial
operation. Thetefote there is need for darity when this payments start and since the consumer to pay

how is it in their bill by KPI when vrill the uansmission line be completed for the generated to be

evacuated.

36) in the BPS for 2078/9 planned PPP projects include; 960 MW Coal power plant in Lamu, 105 MW
Menengai phase 1, i40 M$f geothermal Ptoject at Olkaria, 600 MW of other reoewable energy projects(

solar, winQ

EfEcienry ia the implementation of the budget

37) An assessment of the implementation of the approved budgets over the last 4 years reveal that, oo

Avetage, the state dePartrnent for energy utilized 77oh of its allocations q/hile the state departrnent for
petroleum utilized 78oh for the same period. Such ler-el of absorption often affects project
implementation and accumulation of ruuecessary pending bills.

Table 7 : Efficiency of budget implementation Kshs. MiLlions

Approved Budget I Actuat Expenditure
I

averag

e

absorti
on rate

Programme/Sub -
Programmes

201s/
14

2014/
15

2015/
16

2016/

17

2013/

L4

2014/
15

201s/

L6

20L6/
t7

State Department for
Energy

Powet Generation 39,743

20,26

3

22,75

2

28,73

I
30,L0

9

75,07

8

2L,25

7

18,18

5

770
Power Transmission and

Distribution 32,009

67,84

9

77,02

9

80,19

6

22,82

6

38,39
1

57,42

9

57,09

9

Altemative Energy

Technology 443
)zr 884 1,980 386 453 627 7,766

13
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The hard Budget corstrainc Making prioritization effective and achieving efEciency

1. With all tlese developments, it would be important for the establishment of energy needs for each

county based on cuffent consumption and future needs. This will therefore be used to detetrnine enelgy

deEcient counties and establish measures to cover th. g p and sustain county development plans and

manufacturing.

2. It is ooted that there is a difference of Kshs.S billon between Total allocation for the powet transmlsslon

and distribution Programme and its totals of recurrent and capital expenditures and therefore the BPS

201,8/19 captures gross allocation for the State Departrnent energy as Kshs.74r9l9*Billionwhie

calculations of Programme allocations in recurrent and development columns of the BPS 2018/'19 Matrix

adds up to Kshs.69r818 million . Therefore there is need for cladfication on where the error is.

3. An assessment of compensation to ernployees for the last five years depics a picture of unpredictable

trend in the state department for energy pointing perhaps, to the engagement of skilIed manpowet on

contractual basis as and when is required. If this is the case, there is need for enhanced 5kill5 devgleprnsnl

and employment of staff on P&P terms for ease of predictability by policy makers and legislative

oversight.

4. A review of projects implementation and their outcome reveals a substantive Progress in key projects like

5000+ M!7 projects and last mile connectivity boosting installed capacity 17,681M!7 in March 2013 to

2,267 l\N/ in Septembe r 2017 . Further, energy supply now stand at 2330 M!7 against a demand level of

1770 M!? pointing to existence of idle and unutilized energy. There is need to focus on demand creation

to reduce the risk of paying for idle energy since most of these energy is produced by the private sector

while at same dme sustaining support for ongoing generation, Transmission and Distribution of energy.

5. Under the State Departrnent for Petroleurn, the LPG ryIinders distribution project which entails

purchasing, tagging and distribution of 6kg cylindets, grills and burners to low income households

reported to have distributed 6000 cylinders against 
^ 

target of 1,200,000 ie' 2016/11 . While this is below

target by far, information on the beneficiaries of the 6000 distributed is not available. It is therefore

1.4

73,76

5

77,90

8

95,20

4

177,42

6

53,72

9

54,32

572,644

89,07

3Total for the Vote

Explomtion and

Distribution of Oil & gas 1,038 1,106 1,512 3,073 945 1,210 7,162 7,656

7804Total for the Vote 1,038 1,706 1,572 3,073 945 1,240 7,462 7,656



prudeDt that the sute department shares iaformatioo oa the bene6ciaries and their geographrcal

distdbution rvith the Committee.

6. It is also noted under the planned PPP projects, that Lake Turkana w'ind power was reported by the

developer that it was completed byJ"ly 2017 v/ith 310 MV/ capacities ready for fi:ll commercial

operation. According to the BPS the ptoject attrects a deemed generated eoergy Payment of 11,0.4.*or.

Therefore there is need for clority when these payments start and since tle consumer is to pay how is it
captu:red in their bills by KPLC, vrhen urill the traasmission line be completed for the genemted power to

be evacuated.

7. The subsectors of energy and petoleum are often faced with lack of buy-in from project host

communities and delays in compensating affected persons. In this regard, there is need to closely work

with all stalreholdets to ensure Enactment of Pubiic Participation B.i1t,2016, Enforcement of Land Laws

(Amendment) Act No. 28 of 2A76 which lays down the procedures to be followed on compensation to

affected persons during compulsory acquisition of land for the sub-sector.

B. Further, the subsectot is also faced with the challenge of fuel aduiteration risking the local economy and

the regional market. This is iagely motivated by price difference between Kerosene and Diesel.

Therefore thete is need to fast tack the LPG project and rural electdEcation to replace the dependenry

of low income rural homes on Kerosene for cooking and lighting.

15
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COMMITTEE OB SERVATI ONS

The Committee obserned the following:

1. That the ministry is engaged in several projects designed to establish energy efficiency at the

community or house hold level such as the "/ast mib connectiuif program" and the 'Gas Yetu -
Mnanaichi Gas Pmject" that seeks to distribute 6 kg liquid gas cylinders to households. However the

details of pertaining to regional comparison in terms of intervention is unknown therefore

impossible to determine as to the real effects of the projects

2. That county governments will be pri*-ily affected by the effects of dimate change and therefore

training should be fast tracked in order to enhance the capacity of the counties oo natural resource

managemeat, to take advantage of renewable energy and environmental consersation. To this end,

investrnent in sustainable energy sources should continue and more so to ensure that the needs of

each county government is met accordingly.

3. That because of Iack of planning in terms of linking energy generation and distribution. Primarily,

the committee is concerned on the costs incurred is the Lake Turkana Wind Power Project where

the produced power cannot be evacuated due to lack of a high voltage line to transmit it to the

Suswa substation. As a result the country is incurring high charges that should have been avoidable

should proper planaing have taken place

4. With all these community based projects, it would be important for the state departments to paftner

with county governments in order to have higher community impact. As such there is dso need to

couoty based energy needs based,on current consumption and future needs. This wiil facilitate the

determination of energy deficieot counries and create timelines to improve their energy supply and

sustain couflty development plans and maoufacn-rring

5. An assessment of compensation to employees for the last five years depicts a picture of

unpredictable uend in the state department for energy pointing, perhaps, to the engagement of

skilled firanpower on contractual basis as and when is required. If this is the case, there is need for

enhanced skills development aad employment of staff on P&P terms for ease of predictability by

policy makers and Iegislative oversight
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COMMITTEE RECOMMENDATI ONS

Therefore the Committee recornmends :

1. That mapping of eaetgy requirement for every couoty, based on current and future consumption,

should be carried out in order to guarantee uninterrupted serices deiivery fe1 su5trin2lls

development. Sufficient energy supply lies not only at the core of natiooal developmeat poJicy but

also key to couoty govefirment development plans, due to heavy uptake of technology on devolved

functions and sectors as healthcare, education, and agdculture sectors etc.

2. V/ith all the community based projects ongoing, it would be important for the state departments to

Partnet with county govemments in order to achieve maximum commuoity impact and enable

energy production and uansmission to strategic sectors of both national and county govefltment.

3. That the design Budget Policy Statement should be amended to indude information on energy

distdbution and transmission, resoutce allocation and development uptake per county level to

facilitate Senate decisioo making criteria

4. Training be undertaken fot couoty government to enhance their capacity on resource rnanagement in

order to take advantage of renewable energy and environmental cooserration so that coundes can

mitigate dimate change, develop sustainable energy sources and meet energy production requfuement

so as to take advantage of the goveroments Big 4 Agenda.

5. That there should be a review of planaing capabilities at the State Department of Energy and

investigations should be carried out to ensure that errors that led to costs are currendy incurred from

undistributed energy supplies under the Lake Turkana Wind Power Project are not repeated.

77



Annex 1: Progtamme ouqputs and targets

Power Generation Programme

)Io. of Geotherrnal wells drilled

'; VIW of steam equivalent

No. Of MW of Power

3enerated (GDC)

)Jo. Of NfW of Pouzer
'.?:

3ene l...ed (I(enGen)

Number of persons trained in
:uclear energy.

Dower Transmission
Progtamme

.(m of transmission lines

:onstructed

Remarks

Additional .yells ha:

to increased M!(e

24.4 Addtnonal M
was realized ftom

Menengai

105MW to be

generated ftom
Menengai is on cou

These includes; 5 I
Olkaria Wellhead,

Ml7 Geothermal

The target was a[fe,

by inadequate fund

428Kms 400 kV

Loiyangalani -Susr
transmission line ar

138km 220kV Tud
- Ornrm - Kitele tp

not completed as

scheduled

The tatget rvas affe

by delays in waylea'

compensation.

Target surpassed dr

increased funding t
the Programme.

The remaining four

substations ate alm

complete

18
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\iumber of Substations

lonstructed

.(M of distdbution Lines

:onstructed

)Jo. Of substations constructed

Achievernent
I .. .::

Target

2g1gl:!12016/17 201+/15. .

.1:..

2014/1,5 2015/16

.. -'-1..'.,1---

7 11 :' ,10 7

140 166 176

.1 ' 1.:

00 0

25 25 10

85 11517

2161,491.5 7346.5 1,372

8 21. 4

3,000 3,4003,200

7420 20

nls{!6
..,:-,

165.6

3,33+



o. of Annual New Customer

rnnected under Rura]

:ctriEcation sub-Programme

tectricity Access Rate f/o)-
rstomer connectivity access rate

o. of Lights Erected under Street

ghting

e. r-:.r ru[Us pd."^q, schools

rnni,ited to eiectricity EEA)

o. Of Off Grid power
'eneradon stations GEA)

o. of other public institutions

:nnected to electricity

o. of pubJic institutions

onnected vith Solar PV
\ltemative energy Progamme)

Remarks

SLghtly below the

target due to
procutement delays

The Govt is cornmine,

to univenal

connectivity by the yez

2020

The project target all

major cities and towns

The tatget was

surpassed due to

addrtionai funding to
the project.

This is aimed at

faciLitating digital
Literacy Programme

The ptoject ajm at

connecting customer i
offgrid areas

This iacludes matket

place, health centre,

borehole, tea buying

centre.

The project targeted

off-grid ASAL areas

19

..:..:.. Source:NationalTreasury
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Annex 2: Energy Production

Targer

2014/ts 201,s/16 201,6/17 201,5/1,6 6l

1,000,000 1,000,000 1,500,000 1,338,849

19 56 70

0 8,000 30,000 38,185

6,000 i,450 615 9,535

2 1 5

200 713 ZB7 268 ,

325 100 49 380 108

Energy production

Mar-13 Sep-17

Installed Effective Installed Effective % contribution

Achresemioi, .. ... ,:

1,253,1,96

l

trEJ) 69.45' ,

35,52L

7,102

)
i

u8

'49
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A-nnex 3. Planned PPP ptojects

C

35.600/o816.2 766.9 826.23 805.02

652 641 28.50o/oGeothermd 251.4 214.9

776.32 690.1,2466 447.5

1,20, T emporary Thermal ;ggd
. i'

1,20

2.4Ao2'7 60 55Themral (GT) 60

1.730h5.1 5.i 25.5 25.5'Wind

23.5 't .000/o26 22 28Biomass

2,308 2,243 99.200/oInterconnected System 1,745 L,633

1,8.7 26.24 77.05 0.80o/oOtrgrid thermal 22.1

0.2 0.55 0.52 0.000/oOtrgrid wind 0.55

0.00%0.5 0.66 0.490.22

0 0 0 0.00%0

100.00%77 681 1,652 23,362 2,261Total Capacity MW

Iype/Value/S
tate Guarantee

Amount of
Termination Payment
(Default by GOk

Obligation for
fixed Capacity
Payments
(Annual)

Proiec

t
Name

Proiect Description Proiect
Value ($
Mr)

Status

Total Project cost

depreciated at

5o/o per annum

2. Expenses

incurted by the

seller as a result

of terrnination

US$ 77.3 MnAfica
Geothermai

Intq' ,Uonal

140ivrW

25year Power Purchase

Agreement on a Build, Own,

Operate @OO) basis at

Longonot geothermal power

project adjacent to Olkaria,

Kenya

760 Financial Close:

3rd April, 2014

Starus: Under

Construction

Letter of
support issued
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ike.
lurkana

Vind Power
.300 Mw

o
ted

Euros

10.4 Aitrtr

]ulf Pou,er

i0.32 M!7

wind turbine farm is

developed on BOO
in Loyangalaoi,

Wesg on a2)Yeat
with Kenya Power

March,201

tus:

Close:

ebruary, 2013

of Credit

OI

ADF

on 28th

risks

in the

of
2AMrr

Total ?roject
cost

depreciated at

5o/o pet
annum

2. Expenses

incurred by

the seller as a

result of
tenr"rination

3. Net Present

Va]ue of 5

Years profi.ts

at 70oh

[he Heavy Fuel Oi] (HFO)
power plant is being

developed on a BOO basis,

in the Athi fuver region, on a

2O-yeac PPA with KPLC.

08

Bth November,

Under

Clclse:

3

luly 2072

[^y*.oi, o,",

btg.d on 14th

March 2013.

PRG

amount US$ 35

Mn and Euos 7

Mn

of

on 2nd

risks

PRG

Total Project cost

depreciated at 5%

Per annum

2. Expenses

by the seller as a

result of
termination

3. Net Present Value

of 5 Years profits

^t 
70o/o

16.3 Mn

21,

Commissioned



24.51vIn 'Total Project

cost

depreciated at

5oh per

afrnuln

2. Expenses

incurred by

the sellet as a

result of
termination

Net Ptesent

of 5 Years pro

100h

th August 2013

Under

Close:

Amount

of

PRG
'was

dv 2072

on 2nd

risks

45 Mn

2012.

on 5th

-82
H*oy Fuel Oil GIFO)

on a BOO basis,

t I(itengela near the Athi
area of Mavoko, on a

yeat PPA vith KPLC.

plant is being

s6.5

17.1MnTotal Project

cost

depreciated at

]J:::
2. Expenses

incurted by

the sellet as a

result of
termination

3. Net Present

Value of 5
Years profits
atljoh

ugust 2014.

and Eutos

of
uPPort

PRG

v/as

,,iy 201,2

on Znd

risks

on 28th

7Mn

us$ 3s

46

1th October

Close:

12

Thika Powet
- 87MW

Heavy Fuel Oil (IIFO)

on a BOO basis,

t Kitengela near the Athi
area of Mavoko, on a

year PPA with KPLC.
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-rndagop

ov/er -
0.8IvI!7

)rpower

5oMW**
)lkaria III
ieothermal

orr - >lant

lst plant

BM!7,2nd
'iant

5MW,3rd

lant 16MW

nd 4th
9I\Nq

labai Power

'iant

90 MW

zlumias
)ower Plant
.35MW

v,ind power plant is
developed on a BOO

io South Kinangop,
yatdarua County on a20-

PPA with KPLC.

50

st December

topped

Close:

2

Under

&

vly,2013

of

on 26th

risks

Total Project

cost

depreciated at

5% per

annum

2. Expenses

incurred by

the seller as a

result of
termination

3. Net Present

Value of 5
Years profits
at I00h

N{n

Eaergy

US$

20 yeat - BOO 58x** CIose:

ary 7999
[-erter 

of
FuPPoft

Ioo.rirrg
politicai risks

issued on 16th

?rprt,2015

Indemnity
Agreement LC

coveriag PRG

Payments of
Amount US$

31NIn

Total Project

cost

depreciated at

59lo per

annum

2. Expenses

incun'ed by

the seller as a

result of
termination

3. Losses

incurred by

the Seller

IIJS$7o.98 Mn

20 yeec - BOO 155
lFinancial 

CIose:

pctober,2008

Starus:

Opemtional

Indemnity
Agteement LC

Account

$et Present Value of
Non- Escalabe Capacity

Chatges for the

temaining period to the

expiry of rhe term
discounted atTZohper

annum

Euros 19.7Mn

0 Years-BOO

uiy, 2008

Close: one one fus$ s.au"
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None 2,209MrtFinancial Close:

None

oneKrpevu III,
120M!7

Located at Kipevu in
Mombasa, the diesel power

piant is on a BOO basis for a

20- veat oeriod

134

Net Present

Value of
Non- escalabe

Capacity

Charges fot
the temaining

period to the

expiry of the

teffn

US$9.62 MnFinancial Close:

Sepg 1999

Status:

Operational

Kipevu II
74MW

Located in Mombasa next to

Kilindiai seaport, the Heavy

Fuel Oil GIFO) power plant
is on BOO basis over a 20-

year period

35

NoneNone NoneImenti tea

Factory

Limited

Feed in Tariff Power Plant

on a BOO basis

Operating

NoneNone None

GiI

Power

Iechnology

Solutions

Ltd.

Feed in Tariff Power Plant

on a BOO basis

Operating

US$ 360 MnLettet of
support

covedng

political tisks

issued on 4th

August,2017

Total amount

outstanding

and unpaid to
all Financing

Parties - Debt
& Equity

2. NPVof5
years profits
*100h
discount rate

1050 MW
Lamu Power

Project

Located in lr{anda Bay, the

Lamu Coal Power Plant is on

a BOO basis ovet a 25

- year concession pedod

2,000 Status: Financial

Close Impending

US$ 60 MnTotd amount

outstanding and

unpaid to all

Financing Parties -
Debt & Eq"ity

2. NPV of 5 years

profits ^tl}oh
discount rate

100 Mw

Kipeto Wind
Powe"

i,',',tl

Feed in Tadff Power Plant

on a BOO basis

,23 Starus: Financial

Close Impending

Lettet of
support

covering

politicai risks

issued

US$ 37.4 MnStatus: Financial

Close lmpending

Letter of
suPPort

covering

political risls

Akiira
Geothermal

70 MW

Feed in Tatiff Porver Plant

on a BOO basis
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+0 Mw

roiect)

5MW

0Iw!(/

ieothermal
)uantum

ou/ef

5MW

ieothermal

oslafi

roject

ieda'. Solar

OWr.--'

0Mw

elenkei

olar Power

0Mw

.Ialindi

'ower
'roject

0 M!7
:.:-:.lrt

,iter,l'iblrr
'owef
'roject

Source: National Treasury

Financing Parties -
Debt & Eq*ty

2. NPV of 5

years profits
at 10oh

discount rate

[,ocated in Nakuru County,

the Quantum Power project
is based on BOO
atrangement over 25 years

90 $tatus: Fiaancial

Close Impending

Lettet of
support

coveriag

political risks

issued

US$ 14.27 Mn

Located in Nakuru County,

the Sosian Porver project is

based on BOO arrangement

over 25 years

79 Status: Finaacial

Close Impending
Letter of
support

coYeriflg

political risks

issued

US$ 14.27 hdn

Feed in Tariff Power Plant

on a BOO basis

ln Status: Financial

Close Impending

Letter of
support
covedng

political tisla
issued

USf 12.5lvln

Feed in Tariff Power Plant

on a BOO basis

84 Status: Financial

Close Impending
[.etter of
support
covering

politicai risls
issued

US$ 12.5 Mn

Feed in Tariff Power Plant
on a BOO basis

82 St tus' Financid

Close Impending

Lettet of
suPPort

covering

political risks

issued

US$ 11.2Mn

Feed in Tariff Power Plant

on a BOO basis

05 : Financial

Impending

Lecter of
suPPort

covedng
political risks

issued

US$ 13.8]v{n
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The Committee Mandate

The Senate Standing Committee on Agriculture, Livestock and Fisheries

is established under standing order 2L2(3) and the Second Schedule of

the Standing Orders of the Senate and is mandated to consider ali

matters relating to agriculture, irrigation, livestock, fisheries development

and veterinary services.

It is in pursuant to this mandate that the Committee considered the Budget

Policy Statement (BPS).

The Committee noted that-

1) The interventions by the Government on the Big Four Agenda in the next

five years to guarantee food security and nutrition especially on enhancing

large production by placing an addition 700,000 acres through Public

Private Partnership (PPP) of 2Ol3 under maire, potato, rice and feeds

production; exparld irrigation schemes and secure water towers and river

ecosystems.

2) While KMC has continuously been funded by the State, it has continuousiy

under-perform.

3) The Fisheries and Development Act has not been operationalized

4) That the Agriculture, Livestock and Fisheries is allocated 8.760/o of the

Budget, while the ideal is at least lOoA in accordance with Maputo

Agreement.

z

.i



1

5) That the Agricultural Sector specifically the maiz.e farmers have been hit
hard by the army worms which the government seem not to address

through budgetary a,llocations.

Recommendations

After deliberations, the Committee recommends-

That under the policy guidelines for budget allocation in 2Ot8/19 and the
medium term for the sector, initiatives to guarantee food security ald
nutrition to all Kenyans, costs shouid be attached. to each specific

intervention and amounts to be spent on each be clearly indicated.

2 That Kenya Meat Commission budgetary allocation be discontinued and

Mlhose 
resources be redirected to faciiitate establishment of abattoirs in all

,11 tt. 47 devolved units as ConditionaL grants.

That the Fisheries Management and Deveiopment Act of 2016 be

operationaJized through budgetary allocation to the various aspects as

envisaged by the Act. This is to facititate protecting, manasrng, use and

development of aquatic resources in a manner which will be consistent

with ecologically sustainable development and uplift the living standards

of the fishing communities. This will also assist in the introduction of
fishing to traditionally non-fishing communities hence enhance food

security,

The recent conflicts between the pastoralists and farmers be addressed by
allocating budgets to the two units (crop farming and pastoralism) of
Agriculture to mitigate and address tJ:e vagaries of nature and solve the

conflicts between the farmers and tJre pastoraiists,
3

J
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5 That there be established Conditional Grants to facilitate the county

goverrrments to do soil testing. This will enable farmers to establish

beforehand the crops appropriate to their loca1ity. This should also be

accompanied by budget a-llocation to the County Governments to enable

them supply seeds, fertilizers and farms inputs to cuiminate into high

productivity.
r
6 That the budgetary allocation to Agriculture, Livestock and fisheries be

enhance from 8.76% to 1O % target for agricultura-l spending

8

recommended under tJre Maputo Declaration

17
I That there is need to streamline the management of the Coffee Cooperative

societies while allocating budgetary allocation to coffee and tea farmers to

faciiitate mechanisms which will assist in control or eradication of cartels

inciuding middlemen in these sectors and other cash crops through

taxations and facilitate value addition of the products;

The Committee recommends that a budget be allocated towards the hght

against the army worms including relooking at the operations of the Pest

Control Product Board and (Kenya Plant Health Inspectorate Services)

(KEPHIS) in the interest of farmers.

9 The committee recommends that allocations for 2ol8l19 ceilings in the

Departments for Agriculture, Livestock, Fisheries and Biue Economy and

Irrigation be enhanced by adding a sum of Kshs. 2 million to each

Department.

10 The Committee recommends that the timelines for the consideration of the

Budget Poiice Statement (BPS) be expanded from the current 12 days to 4
4
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weeks which shouid 4mple time to enable the committee exhaustively deal

with the process and give resounding recommendations.

I thank you.

sEN. NJERU NDW:IGA, MP,
CIIAIRPERSON,
COMMITTEE ON AGRICI'L?I'RE. LTT/ESTOCK AND FISHERIES.
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REPUBLIC OF KEI\IYA

TWELFTH PARLIAMENT

THE SENATE

OBSERVATION REPORT

OF THE STANDING COMMITTEE ON INFORMATION COMMUNICATION, &

TECHNOLOGY

TABLED BEFORE TTIE SENATE STANDING COMMITTEE ON FINANCE AND

BUDGET ON THIIRSDAY 22ND FEBRUARY, 2018
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Establishnrent ancl IVIandate of tbc Conrmittee

The Standing Committee on Information and Technology is established pursuant to the

Senate Standing Order 208 and mandated to consider all matters related to:-

d)

b)

,)

d)

Technologt;

engine ering and ele ctronic r:es earch;

tnformation br o adcasting ; and

Info r m at i o n C o mmuni c at i o ns T e c hno I o gt d ev e I o p me nt. "

The Committee oversights one ministry namely:

,/ Ministry of Information, Communications and Technology

The ministry has the following agencies working under it:

. Communication Authority of Kenya (CA)

. Kenya Broadcasting Corporation (KBC)

. Konza Technopolis Development Authority (KoTDA)

. Kenya Institute of Mass Communication (I(JMC)

. Media Council of Kenya

. Kenya Information Communication Technology Board

. Kenya Year Book Editorial Board

. Brand Kenya Board (BKB)

. Communications and Multimedia Appeals Tribunal (CAT)

. National Communications Secretariat (NCS)

. Postal Corporation of Kenya (PCK)



Menrberslrip of the Committee

The Membership of the Committee is as follows:-

1. Sen. Moi Gideon Kipsielei, MP
2. Sen. Halake Abshiro Sok4 MP
3. Sen. Aaron Cheruiyot, MP
4. Sen. Poghisio Samuel Losuron, MP
5. Sen. (Dr.) Milgo Alice Chepkorir, MP
6. Sen. Enoch Wambua, MP
7. Sen. Moses Kajwang', MP
8. Sen. (Prof.) Imana Malachy Ekal, MP
9. Sen. Issa Boy Juma, MP

-Chairperson
-Vice Chairperson
-Member
-Member
-Member
-Member
-Member
-Member
-Member

The Committee Considered the budget policy statement during its 4th meeting held on
Monday 19th Febru ary, 2018.

A. Introduction & Overview and purpose of the Budget Policy Statement (BPS).

1. The Budget Policy Statement is published in accordance with Section 25 of the Public Finance

Management Act, 2012. In preparing the Budget Policy Statement, the National Treasury is
required to set out the broad strategic priorities and policy goals that will guide the national

government and county governments in preparing their budgets both for the following financial
year and over the medium term.

2. The National Treasury is required to include the following in the Budget Policy Statement:-

i.) An assessment of the current state of the economy and the financial outlook over the medium

term, including macro-economic forecasts;

ii.) The financial outlook with respect to Government revenues, expenditures and borrowing for
the next financial year and over the medium term;

iii.) The proposed expenditure limits for the national government, including those of Parliament

and the Judiciary and indicative transfers to county governments;

iu.) The fiscal responsibility principles and financial objectives over the medium term including

limits on total annual debt.

3. The submission and processing of the BPS is anchored in Standing OrderNo 174. The Standing

order requires among other things the Budget Policy Statement (BPS) to indicate total resources

to be allocated to individual programmes and projects within a sector and indicate the outputs

expected from each such programme or projects during the period.
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4. The Departmental Committee on Communication, Information and Innovation is mandated,
under the Second Schedule, to scrutinize policy highlights and spending plans as envisaged in the
BPS 2018 touching on the votes under its purview. The votes include:
i.) Vote I122: State Department for Information Communications Technology & Innovation
ii.) vote I 123: state department for Broadcasting & Telecommnicaions

B. Highlights of the 2018 BPS

5. In the third medium term plan, the government strategic focus is on the BpS 2018 revolves
around the Big Four Plan which includes

i. Supporting Value addition and raisingthe manufacturing sectors share of GDp to l5 percent
by 2022. This seeks to accelerate economic growth, create jobs and reduce poverty.

ii. Focusing on initiatives that guarantee food security and proper nutrition to all Kenyans by
2022 through expansion of food production and supply, reduction of food prices to ensure
affordability and support value addition in the food processing value chain

iii. Providing Universal Health Coverage thereby guaranteeing quality and affordable healthcare
to all Kenyans and

iv. Providing at least five hundred thousand affordable new houses to Kenyans by 2022, hence
improve living conditions for Kenyans.

C. The Overall Spending - The 2078119 Budget Policy Statement fiscal framework

6. Revenue projections: The Budget Policy Statement for FY 2}l8/lg targets for revenue
collections including AIA is projected at KSh.1,853.9 billion translating to 18.9% of GDp which
is an increase from the2017/lB projections of Kshs 1,643.1 billion.

7. Expenditure projections: the overall expenditure and net lending are projected at Kshs Z,4gZ.2
billion (25. % of GDP) increasing from the estimated Kshs 2,323.1 billion (26.8% of GDp) in the
financial year 2017118. The projected expenditures for 2018/19 include Kshs 1501.5 billion
(153% of GDP) to defray recurrent expenditures and Kshs 612.9 billion for development
expenditures. In addition a contingency amount of Ksh 5 billion and Kshs 4.7 billion for
equalization fund is also provided.

8' Deficit Financing: The deficit of Kshs 587.7 billion will be financed both externally and
domestically. Net external financing is projected at Kshs 214.7 billion (Z.Z% of GDp) and net
Domestic Borrowing of Kshs 369.6 billion (3.8% of GDP) and other domesric receipts of KSh.
4.2 billion.

Table 1: Summary Budget Framework,FY ZOIB/19 (KSh. Millions)

Item
2017118
(baseline)

share of the .

Total
BPS ceiling
2018/19

Share of
the Total

Projections 2019/20-
2020t21

National Government 1,566,494 67% 1,607,944 65% 1,717,518 1,829,'11l



CFS 356,892 15% 461,917 t9% 493,401 630,1 03
Parliament 36,043 2% 31,',l69 t% 32,798 34,546
The Judiciary 18,039 1% 17,783 1% 20,074 l7 ,515
The County

Government 345,681 15% 372,742 t5% 372,164 38l,g0g
Total 2,323,149 100% 2,492,155 101% 2,635,955 2,892,850

Source: National Treasury

i. County Government Expenditure

9. In FY 2018119, the Budget Policy Statement proposes that County Governments be allocated an
equitable share of revenue raised nationally of Ksh 3 l4 billion, and that the National Govemment
be allocated Ksh 1,370 billion. County Governments'equitable share of revenue. In addition to
the above equitable share, County Governments will receive additional funds as conditional
grants.

10. These include:
'/ Ksh 17.2 billion conditional allocations for: i) level-5 hospitals; ii) rehabilitation of village

polytechnics; iii) leasing of medical equipment; iv) compensation for foregone user fees; and,
v) Construction of County Head Quarters

'/ Equalization Fund to the marginalized areas amounting to Ksh 4.7 billion

'/ Ksh 8.3 Billion from the Road Maintenance Fuel Levy Fund (RMLF). As in previous years, this
is calculated at 15 percent of projected FY 2017118 collections by the Kenya Roads Board
(KRB);and

'/ Ksh 33.2 billion from proceeds of external loans and grants, which will finance devolved
functions in accordance with the signed financing agreement for each loan/grant.

Table 2:

2014n5 2015n6 20L6n7 2077178 2018/19

Total Shareable Revenue 1,031,819 1,152,972 1,305,794 7,486,294 1,689,492
National Government, of which: 801,759 887,198 r,0lg,4g4 1,176,567 1,369,792
Equalization Fund 3,400 6,000 6,000 7,727 4,700

County Equitable Share 226,660 259,775 280,300 302,000 314,000
Free maternal healthcare 3,320 4,298 4,121

Leasing of medical equipment 4,500 4,500 6,1 00 9,400
compensation for user fees forgone 900 900 900 900

Level 5 hospitals 1,863 3,601 4,000 4,200 4,326
Special purpose grant (emergency Med.

Serv.) 200
Rehabilitation of village polytechni ques 2,000 2,000

Supp I e me n t for c ons truc t ion of county
HOs 605 305

Allocationfrom Fuel levy (15%) 3,400 3,300 4,307 7,875 8,269
Allocation from Loans & Grants 10,67 r 3,871 1 2,54 1 33,242



Total Conditional Grants 83 2 70 21 899 442

Source: National Treasury

11. FY 2018119, the Counties will share an estimated Ksh 372.4 billion, which represents an increase
of 11.4 percent over and above projected total transfers for 2ol7/18 of Ksh 314.6 billion
Horizontal distribution of County Governments' equitable revenue share allocation for Fy
20l8l19 is based on the current formula, which uses six parameters with specific weights,:

,/ population (45 percent);
./ Basic equal share (26Yo);./ poverry (lB%);
./ land area (8 percent);
,/ fiscal responsibility (2 percent) and./ Development factor (1 %)

ii. 2017/18 County Fiscal performance

County Revenues

12. County Governments are increasingly relying on equitable share transfers from National
Government, which forms over 80olo of the Counties'total revenue. The proportion of Counties,
total spending that is financed from OSR declined in each of the last four years. In the Fy
2016/17, actual collections dropped significantly in absolute terms even though the economy
grew by 5.3%o. Among factors responsible for this underperformance are:

i) absence of revenue policies and legislation;
ii) human resource capacity and administrative constraints;
iii) inappropriate institutional arrangements for revenue collection and administration; and,
iv) lack of effective internal controls and audit mechanisms

13. As a solution to challenges highlighted above, the BPS indicates that an interagency committee
has drafted a national policy and a legal framework to support enhancement of County OSR.
Both drafts have been subjected to public participation, and are now awaiting submission to the
Cabinet and to Parliament for approval.

14. As part of strategies to implement the above policy, Counfy Governments are to receive capacity
building on various PFM aspects including revenue forecasting and tax analysis. This capacity
building will be provided under the ongoing Kenya Devolution Support Program (KDSp).

Total County Government Alloca tion 235,243 287,044 302,\99 336,227 372,442



Spending by County Governments

15. BPS 2017118 indicates that County Governments have cumulatively spent a total of Ksh 1.04

trillion, of which 71.4 percent was recurent, and 28.6 percent on development. Low absorption

was indicated as outstanding matter of concern - 51.3 percent on average - even though there are

wide inter-County disparities. In FY 2016117, Counties' ag$egate budget absorption was 72.3

percent, a drop from 87.2 percent achieved in FY 2015/16, and 80.3 percent in FY 2014115.

16. The development budget has been particularly affected by low absorption, and factors

responsible for this include procurement challenges and overall capacity deficits. On the other

hand, average absorption of the recurrent budget over the four years was 93.4 percent. In FY
2014115 and 2015/16, the Counties spent more than their approved recurrent estimates, which

suggests that funds were reallocated from development to recurrent budget.

iii. The Relevance / contribution of the sectors to the Big Four Agenda

17. The government intends improve on the ICT infrastructure and increase Information,

Communication and Technology skills and innovation in orderto drivethe attainment of the big

four plan i.e. manufacturing, Housing, agriculture and affordable healthcare.

i. Manufacturing

infrastructure in order to enhance the ease of doing businesses this will be in the form of
application of ICT in the process of acquiring licenses and work permits.

assembly lines for laptops, tablets and other devices.
,/ procurement of 100,000 devices to be assembled locally in JKUAT facility,
,/ Kiambu County and Moi University facility in Eldoret, Uasin Gishu County, and Conduct of

proof concept GOC) for lab model in 3 schools per Sub County to test and refine the next

phase of DLP covering upper primary.

ii. Enhancing food and nutrition security to all Kenyans by 2020

system that will be providing timely weather and climate information which is important in

triggering appropriate early action and decision making in relation to food and nutrition security.

The ICT connectivity used in commodity exchange in sharing of market information in

agriculture

ln. Provide universal health coverage to guarantee quality and affordable healthcare to all
Kenyans
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especially the National Hospital Insurance Fund Q.[HIF). This will increase efficiency and reduce
the overhead costs by 3% and foster faster online registration. To enhance service delivery, the
Government will establish National Data Centers (lrlDc)XRadiology hubs at the Kenya National
Hospital and MoiTeaching and Referual Hospital

the healthcare more efficient.

iv. Provision of affordable and decent housing for all Kenyans

will stimulate more houses to be built.

drive the big four plan. It intends to promote the use of information, communication and
technology (ICT).

iv. Achievements and going for.ward

18' For the last four years the government has implemented a number of initiatives to enhance he use
of ICT including; the expansion of optic fiber backbone infrastructure across the counties in
order to facilitate internet connectivity

19. Recruiting and training of ICT gradates under the presidential Digital talent program aimed at
enhancing ICT skills among the youths to enhance their employabilify

,.:':.1?-,:t 
20. Training of 10,000 youth on online jobs under Ajira Program and leveraging on ICT to improve-::''':; 

Government service delivery through initiatives such as e-procurement, Huduma Kenya, e-
citizen, i-tax and IFMIS.

27- In the financial year and the medium term the government intends to focus on expanding ICT
infrastructure connectivity by further rolling out of the National optic Fiber Backbone (l.loFBD
broadband; connecting all state Departments to unified Government communications System
management and improving cyber security and increasing the number of youths trained under the
Presidential Talent Initiative and Ajira Kenya initiative and facilitating their absorption to the job
market.

l.:



22.ln addition, the Government will continue to increase online access to access to Government

records through digitizing Government records; complete the construction of Konza Complex

and provide funds to facilitate provision of infrastructure that will attract investors to Konza

Techno City project.

v Analysis of 2018/19 BPS Overall Ministerial Ceilines

23. For the FY 2018119 the budget ceiling for the Ministry of Information, Communications and

Technology will reach KSh. 35.5 billion reflecting a 52oh increase as compared to 2017ll8
budget estimates. SD/ICT & Innovation will have the largest allocation of 31.2 billion having

increased by 11.4 billion (when compared by) while the ceiling for SD/Broadcasting and

Telecommunication will increase by a marginal 7.9 million to a total ceiling of 3.6 billion.

Table 3: Ministerial Budget Estimates and BPS ceiling

Source: National Treasury

24. Never the less, even with the slight increase as compared to the FY 2018119 budget estimates, the

ministerial budget still faces a shortfall of resource requirement worth KSh. 37.3 billion. It is
noted that the allocations to the state department for Broadcasting & Telecommunication and SD/

ICT & Innovation is KSh. (23.5) billion and KSh. 13.8 billion respectively. This underfunding is

likely to hamper implementation planned ministerial projects and could further be jeopardized

revenue targets are not met.

Table 4: BPS ceilings versus FY 2018/19 Resource Requirement

,. Source: National Treasury

vi. Analysis of 2018/19 BPS State Department Ceilines

o//o
Increase

25%

s6%

52%

BPS 2018-19 Ceilinss20L7-18 Estimates

Capital Total fncreaseState Department Current Capital Total Current

SD / Broadcasting &
Telecommunication 2,095 764 2,859

2,88

0 688 3,568 709

20,523 1,160 30,759 31,919 11,396SD/lCT&Innovation 1,276 19,241

20,011 23,382 4,040 31,447 35,487 12,105Ministerial Allocation 3,371

Resources Requirement
2018-19 BPS 2018-19 Ceilings

State Department Current Capital Total Current Capital Total Deviation
SD / Broadcasting &

Telecommunication 8,852 8,532 17,384 2,880 688 3,568 (13,8 r 6)

SD/ICT&
Innovation 2,205 53,240 55,445 1,160 30,759 31,919 (23,s27)

Total Sectoral
Allocation 11,057 61,772 72,829 4,040 31,447 35,487 (37,342)



a. State Department for Informatton unicatton Technolow &Innovation

25. The mandate of the State Department of Information, Communication and Technology &
Innovation includes the following: Development of National ICT and Innovation policy;
Promotion of E-Government; Promotion of software development industry; ICT Agency; E-
Government, Kenya ICT Board and Government Information Technology Services; Provision of
ICT Technical Support to MDAs, policy on Automation of Government Services; Development
of National Communication Capacity and Infrastructure, Management of National Fiber Optic
Infrastructure.

26. During the period under review, the following achievements were realized: Iaying of fiber under
NOFBI phase II in all the counties; establishment of Konza Technopolis phase I Horizontal
infrastructure including 8.1 km of gravel access roads; 400 ICT graduate interns were recruited
and trained. Under the Digital Literacy Program a total of 300,000 devices were procured and
distributed to schools.

27- Challenges and constraints faced in budget implementation includes; understaffing; austerity
measures which has affected the implementation of some programs: challenges in
Implementation of Government Shared Services such as IFMIS, GHRIS, GUMS and internet
provision; [,ack of adequate counterpart funding for Donor funded projects.

28. In the FY 2017/18 the State Department has a allocation of KSh.19.2 billion under Development
Budget and KSh.1.3 billion under Recurent Budget. The following are the major
services/outputs to be provided; review and develop ICT sector legal and regulatory framework
in line with the Constitution, roll out NOFBI II Expansion Project to connect all the Sub- County
offices to National Backbone infrastructure, continue with the implementation of the Digital
Literacy Program by providing digital devices to 24,000 public primary schools. The State
Department will also enlist 400 graduate interns to train on software, digitize Government
records and continue with development of Konza Technopolis.

29.The state departtnent's budget is set to increase by KSh. ll.4 billion to KSh.31.919 billion as a
result an increment in order to foster the implementation of the projects in the program e.g.
Konza Complex. For the ICT infrastructure Development, the allocations have increased steadily
throughout the years since its inception. This slumped in the year 2017118 due to budget
r ationalizati o n th at occu rred (supp I ementary bud get).

30. Forthe E-governmentprogram services, the allocations have been minimum until 2016ll? this is
due to movement of sub-programs within this state department. The allocations have continued to
rise save for the financial year under review where the allocation has reduced, this is because
most part of the sub programs has been implemented and this has reduced the output expected.

Table 5: Ceilinq Der Drosram and Econ classification

I



FY 20L7-LB Estimates BPS 2018-19 Ceilines
Item Current capital Total Current capital Total
GAP&SS 286 286 a AaL+L 242
ICT Infrasfucture
Development

370 19,247 19,617 321 30,759 3 1,080

E-government
serylces 620 620 s96 s96

Total 7,276 19,247 20,523 1,160 30,759 31,919
Source: National Treasury

b. State Department for Broadcasting & Telecommunication

31. The mandate of the State Department for Broadcasting and Telecommunication includes but not
limited to Telecommunication Policy, Broadcasting policy, Language Policy Management,
Public Communications, Coordination of the National Government Advertising Agency, etc.

32. The major achievements during the period under review include; development of Public
Communication Policy; modernization of Kenya News Agency; implementation of Digital TV
Migration; Review Kenya Information and Communications Act2014; Reviewed Media Council
Act 2013 which established MCK and the Complaints Commission; National Media
Communication Centre established, Official government website established etc.

33. The State Department experienced challenge and constraints in its budget implementation during
the period under review that includes; bottlenecks in Legal frame work, court case in the rolling
out of the TV analogue to digital migration. However, the State Department put various
intervention and measures in mitigating the above challenges through; proper engagements with
key stakeholders; implementation of court rulings, and standardization of Mass Media training
through an Act of Parliament.

34. For the period FY 2017/18 -2019/20 the Department will continue with the implementation of
Studio Mashinani; completion of analogue to digital migration through installation of additional
transmitters; national days coverage, Modernization of Kenya Institute of Mass Communication
(KIMC) training facilities and equipment through equipping resource center, training studio for
film, TV and Radio, setting up satellite campus to decongest the current City Campus,
Modernization of Kenya News Agency Equipment to enhance news gathering and dissemination
in the field, operationalizethe Multi Media Appeals Tribunal, accreditation ofjournalists, media
disputes resolution.

35. Forthe state department, the budget ceiling of KSh. 3.6 billion indicates and possible increase in
budget of the FY 2018/19. The increase is primarily as a result of increase in the allocations to
the Information & Communication Services program that generally deals with; I(BC, regional
publications, Directorate of Information, central media services, directorate of communication



etc: General administration, planning and support services will remain constant, mass media
skills Development has decreased owing to completion of some projects at the KIMC.

Table 6: ceiling allocation per program and Economic classification

Source: National Treasury

Ministerial Efficiency in the implementation of the budget

36- An analysis of the implementation of the approved budgets for the past here years indicate that
the state department for information, communication and technology has utilized an average of
78% of its allocations, whereas, the state department has utilized an average of 51yo. This low
absorption rates are caused by underfunding of the departments, frequent supplementary budgets
and delay in the release of funds to service the development projects.

Table 7: Absorption Rates & Efficiency (Kshs Millions)

Item

Program
GAP&SS
ICT Infrastructure

Development
E-government

services

Total

Approved budget

20l4lt5 2015t16
1,447 2,06'
8,098 14,413

l,l1l

10,656

qgz

SD/ICT & Innovation
Actual expenditure

2016n7 2074tL5 2015t76 2016t17
244 1,31 I . 21906 197
27,554 6,469 : 14,1i7 2537s

582 943

Absorption rates

t4tls 1s/16 76t17

91% 9t% 81%
SOto/o 98o/o iZ:lo

230 85% 47% 40%

8s% 81% 7t%

Absorption rates
t4/15 t5n6 L6/17
88% 95% 9t%
s8% 32% sl%

Item
Program 2014/15
GAP&SS 369

Information 3,948
Communications
Services

Mass Media Skills 712
Development
Total 5,029
Source: National Treasury

16,970 29,390 9,723 16,373 25,g02
SD / Broadcasting & Telecommunications

, Approved budget Aciuat uipuoaitu."
20tst76 2016/17 2014n5 ' 2015/16 2016/t7,275 354 323 , 260 323

5,919 ', 4,247 2,291 1,gg0 2,1g3
i

322 3r0 93% s0% 47%

6,838 5,257 3279 2,462 2,916 65% 36% 54%

FY 20L7-1,8 Estimates BPS 2018-19 Ceilings
Item Current Capital Total Current Capital Total
GAP&SS 3t2 312 3lt 311

Information & Communication Services 1,516 543 2,119 2,361 428 2,795
Mass Media Skills Development 207 221 202 260 462
Total 2,095 764 2,859 2,890 688 3,568

Observations & Options: Budgeting for efficiency and effectiveness

644 664

428



ICT stand at the core of public finance management efficiency, mitigation against corruption and
misuse of national and county resources. Over the years, the Auditor General has raised substantial
issues pertaining to management loopholes ranging from double payment of salary lrrrears, lack of
supporting document for recurrent expenditure, irregular payment of salary and sitting allowances,
irregular hiring of employees, exceeding set limits, large outstanding imprest; of which sustainable
solutions can be derived from investnent in ICT.

'/ lnformation is a strategic resource that should underpin the key functions and decision
making processes of a county government and therefore policies have to be established to
enhance the way information is managed and utilized on county governments

'/ Alongside its physical, human and financial resources, a county governments should manage
their information resource in a way that enables services to be delivered in a manner that best
meet community needs this therefore implies the need for training, capacity building and
development of technological infrastructure up to the village level, in order to maximize on
benefits if information technology on development. This will require data collected of factors
such as village water consumption, sewerage control etc.

'/ From the above, it is important for community development fund i.e. CDF and WDF, to
diversify their choice of projects and capitalize on ICT projects

'/ The Digital Literacy program should be fast tracked and university research and IT
departments should be given the express mandate of facilitating county government ICT
initiatives through partnerships

'/ Security enhancement should become a matter of priority in enhancing efficiency of ICT
systems, this will require the protection of ICT infrastructure in areas that have seen these
facilities destroyed

'/ Time is due for an Integrated Planning ICT framework that sets out how county governments
should plan for their future and take advantage government ICT planning. This will require
county governments to allocate resources, establishing asset management plans, workforce
plans and long-term financial plans

'/ County governments should take advantage of government accumulating information and
information technology infrastructure / platforms in order to effectively plan and support
their strategic objectives while enhance collection of own source revenue

'/ The State departments for ICT and Innovation and Broadcasting & Telecommunication have
recorded very minimal average absorption rates over the years, 78o/o and 51oZ respectively.
This should be rectified before an integrated ICT system is established

'/ The roll out NOFBI II Expansion Project to connect all the Sub- County offices to National
Backbone infrastructure is ongoing, it would be important to investigate how far this
initiatives is able to meet it its timelines and in addition the effectiveness of the first phase of
the project on county efficiency



The Senate Standing Committee on Information, Communication and Technolo gv
therefore recommends as follows

1. That due to the below expectation absorption rates by the State department
of ICT of befween 5l% and,7\% - a more robust framework be put in
place to hasten implementation of projects that will lead to the realization
of National Goals;

2. That the Finance Committee consider introducing an amendilent to the
Public Financial management Act and attendant regulations to alter the
timeframe for consideration of the Budget policy statement by Parliament,
as the Current timelines are too shorts; and

3. That the committee does not recommend any alteration of the sector
ceilings in regard to the ICT sector.
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X'oreword

The 2018 Bud'get Policy Statement CBPS), sets out the.Jubilee Artministuation
priorityprogrms and refurms to be impiemented over ttre nexr five years (20ig -' 2072)-1he programs andpolicies herein reflect the concems of Kenyam and are
anchored under the Medir:m Temr plau Itr of the Kenya virb"l03b. Th;;
q;ioiity progams will build on the achievements realised und.er the Economic
TraasfomationAgenda, which has been uuder implementation sjace ZOl4.
This BPS is framed against a bac.kdrop of improving globa1 and regional economic
$9siiectu. Global growth is projected to implsr. io-3.9percent i"ZO1S up from
3'7 peteentnz}l7. The positive global outlook ieflectsipcovery in invefuaent,
trade, and indushial produbtioq coupied with skengtr"i"i business *d .

conflImer confidence. Similarly, growfh in sub-Sataran A-tica is projected to pickr:" y###*,'m"."""ffff;T::1,1*l*ti;r;ffi1"*rsffi
zupported by a stable macroeconomic environment, on-going fufraskucture
inveshents and skong ptivl!" consumption- On the domistic"toit, our econorrry' has remained ie.siueit, with grornrtr=G;il;il]ir" macroeconomic
environmart, resilient domestic demaud 

-and 
ongoing pubiic irfrastructurai

inveshents

By implementing the prograqs and policies under the.Economic Transformation

*fl*"nliaffi1#H*T;T*X;"[n'r"ulfrtif, t*ff g

ffiT#ffi 
"ffi 

f;*HT#""l;ffJiTff ,3."Hffii#1H""ffi :il
fi]II potentiai by focusing oi "The Big Four" Plan over tle next five years. ar *.n,' "The Big Four,, plan targets to:

i. Support vaiue addifion and raise the manufactr:ring sector's share to GDp

;.i,,,, to 15 percent by 2022. This lirill accnlerate economic growth, create jobsj# aud reducepoverfy;
ii. Focus on initiatives that guarantee food security and nutrifion to all

Kenyans by 2022 through expansion of food production and supply,
reduction of food prices to ensure affordability and zupport value addition
in the food processing value cliain;

iii. Provide Universal Health Coverage thereby guaranteeing qualify and
affordable healthcare to all Kenyam; an{'

iv. Provide at least five hundred thousaad (500,000) affordable new houses to
Kenyans by 2022,and fherebyimprove the living conditions for'Kenya.,s.

---..--. -Thtglo6il-and 
Eg-on-il aevet-pmeatslog"th& wii[ riiy?'s iriviJri"nts-ln tne-

"The Big Four" sectors, sustained oogoiog infrastuctural inveshents, aud
continued recovery in tourism, increased conflrmer confidence, supported- by a
conducive business environment will accelerate eionomi" g.oorth prospects
through industialization and consequenfly job creatior- In additon- the
Government will continue to provids 6 easfling environm.ent for the private

-,..'.:
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sector to thrive by preserving macroeconomic stability; expanding fufrastructure;
im.proving security; imFlementing business regr:latory reforms; expanding aqcess
to finance and instifuti::g goveunnce reforms so as to aihieve "The BigFour" Plan
The Goveurment will also zupport higher levels of value addition in domestically
produced goods, shengthen the fight agahst comrption md countedefu, enlan.ce
the use of public procurement to promote Buy Kenya Build Kenya initiative and
support Micro, Small and Medium Enterprises (IVISME) sector.

As we embark on "The Big Four" Plan, we are clearly conscious o-fow limited
fisca1 space aad vdll therefore leverage on the private sector in parhership with the
Govemmenl h this respec! we shall be creating a High Speed Public Private
Parhrership GPP) UIft 6 atiract and engage tlr private sectoi on imFlementation
of most of the projects uader "The Big Four" PIar The Government lsmains
committed to a sustainable fiscal policy path that will aim to grow revenues
progressively and gmdually reduce non priority expenditqres. Through this
process, we shall narow the primary fiscal deficit 21d ssns.equenfly the eysrall
fiscaI deficit from the projected 7.2 percent of GDP in the FY 2017/18 to 3.0
percenlof GDP overtheme(iumterm. , I

The e><penditure priorities in the sector ceilings in this BPS have been realigned to
"The Big Four" Plal. h this regard, the targeted.expendifures will'prioritize
employnient creation, youth empowemlen! suppo'rting manufactming activities,
enhancing health coverage, improving food security and enhancing. living
conditions through affordable housi.g. The aliocations to other critical sectors such
as educatioa intrastucturg energy and social protection will remain protected so
as to achieve the targeted objectives.

I:i finalisiirg this BPS, n-e bensfitteri from the -wise counsei and guidance of iiE
The President and IIE rhe Deputy President. Equ"lly, we received zupport and
contibutions from my.Cabinet colleagues, staffof the Nationat tsasury and other
Government officials. \Ve also consulted a wide range of stakeholders and the
general public in line with the requirements of the Public Finance Management
(PFI\O Act and the Constitution. We greatiy value their support and I would like
to extend my appreciation to all.

HENRYK.
CABINET ,NAL TREASURY

20 8'Budget Policy
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Achowledgement

The 2018 Budget Potcy Statement @PS) has been prepared ia accordarce wittr
the Public Finance Management (PFATD Ac\20L2.It ouflines the cunent state of
ttro economy and outlook overthemedir:mter4 broadmac.toeconomic issues m.d' the medirm tem. fisca1 fiamework; the kby skategic priorities and policy goais;
and a $unmary of the Goverrnnent's spending plans as abasis forthe FY 20181L9
budget The BPS is expected 16 imFrove the public's understanding of Kenya's
public finenc€s, shape public debate on economic and development matters, and
guide development and implemedation of goven:ment programs.

Overal! Kenya's economy repains resilien! growing robustly despite the
emerglng chalienges. Dr:ring 207.7, some economic sectors including tourisr:,
wholesale and retail were.adverseiy affected by the wait and see aftitude of

. investors owing to the' prolonged electioneering period: Nevertheless,
macroeconomic stabiJity has been presewed as a result of prudent fisca1 and
monetary policies ti.at remain zupportive of growfl-

Sipnificant progtess has been achieved. ove,r the past fiveyears in terms of Keny,a's
social economic development However, much more remains to be done to further
boost sustainable and shaed bconomic growth"'employment opporh:nities and
wealth creation. ficcslding]y, th'e pivotal pglicy tbmst of the 2018 BPS, is to
achieve a better quality of life for ail Kenyans by im.piementing "The Big Four"
strategic 21s35 namsly: taise the share of mauufactruing sebtor to 15 percent of
GDP; ensure that ail citizens 

"qioy 
food security and improved nutition by 2022;

achieve universal healttr coverage; and deliver at least five hundred thousand
(500,000) affordabie housing imits. These policy objectives wiil be achieved
through sustaining economic growth, macroeconomic stability and implementing
reforms aimed at providing an enabling environment for all stakeholders to play

. their roie towards achieving ttre "The Big Four" Plan

The preparation of the 2018 BPS was a colla.borative effort. Much of the
information in tlis document was obtained from the various Government
Ministies, Deparhents and Agencies $lDAs) including Deparhents and
Directorates within the National Treasury. We also received valuable inpufs from
the Macro 'Working &orp, Public Sector Hearipgs and the public during budget
congqltation process.

-Eiualy,.wp. ale-Satefid-ts the -sere.-tqam :a tbe Nafionai.Treasurywlic.h-spent a
significaat amount oftimepuffingtogetherthis BPS. The tireless effort of the core
team, that this document was produced in time and is of high quality.

DR. KAMAU CBS
PRINCIPAI SECRETARY/THE NATIONAL TREASIIRY
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About the Budget Potiry Statement

The budget policy statement (BPS) is a Governmentpolicy document that sets out
the broad stoategic priorities and policy goals that will guide the nationa-l
govemment and the County Govemments in preparing their budgets both for the
following financial year and over the medium term. -

In the document, adherence g the fiscalresn.onsitrilitv-ndneinlcc ,te-n.ot -+o.
prudent and t'ansparent management of pubUc resources in line with the
constitution and the Public Finance Management (pFrO Act,zolz.

Section 25 of the Pllvl Act, zT|2,provides that the National Treasury shall prepare
and submit to cabinet the BpS for.approval. Subsequenfly, the approved BpS is
submitted to Parliamen! by the i5ft of February each year. Parliament shall, not
iater than 14 days after the BPS is submitted, table and iir"*, a report containing
its recommendations and pass a resolutlon to adopt it with or without arnenriments.
The Cabinet Secretary shaii take into account reiolutions passed by parliament in

r fiaalizing the bpdget for'the Fy 20lg/J9, - , , :

The Budget Policy Statement seafain5:
(a) an assessment ofthe current state of the ecoDomy inclurling macroecononric

forecasts;
(b) th" financial outlook with respect to Government reveirue, expenditures and

_ . borrowing for the next financial year and over the medium term;
(") 9" proposed expenditure ceilings for the national governmen! including

those of Parliament and 'the Judiciary and indicatirl t 
^*f"rs 

to Count]
Governments ; .

(d) the fiscal responsibiiity principles and financial objectives over the medium
1srm insluding limits on total annual debt; and

(e) Statement of Specific Risks.

The preparation of the BPS is a consultative process that involves seeking and
taking into account the views of the Commission on Revenue Allocation; CIunty
Govenrments; controller of Budget; parliamentary service commission;Judicial
service commission; Minishies, Deparfuents and Agencies, the public and any
other interested persons or groups.
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RECENT ECONO1WIC DEVELOPMENTS AND
T'HE MEDIIIM TERM OUTLOOK

L.L Overview

1. Kenya's economy remained resilient n 2017 despite adverse weather
conditions, a prolonged electioneering period as well as subdued credit growth to
the private sector which combined to weaken growth in the first half of the year.
Economic growth for2077 is estimated at 4.8 percent from 5.8 percent in 2016 aad

. is projected to bounce back to 5.8 percent in 2018. The resilience in growth ta,20l7
was supported by the ongoing public sector infrastructure investunents, recovery in
the tourism sector and continued stabie macroecono*is savironment

2. The bverall month on month inflation declined to 4.8 percent in January

2018 from 7.0 percent in January 2017.T\e decline in inflation was a resuit ofthe
fali in the prices of potatoes, cabbages, and mnngoes mainly attuibuted to
favourabie weather,conditions towards endof 2077. The inflation of 4.8 percent i.n

January 2018 was within Government's target rauge.

3. 'Ihe foreign exchange market has remained relatively stable supported by
increased tea and horticultural exports, shong diaspora remittances, and a

continued recovery in tourism. The 12-month current account deficit stabilized at

7.0 percent of GDP in December 2017 and is expected to na::ow to below 6.0

percent of GDP in 2018 due to lower im.ports of food and lower imports in the
second phase of SGR project.

4. Over the medium term, growth is projected to aterage around 7.0 percent
due to inveshents in stategic areas under "The Big Four" Pla:l namely:

increasing the share of manufacturing sector to GDP; ensuring all citizens enjoy

food security aad improved nutition by 2022; expanding r:niversal health
coverage; and constructing at least five hundred thousand (500,000) affordable
housing units. These efforts will support the business environment create jobs and

ultimately promote broad based inclusive growth.

5. Kenya is ranked favourably in the ease of doing business and as a top

investm.ent destination. ln 2077,the World Baak's Doing Brxiness Report, ranked

Kenya third in Africa in the ease of doing business after Rwanda and Mauritius, as

the county moved tp 12 places to position 80. Further,. in September2017,
Standard and Poors Global Ratings affimred Kenya's short and long term foreign
and iocal currency soverdign credit rating at B+iB citing Kenya's stong growth

prgspects which wiil facilitate fiscal consolidation.

I.

..q

, .'.i1 .

, 4... _ iivr?

,.r'1, ,

1

T

P-.-- Z-rF-ryfuELHH I

2018 Budget Policy Statement



EFCRET

1.2 Recent Economic Deyelopments and Outlook

Global and Regional Economic Dev,elopntenX

The pickup in globar activity ttrat started -2016 gathered steam o zorla,d is expected to continue in 201g supported by noLble i-provements in
inv.estnaent, tade, and industoial productiof coupted'with stengthening business
znd cnncrr-cr an-€Jo-^^ ,t- ^--^L-r r --1- . !

percent in 2018 aom 3.7 o"r""or; }ffii,ltrld
primarily driven by improving domestic demand in aivanced economies and China
and improvedperformance in other emergipg market economies.

, ..,

Table L.1: GIobaI Economic Growth Percent

Sou-rce: Jzzu_zry

Actual Estimated Pro.iected
2016 2Q17 2018

).2
IJ
1.J
4.4

Q,7..

7.r

1.4

q.i
-i._6

5.8

1,7

?,3
2.s_

4.?

6.8

6.7

2.7

0.9.

0.8

4.6-

3.9

2.3

2.7.

4.9

.6-,.Q

7.4
j.3

_9 9.

2.7

I

5.6*
20i8 wEo; Proierfinnt br" the Nationoi Tress,:ry

7 ' In the advanced economies, growth is expected to pick up to 2.3 percent in2018 and 2917,up qop 1.7 percentizots.Thils fore"asi."r""t th" J;;i;that favorable gtobal financial conditions and stong sentiment will help maintainthe recent acceleration in demand, especially in 
-invesment 

with a noticeableimqact on growth in economies with large exports. In addition, the u.s. tax reformand associated fiscal stimulus *" 
""p""t"d 

to temporarily *ir" U.s. gowrh, withfavorable demand spillovers for lr.s. tading partners especialty canada andMexico-

9' The broad-based slowdown in sub-Saharan Africa is easing and growth isexpected to improve from 1.4 percent -2016ro2.7 percentn2orl and furtherto
3 '3 percent in 201 8, partiy supported by a recovery i" gro*tn oihrg* ""*-lli;exporters such as Nigeria and south Aaica. In addilion, the easing of droughtconditions in the Eastem and Southern Aaica have contributed to the positive

, a20lB Budget policy Statement
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ouflook However, downside risks have increased following policy uncertainties
and delays in the implementation of policy adjustnaents in Nigeria and South
A-frica Many of the faster growing economies in sub Saharan AAican economies
continue to be driven by public spending, with debt levels aud debt service costs
.ising.

10. In tie East African Community @AC) regl:on, economic growth is
estimaied to stabilize at 5.4 percent ia 2816 and 2017, a slowdown from a 6.1
pereent growth :n2015. The prolonged effect of drought e>rperienced in 20i6 and
continued 1a,2017, dampened agricultural output dnd GDP growth in Ugand4
Tanzania and Rwanda In addition, there was a slowdown in credit growttr across
countries inthe regioq'whichfirrther dnmpenedthe growth- Further, insecurity and
political tensions continued to constrain economic activities in countries such as

Burundi, Soma1ia, and South Sudan. In 2018, -economic growth is projected to
increase to 5.9 percent supported by a stable macroeconomic environment ongoing
in-frastrucfure inveshents, and stong private consumption.

D o mestic E con omic D ev elopments

i1. 'Gro*th of the Keny'an economy remaine& resiJien! broad bas'ed and

registered stong performance in the past 5 years supported by stong public and

private sector invesfu.ent and appropriate economic and fiaancial policies (Chart
1. 1 a). The economy, specifically, grew at an average of 5 .5 percent per year in the
five years Q073 - 2017) outperforming ttre average growth rute of 4.7 percent in
the period 2008 to 2012.

12. However, uncertain{y associated with elections coupled with the effects of
adverse weather conditions slowed down the performance ofthe economy n20Ll.
As a result, tho economy is estimated to grow by 4.8 percent n2017, which is a

slowdown frop. the estimated growth of 5.1 percent in the 2017 Budget Review
and OuflookPaper @ROP).

13. Ir-2Ol7, the economy grew by 4.4 percent in Quarter 3, 5.0 percent in

Quarter 2, alld 4.7 percent in Quarter 1, largely supported by robust activities in
the service sectors particularly; accommodation and restaurant; real estate; and

information and communication. The growth was somewhat constoained by

zubdued performances in agriculture, foreshy and fishing; manufacturing;
electicity; and fi:rancial intermediation sectors.

2018 Budget Policy Statement
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Chart 1.1a: Trends in 's Economic Growth Rates

Soarce of data: Kenya National Bureau of Statisfics

14' The value ofgoods and services produced therefore raised the per capitaincome from Ksh l04,7oo in 20i3 to an estimated Ksh 174,200 tn 2017, a 66percent increase. The economy generated an average or gti.o thousand new jobsper.v:ar i' se ped:-d za3 -.2afl 'ap from G55.5-thoiisand job, til; il rh"period 2A08-2012.(Chart 1.1b and Ctart 1.1c).

Chart 1.1b: Trends in Per Income 2Al

Source of data,: Kenya National Bureau of Statisfics
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Chart 1.1c: Number of Jobs Created Q002-20L7)

Source of data: Kenya National Bureau of Statisfics

15. ' Th" resilient stong bo*th of the 
""ooomj 

overthe past tve yeais reflects
the broad based nature of oi:r economy that has been largely driven by growth i:r
the non-agriculture sectors (fable 1.2, Chart L.Za zn:d. Chart 1.2b). The non-
agricultural sector has remained vibrant growing at 6.7 percent |m2016 from 5.4
percent :aZA13 and continues tq be thg main source of growth.

Table 1.2: Sectoral Real GDP rates ercent

Source of'data: Kenya Ndional: Bureau of Statistics

16. Growth of the services sector accelerated from 5.0 percent lm2012 to 6.8

percent in 2016 supported by favourable performance of ICT, real estate, wholesale
and Retail Trade, Transport and Storage aud Accommodation and Restaurants.
AccoTmodation and restraurants has been'the fastest growing sector. It grew from
3.1 percent :m2072 to 13.3 percent :m2016 supported by the improved security
situation that led to rq:roval of tuavel alerts from major tourist originating
countries.

17. The growth of the financial and insurance sector accelerated from 6.0

percent n 2012 to 9.4 percent n 2015 supported by reforms aimed at creating a

conducive business environment. However, the growth of the sector siowed dowa

2018 Budget Policy Statement
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to 6.9 percent in 2016 and is esrimated at3.z percent mz0l7 partly due low
banking sector credit to the private sector and a decline in the growth of interest
income.

18. The industy sector grew from 3.5 percent l,*}Olz
zupported by the construction sector as a .result of
development. The sector slowed down n 2016 and 20

to7.0 percent in 2015
public in-frastructural
17 foilowing subdued

19' Meanwbile, growth of the agricultr:ral sector rose from 2.8 percent n20ll to 5.5
percent n 2015 but contacted to (-1.3) percent in first quarter of 2017 due to the
prolonged drought that started in the 6rrth quarter otZbtA- Growth in the sector
recovered to 3.1 percent in the third quarter of 2077 as weather conditions
improved.

Chart 1.2a: Economic performance ercent Growth Ra

Source of data: Kenya National Bureau of Statistics

Chad 1.2b: Sectoral contribution to GDP Growth Rates

Source of data: Kenya National Bureau of Statistics
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fnflatton Rate

20. Tnflation rate has been low, stabte and within the Government target range
of 5+/-2.5 percent in the period 20L3 to 2017 as a result of prudent moo"tr.y *a
fiscal policies. Inflation averaged 6.7 percent during the period 2013-2017
ggmpared \ith7.4 percent during 2002-2007 ahd 10.6 percent dr:ring 20OB-Z0LZ
(Chart 1.3). Inflation during the period 2008 - Z}l2washrghly volatile following
a steep depreciation of the Kenya.Shilting and policy respoilses.

21. However, inflation increased to above target in the first half of Z0t7 dueto
drought that affected food prices. Tnflationary pressures started to ease in the
second haJf of 2017 as the weafher situation i-Froved and earlier measures taken
by the Government to address the food shortages took effect. These measures
included: ailowing duty frss imports of major food items (matze,whea! sugar, and
milk) and intoducing a temporary subsidy sn 6aizs meal prices. As a resul!
overall month sn 6snth inflation was 4.9 percent in January 201g from 7_0 percent
in January 2017, and was within the Government,s target range.

Chart 1.3: Rate

Chart 1.4: InIlation Rates in selected African Countries ber 201

Source of data: Various National Central Banlts

S o ur ce of data: Keny a Natio nal B ureaa of Statistics

22. Kenya's m1s ef inflatisn somlrares favorably with the rest of sub-Saharan
African counfoies and especially its peers such as Nigeria and Sorlt Aftica whose
inflation rates were 15.4 percent and4.7 percen! respectively (chart 1.a).
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Kenya Shilling Exchange Rat e

23. The Kenya ghilling exchange rate remained broadly stable against major
international currencies. As at January 20l8,the shilling exchange rate against the
Dollar was at Ksh 102.9 ssmpared with Ksh 103.7 in r*,rury zotz. A[ainst the
Euro and the Sterlingpoun4 the Shi'lling weakened to Ifsh 125.4 andKsh 14i.9 in
January 2018 from Ksh I I0.2 and Ksh i28.0 in J 2017

Chart 1.5: Rate

source of dala: Centrai Bank of Eenya

24- The Kenya shilling exchange rate as compared to most sub-saharan
African currencies, has continued to display relativelf less volaflity. This stability
reflected resilient export receipts from tea and hortiqulture despite lower export
volumes due to adverse weather conditions in the first quarter of zotl.
Addition*ly, receipts from tourism, coffee exports and Diaspora remitgances
remained strong:

Interest Rates

25. Iaterest 121ss 1s6a;ned stable and low in the period 2013-2017 except June
--D eeem.ber-2 0-1-5-when-world currercies-were prcssnra Duing the period,
the poiicy rate (Cental Baxk Rate) was adjusted appropriately to anchor inflation
expectations (Chart 1.Q. The rate is currently (January 2018) at 10.0 percent since
August 2016. Thb interba* rate has remained low at 6.1 percent in January 2018' ' from 7.7 percentinJanuary 2Ol7 &te to ample liquidity in the money marke! while
the 9i-day Treasury bill rate declined to 8.0 percent from 8.6 percent over the same
period. The 182 day and the 364 day Treasury bills ay"r*ed 10.6 percent a".d 1l -2
percent in January 2018 from 10.5 percent and i1.0 percent in January 2017,
respectively.
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Chart 1.6: Short-Term Interest Rates

Source of datq Central Bank of Kenya 
)

26. The interest rate spread narrowed to 5.7 percent in October 2Al7 from 5-9
percent in October 2016 with the Commercial banks' average lending interest
sfulilizing at 13.7 percent over the srme period. Meanwhile, the average
commercial lanks' deposit rate increased to 8.0 percent in October 201,7 from7 -B

percent in October 2016-

Money and Credit

27. Broad money supply, M3, grew by 9.5 percent in the year to December
2017 compared to a growth of 3.7 percent in the year to December 2016 (fable
1.3). The growth in M3 was largely on account of au increase of net domestic
credit to the Govemment and the improvement in the cont'ibution of net foreign
assets.

Table 1.3: Money and Creclit, IGh billion

Source of data: Central Bank of Kenya
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year

2: Aimual gowth of credit to the private sector is on a gradual recovery path
(2A pereent in December 201J,2-7 percent in November-2017, z.o perclnt in
October 2017 and 1.7 percent in Septemb er 2A|7),reversing the downward trend
witnessed since August 2015. However, .this was tr slowdovm compared to the 4- 1
percent growthin December 2016. The real estate, manufacturing trade, consumer
durables and private househoids have continued on a net basis to teceive cred.it
flows from the lanking seitor since January zot7.
Balance of Payments

r ., t .. | , | 
:

30. The overall balance of payments position improved to a surplus of uS$
!-6J-6 

million (0.2 percent of GDP) in the yearto December 2017 fiom a deficit of
us$ 129.0 million (0.2 percent of GDp) in the year to December 2016 (Table 1.4
an'd Chart 1.7) due to the improvement in the finaucial account that more than
offset the widening current account deficit.

Table 1.4: Balance of

lrdYl

Soarce of dda: Cental Bank of Kenya

37.' The current account balance registered a deficit ofUS$ 5,0952miillea 17_gpe.J:.ent of GDP) in the year to December 2011 from a deficit of us$ E,eiz.g
-]Foo (5-2 percent of GDP) in the year to December 2016. This reflects the
widening of the tade account balance and the increased payments to foreign
investors (due to high interest payments) despite an improvement in the secondfr,
income account balance particularly increased workers, remittances.

Abolpte auour. hUSD MIIen
Dec-i5 iun-i6 Dec-l5 JwiT SepiT e,ct-l7 lroY-l / uec-l ,

OyenllBalance x51.5 -1,109.0 -n9.0 4t3X ?n7.7 723.0 3t7-6 163.5
Asos Shon 0.1 -t.7 4.2 4.6 0.1 1.0 0.5 0.2
Cumnt Acount 4?91.4 -3,n2.1 -3,652J 4"E34.I -5,0E7.6 -5,1933 -5,157.1 -s,09sJ
Asa Slun GDP 4.7 1.9 -5.2 4.6 -7.0 -7.1 -7.0
Ofqtit Mcchdbc accour t377.0 7,4533 -7,890.0 -9,1202 -9,958.7 10,rt5.0 -t0249.9 -r0J96r

a_ fo.b. j,98t.4
6090.0 sJ47.4 5,7mJ s,705.9 s,766.4 5,?70.0 5,796.r

b.&ods: fo.b. 14,35E.4 13,5133 t3,617.4 $,0n.7 r5,664.6 l5,95tJ t6,0r9.9 16,192.4
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Accourt- 2?,5.9 1165 705.1 1E6.4 11,3.t 217-E n2.7 251.6
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?1. _ Net Foreign Assets (]IIFA) of the banking system in the year to December
2017 increasedby 8.1 percent from a growft of 0.s percent or", u similarperiod in
2016. Meanwhile, the Net Domestic Assets 0iDA) improved to a grovrth of 9-9
percent iu the year to December 2077 fromthe growth oi+.g percent over a simitar.
period in 2016. The pickup in growth n 2ol7 is due 1s ar; i-provement in the
growth of net domestic credit. Domestic credit improved to an annual growth of
Ksj_2?5.1bil1ion (7.6 percent) in the year to December20lT compared to a growrh

fulanctotXods
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Chart 1..7: Performance of Balance of ts and its onents

Source of daa: Central Bank oJKenya

32- The deficit in the merchandise account widened by uS$ 2,506.2 millionto
US$ i 0,3 96.2 million in the year to December Z0l7 reflecing increase in paym.ents
for imPort of oil on'account of the rebound in international oil pri"es and the
iacrease in imports of machinery and foansport equipment mostlytn accormt of
irnports of wagons, iocomotives and associated equipment relatodto the Standard

$Yg" Railway (SGR) project. In addition, net export of goods and seryices
aq"+d generally reflecting lower globaI dema:rd for exports of manufactured
goods; raw materials; chemicais and related. products; and miscellaneous
manufactured arti cl es.

33. Flows in the Financial Aciount increased to us$ 5,300 rniltion in
December 2017 compared with US$ 4,137.4 miilion in DecemberZ0l6,with the
surplus reflecting higher liabilities compared to assets. The financjal inflows were
mainly in the form of Foreign Direct Investnents and other invesbeents which
stood at US$ 379.9 million- and US$ 5,863.6 mi.[i6q respectively in
December20l7. Other investuent inflows mainly include foreign fiaancing for
Government infrastucture projects.

F o r e tgt. Exch ang e Rii e rv es

9,645.7million in December20lJ-from US$ 9,587.5 million in Decemb er Z0L6

' 
- - 'lgpained 

stuong at US$ 7 ,331-9 million (4.9 montbs of import covel) in December

December 2016 whiie commercial banls foeldings was at US$ 2,3i3.g milisa in
2017 from US$ 2,014.6 milliea n2016.
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Chart 1.8: Official Fo Reserves

Source of data: Central Bank of Kenya

Capital Markets
35. Activities at the stock market remained shong in January 2018 despite a

:' slowdown in Septemb er 2Ol7 and Octobdr 2017 dueto"uncertaiity usso"iuti *tU
the long electioneering period. The NSE 20 Share Index improvedto 3,737 points
in January 2018 from 2,794 potnts in January 2017 while Market Capitalization
improved to Ksh 2,660 billion from Ksh 1,788 biliion over the same p"rioa.

1.3 Fiscal Performance

36. Tm.plementation of the FY zol1,ll9 budget is on course although
performance is lagging behind targets. In the first half of the year, revetrue
collecticn has ccnsistently lagged behind targets due to the under performance of
fts main revenue tax heads. On the other hand, there have been elevated
expenditures pressures as a result ofthe adverse spillover effects ofthe proionged
drought the repeat ofthe Presidential Elections and salary demands byUniversities
Staff and Health Workers.

37. By end December 2017, total cumulative revenues includ.ing A-I-A
collected amounted to Ksh 709-4bt\ton (equivalent to 8.1 percent of GDP) against
a target of Ksh 777.7 billion (8.8 percent of GDP). The recorded shortfall of Ksh
68.3 billion was due tq under performance of the ordinary revenues by Ksh 44.8
billion and the ministerial A-I-A by Ksh 23.5 billion. The shorltall in ordinary

-E-vj!q9.1{4-s-q4-aqqsu-ol-af -lrnderperformaace
Ievenues.
38. Total expenditures amounted to Ksh 907.0 billion againsf a target of Ksh
1,029-3 billion falting below target by Ksh 122.3 billton at the end of December
2017. The shortfall was due to iower than projected disbursements to County

;Governments due to the delayed enac. entoitne County Allocation of Revenue
Act as well as below target absorption of development Lxpenditures despite the
faster spending in the recurrent expendiftues by the National Government.
Recurrent expenditure amounted to Ksh 647 .O billion against a target of Ksh 616.2
billion, representing above target spending of Ksh 30.8 billion. Thefaster-qpending
was mainly recorded in operations and maintenairce which accounted for Ksh gS.O

billion and higher than programmed domestic interest payments of Ksh 17.6
billion.
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39. The combined effect of the revenue and expenditure perfonnance at end of
December 2017, resuited to an overall fiscal deficit (hcluding grants), of Ksh
209.2 bilh,on against a targeted deficit of Ksh 226.2 bllhon This deficit was

fi:ranced through net foreign borowing of Ksh 24.1 billion, net domestic financing
of Ksh 183.6 billion and other domestic receipts of Ksh 1.6 billjon.

40. F\ 2017/18 budget projection has been reviewpd to reflect revenue
perform.ance by end December 2077 atd to take into'account expenditure
rationalization necessitated by the accommodation of the emerging priorities and

salary and election related expenditure pressures.

41.. In tle revised fiscal framework levenues are.projected at Ksh 1,643-l

billion or 19.0 percent of GDP from the budget level of Ksh 1,704.5 billion or 19.6

percent of GDP in FY2017118. Total e4penditures anduet lencf ing areprojected at

Ksh2,323.1billion or26.8 percent of GDP.

42. The defici! inclusive of grants, is therefore projeged at Ksh 620.8'billion
(equivalent to 7 -2 percent of GDP). Borrowing from the domestic market is

, projected at Ksh 293.P billion, externai bonpwing at Ksh. 323.2 billion and other

domestic receipts at Ksh 3.8 billion. The overall impact of these developments is

reflected in Table 1.5 and A-nnex Table 2 and A:rnex Table 3.

Table 1.5 Fiscal f,'ramework

S ourcg: Nafional Treasury

1.4 Fiscal Policy

43. The fiscal pol-icy sta:rce over the medium term aims at zupporting rapid and

inclusive economic growth, ensuring a zustainable debt position and at the same
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SF'CRE'T
time supporting the devolved system of Government for effective delivery of
services' The fiscal policy also indicates olu deliberate convergence path towards
the East African community Monetary union protocol,s fiscat targets. That is, the
EAC targets of a fi.scaI deficit ceitin! incruding sants of 3 percent of GDp and
excluding grants 6 percent of GDp.

44- . The fiscal policy underpinning the Fy 2o7gl7g budget and MTEF will
rr'r')rurII rls revenue proJectrons rn hne with recent mobilization fuends in order to
11,3p fi'scal predictabifity- Reveaue is projected to increase from 1g.3 percest
of GDP in Fy 2016/17 to Tg.2percent orGoF in Fy 2020121 (Tabte 1.5).
45' In an eftort to boost domestic reverue mobilizatioq &e Govem:aent isgoing to undertake a combination of poiicy and adminishative reforms to bolster
revenue yields goillg forward. These efforts will reverse the revenue losses
experienced in the recent past where oldinarf revenues have declined about 1-0percent of GDP from 18.1 percent in Fy 2ol3/14 to 17.1 percent in Fy 2016/17.
In the medium term, ordinary revenues are projected to incieas e to 17.7 percent of
GDP in FY 20?0Dt from 17.i percent of GDp in Fy 2016117. The additionar ,

resources are expected to support the fiscal consolidation program and bring the
fiscal deficit down to 3-0 peicent of GDp by Fy 2ozLrzz'from the projectedl.2
percent of GDP in FY 2017/18- some of the reforms to be undertak"o io"lrrd",

i. Roil out of the Iategrated customs \z[enagement system (ICMS) to sea]
loop holes at the Customs to prevent concealment, und.ervaluation, mis-
declarations and falsifications of import documents;

x. I:nFlementation of tle p.egional Electonic Cargo Trackiag fiECTS) to
taclie trausit <iiversion;

iii. Enhance scanning activities to detect concealment;
iv' Scaling-up on-going and routine activities such as pre-Verification of

Conformity (PVOC), benchmarking and auctions; .

v. Data matching and use of third parry data to enhance psmpliance through
integration of iTax with IFMIS ;

vi- Expansion of tax base by targeting informal sectqr, pursue non-filers and
increase focus on taxation of international foansactions and tansfer pricing;
and

investigations, intelligence capacity and KRA capacity to support
collection.
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expenditures and net lenrling is projected to decline from 26.g percent,, of GDP in Fy zntl ns to 25.5 percent of aop in Fy 20lgllg and zz.Spercent of
GDP in FY 2021D2- This takes into accouni tn" cou"-*rr"ot,s efforts to increase
the efficiency, effectiveness, foansparency, atrd accountability of public spending,in order to ensure that there is sumcient fis"a spac" roi priority ,o.iul *d
investment projects.

' 47 ' Theoverail fiscal deficit inclusive of grants is thereforeprojected to deciine
from g.l percent of GDp inFy 2016117 toT.zpercent of GDp inFy 2017/rg,6.0
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percent in FY 2018119 and fi:rther to 3.0 percent of GDP by FY 202112,2.

Excluding expenditures relatedto the SGR, the deficit declines from7.7 percent of
GDP in FY 2016/77 to 6.5 percent of GDP inFY 2017118 and2.4 of GDP by FY
2021122- The lower deficit reflects the projectefl ssmpletion of key infrastructural
projects being imFlemented by the Goven:men! enhanced revenue collection and
prudent public qpending.

48. This consolidation prccess significanfly aids the Govemments efforts
towards attaining the EAC convergence criterion targeting a ceiling on fiscal
deficit of 3.0 percent of GDP inclusive of grants. Embedded in this policy is tiie
aim to continue containing the growth ofrecurrent expenditures in favour of capital
invesfuent so as to promote sustainable and inclusive growth.

49- The reducfion in fi.scal deficit will also support debt reduction. In this
regard, nominal public debt on a net basis is projected to deciine from the
preliminary level of 51.9 percent of GDP inthe FY 2016117 to 43.6 percent of GDP

inthe FY 2027/22.

1.5 Ecohomic Outlook ' '

50. Kenya's economic growth prospects for the FY 2018/19 and over the

medium term takes into account the global and sub-Saharan.Africa growth

recoveries. The growth projection takes into account the sbategic objectives of the

Governrnent as ouflined in the thid MTP of Vision 2030. ReaI GDP is projected
to expand'by 5.3 percent in FY 20t7/2018,5.9 percent in FY 201812019, 6.3

percent in FY 201912020 and 6.9 percent by FY 2W122 (fable 1.6 and Annex
Table 1). This growth wiIl be supported mainly by the implementation of "the Big
Four" Plaq sustained invesfuent in ffiastucture, stong agdcultual production
due to improved weather conditions, buoyant services sector, continued recovery
in tourism, increased investor and consumer confidence,'and mactoeconomic
stability.

51. The ouflook, therefore points to a continued coordindtion of monetary and

fiscal policies for overall Eaacroeconomic stability which will support robust

growth, Iower fisca1 deficits, geatain inflation within the target range and a graduai

improvement in the current account balauce.'

52. I:r addition, the mea.sures being undertaken by the Government u:rder'lhe
Big Fout'' Plan to boost tle manrrfacturing sector; enhance food security ant
nutrition; build affordable housu:g; and achieve Universal Hea1th Coverage are

expected to boost growth, create jobs and promote inclusive growth.

53. hflation is currenfly within the Government's target range aud is expected

to remain so in the medium term undeqpfuned by prudent mgnetary and fiscal

policies, favourable weafher outlool relativeiy lower intemationai oil pricgs, and

a stable sxc,foange ratewhich is expected 1s damFen auy risks of imported inflation.

The interest rates are expected to remain 1ow and stable over the medi'um tena

supported by improved liquidity conditions, and the proposed fi.scal consolidation.

54. Kenya's external position is projected to stengthen over the med.ium tern
supported by a narrower current account deficit. The improvement in the overall
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balance ofpayments reflects improved performance of tea and horticulture exports;
foog diaspora remittances; recovery in tourism, and increased foreign direci
investment in infnaskuchue.

Table 1.6: Framework

20tyl6 NgLl tri1tlt 2{lM.9 fr19[ 2MVtl ltrtllt1

DDADII'I DT,O'O Dnnnr! DD0(0rld Iml ld Rnrlml ID0Pttl lD(tll
!1010

AnnudpuuulryctrEe

AccoududPris

RaiGDP

ffilDdator

0lltu(ry)
CPIhdu(avg)

TmsofTrl&(eimin)

udsmlg
_. lg*tryolltt

Led
Gm}{$mlSrirp

&vrumenlBndgd

Tohlrmu

Tffilor@heddldng

0ftnll hhre (mrimd hir) ad pmE

CIdhhn(mnihdhh)idpb

Ga'sll hlarc (onufM barh) id. rffi, nd. SIR

Nomhal entel prnumeff fuI d of qsib

lrtor

Cunat dqrul hlalcq iri ofril tilfts

Gms irhualind nsnt h nmth

lwalltutdhwl
S o ur ce : Natio n al Treas ury

1.6 Risks to the Economic Outlook

56' Domestica[y, the economy will continue to be exposed to risks arising- from'adverse weather conditions until the mitigating measures of food security
under "The Big Four" Plan are put in place. Adaitio;d risks couid emanate from
public expenditure pressures especialiy recurent expenditures.

57. The Government will monitor the above risls and take appropriate
measures to safeguard macroeconomic stability.
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II. CREATING JOBS, TRANSFORMING LTVES .
.,TTI-E BIG FOUR" PLAN

2.L Preamble

58. Over the last five years, the Govemment has implemented various policies
and structural reforms uader ttre Economic Transformation Agenda to foster a
rapid social-economic transformation. The transformation Agenda focused on five
key pillars including: (i) creating a conducivri busiaess environ:aen! (ii) investing
in sectoral tansformation; (iii) infrastucture expensi64 (iv) investing in qua1iB
and accessible social services; and (v) comolidating gains mads in devolution.
Sigrrifisaul achievements have been realized on all the five pillars.

59. The maintenance of macroeconomic stability over the past five years has
breaterl a conducive environment for invesforent and business. As a result, the
economy expanded at an average rate of 5.5 percent per year in the iast five years

Q013 -2017) outperforming the average growth rate of 4.5 percent in the 2008 to
2012 at:d 5.2% n the period 2003-2007 (see Chart 1.1a). The value of goods and
services produced therefore increased raising the per capita income from Ksh
104,700 ;ir-2013 to an estimated Ksh 174,200ln 2017 (see Chart 1.1b). I:r additiorl
the economy generated an average of 817.0 thousand new jobs per year in the
period 2Aj3 -2077 up from 656.5 thousand jobs per year in the period 2008-20L2
(see Chart l.Lc).

60. Macrbeconomic stabiJity has been preserred with inflation rate remaining
low and within target in the period 2013 - 2017 following irn.Flementation of
conducive monetary and fiscal policies (see Chart 1.3). Similarly, interest rates
remained low and stable while the exchange rate has remained competitive with
less volatility in the period QOl3 -2017) as comparcd vrith the period 2008-2012
(see Chart L.Q.

61. On ffiastructurb, the movement of goods and people around the counhy
has been made cheaper and more effective through expansisa of most roads,
sbaports and airports. On the Standard Gauge Raiiway (SGR), the Government
completed the conskuction of Phase 1 (Mombasa - Nairobi) n 2;017 and has
embarked on the conskuction of Phase 2.{ Qrlairobi - Naivasha). The railway has
significantly reduced tamportation costs and eased ttre movement of people and
goods from Nairobi to Mombasa- Further on in-frastucture, by the end of 2017
more tha:r 6.1 million Kenyans had been connected to elecfoicity compared to 2.3

-million Kenyans connected n2013.

62. Targeied policies and reforms have been implemented in all the economic
sectors including expauding access to subsidized ferflizer aad seeds to farmers
gnabling. them to..increase productivity of their lands, earn morc incomes and
indeed make Kenya rioie foodsecurE. Incentiyg5 i! the manufacturing sector have
inciuded creation of industial clusters, enacfuent of laws for Special Economic
Znnes, improving ease of doing business and expanding access to electicity.

63- On the social seruices, the Govemment has equipped hospitals with
specialized medical equipuent, and expanded access to matemal health care in aIl
pubiic hospitals. In the education sector, the Government abolished examination
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fees forboth standard :r-4t pd form four candidates and increased capitation. The
Govemment also provided free primary education, exprnal th" Digital Leaming
Program and more recently provided for fiee a"y s"*oaary schoot education Inadditioq thousands of orphars and vulnerabL chitdren, people Iiving with
disabilities and the elderty i, our society continue to receive tash tuansfers through
the social safety net program.

National Gover::ment ensurd tlat ail
budgeted talsfers (particularly the shareable revenues) *"r" airU*sed to Counties
t9 ensure key services were firlly filded. In this context, the National Government
disbursed around Ksh 1 trillion to County Governments over the past foar years.
The National Government also continued to provide the necessary capacity
building in order to enzuie eflicient and effectivl service delivery at the Couaty
Ievel.

65- Under the Economic Transformation Agenda therefqre, the Government
has laid a solid for:ndation for Kenya's induskia[sation as envisaged inthe Kenyavision 2030- The Goveroment rearises that huch more remairi* tb t; a""" i"achieve our deveiopmental objectives of creating jobs and wealth, ensuring
continued inclusive growth, 

leducing poverry and mor" generany, achieving ourVision 203 0 development objectives.

66, 
^ Building on the progress made thus far and with the desire to decisively

con-front tle three perenni4l challenges of unemFioyment, pr*ny ;;;"""-;
inequality that this economy continues to face, the Govemment has identified four
key skategic areas of focus overthe next five years that will acceierate broad basedeconor::ic growth- Th! -'i/il help harsfoim the lives of aii Kenyans. T-ne strategic
a.-eas iinda "The Big Foii.-, plaa incliide:

Supporting value addition and raising the manufachring sector,s share of
GDP to 15 percent by 2022. This wilt accelerate economic growth, create
jobs and reduce poverfy;
Focusing on initiatives that guamntee food security and improve nukition
to all Kenyans by 2022 through expansioll of food production and zupply,
reduction of food prices to ensure affordability and support value additioa
in the food processing value chain;

affordable healthcare to all Kenyans; and,

thereby g@reeing qEIff and-
iv' Providing at least five hundred thousand (500,000) affordable new houses

to Kenyans by 2022, hence improve living conditions for Kenyans.

67 - , Inveshaents in the .above four gleas is expected to tansform lives bycreating the much needed jobs-gnabling Kenyang meet their basic needs, i-p.or"living conditions, lower cost of living, td."dr"" pou".ry ana inequaity.
Therefore, thepolicies in this BpS seek to provide an enabling environrnent

for the attainment of "The Big Four,, plan and to enabie private sector to thrive
particular focus will be on key enablers such as macroeconomic stability,

lmprcvmg the ease of doing business, expanding infrastuchue, lmproung
security, expanding to fiaance, and govemance reforms. The

4c!.to

1.

1I.

Thus,

2q1B Budget Policy Statgment

I ...

68.



SECRET
policies in this BPS are aiso aligned to the medium-term priorities and stategies
ouflined in the Third Medium-Term Plan (2018-2022) of the Kenya Vision zBa.

2.2.1 . Supporting Value Addition and Raising the Share of
Manufacfuring Sector to GDP to L5 Percent by Z0ZZ

69. The Govenrment will target to increase the contribution of manufacturing
sector to GDP from9.2 percent n2016 to 15 percent by z0zz by adding USD 2 to
3 billionto our GDP. It is expectedthatthis will increase maaufachldng sectorjobs
by more than 800,000.

70- Lr order to ensure that we achieve the mauufacturing sector target of 15
percent of GDP, the Government will place special emphasis on the following key
areas: (i) Textile and Apparels; (ii) Leather products; (iii) Agro - processing; and
(iv) Manufacturing of constuction materials. Other important sectors will be Oil,
Mining and Gas; Iron and steel; rcr; and Fish Processing (chart z.h). specific
measures and incentives will be implomented to boost these sub-sectors and
increasejob creation.

chart 2-1a Increase Manufacturying share to lSY. of GDP: Priority sub-
sectors
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71. To support the textiles industry, the Government wilt develop cotton.
production using hybrids and Bacillus Thuringiensis (BT) which have 3 times
production yield compared to present conventional varieties, buy domestically
growrl cotton, imFrove govenlance in the import rules for textile products to
cushion local producem as well as give incentives to investors to bui-ld modern
gnneries and textile manufacturing plants. Further, the Government will tain
50,000 youths and women to be involved in this'sector and establish 5 million

measues 1s
expected to increase revenue from textile industry from USD 350 million to USD
2 biJlion, create 500,000'cotton jobs and 100,000 new apparel jobs by zozz.

72- I:a addition to the abcve m.easures, the Government will continue to develop
industrial infrasructure such as Export processing Zones @pZs), special
Economic Znnes (SEh) and industial parks across the country. More specifically,
Pfiorily Wli b" given to establishment of a Modern Industial Park in Naivasha,
apparel industial sheds in Athi River, establish the Dongo Kundu SEZs and
infrastructures.

13. Ketya has a huge uatapped potential in the leath6r ihdusty. To support'the
growth of the leather industry in the country, the Govemment will ensure that all
hides and skins are firlly processed localiy, tuain personnel and set up 5,000 cottage
industoies, complete Machakos Leather Park and identiS three mori leather parks,
and support expansisa of existing ta:rneries through incentives and access to
firance. To cushion local manufacfurers, the Gover:nment will review import ruies
for fini5fugd leather products with the nim of creating wid.er market access. This
initiative is targeted at creating 50,000 new jobs, make 20 miltiea shoes a:rd
increase exportrevenue by USD 500 miiiion by 2AZZ.

74. To promote growttr of the agro-processing sector, the Government will
support value addition to agricuitural produce across the value chain. This will
involve processing te4 coffee, meat, sugar, dairJr, fruits and vegetables locally in
order to elta.in more value and create an additional 200,000 jobs and wealth for
Kenyans. In addition, the Government targets to more thaq foiple the am6s1 61
processed agricultural exports from the current annual growth of 16 percent to 50
percent by 2022. This will create additional jobs and increase export revenue for
Kenya.

75- In addition, on agro-processing, the Gover:nment will build on the ongoing

-effsrts-i+srder-to-revitalize-the-coffee-and-tea 
subsectors including:rofr-min-gflie--

iegal and policy frameworks, promotion of value addition; supporting debt wiiver
for growers to ease their debt burden; and using locally blendJ fertiliser on a 5 0/5 0
basis and implementing liming. In addition, the Government wiii beef up the

' Comrnodities Fund by restoring commodity levies in order to expand acce^ss to
qedit and inprrts by farmers; expansion of the Nairobi Coffee Bxs[nnge into a
Commodities Exchange; and firther liberalization and diversification of market

76. To support oil, mining and gas sector, the Government will facilitate the
exploration of coal and iron ore deposits, support value addition in oil production
and develop policy and incentive framework to attact intemational investors to the
sector.

r.i

il.
2A ' 2018 BudQet Policy Statement

$H,CRET,i;l ,''.;iic..; -,



SqCRET
77 . To enhance the export of or:r manufactured products, the Govemment will
implement an elaborate mmketing strategy to diversify onr export markets
including penetating new markets. This will be alongside e.xploiting the markets
available under Common Market for Eastem and Southem Aaica (COMESA),
East African Community @AC) andthe tuipartite drrangements.

78. On the blue economy, the Gover::ment targets to significanfly expand
fishing to i8,000 metic tonnes of fish annually from the cr:rrent 2,500 metic
tonnes. To faciiitate the development of the blue economy, the Ggverament will
sfoengthen enforcement measures to curb iilegai fishing activities along Kenya's
Indian Ocean territory; suspend the fishing licenses of all intemational trawlers
operating in Kenya's territorial waters until they comply with the local input
requiremeat; and enhance processing before exBort 1s improve value of fish and
mariae products and remove sfucfural bottlenecks in the sector.

79. ' In order to realise these objectives and expand manufacturing sector, the
Governrnent will create 'aa elpfling environment by implementing various
initiatives inciuding: cut the cost of off-peak power to heavy industry by half;
review work permit regime and encoirrage expatiates slhoie skills zupport the '

manufactr:ring sector; expand infrastructure and land access; enhance of access to
quality inputs and markets; protect local manufactuers from counterfeits goods;
and create an additional 1000 small and medium size enterprises (SMEs) focused
on manufacturing which wili have access to affordable capital, skills and markets.

80. Other key areas will inciude investuent in ICT; continue with ease of doing
business initiates; promotion of 'Buy Kenya Build Kenya" initiative to expand
production for local consumption; sbict enforcement of the 40 percent local
content fbr all govenrment projects; and construction of induskial parks/Zones.
(Chart Z.Lb).

Chart 2.1b Increase Man to 15o/o of GDP: Enablers
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2.2-2Enhancing Food and Nutrition security to aII Kenyan sby 2022

8i. The Government targets to ensure that all citizens eqioy food security and
by ensuring self-zufEcieucy in the production of mnize,
others. Specificaily, Govemment intends to increase the
from the current 40 milliol 90 kg bags annuaily to 67

proper nukition by 2022
rice and potatoes amotrg
production of (i) maize

to 400,000 MT by 2022, arLd (iii) potatoes
about 2.5 MT by 2022 (ChzrtZ.Z).

Chart 2.2: Increased Food Production to Enhance Food S

Food Availability- maize, rice and potatoes
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82- To- achieve food security and improved nutrition, the Government will
focus on three broad areas, namely: enhancing large-scall production; boosting
smaUhglder productivity; and reducing the cost of food. over the next five y.o.,
specific initiatives will be implement6d across the three broad areas (Chart 2.3).
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Chart 2.3: New and Tnnovative Initiativ.es that will drive ].00% foocl and

nufrition Security over the nert five years

Focqs areas Detailed Initiatives

Focus areas

Place additionat 700,000 Acres through PPP (including idle arable land) under

maize, potato, rice, coffon, aquaculture andfeeds producEon.

Form an Agriculfirre and tnigation Sector Working Group (AISWAG) to provide
coordination for lrrigated Agriculfu re
Use locally blended fertitizer on a 50/50 basis and implement liming e-g- maize.

,Avail incentives forpost-harvest technologies to reduce posttrarvest losses tom
20o/olo 15o/o e.g. waive dut! on cerea[ drying equipmen( hema{c bags, grain

cocoonVsilos, fishing and aquacultr:re equipment and feed

' Estabtish 1,00o targeted production level SMEs using a performance based

incentive model in the entire value chain
. lmprove access to credii/inptrtforfarmers throughWarehouseReceiptSystemand

skengthen commoditY fund
' Establish commercialized feed systems for livestock, fish, poultry and piggeryto

revolutionize feed regime and traceability of animals to access export markets.

'SeourpinvestorstoconskuctaShipyard(in2018-siteexisting),andincrease
domesticfishing fleet by 6SVessels irlhe Coasl

Detailed initiatives

Contract farmers for Strategic Food Reserve (price stabilization) and ofter

commerDial ofr-takers.

Redesign subsidy model to maximize impact by focusing on specific hrmer needs

(flexible voucher and incentive based nndel)

secure investments tlrrough PPP in post-harvest handling (storage, cold storage for

fish, aggregation) and market distribution infrastructureto reduce losses

Rehabilitate and operationalze fsh landing sites in Lake Victoria (Migori, HomaBay and

Busia)

Eliminate multiple levies across counties in the agriculture \alue chain (enforce laws

on roads)

83. To enhance large-scale production, the Government will place an additional

700,000 affes ttrrough PPP under fraize, potato, rice and feeds production; expand

irrigation schemes and secure water towers, andriler egosysterns. The Government :

wilt ilso tansform the Stategic Food Reserve (SFR) by promoting investm.ents in

post-harvest handling tbrough Public Private Parhrerships, and by eonfoacting

farmers and other commercial off-takers. Further, the stategy will involve leasing

idle agriculh:ral land owned by the Government.

84. On agro-processitrg, the st-ategy will involve establishment of 1,000 SMEs

focused on food processing tb improve val.ue addition; redesim of the subsidy

.i;+'
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Po9:1 by_ focusing on specific farmers, needs; establishment of commercializsd
feedlots for livestock, nir,.nourtr and piggery to revorutionize feed regime andt'aceability of animals' aad increasing access to credit or input for farmerlthrough
warehouse receipt system.

85. I:r order to enhance agricultural productiviV amorg smalih6l61s, farmers,the Govemment will upscale crop . and livestock insuraace with the

wili continue to support other d_isaster risk
y, the Govemment

Hunger Sufrty Net Program, National
financing instunents zuch as the

Drought Emergency Fund among ottrers
86:- - To promote the growth of the livestock sub-sector, the Government incollaboration with the County Govenrments, will continue to enhance the provision
of extension services to the farmers in the Counties. Ia addition, the contol ofnotifiable livestock diseases in the dairy sector will be a priority of theGover::ment. Livestock disease free z'ones have the potential for ensuringsrBtainsug increased iivestock and agricultural productivity arid 

"*niooirftn", P:'. and.li1estryt;from endemic diseases such as the tsetse fly tansmitted
trypanosomiasis vrhich affects 38 out of 47 counties putting 11 miilion people atrisk' Further, the Government will waive duty'on feedi establjsh and revolutionizecomr.,ercialized feedlots and taceability of animals.

87 - ia addition, the Government will shengthen early waming system which isk?r in providing timely weather aad climatJiofo.-a{oo which i5 importart intiggering appropriate early action aad decisio" -uti"g i" reiation to food andnutition security.

8E' Tc hcrease fish producfi.cn, the Government intends tc estabiish andrevolutionize commercialized feediots for fish and avail incentives for post-harvest
technologies to reduce overail post-hawest losses of flsh from 20 plr"rot to 15percent.

89. trn orderto reduce the cost of food, the skategy wili involve eliminafisl 6fmultiple tuxation across Counties in the agricultrual value chain; provision ofaffordable energy to reduce the cost of production; enhancement of marketdishibution infrastructure to reduce losses by use ofcold storage for production
and storage ofseeds; avaiiing incentives for post-harvest technologies to reducepost-harvest losses from 20 percent to

_ _ _drying_equipment trematie_bagq grain
15 percent; and waiving of duty on cereal

cocoons/silorand fecd.
90' .-pl rmrlementing thg above -"*"r, the Govemment targets to create
more jo_bs arr{ reduCe the tost of food. (Chartl.4).
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Chart 2.4: Job Creation and Red.uction in the Cost of X'ood

Affordabifty

Cost offood u a prcentage ofincome

50

45

40

35

30

?5

20

15

10

5

0

11

39

35

30

25

2s11 18 19 20 21 2A?2

2.2.3 Proiding Universal Health Coverage to Guarantee Quality and
Affordable Eealthcare to AII Kenyans

91. Over the next five years, the Government targets 100 percent Universal
Health Coverage (iJHC) for aII households (Chart 2.5). This will guarantee access

to quality and affordable health care to all Kenyans.

Chart2.5: L00Y, Universal Health Coverage

92. In .order to realise this objective, the Goven:ment wilI focus on

reconfiguring the National Hospital Tnsuranpe Fund (|tHiF) and pforming the
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governance of private insurance companies. In particutar, the Govemment will
review and emend theNHIF Act to utip it to ttre;dversal health coverage as well
as rcview the iaws governing private insurance companies to encourage investment
by private health insurers and bring the cost of cover witlin the reach of every
Kenyan (Chart2.Q

Chart 2.6: Five Innovative Initiatives thatwiII Drive NHIF Scale

93- The Governmeut will continue to scale up the provision of specialized
medical equipment and increase the number of health facilities at the cornmunity
level including mobile health services in order to increase the number of Kenyans
who access specialized healthcare. The Govemment will also continue with the
digitization of the health information management especiall yNHIF, an endeavour
that will increase efficiency and reduce overhead costs by 3 percent and foster
faster online registration. To fi:rther enhance seryice delivery, the Government will
establish nafional data centes QttDc)/Radiology Hubs at Kenyatra National

and Moi T

- 94' ' Additional efforts to support achievement ofuniversal health coverage, wiliinclude the expansion of the - ..Linda Mama,, programme (free maternity
pro$amme) to mission hospitals nnd private hospitals and enlisting Cornmunity
,E.guIJh Volunteers to help in healthcare service provision at the grassroots-
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Chart 2:7 Key Deliverables to Achieve UHC in Five Years

2.2.4Proision of Affordable and Decent Housing for All Kenyans
95 - Ttie Government is keen on delivering five hundred thousand housing rmits

by 2022 in major cities across the country. This will provide decent homes, create

an additional 350,000 jobs, provide market for manufacturers and suppliers aad

raise the confuibution of real esiate and constuction sector to 14 percent of GDP.

96. To achieve this objective, the Government will implement policy and

administrative reforms which are targeted at lowering the cost of construction and

imfrroving accessibility of affordable mortgages. The focus will be on raising low-
cost firnds from public and private sectors for investnent in large-scale housing
production (Chart 2.8).

Chart 2.8: The Housilg Program Combines Innovative fdeas on AII .
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97. To enable the conskuction of decent low cost housing units, theGovernmenthas developed a comprehensive housing package thatwill incentivizethe private sector in low cost housing. One of the incentives is the reduction ofcorporate tax rate for developers who constmct aj ieast 100 units per year.Additionally, the Government plans to establish a National Social HousingDevelopment Fund and stengthen the National Housing to

purchase schemes and provide
management of tenant

housing aud the associated
altemative financing shategies 1s fiIatrce low cost

social and physical ffiastructure.

I -:-

98. 
- _ To expand access to aftordabtre and decent housing, the Goveu:r:aent hasestablished a Taslforce on E4panding Affordable Hor:sing"Finance in Kenya. TheTaskforce has embarked_on the prJ""r, of estabtsbmJnt of Kenya Mortgage

Refi:rance Company (KMRC) which would be a whoiesale financial institution thatissues bonds in the local capital markets, and with the proceeds extend long termloans 1s financial instituf; .""*Jug"i*t mortgagei. rrrrm.c will be set up as
a Public Private Parhrership,(PP-P) betrveen the Government and the private sector.
ry: exeected to operate as u'pirvut" s""tor d";;;;;fr';; with a pubric purposeof developing the primary and secondary mortgag" -urk"t by raising rong term
Fdt fiom capital lark{s thus providing access to afFordable housing finance in
5=f.. To kick offthe affordable housing program, the Govenrment will develop8,200 houses in a pilot project at Mavoko. ThJprocess of procuring Engineering,
Procurement and Consruction Contactor for this project if ongoing. The sectorplayers and Development partners have been t ""ght-"" board to ensuresustainability of the progmm.

99' The Government will also expand the on-going initiatves in the hoixingsector including, the investnrent in low-cost house! thriugh upgrading sllms andinformal settlements by providing clean water and sanitatioq access roads.schools, health centres and income generating activitie;-td#;;, ]f,;
9oI"T*:"t will prioritize review of the National Conskucrion Authority Act,Built Environmgff Bill, and related legislations to ensure they address matters onsustainable building.st^nagas and design procedures, * *"u as grcen bulidin;codes for sustainability and safety ofthJhousing zub-sector-

2.3 Enablers for the *The Big Four,, Economic plan

Economic Transformation Agenda during the last five years. This has created a
hansformation and industialisation as

stoong and soiid foundation for economlc
- envisaged iriKenya Vision 2030.

i01' 'Building 
o: the progeqs made, the Government wiil continue with thermpieTentation of programmes ind poiicies under tn" g*""*i" i[i"io*u,io,

Agenda' As such raft of policies will Le implementeala", the five thematic areasof the Transformation Agenda namsiy;

i) ' : Creating a conducive business environment for inveshent and job
Creation;

ii) investing in hfrastruchue to unlock growthpotentiar;

;' tjii
. al::{ _
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iii) investing in sectoral t'ansformation for food security and broad based

sustainable economi c growth;

iv) investing in quality and accessible social seryices @ealtb education and

social safety net); and

v) consolidating gains in devolution for services delivery and enhanced nrral
development The Govemment will continue to implement structural

reforms in areas such as govemance, financi4[ sector andinpublic financial

management rilith a view to ensure -enhanced productivity and

competitiveness.

lO2- The stategy going forwarded will therefore, target to implement "The Big
Four" Plan enabled by the pillars under ttre Economic Transformation agenda as

follows:

2.3.1 Conducive Business Environment for Investment and Job
Creation

)rtl

103. This thematic area continues to focus on su$aining conducive business
environment (Chart 2.9) by maintaining macroeconomic stability, supporting
business regulatory reforms, and enhancing security so as to"athact and encourage
inveshent and job creatioa under "The Big Four" Pian.

2 -3.1,.1 Macro ecoh omic Stabilify

104. Maintaining macroecotromic stability is necessary to create a conducivs

environment for private sector invesblents as a basis for sustained economic

growth. As such, the Govemment wili continue to pursue prudent fiscal and

20/8 Budget Policy Statement
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monetary policies that support the attainment of ,.The Big Fout', plan, stong
economic growth and maintain public debt at s,stainable levels.
105. I:r this regard, monetary policy will target to keep inflation within the bandof 2.5 percent on either side of the 5 0 percent target. To fi:rfter reinforce pnce
stability, monetary policy supported by the proposed fiscal policy will help keep
rnterest rates low and stable and the sxsfuange rate broadly stable and

international reseryes position. Further, it is
to stengthen the

sector will zupport productive activities.
expected tha! credit to the private

106' On the other han4 the Govemment will conthue wittr fiscal consolidation
efforts' Deliberate steps will be undertaken to narro* tn. fri-ary budget deficit
and. stabilise publJc debl prioritize development expendiiures while protecting
social spending and investments. In addition, the dovemment wili implement
various measu.res to boost revenue mobilization. These measures wili include:complete overhaul of the current Income Tax Ac! stengthening tax administration

fl1-e.{'|:*|ol of}" B bu.g, The review of the Incote Ac! rhat is expected to
De nnalrsed by June 2018, is based on the foliowing principles: ,iropu"iqy;expanding the tax base; equity and progressivity ,ra tt".rationar taxation
principles including tran sfer p.i"i"g.
107. Tnherent in the mediu:n term fiscar policy, is the Govemment,scommitment to the fiscal consoridation program- The deficit dropped from g.4
percent of GDP in FY 20r4rr5 to 7.4 percent of GDp in Fy 20r5ri6,however onaccount of one off expendih:res to deal appropriately with drought mitigation
P?:_urcs and tne geoerat eleCtio'' the e ss"i jeErit exp,,.,4s4 to 9.1 percent oiCOprn FY 2arclfl and is p;gected to declhe slightly ti l.zperceat in Fy zalT/lg.
The deficit is projected to firrrher decline to 3.0 percent. of GDp by Fy 202UzZ(Chart 2.10).

108' 
.The 

projected consolidation is driven more by slowdovm in ministerial
expendih*es and boosted by the dividends from the ongoing."fo.*, ," "rn-**domestic revenue mobilization.

chart 2.10: Fiscal consolidation path, Fiscal Deficit a percent of GDp
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109. The fiscal consolidation will support reduction in the nominal public debt
on a net basis (as a percentage of GDP) from the preliminary 51.9 percent of GDP
inthe FY 2016117 to 43.6 percent inthe Fy 2AZI/22.

2.3.L.2 Deficit Financing Policy

110. The main sources of fi:nding for Govemment are from domestic and
external offi.cial creditors. The Govemment wili continue to diversify the sources
of fiaancial resources over the medir:m term by maintaining a presence in the
intemational capital markets. The Goveurment wiil utilize and maximize the
official externai sources f61 lsans on concessional terms. Non-coucessional and
commercial extemal borrowing will be limited to development projects with high
financial and economic returns-

1 11. On the extemal fiaancing fron! the Govemment will minimize the degree
of foreign exchange rate risk exposure associated with the extemal debt porfolio
by adopting a deliberate approach in diversifying the currency structure of our debt

i .so as to hedge againsf exchange rate risks especially for new loan pommifuents. A
cautious approach wili be adopted in the issuance of exteraal Govemment loan
guarantees and provision of Govemment support to minimize the risk'exposure to
contingent liabilities.

112. Domestic borrowing remains one of the key sources of fiaaacing the
Government's deficit. The borrowing plan will be anchored in the medium term
debt management stategy to ensure public debt sustainability without crowding
out the private sector. The Government will continue playing a key role in domestic
debt market reforms to ensure the market remains vibrant and continues to deepen
as it provides an opportunity for the private sector participation in accelerating the..
economic activities ofthe corurtry. This will be achieved by ensuring toansparency
in the market through issuance of borrowing calendar.

2.3.L.3 Business Regulato ry Reforms

1 i 3. "The Big Four" Pla.rr requires brave steps to lower the cost of doing business
across the country. In the last four years, temendous progress.has been made in
this direction. As a resul! Kenya's ease of doing business improved from position
729 in.2014 to position 80 n 2017 aseslding to 'World pank's Doing Business
report. In addition, for two consecutive years (2016 and2017), Kenya emerged as

the third most reformed county in the world.

114. Out of the 11 indicators of ease of doing business, Kenya made six reforms
during the year, among them: enhancing the ease of starting a business by merging
formal procedr:res that small businesses need to comply with to register; reducing
,ttre cost of construction permits by elimiiiating clearance fees; easing payment of
ta:res tlrough the iTax plaform; and reducing the time for compliance through a

single window system.

115- These reforms have helped to increase efficiency, local and foreign direct
investinents (FDI) which are vital forjobs creation. FDI levels have risen from US
dollar 514 million n2013 to US Doilar 2.6 biliion n2}t6,making Kenya one of
the most preferred investment destinations in Africa.

.,1
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116- Going forward, the Govenrment will build on the rapid progress by t^king
mea.fl[es such as cutting the number and cost of permits ,ot fi""*.r-at botf,National and county levels. This is expected to further improve our Doing
P^Tp"tr lanking i:i line with our ambition of being nmong the top 50 nations by2020.

2.3.1.4Improving National Security

!17' National . security remains critical to economic stability and athacting
iuvesfments, accelerating growth and in tum creating employ:caen! especiaily for
.the 

youth. I" light of this, the Government has in the last four years invested in
better equipmen! toaining and working tools as well as sfoengthened coordination
3?"g security agencies. Ttte Government has also increas'ed the mrmbers ofPolice officers tbrough annual recruifuents. This has raised ttre ratio of police
officers to citizens to one ofEcer for every 407 citizens.

-1 
18' Going forward, the Government will build on the on-going security reforms

!r sc.1pc-up inveshents in secprity infrastuctur", *Ib as installation crfsurveillarce and conkol system; equipping ofthe forensic laboratory; acquisition
of 10,000 motorbikes for Chiefs *a atti"tuot Chiefs; construction of ongoing andnewly gazetted administoative units; instailation of 3'd g"o"r"tioo taen:tity tarasystem; moderaisation of Government press; provision oflousing, patool.,r"hi"l"r,
training facilities- The Government will also rindertak" 

"o-prehensive 
registrationand establishment of 

-u 
National population Register; ieduction in-alcohol,

substances an{ drugs abuse; enhance ihe country,s disaster preparedness; buldcapacity for,effective and faster investigations; and stuengthen partnership withcommunities.

?-3-2 rnvesting in rnfrastructure Development to unlock Growth
Potential and Drive ,,The Big Four,, plan

119. Development of faster and cheaper means of transport for freight and
passengers is critical for expansisp of economrc opportunities for employment andcompetitiveness of an economy. Iavesfing in Infrastruchue development willsupport achievement of the ..The Big Four" PIan. The stategy will therefore,
involve building on the on-going infrasbuctural development in road, rail, marine,
alr,

120' Over the next five years, the Government intends to com.Flete the 7,000km

' 
to markets faster and chegnll In addition, ,h;-G;;"--ent is in the process ofinidating the ionstuction ofthe Mombasa-Nairobi six lane high*"y ini.n *ru: ' ' improve connectivity and enhance movement ofpeople and goods between the twocities.

121. The Govemment
, cities and major towns. F

will also focus on developing urban roads to decongest
6l instance, the decongestion of Nairobi is ongoing *th

!r ,_

'li
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dualling of the outer-ring road that is now complete and the dualiing of Ngong
Road Phase one which is on course.

2.3.2.2 Rail, Marine and [iy fyansport

Standud GaugeRa|way

122. The compietion of phas6 i of the Standard Gauge Railway (SGR) from
Mombasa to Nairobi has improved the movement of.Kenyans across the two cities.
Currenfly, there are two SGR passenger trains operations per day with a capacity
of 1,488 persons each- Since the inauguration of Madaraka E4press in May 2017,
more than 500,000 passengers have fuavelled the Mombasa-Nairobi route.

123. To improve efficiency in cargo taasportation, the Government
commissioned the SGR freight service in January 2018. On this service, four trains
per day with a capacity of 4,000 tonnes per bain will be rmning on a daily basis.
This wiil reduce the cost 6f 6ansportation and facilitate cheaper movement of
freigh! between rhe two cities.

124- With Phase I of SGR completd the Government has embarked. on the
Phase 2A (Nairobi - Naivasha). AJready, detailed desims and financial
mobilization of SGR Phase 2A has been done. Once completed,'the railway line is
expected to tu:n Naivasha into a mastet for SEZ investors and their tenants,
offering a reliable freight service to haul raw materials and finished products
between Naivasha and the.Port of Mombasa for export purposes. h addition, in
December 20L7,Ifi, The Fresident launched the htand Container Terminal in
Nairobi to support the SGR Freight Cargo-

Sea Ports

125. To support the achievement of "The Big Four", the Govemment will
enhance cargo handling and storage, and reduce the time to clear cargo. Having
completed Phase I of the second container terminal at the port of Mombasa, the
Govenrment is currently focusing on Phase II, aimed at creating an additional berth
which is 250 meters long on a draft of -15meters. In addition, under the Dongo
Kundu Special Economic zore, a free port is rmder consideration on an
approximateiy 3,200 acre parcel of land to the West of the Port of Mombasa-

126. Further, the Government will continue to develop several commercial
ports. In particular, the frst tlree berths at the Lamu Port are on course and are
expected to be ready by 2020. This facility will open up an altemative corridor

- linking the upper part of AAic4 the Middle East and Europe. Others include, the
development of Kisumu Port in order to hamess opporhrnities for'inter-county
fuansport and tade aqong,the East Atican counties around Lake Victoria

Airports

127. The retent'Category one=statr-rs (CAT 1) awarded to Jomo Kenyatta
Intemational Airport (JKIA) emphasizes the Government's commitment to cement
Kenya's position as the regional aviation hub. This is a historic milestone in the
growth aad development'of civil aviation here in Kenya and in the East A-fricaa

20 7 B B u dget' Folicy Sta tem ent
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region- With this new status airline operators in Kenya a:rd USA will now realise
their long awaited ambition to operate direcfly tolfrom the USA. This will similafly
be convenient to passengers who can now fly for longer distances in a shorter time.
128. Over the last four years, three new terminals have beeu completed at JKJA-
Terqinal 1,\ Terminal 1E, and Terminal} aad, made firlly operational thereby
increasing the capacity of the Airport to the current 7.5 million annuai

connectivity and enhance tade in.the hom of Africa-

1?9- Going forward, to support the achievement of "The Big Four,, plan, the
Govenrment has embarked on remodeling and upgrading JKret rerminal 18, c
and D to raise its total passenger hsndling opu"ity to 10-ririllion by the year 2O)O.
Further, the Government will continue to develop a number of Airstips io connect
various parts of the Cormtuy as well as facfities which are meant to enhance
connectivity with Kenya's neighboring Count-ies. This includes the rehabilitation
and expansion of Lokichoggio Airport in Turkana counfy, Ikanga voi Airskip in
Taita Taveta county, Kabunde A,irport in Homabay county, Suneka Airstrip,in
Kisii corurty, Wajir Airport in wajif county, Manda Airport in Lamu cognty and
Nanyuki Air"kip in Laikipia County.

V-3-2-? Enhancing Access to Adequate, Affordable and Reliable Energy
SuppIy

130. Access to adequate, affordable and reliable energ-y supply is necessary to
reduce cost of doing business, spur growth of enterpris"s *d industries, and
accelerate the realization cf "The Big Fcur,,plan.

131- To this ef[ect, the Govenrment targets 100 percent access to affordable and
reliable energ-y by the year 2022.In order to realize this, the Government is
exploiting locally ;-"ailable energy soluces including the vast potential of
renewable energy. The development of power plants particularly the : fO irAW 12te
Turkana Wind Power Plan! and the two units in Olkaria that are expected to add
approximately 2L0 MW to the grid.

732- Going forward, the Govenrment will continue to invest in the construction
of more electicity substations, transmission lines and diskibution of tansforners
to boost the availability of electricrty and to sustain demand.

. .2.3.2-4 Promoting the use of Information, Communication and Technology
trcT)

131. Promoting the use of ICT js imporiafii as h meadbf reducing the cost bf
doing business and enhancing efficrEgpy i. service deiivery. In 1ight;f tlis, over'the lasi four years, the Government h; i*plemented a number of initiatives to
enhancs the use of ICT including: the expansion of optic Fibre Backbone
Intastructure across the Counties in order to facilitate intemet connectivity;
recruiting and taining of ICT graduates under the Presidentiat Digital Talent
Programme aimsd at entrancing ICT skills among the youtbs to enhance their
employability; toaining of 10,000 youth on online jobs under Ajira programme;
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and leveraging on ICT to improve Government service deliverythrough initiatives
such as e-Procuremen! Huduma Kenya, e-Clizruq iTax and IFMiS.

134. Going forwar{ the Gover::ment will build on the progress nade so far to
improve ICT infrastucture and increase ICT skills and innovation in order to drive

the attainment of "The Big Four" Plan. The strategy will focus on expanding ICT
In-fraskucture connectivity by furher plling- out the National Optic Fibre
Backbone O{OFBI) Broadband; connecting all State Deparhents to a Unified
Goven:ment Commuuications System; m.anegement and improving cyber securify;

and increzising the number of youths tained under the Presidential Talent Initiative
and {ira Keirya initiative and facilitating their absorption to thejob markel

135- Further, ttre Government will continue to increase online access to

Govenrment records through digitizing Government records; continue with the

ongoing construction of Konza Complex and provide firnds to facilitate provision

of infrastructure that will attract investors to the KonzaTechno City project.

2.3.3,Investing in Sectoral Transformation for Broad Based Sustaiirable
I

Economic Growth

2.3 -3.L P ro m oting plrvi16 n m ental C ons ervation and'Water Supp ly

136. pnyllsnmental conservation and access to adequate supply of clean water

is fundamental for the achievement of "The Big Four" Plan. Indeed, a ciean

gnyfusnment and adequate safe drinking water and sanitation do complement

effcrts towards improved primary health care and productivity of labour' Tn

add.ition, adequate supply of water 
'is essential for increased agricultural

production, manufacturing and serving the rapidly urbanizjng PoPulation.

137. For this leason, the Government working with County GoVemmentq will
continue to invest in clean water supply, prioritize on construction of large-scaie

dams across the country to increase water storage,. complete ongoing water projects

in urban and rural areas io order to increase the number of people connected to safe

piped water, protect weflands and water towers and conskuct water harvesting and

storage i"tastructure across the country. Ia addition, the Govemment will continue

to expirnd sanitation infrastructure in the urban areas by connecting more

households with sewerage au.d establish proper waste management system.

138. In regognition of the serious t}reats posed by climate change, the

Government wiil continue to develop instruments for climate proofing vulnerable

sectors'of the economy through enhancing mitigation gd adaptation measures- Lr

paiticuiar, the Govern:nent iq de-veloping in:rovative fi:rancing mechanisms such

* f"oyu Climate Change Frmd as provided for in the Climate Change A*2016'
-The Fund will be keyh 66foi1i#ng-and channeling climate fi:aances at both

- national and international level--In addition, Kgnya is also tapping into the Green

Climate Fund and the Green Bonds Market. lndeed, Kenya is one of the fust

counfo."s that is at an advancdd stage for the issuarice of Green Bonds. The Kenya

Green Bond. Programme i5 aimed at positioningkey financial institutions to tap the

201
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growing investor demand for green inveshents and build the requisite stuctures
and framewod<s to tap into thaGreen Bond market.

139. Continuing with these efforts and with the aim sl6y6iding health andenvironmental eflects resuiting from the use of plastic bags, the Governmentbanned the usq manufacture and importation of ail plastic bags used forcommercial and household So the ban

the East African Framework Agreement on
the Govemment is organizing to host

Agreement of2008.
Air Pollution, building on the Nairobi

140' 
- Going forwar4 the Govemment will continue to enforce the ban on we and

:*9"t*e of plastic bags, maintain the,pe of green energ-y, fightpoaching atrdillegal tuade in *il.dlif" and wildlife products, La -ui*L"r* crimate change' mitigation and resiiience measures into att its piojects *a progr^--"r.
2.3.3.2 Stimulating Tourism Recovery, Sports, Culfure, and Arts

' 141. Tourism tansforination and its integration with sports, cd;; and arts arecritical for revenue generation, inclusive growth *a 
"-ptoyment 

creation.Tourism as an euabler to "the Big Four plan,, ;ll u" ur*rrg the foreign exchauge
:1i.1foI:"p"{^.Ion of machinery to faciiitate manufa".tring and any othertmports besides stabilizing the foreign exchange.

1-42' ConsequenflY, the Govemment has put in place various incentives to boost
P" :":to} Toog them; giving visa on a:riva roiuu Tffiisans visiting Kenya andthe ratooucdo" of charter T',c.eutive progra:n *a oi. p**"g.r, ,ouria5,'aJsD
30 rebates perPassetrg"rs). The progmm iI aimea "Gr;ri"g iost b,si,ess fromtourist charter aircrafu that used to terminate at Moi Iaternational and Malindiairports' Waiving of visa fees for children under the age of 16 years is also meantto encourage family travel to Kenya. Ia addition, vAT Ixemption on park Fees andthe reduction in Park enty fees frtm uSD 90 to usD 60 are effected to encourageboth local and internationar tourists to visit our National parks.

144' - In addition, the Govemment will continue to hain aud nurhre talentedyouths in various sports discipline and sensitize them on anti-doping. In arts andculture, the Govemment will continue to disseminate hefitCknowledge, enh2ass
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film monitoring and enforcement by issuing film regulatory licenses; arad

conducting random inspections to ensure inappropriate content is not disfuibuted to
the public.

2.3.3.3 Sustainable Management of Lanil for Social-Economic Development

145. Land as a factor of production is critical to economic, social, political and
cultural development. Secure access to 1and, zustainable laad use piaming aud
equitable distribution of land lspain immensely important for food security,
employment creation and ttre socio-economic development of the country.

146. I.n order to support the attainment of '1he Big Four" Pia4 the Government
will establish a Land Balk to set aside land for commercial use such as

industrialization and the construction of 500,000 affordable and decent houses. The
Government will also fast foack finalization of the Land Value Index BiIl so as to
make sure that Kenyans are hformed of the indicative prices of laud in different
parts of the country, so as to control specr:lqtion-

l4i . Lr addition, the Golemment will provide ilternative forms of corhpensation
such as equivalent value of land or government bonfu, instead of focusing on
monetary compensation. Further, the Government will fast Uack the approval of
regulations for altemative dispute resolution mechaaism. This will ensure that the
publ-ic have an alternative method to resolving land disputes which is cheaper and
faster.

2.3.4 Enhancing Service Delivery through Devolution

148. 'successfirl implenentation of progarnmes. and reforms under "The Big
Four" Plan requires close coilaboration between the National and the County
Governments. In order to ensure that County Governments effectively play their
role, supportfromtheNational Govenrmenttowards devolutionwill focus onthree
key areas: i) enhanced financing for County GoVemments; ii) developmeut of legal
and regulatory frameworks for Public Finance Management (PFM; and, iii)
technical support and capacity buildinb for the Counties. The three areas which are
aimed at enabling Counties improve delivery services are elaborated below:

2.3 . 4.1 Enhanced Financing fo r County Governm ents

14g- Sihce FY 2013114, more than Ksh 1 tillion has been tansferred to the 47
Cor:nties supporting service delivery and establishment of critical ofEces as

stipr:lated in the Constitution. Over the iast four years, it is evident that these' t^ansfers are having positive impacts on Kenyans at the grass root level tbrough
' - improved livelihoods and better economic performance at the local levei. In

:'-' general, devolution |ra5 improved public participation in decision malcing where
policiqs and development programmes are concerned. Moving forwar{ the
National Government.is committed to boost funding for devolved firnctions by:

' . enhancing fiscal fuansfers to the Counties, including through sustained

growth in equitable share allocations, based on revenue raised nationally as

stipulated in the Constiffiion; and,
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Continued supplemental finansing of devolved functions, through
additionatr conditional allocations, including those sourced from
development parhers.

?f .4-2 Development of Legal and Regulatory tr'rameworks for pubric
F'inance Manasement

a

150' Since the establishment of County Governments, theNationai Government
has facilitated the development of various legal a:ad regulatory frameworks
intended to support devorution. Those arready nnarizea rncrude:

' a framework for borrowing, which is contained in the pFM (county
Governments) Regulations, 20 i 5;

. the Pub1ic Private parnrerships @pp) Act,2ol3, which enables county
Governments to ini1i21s local PPP arrangements, as loogas the contracts do

- not generate unmitigated contihgent liabilities at 'either level of
Government;

' guidelines for the management of intergovernmental fiscal tansfers; which
clarift a cohesive oversight framework for fisca1 flows between the two
levels of Governmen! in linewiththe ConstitutionandthepFMAc! Z0I2;
and,

' Guidelines on the Administration of the Equalization Fund, which has
e'nabied operatonpliz3fisn of the Equalizafisa Fuad and ongoi;eg
impi emeotafi on of proj ec-rs.

2-3-4-3 Technica! Support and Capacity Building for county Governnients

151' To date, the National Government has implemented a number of technical
sqpport and capacity building initiatives aimed at supporting devolution. Among
other capacity building initiatives: 1r -c

a curriculum was prepared for County pFM
roliing out toaining in the counties were

a
foaining and a programme for
deveioped by the National

uap'ae'rty-oficounty Governments in PFM;

the National Treasury continues to dispatch tecbnical staffto the Counties
to support in imprementing Integrated Finansial Management and
Lrformation System @MIS); and,

' pursuant to a directive from the National and cormty'Govemment
, coordinating sr-mmit, an anarysis was uadertaken of firnctions of the

National and the county Governments, with the goar of erirninating
duplication of fi:nctions as well as wastage arising therefrom.

152. At the momen! a maJor capacity buil ding/p erformance grant programme,
which nims to stengthen imtitutions and for devolved service delivery at

rlo
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both levels of Governmert is under impiementation. The Kenya Devolution
Support Progra-me (KDSP) is anchored under the National Capaclty Building
Frameyork (NCBF), and it targets results in four priority areas namely: i)
stengfhening PEM systems; ii) skengthening county human resource
management' iii) improving Coutrry planning and M&E systems; and, iv) civic
lducation and public participation.'A major focus of capacity building moving
forward is on budgeting alld financial reporting.

2.3.5Investing in Quality and Accessible Education and Social Safety
Net

153. The Government in supporting achievement of "The Big Four" plan, will
continue to foster inclusive growtb, reduction of poverty 

- 
and inequality by

continuously investing in quatity and accessible healthcare, relevant education and
stengthening the social safety net.

2-3-5-Lruvesting in Qualify and Relevant Ed.ucation for all Kenyans )

754. Provision of quality and reievant education and toaining is essential i:r
equipping Kenyans with the skills and l:row how necessary to spur
induskialization.

155. p6s fhis reason" the Government will focus on improving and expanding
the indusky-led Technical and Vocational Education and Training (WET")
Colleges and Universities in order to equip the youth with relevaot skills required
to drive the industialization agenda. The Govemment's shategy will i::-volve
conshuction ofmore technical and vocational colleges in all the 290 Constituencies
and equipping them with appropriate tuaining equipment. The Government wiII
also develop more skilled and competitive workers throughthe plarned "paid for"
internship program that will lead to the absorption of more than 100,000 young
Kenyals into the job market every year.

156. On curriculum reforms, the Government is currenfly piloring the new
curriculun in nursery and lower primary schools. The next stages will involve
developing curriculum designs and syllabi, curriculum support materials and
teacher education curriculum ahead of the national roll-out. Once completed, the
new curriculum wili prepare learners to meet the 21st century needs, promote a
focus on leanring 2nd ssmFetencies and develop quality and relevant sk;tt5 15r 16.

- - job market.

157. Going forward, the Govenrment's stategy will focus on: construction and
improvement of infrashucture _in ait learning institutions; enhancement of
capitation and grants to institutions; developing educational delivery'standards,
rationalizing teab.her deployment and sfuengthening teachers' supervisiol,

. en-hancement of ICT integration in education at ail levels and promotion of science,
technology and innovation.
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2.3.5.2 Strengthening the Social Safety Nets

158- The Govemment continues to address the various challenges facirg
vulaerable goups so as to build resilience and promote affirmative action for all.
Over the medium term, the Govemment will continue buiiding capacities of
communities and register Seif Help Groups and Beneficiaries \Melfare Cornmittees

Mcro Finance Institutions (I4FIs) and non-state actors; develop infrasfucture of
1 2 Vocational Rehabilitation Centres ([RCs); estab]ish the National Development
Fund for Persons with Disabilities (PwD9 decentralization of the single registry
for the National Safety Net Program-rne;
Iaformation Management Systems for
programs into a one-stop system-

aud finalise integration of the existing
the CT-OVC, OPCT aad PS/SD-CT

2-3.5-3 Empowering Youth, women and Persons with Disabilities

159. ,The Government targets to continue prompting gender and ,youth
empowerment, improved livelihoods for the vuherable groups and people lirri:rg
with disabilities through the National Youth Service G{rS) program, the social
transformation program, and SACCOs in order to attain sustainabie youth led
enterprises and promote employment creation services.

160- The Goverment wiil also continue expanding opportunities for the youth,
women and persons with disabilities in procurement using the Access to
Government Procurement Opporhrnities (AGPO) and designate resources for the
esta-bLishmelt of youft e.nlpoltrer:ooeut centers to '.r.entor &.e youth on leadership,
n atisn qi vaiues, a.d entrepreneurshiF ski-l|s.

161. Empowering youths, women and people with disabilities to start and run
Micro, Small and Medium Scale Entelprises (t\{SMEs) is an important agenda of
the Gov.ernment. The Government has been supporting these groups tlrough
affirmative action funds such as Uwezo Fund, the iouth Enterprise O"v"topment
Fund, the Women Enterprise Fund and the Micro and Small Enterprise Authority.
Howe-ver, the fragmented approach to supporting, financing and developing
MSMEs, hinders their incubation and take off, particularly those owned 

-and

managed by yout\ 'women" persons with disabilities and other minsrities. ln this
r'eforming and-consohdatingthese - -- -

funds into one robust Fund whose objective is to zupport MSMEs, with a greater
emphasis to tlose owned by youtb, women andpersons with disabilities. This Fund
forms a criticai link between MSMEs and socio-economic empowerment agenda
of the Govenment that feeds into the broader
mediumterm, and inparticular, "the Big 4" plal.

focus of Government over the
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2.3.6 Entrenching Strucfural Reforms to Support "The Big Four" Plan

2.3. 6.1 Strengthenin g Govern ance and th e X'ight Against C o rmptior

L62- The Govemment will continue to stengthen various institutions that are
mandated to fight comrption in the country, implement reforms on good
govemance and enhance the eapacity to recover comrptly acquired assets. The

Govenrment will also continue with the implementation ofthe measures articuiated
in the National Call to Action agairst comrption.

163. The shategy will also skengthen the implementation of Mworigozo Code

of Governauce for State Corporations; support and enhauce inveshent in the

capacity of the judiciary to e4pedite the hearing and disposal of economic crimes

cases and ensur'e that the timelines for the conclusion of economic crimes cases are

radicaily reduced to less than 6 months.

2.3.6.2 Deepening Public Financial Management Reforms

164. A#evement of "The Big touf Pian necesSitatesprudent management bf
the available public resources. As suc[ the Government will continue to stengthen
expenditure control and improve the efftciency of public spending through public
financiai management reforms aimedat enhancing tansparency aud acco-untability
in order to provide fiscal space for fi-nancing priority projects.

165. The focus will be to fast tack consideration of reports on budget
imflementation, audited accounts of the National Govemment County

Governments and State Corporationsl eXpansi6a of automation of public service

delivery systems; digitization of aII paSnnents for public services; review of
taxation, duty aud cqsloms fraqeworkstci'ensure predictable, fairer and transparent

tax system. These activities will go a long way in entrenching good govemance in
public institutions and ensuring accountability of public resources

166. To enhance automation of public paynents, the Government will find:ze
the integration of IFMS with the electronic Project Monitoring Information
System (e-ProMS), KRA and CBK Systems; finalir.e ttre review of the IFMS e-

procurement module in line with the new requirements under the Pirblic

Procurement and Asset Disposal Act2075; enhance the capacity of IFMS users in
the National and County Governments on cash management automatic bank

reconciliation and the automated eixchequer release process; and implementation

of the IFMS Disaster Recovery Solution.

167. Thelntegrated O.istoms Management System (iCMS) and Excisable Goods

. - Management System @GMS) will enliauce the effi.ciency of custom clearance

processesandproceduresofcargoenteringintoKenyan.localmarketandtherestofEast
._Africau cofities. The syqtem minimizes manuai fua:rsactions and thps fast cargo

,, clearance at all border controls and is expected to increase cargo volume to East

A-frica through Kenya Ports Authority.
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2.3.63 Fostering Financiar sector Deveropments and Reforms
168' A robust fiaancial sector is cental to the realization of the .Big Four,,plan.
The- Govemmen! will continue to imFlement measures and refornas aimed atfirfiher deepening and. stoengthenlng the financial sector.

lf3;""*T: *,*l,Y::_0".:l Tld." i" the^financiat sggtor.Jn pqqc4ar, qe

I .j.

createstheNairobirnternationdF;J#i'3"[:Trff]#i+tr'H'#l'J*l
{or the positioning of Nairobi as an lnten:ational Financial Centoe. The Act willthus provide ttre }egal ftamework to_facilitate *a *pp"rt the development of an
{cient and glcbatiy competitive finaucial servicei ^sector 

in Kenya. 'with 
anaction plan aJreadyr p_rT", going forward the Government wil e4pedite theoperationalization of the NIFC.

170- To enhance access to crgdit, in May zorT,the Moveable property SecurityRights Bill was assented into law. v/ith th; A;;;il, r"od"rs car now providecredit usiag moveahle progerties as collateral fU" al, also creates an ontineelectubnic collateral *s,"h}. I" addition, Th" An";ent will expedite theenacfuent of the Kenya Credit Guarantee Scheme Bill to firrther *pport access tocredit by Smali and]4edium Enterprises and guide structured implementafion anddevelopment of a vibrant Credit Guarantee Scheme that embraces a public_private
Parhership Structure.

171' Building on the progrcss made thus far, the Government wiil continue tostrengthen financial :".1* supervision uy 
"xpeaitin* ,n" enacfuent of theFinancial services Authcrity gSal Bilt which *iu **"oridate existiag non-bankfinancial sector regulators *O ".*t" a new naarket conduct framework.

172- Further, to stoengthen bank supervision and reguratory framsv/erk, theGovenrment will shengthen firli implimentation of rilk uasea supervision to
11able re8ulators to cope with new riiks; enhan"" r."yul, position as an IslamicFinance Hub; and furthe. extend the credit reporting daneework to include creditproviders from outside the fi.nancial sector.

173 : To deepenlhe capital markets, the Govemment will expedite the enactnentof the Securities, Ilvesbrents and Derivatives BilI; 
";pr"d the new derivativesmarket; skengthen capital markets infrastucture and instituuons; diversifi capitalmarkels plociucts and services; unitl the .*irfi"g_;s_eenhal__see.urities _

ecurities Offito.y (CSD); and supporri:lfrastructure firancing by counties and Nationa cove.oment through the capitalmarkets. In addition, the Govemment wi]l establish au Islamic Finance Councilwith a view of providing a clear Islamic Finance Govemauce Framework in orderto e3gle,consistency and certainty in design and issuan." ;i hlr*r;^#.*i"rproducts and services.

174. To exploit Kenya,s established lead in digtal financ€, the Govemment willcreate a national digltal infrastructure that will provide fiaancial solutions acrossull puttt of the economy. This infrastucture will involve strengthening of thenational digital identity system; real-time -"""y t;fer; enhancing retailinfrastucture for cashing in and cashing out of digiur money; enhancing of cash
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conversion; development of new u:riversal national payments addressing system
and single paym.ents; and digitisation of govemment payments.

775. To provide opporhraities for individuai savings and persona.l investr.ents
in health, housi.g, education and other sectors of the economy, the government
will catalyze the mobilization of long-term domestic fi:nds. Insurance and pension
firnds are cu:rently the most important potential sources of such firnds. To achieve

this, new products will be developed, refbrms in the i::surance and pension's legal
frameworks and regulations will be initiated, and training for institutionai investors
on these products will be conducted- By so doing the percentage of long term assets

held will thus increase.

176. To protect cons rmers of financial products, a c,6ml',rehensive consumer

protection frzunework f6l foansparency, fair treahent and recourse across all sub

sectors will be developed. The major emphasis here will be on building cross-

sector market conduct and consumer protection regulatio! to incentivize financial
sector providers to develop financial solutions that match target collsumer needs

,which are delivered appropriately. This will be supported by the roll-out of national
fiaancial consumer education and awareness ioitiativ"s. I
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M. F'-Y 2O1S/19 BT]DGET AND THE MEDIUM

TERM

3.1. Fiscal Framework Summary

Revenue Projections

178- The fiscal frams's* for the Fy 201gl19 budget is based on theGovernment's policy priorities and macroeconomic policy framework set out i,,Chapter I and Chapter tr.

179' In the FY 2018/19 revenue collection including Appropriation-in-Aid(AiA) is projected at Ksh i,853.9 billion (i8.g percent oi&irl from Ksh 1,643.!billion (19.0 pepcart of GDp) in the py zorzlrs (Annex Tatles 2 and 3). This ,

revenue performanc: *q be underpinned by oo-glirg reforms in tax poricy andrevenue admini55p21ion. ordinary revenues are projected at Ksh i,6ge.5 uittioo(17'2 percent of GDP) in Fy z}tg/tg up from rsn rl+ao.g bilion (17.2 percent ofGDP) hFY 20t7t18.

Exp en diture P roj ections

180. In the FY 2018/19, overall _expen(iture and nel leqdipg are projected at Ksh
11e?? biliion (25.:J:l"Tt orGDF) rom x"ai,izs.i uirioo (26.8 percent ofGDF) in the FY 2oi7li8. flnese expenriittues comprises among others, recurrentof Ksh i,50i.5 biiiion (i5.3 percent of GDp).
i.81; [r terms of percentage of GDP, the wages and sa]aries bill for teachers andcivil servants including the police is expected to reduce to 4.5 percent of GDp inthe FY 2018119 from 4.6 peicent in the f,y Z0t7/1g.

177. The FY zOIB/tg
bolster our debt sustainability position and giveflexibility for counter cyciical fiscal policy interventi ons when appropri ate.

Iesources.

183. A contingency of Ksh 5.0 billion is provided for in the Fy zlls/Dbudget.I,, addition, Ksh 4.7 bilrion is provided foi as 
"oratiooa o** to margiralized

areas.

Deficit tr'iuancing

191^ -Reflecting th-e projected expenditures and reverues, the f,scal deficit in theFY 2018i19 (excluding garts), amount to Ksh 63g.2 bilion (equivarent to 6.5
!:1":1 of GDP). Lrcluding gants, the overall fiscal deficit is projected at Ksh587-T.billion (6.0 percent of cnr; in Fy 20lg/lg 

"o-p."a to the estimatedoverall fiscai balance of Ksh 620.g bitlion(7.Zpercent oicorl in Fy 2otl/rg.The deficit excluding sGR reiated expenditur", L th. Fy zolgfigis projected at
'l

:.':'i'
tL4

t-r--
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5.5 percent of GDP which is iower than the projected 6.5 percent of GDP in FY
2017118.

185. The fiseal deficit in FY 2018119 will be financed by net external fiaancing
of Ksh 214.7 billion Q.Zperoont of GDP), net domesticborrowing of Ksh 368.8
billion (3.8 percent of GDP) and other net domestic receipts of Ksh 4.2 bilhon.

3.2 Budgetary Allocations for the F"V 201,81L9 -2020121, MTEF

186. The budgetary allocations to the tbree arm.i of Goverrment including
sharable revenues to County Govemments is summarised in Table 3.1:

Table 3.1: Summary Budget Allocations for the F"Y 2018/19 - 2A201ZL MTEF
(IGh Million)

Sa urce : National Treos ury

Key Priorities for the20l8l19 Medium Term Budget

187. The National Treasury issued guidelines directing Ministries, Deparh.ents
and Agencies (MDAs) to prioritize public investnents geared to the realisation of
"TheBigForr"Plan, namely zupportingvalue additioninthemanufacturing sector

to raise the share to GDP to 15 percent by 2022; food security and improved
nutition by 2022; achieve.ment of Universal Health Coverage; and constructing at

'least five hundred thousand (500,000) affordable houses by 2022. These are the

Govemment i:riorities aligned to the MTP m of the Vision 2030.

188. Il this regard, re-source allocations wilt be atigned to development

- progmrnmes/projects under the "The Big Four" Plan of the Goven:ment and

resources eamarked for these interventions wiit te ring-fenced over the medium
term.

189. I:r additio4 we have factored additional resources with a special focus to

the following over the medium-term:

Social Protebtion, Culfure and Recreation - resources to double the

number of vulnerable citizens supported through the cash tansfer
a

2017/L8 2078/19 2OL9/20 2O2O/ZA

1. National Government 7,566,493.6 1,607,944.1 L,717,5L7.6 1,,928,717-8

2. Consolidated Fund Services 356,892.4 461,9L6-9 493,40]..7 630,102.8

3. Judiciary 1&O39.6 77,783.2 2:o,o73.7 . !7,575-2
4. Parliament 36,O43.O 31-758.9 32,797.5 34,546.4

5- County Governments, inc conditional 345,581-O 372,74L9 372,t53.5 381"908.9

TOTAL 2,323,L49.6 7,492,754.9 2,635,953.4 2,892,85L.1

% Share in Total Expenditure
1. National Govemment 67-4% 64.s% 6s.2% 63.2%

2. Consolidated Fund Services 15-4% 7A_5% 18.7% 2\.4%

3. Judiciary o.a% o.7% o_8% o.6%

4. Parliament L.6% as% L-2% L.2%

5. County Governments L4.96/" 15-O% 74.1% 1.3.2%

TOTAL L@.EA L@.tr/L LOO.O% L@.U/"
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progamme (Inua Jamii); ,na provision of health insuraace cover through
the NHIF for all citizens above the age of 70. The allocation to this sector
is expected to increase by 14.7 percent in Fy 2olgllg and by 7.0 percent
over the medium-term. This will build resilience and promote afE.metive
action for addressing challenges facing vulnerable groups and
communities.

a

Education progmmme to
include Free Day Secondary Education. The allocation to this sector is
expected to increase by l4.Zpercent in Fy 20lg/lg and by 7.1 percent over
themedium-term.

Health - expansi6ll of the free matemity programme to inciude NIilF
cover {or postratal care for one year. The allocaton to this sector is
expected to increase by 13.4 percent inF]f 20lgllg and by 6.0 percent over
the mefium-term.

was that support the
realisation of "The Big Four,,plan either directly as drivers or indirecfly as
enablers, pamely suptriorting value addition in the manufacturing sector;
food security and improved nutrition; achievement of Universal Health
Coverage and affordable housing.

' Agrictrlfure, Rural and ufban Development - Lxpansion of food ani
agricultural production will require * ir"r"*" in the fertilizer subsidy
initiative to reduce the cost to farmers, and zupport to smail-holder
agricultural irrigation by constucting large-scale ,l^-s. The allocation to
this sector is expected to increase by 1.5 percent in Fy 201g/19 and by 4-5
percent over the medium-term

AIlo cation Baseline Ceiliqgt

i90. The baseiine estimates reflects the current ministerial spen<iing levels in
sector programmes. In the recurrent expendihue category, we initiate d a z,ero
Based-Budgeting approach which involved justi$ring Iu"L'Uo"ation, including
provisions for salaries and other operationai expenditures and non-discretionary
expenditrues.

1?1 _ Development expendihues have been prioritized on the basis of the .The
Big Four' initiatives, the updated rhfud Mrp- of vision 2030 priorities and the
sbategic policy interventions of the Govemment. The following criteria was used.
in apportioning capitai budget:

.:
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a on-gotng projects: emphasis was given to completion of on-going capital
projects and in particular fufrastructr:re projects with high impaci on
povedy reductioq equity and employment creation
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Counterpmt fund"t priority was also given to adequate allocations for
donor counterpart firnds which is the portion that the Govemment must
firaace in support of the projects financed by development parhers.

Strategic policy tnterventioru: firrfher priority was given to policy
interventions covering the entire nation, regional integration, social equity
and environmentai conservation-

Finalization of Spendirig Plans

192. The finalization of the detailed budgets will entail thororreh scnrtiny of
individual MDAs budgets to ensure that the allocations for FY20i8/19 and the
Medium-Term have been realigned to reflect the 'tsig Four" Plan either.directly
(as drivers) or indirecfly (as enablers). In.the evort that additionai resourres
become available, Government will utilize them to accommodate key national
shategic priorities. Specificaliy, the foliowing will receive priority:

o projects/services or inprventions that will serye as drivers or enablers for
achievement of the 'Big Four" Plan in tle areas of mauufacturing food
security, affordable housing and Universal Health Coverage

" Interventions identifi.ed during the stakeholders consrdtation for the FY
2.018/ 19 b$g9t and_over. ttre medium term

" Sfuategrc interventions and other policy interventions to enhance regional
integration "nd social equity; and

" Specific consideration to enhance job creation for the youth based on sound

initiatives'identified within and outside the normal budget preparation.

3.3 Details of Sector Priorities

i93. Table 3.2 provides the projected baseline ceilings for the FY 2018/19 and

the medium tbrm, classified by sector.

a

,..i
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%Shar dlohl

Source: Natianal Treasury

194' The medium term expendihre framework for 20l}ll9 - zLil}/zl ensures
resource allocation based on prioritized programmes aligned to the MTp m. Italso focuses on shategic policy initiatives of the Lr[1"" Arlminiskation to
accelerate growth, employment creation and poverty reduction.
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Table 3.2' Medinm Term sector ceirings, 20Lg/tg - 2020nlfiGh Milion)

195- The Sector-play.s a key role in accelerating economic gowth through
enhancing food andnutition security; income generation; employment and wealthcreation; and foreign exchange earnings. The sector also'contibutes 5igniicanfly
J9 socio-economic gosrrt and developmert through forward and b-ackward

!96' During the FY zolSllg-2a2}D| MTEF period, the Sector will continue toimplement poiicies 
"T"q 

at cushioning the agriculture sector from exogenous
shocks and ensuring food securify. The focus-will be redesigning subsidies to
ensure they target improvements in food yields andproduction quatity; facilitating
large scale commercial agriculture to hetp diversify staples; addressing arable land

..,1i

r]&ilgeilirx &9/20Pmhrlion U2021Poieaion
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ownership and utilization; exprnsion of .irrigation schemes and securing water
towers aud river ecosystems. Lr addition, fisheries, aquaculture and Blue Economy
policies, infraskucture and capacities wili be deveioped aad imflemented- The
Sector will also fast-tack the approval of Natioaal Land Use Policy to enable

sustainable aad productive use of land as ensbrined in the Cbnstitution

197. In order to implement the prioritized programmes, the Sector has been
allocated Ksh 38.98i biJlion" Ksh 41.842 billion and Ksh 43.802 billion for the
financial year:s 201812019, 2019 /2020 and 20201202L respectiveiy.

Energy, Infrastructure and Information, Communication and Technolog5l
Sector:

198. The sector aims at sustaining and expanding cost-effective pubiic ufility
infrastucture facilities and services in the areas of energy, maritime, transport,
petoleum, ICT in line with the priorities in the Constitr.rtion of Kenya and the MT?
m.

1gg., SomeofthemajorprojectsforthesectortargetedfslimplementatigninFY
20l8lL9-2020DL nclude:2,946 MW of additional installed etrecticity generation
capacity; Conngcting ai1 Kenya::s to eleckicity; Northern Corridor Transport
Tmprovement Project; Lamu Port Southem Sudan and Ethiopia Tra:rsport corridor
(LAPSSET); Phase 2 ofthe Standard GaugeRailway; KonzaTech:ropolis Ctty; E-
Q6mmerce Hub; National Optic Fiber Backbone In-frastucture (I'{OFBI) Phase I[,
promotion and development of the maritime sector; East African Trade and

Tra::sport Facilitation Projects and County Cornectivity; exploration aud

appraisals in oil blocks and Early Oil Monetization of Crude Oil to enhance early

commercialization of the crude oil discoveries; and frovision of offsite
infrastructure for the development of low cost houses

200- In order to impleme4t the prioritized programs, the Sector has been

allocated Ksh 404.633 billion" Ksh, 420.490 billion a-ud Ksh 422.260 biliion for
the financial years 20 1 8/ 79, 2019 120 and 2020 121 respectively.

General Economic and Commerce Affairs Sector

201. During the FY 2018119 -2A20l21MTEF period the sector focus will be,

among others, to: Operatisaaliz.s the Special Economic Zotes (SEA Act 2015;

develop new standards by KEBS; Increase credit disbursed to the private sector;

install newmilk processing m:dchinery and equipment atNew KCC; Develop Risk

Based Supervision system GBS) for Sacco Societies Regulatory Authority
(SASRA);Develop aII Integrated information management system for m-
operatives; Improve accessibility of agricuitural.products/commodities to markets;

equip Weigh$ & Measures laboratories; Iavestigate and prosecute clntaban$ an{

counter.feit cases; Facilitate potential and existing enterprises including youth and

women in export business to increase exports; Compiy with harmonized EAC

tariffs and Common External Tariff; Reduce Non-Tariff Barriers; Commission

One Stop Border Posts (OSBP) and estabtsh a Monetary Institute for the East

A-frican bommunity; Inciease the number of tourist o12![shments; Hold cultural

tourism festivals; Construct Ronald Nga1a Utalii College; and promote tourism to

increase earnings.
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202' The Sector aims at creating employment opportunities and wealth creationfor pover[y reduction, overseeing tne ras mckiag of the regional integration
initiatives and promotion of eq;fy amotrg Kenyans. This is expected to beachieved through creating uo 

"oubliog 
environment for business, mobiliration ofresources for invesfuents aad indushial development; promotion of, exports;promotion of sustainabie tourism; and deepening oith" eac integration- .

?91 Js implement the prioritized progftunmes, the Sector has been allocated
Ksh 21.010 billion, Ksh t2.986 billion and Ksh 23.564 billion for the fi-nanciaiyears 2078 12019, Z0lg 12020 and 2020/2021 respectively.

Eealth Secfor

?05- Alt-hough &e constiturion of Kenya 20i0 d.e,,,clved some of tle hsaith
firnctions to the County Governmen! Schiule 4 assigns the National Government
F:|io* psrtaining to health policy; national referral health facilities; and capacity
building aud tech:rical assistance tt countier. rh";"i;;til hearth sector aims atattai{ng the highest posSible health standards in a manner responsive to the
popl{ation needs by supporting provision of equitable, afford#ie and qua[t
health and related servicei at the highest attainabri standards to ail Kenyans.
206. Some of ttre key proJects that will be implemented in the 20lg/19 to2020/21MTEF period wiil be geared towarfu the following: scaling up Universal
Health Coverage @HC) initiatives haca, @q-aaciairy-
out cif pocket/catas-hophic

poor, and vulrerable groups and reducing
health expenditures tbrough reforming the providerpaynent mechauisms; improving qrrality of healthcare tbrough the revamping andexPanslon of health infrastructure, including expanding the categories ofspecializgd medical equipment to include other components and areas not covered'l]] Phase i of MES and establishment of centes of excelience in health, healthcommodity storage centes, new specializsd health facilities and laboratories;building capacrty in h'Tan resources for heaith at all levels of the heaithcare

syStem, including tansforming the KMTC into a cente of exceilence in trainingmiddle level and the stoengthening of the commsaiqr health
components.

,;
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207 - others include improving re.productive, matemal, neonatal, child and
adolescent Health (R]vfl{CAII) ftlsrrgh increased immunization, improved
nukitioq increased access to family planning seryices ald irnproved'quality of
health services; snding AIDS, TB, Malaria and Non-Communicabie Diseases

O{CDs) as apublichealththreat by2030 through cost effective andhansformative
prevention interventiors; increase access to national referral health facilities and
specialised senices, including mental health and spinal urjury health senrices;
stoengthening health research for improved quality of healthcare; increased quaiity
of health services through availabiJity of norms and standards, and enhanced
regulations; and develop the medicai tourism industry to tap into the global multi-
billion medical and heaith tourism brsiness.

208. In order to im.plement the prioritized programmes, the Sector has been
allocated Ksh. 69.987 billion, Ksh72.820 billion and Ksh 73.146 billion for the
financial yeas ZAfi D019, 2019 /2020 and 2020 12021 respectively.

Education Sector

209. Exparsibn of access to educ'ation and training is'at the heart of the
Goven:ment's commitmentto our children's futue- [rthis regard, the Govemment
continues to increase resources for early childhood developmen! improve basic
education outcomes and step up support to TYET colleges and universities.

210- To meet its goal as well as contribute to eqonomic growtl, the sector'has
prioritized the following prograrnmes for the 2018/L9 to 2020/21MTEF Period:
constuction and improvement of ffiastruchrre in all leaming institutions,
enhancement of capitation and grads to institutions; zupporting curriculum
reforms and enhancement of examination assessment and certffication;
enhancement of ICT integration in education at ali levels and promotion of science,
technology and innovation.

211. Further, to support the attainment of "the Big Fout''PIan, the Government
will.focus on improving and expanding the industry-Ied Technical and Vocational
Education and Training (TVET) Colleges and Universities in order to equip the
youth wit} relevant skills required to drive the industuializ.allsa agenda- The
Government's shategy will involve construction of more technical'and vocational
colleges and equipping them with appropriate taining.equipmetrL

212. In order 16 impiement the prioritized programmes, the Sector has been
allocated Ksh 428.277 billion, Ksh 446.326 billion and Ksh 459.384 billion for
the financial years 207 8120t9, 2019 /2020 and. 202A1202 1 respectively.

Governance, Justice, Law and Order Sdctor

213- The sector aims to ensure effective and accountabie leadership, promote a
just democratic and secure enviionment with strong govemance structures to
achievd inclusive economic, social and political development.

214. Some of the Sector's critical and priority areas in the 2018119 to 2020121
MTEF period include: centalized housing in both prisons and police; Strategic

intervention in provision of legal services to Government installation of National
Surveillance and Control System; continuous improvement of inmates and pri.son
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staff welfare; adoption of ICT, modenrization of the criminal justice system;
coniinue strengthening auti-comrption measures in order to reduce economic crime
and unethical conduc! aad ensure constitutional compliance, enhanggment of civic
education and public sensitization; and decentralization of services to the cou:rties.
215. In order to imFlement the prioritized progmrnmes, the Sector has been
allocated Ksh i95.648 billion, Ksh 207.514 billionand Ksh

1 respectiveiy.

Public Adm inisflation and rnternational Relations sector
216' The Sector prgyrd.es overall policy iluection and leadership to the counlr5r,
oversees national legislation as well as the human resource fr:nct'ron in the public
service. It further coordinates national policy formulation, i-plemenltion,
monitoring and evaluation; resource mobilization and management; devolution
oversight; implementation of Kenya foreign policy; and oversight on gse ofpublic
resources and service delivery.

?17' During the 2018/19 - 2020/21MTEF perio{ tlie Sector wili implJment
-Eg-tuo (32) programmg5 fuilding on the progru-*"s realized in the freviousMTEF period- The focus will be on expanding d"oyu', diplomatic repreJentation
and fooprint across the globe aud shenethening fenya,s leadership roL io shaping
global agenda at the bilateral and multilateral levels; strengthening public financial
ganagement by implementing effective pubJic sector roaitiog oflbas in service
delivery and enhancing accountability; and provision oi leadership, policy
direction and guidance to Miniskies, DeparheG and Agencies (MDAs).

?i: To im.piement the prioritizeti Drogrammes, the Sector has.lssn allocated
Ksh 273-58: iriiiion, -*a,igl.sz7 biilionLd Ksh zg5.0o6bilfionfor the financial
years 20 I 8 /20 19, Z0l9 /2020 and 2A2O D02 1 respectively.

National Security

219 ' The Sector is mandated with the mission of deterring aggression, defending
the Republic of Kenya andprovirting support to civilians inmaLtainingpeace and
order.

220' h FY 2018/19-2020f2021 the sector will continue focusing on the
following areas; scaling-up inveshents towards modernizati9Irg|r_ggqqtS^f*r___

-aimed-at-sfueirgtheniug seurity-of oru -boiders-antl throughout the county,
enhanced security operations, especially of areas prone to crimei; building capacity-' for effective ani iaster lou"rtig ti#. il ;:;f,i"*t coorr{ination among
Tcutity agencies with stonger partrership witU co-mmuniUes. Other measures to
fight crime4ationally witl include the estab[shment of specialized Units, focusing
on drug-related crime, taxi violence and firearms and de enh*."autili*tloo or
investigative aids zuch as forensic leads.

22L. In order to implement the prioritized programmes, there is a gradual
increase in resource aiiocated to this sector'over the mediumi; ft; ;r"?;;;
been allocated Ksh 125.742bilhon for Fy z0lgll9, Ksh 139.733 biliioa f"; F
2019/20,and Ksh t43.844 billion for the Fy ZO2\/Z\.

.: . ..rl

\:h^ _
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Social Protection, Culture and Recreation Sector

222. The Sector is mandated to address ttre issues of pro-otion and e4ploitation
of Kenya's diverse cultr-:re for peacefirl co-existence.

223. Dwing the 2Afi/19 - 2020D1 MTEF period the focus will be on
progmrnmes aimed at achieving high levels of investonent in economic a.n.d social
infrastructr:re necessary for rapid economic growth and support for empioyment
creation and retention. In this regard, the identified progammes for
implementation are: Sports; Culture and the Arts; Library ?ud Archive
Management Services; Promotion of Best Labour Practices; Manpower
Development F.mployment and Productivity Managemen! Social Development
and Children Services; National Social Safety Net; Commrinity Deveiopment;
Gender and Women'Empowerment; Special Inidatives; Accelerated Arid and

Semi-Arid Lands (ASAIs) Development and Policy and General Administrative
Planning and Support Services.

224. In addition, the Government in parhrership with key stakeholders.will
continue implementing the following . skategies in FY 20181L9-2020tZIi
development and diversification of tourism products with key focus being on niche
tourism such as eco-tourism, Meetings, Incentives, Conferences and Exhibitions

CMICE), sports adventure and home stays; and supporting environment friendly
practices such as eco-labelling and eco-warriors awards by Eco-tourism.

225. In order to implement the prioritized programmes, the'Sector has been

allocated Ksh 52.959 billion, Ksh 56.282 billion and Ksh 56.314 billion for the
financial years 2018120L9, 2019 /2020 and 2020 /2021 reqpectively.

Environment Protection,'Water and Nafural Resources

226. The Sectorplays a crucial role i', the economy as its invesh.ent will ensure

the delivery of direct and indirect goods and services that are the backbone for the

6ain productive sectors aamel) agriculhue, tourism, energy and manufacturing. It
has direct and indirect linkages with alt other sectors of the economy tlus
promoting socio-economic development geared towards the realization of the

Kenya Vision 2030 and various international commihents relating to the sector-

227. For the 20I8/7g to 2020121 MTEF period the sector has prioritized
programmes intended to; provide policy and legal framework for effi.cient and

effective management of the environment; sustainably manage and conserve

environment; provide ieliable weather and climate information for decision
making; sustainably manage and conserve forests and water towers; sustainably
conserve and manage Kenya's wildlife; provide policy and legal framework for
efficient and effective. managdment of the -natural resources; promote 

. 
good

governance in ttre management of watdr resources; increase availability of safe and

adequate water resources; enhance accessibility of water and sewerage serrices;
enhance utilization of laud tbrough irrigation, drainale and land reclam[1iea' *6
increase per capita water storage capacity for inigation_and other uses.

228. The prioritized programmes will also target to: provide efficient and

effective support services for delivery of the State Deparhent's progfammes;
develop and manage geoiogical and mineral resources database; generate geo-

I
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spatial data and information for sustainable development; and provide efficient and
:-treclve zupport services for manageinent of mineral and glo-information data
The Govbrnment will also strengthin early waming systeis in order to enable
fa.mers to make appropriate farming decisions.

229. In order to impiement the prioritized progammss, the Sector has been
allocated Ksh 77.708 billion, Ksh 80.187

years and 2020 1202 1 respectively

3'4 Public Participation/ Sector Hearings and Involvement of Stakeholders

?30* The law requires that the input of the public be taken into account before
$_e- 

ruaset proposals are firmed up. L thif ,"gLd, we held public Hearings for the
FY2018/19 Budget between z4n-and.2lb ramary 201g. Some of the kIy issues,risirg during the Public Hearings included:

Agriculfure, Rural and Urban Development Sector . ,

231. iu"-r"., of the prbil 
"rqrir"a 

to know *;;", the sector got in rouch
withinvestors who were interested to invest in the Blue Economy during TICAD
-TFet- !_** explained to the public that a side meeting was neia aurin! TICAD
and that a BIue Economy Committee has since been formled to come up with ways
of exploiting the Blue Economy. currenfly, there is a blue economy project funded
by the V/orld Bank in addition to efforts oiputting in piace necessary infrastructure
for the blue economy.

232. There w. ere aiso concenl-s alrout the nsi.g cases of iond brokers vrho push
up ianri pnces. TLe Sector ''oted &is aod ofe.red assualce rhat digitiza.don of lard
I":*dt is ongoing and they are as well fast tacking finalization ofthe Land Value
Index Bill so as to make sure that Kenyans are informed of the indicative prices
of land in different parts of the counky.

Membeis of the public enquired to know whether KEpHIs was being adequately
supported to play its rightfirl role in agriculhrral production. It was explained to the
public that KEPHIS has been zupported in building a.modern laboratory and there

Members of the pubiic also
is focus to continue zupporting it to play its role.
enquired to know the support that was being glven to coffee farmers to facilitate
revival of the .It that-there-:ruas-a-eoflee-

m place and its recomrnendations are being implemented to ensure that
the coffee industry is revived. For instancs, different coffee varieties will be
developed and supplied to farmers to ensure that more counties with potential for
coffee production are brought on board.

En ergy, Inhasfructure and Inform ation, Commu nications Techn olory Sector
233' The public commended the sector for the progress made during the review
period and especialiy SGR and connectingmanyhous"nolds with elecfrcity. It was
recommsnded that the sector should include-political risk as factor ir project' implementation- This was after noting that the slow pace ofproject implementation
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234. Members of the public also enquired to know what the Government was
doing to regulate crnlto currercy to safe guard the inveshents of the public. It
was explained to the public that a task force has been set up to check on how crypto
currency can be incbrporated into the economy through regulation. Finaliy, the
public recommended that the maritime zub-sector be adequately funflsd telcing into
account the opportunities that are availabie in the blue economy that have huge
potential to provide jobs to the young people.

General Economic and Commercial Affairs Sector

235. There was concenl from the public that littie emphasis was put on ttre Jua-
Kali sector and they wished to know what the government doing to promote the
Jua-Kali sector. The Sector informed the public that there are many projects
undertaken by tho various state deparhlents that support the Jua-Kali sector such
as the setting up of the leather factory that get artisans to m'ake items such as shoes
among others.

2?6. As regards milk processing the public zuggested that there should be focus
in setting up satellite miikprocessors in every Ward as well as cold robms in order
to avoid wa.stage from spoilage and ensure proper and hygienic milk handling,
processing and storage-

Education'Sector

237. The public opined that the devolution of Early Childhood Development
Education CECDE) could have compromised the quality of learning of the children.
The Sector informed the public that the setting af ECDE policy and standards
remains a function of t}e National Govemment and that the Teachers Service
Cornmission is working with the Council of Govemors on standards and

han:aonization of remuneration for ECDE teachers.

238- While sommending the govemment for the provision of services zuch as

the scraping offof examination fees for candidates both io primary and secondary,
pubiic and private schools; and the Free Day Secondary School Education (FDSE),
the public was still wary that some institutions stili ask for fees to cater for ttrese

services. The public was advised that these services are indeed free and to report
any such incidences to the relevant authorities. In the event some fees for other
things were charged in schools, theie had to be agreed upon and consented to by
boththe parents and administators of the schools.

- 239. There was also concem that the sector had highlighted huge financing gaps

that could not be addressed by the monies received from the govemment and they

_ _. w_ere urged to explore other financing mechanisms such as engaging with
development parbrers,in order to bridge the gap.

240. The public was also concerned about the quality and standards of school

infrastucture whereby some schools were in deplorable conditions not conducive

for learning e.g. muddy classes, no roofi.g etc. Further there was concem that the'

school inspections that used to be there were no longer being implemented. The

sector assured the public that the school inspection teams are stili there and take

regular inspections and the school ffiastructure is improved on 3 lslling basis
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'2018 Budget Policy Statement

-,ir.i, SrCREY '. lj
ri -li



CrCRET

based on the availability of firnds and it is hoped all the schools wili eventually
have better infastucture.

241. As regarfu uaiversity education the public inquired what the govemment
doing to ensure that money for government sponsored shrdents to private
universities is released and also if private universities can access money from the
National Research Fund (NRF). The sector stated that all funds to

is timely released and that
the NRF can be accessed even by private universities -once they make an
application and meet the necessary requuements.

Eeaith Sector

?42- To bridge health sector resour"" defici! the public suggested the
implementation ofhealth sector regulations r"quiriaj re-inveshent of 2 percent of
tob-a9c9 indusky profits into the health sector. The Sector weicomed the iuggestion
and informed the public that it will consult the National Treasury oo if" *uyforward. , ) ,

243' The public raised concerns on secuiitlr challenges in major health facilities
as well as wastage and misuss of fuads allocated to tle sector. The Sector noted
the concems and committed to enhance security fuaining to health facility managers
and beef up security measures to address this challeng". o" misuse oirroar,"tl"
sector is promoting adoption of adoption of technJlogy on procurement and
m.anagement of resources to minimize wastage.

244' To ensure the success of Universal Health Coverage, the public suggested
that adriitionai computed romography (cr) scans be ,ippiirit";i-;fiG,
health workers be involvea i" Nutional'Hospita fr.Lu"ce Fund OIIry)registation, ild training of specialist to handle the sp""iutir"a il"drb"I
Equipment. The Sector informed the public that already eight counties have been
supplied with CT sca::s and provision of CT scans to tL" oltn". counties has been
prioritized in the current MTEF period. The Sector also affirmed that health
workers will be involved in registoation of the public into NHiF and that thet{ning specialist in the use of the qpecialized Medical Equipment wilt be
enhanced.

Public Administration and Interna

245 ' The public urged the Sector to provide ofEces to chiefs and assistant chiefs
which will enable them discharge their functions easily. The Sector clarified that
the National Government Constituency Development Fund currently focuses on
security and education, thus furds wiil be utilized to constuct offices for chiefs
and their assistants arnong other security priorities going forward_

246' On access to-infgrmation, the public decried of the difficulties in accessing
hforrnation that should otherwise be public. The sector hinted that the
Commis5isn on Administative Justice (CAJ) is working on operationalization of
Access to lnformation Act and civic education to sensitile the public on access to
information.

..i
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247. Further, the public opined that there was no need. for many embassies in
foreign counties. The Sector enlightened the public on the importance of foreign
embassies-stating that Kenya has only 56 global missions despite hosting over i20
foreign missions.

Governance, Justice, Law and Orclbr Sector

248. The public inquired about the good conduct certificate and its usage since
they reported that every employer or person requests for it. The sector stated that
the certificate is a service they offer to anyone who requests it aod the public was

informed thpt they could also request for it when empioying even ttreir domeslic
staffas this just gives insight to the persotr you are to hire.

249. Drug abuse amoDg the youth was observed to be on the i.ncrease and the
public sought to knovt what is being done to address this. The sector stated that the
police together with NACADA as well as other agencies have programmes and

operations that deal with this.

, 25A . There were varrous complaints and reports about bribery betryeor the toaffic
poiice and matatu operators contributing to the menace on the road- While agreeing
there could be incidences of misdemeanour, the sector reiterated the need for
collective responsibility to adhere to the safety measures put in place wher'e citizers
speak out and report zuch cases so that perpetrators cin be dealt with. There is also

need to skengthen civic education on the same as there are a number of avenues

and mechanisms to report police misconduct.

25L. The public noted that most police stations and infrastructure are dilapidated
and need to be modernized. This included upgrading the police stations and

digrtizing the OB, iriproving poJice housing, and equipping the forensic and

investigations lab that was constr-ucted as well as having a specialized police
hospital

S o cial'Protection, CuIfu re and Recreation S ecto r
252- The public recommended that the elderly people that were left out during

registation of those over 70 years be gve.n another chance to register. The public
was of the opinion that those above 65years should also be considered for support

u:rder the Inua Jamii programme. Further, the public wanted to know what was

being done to cater for Orphans and Vulnerable Children (OVC) in this budget
period. The Sector reiterated that this budget will allocate resources to assist OVC.

253. The'stakeholders recom..,ended that the betlirig tax be divided between

sports and arts and ensure fair administration. The sector indicated that there is a
committee in the offi.ce of the president that is working on regulations of the fund

and it will look into the ccincerns raised.

254. The public wanted to know what the Sector was doing on the lleroes
Council. The sector indicated that regulations almost ready to ensure that the

heroes council is established. Finally, the sector was requested to come up with
ways ofmerglng the matry small women targeted interventions so as to elsure their

impacts are felt.

20/B Budget Policy Staiement57
I
I
I

I SECiTE;=

l
'!ij i \



6tr-FFT
e-/-'\/i >a+ -

Envir.onmental Protection, Water and Nafural Resources
255' The Sector was challenged by the public to provide pictorial evid.ence oftheir achievements and projects they are undertaking so that the public caaappreciate what it is the sector is doing. TLe sector was arso commended forilnplementing the plastic ban and ** *g"d to extend enforcement to imports intothe country. , .

l .:'

256' On the wildiife compensation claims, the public opined tbat this could beexacerbated due to the slow rcsponse time to aerts tnat thlre are wild anim.is s11the Ioose and the sector was asked to im.prove on this. Further, the sector was taskedtlleloo! and renegotiate the toans-bormdary teaties ..g. ta" Rir". NiIe in order to
address the foans-boundary issues and also enable efEcient usage and benefits fromthese resoutces.

257 ' The public advised that mechanisms should be set up whereby when la:rd
sales. occur the govemment is present to check and veri& ihat the land is not i:rriparian land or weflands and even road reserves. In addition to this the sector wastasked to improve w.eather forecastin$ to up to -*rn, ," 

"d"*"" ,;rh;-r;;; '
caa do proper planning and increase food production thus food security.

Programme Performance Information for z0lgllg - z0z0nLMTEF period
258' Annex Tabie 6 of tHs BPS provides a detailed report with information onprogammes outputs, key performance indicators, uod the set targets for the
20 18 / 1 9 - 2020 l2t MTEF p"rioa.
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tV. COTINTY FINANCIAL MANAGEMENT AND

DTWSION OF REVEI\IIIE

4.L Fiscal Performance of County Governments in FY 20L6117

25g- In FY 2016/17,'approved budgets for County Governments amounted to
Ksh 399.2 billion" reflecting anincrease of 8.7Yo from FY2015/16. This comprised
ofKsh240.9 billion (or60.3%)recurerf bqdgetandKsh i58.4billion(or39.7Y")
development budget. The budget was to be fiiranced by: i) Ksh 280.3 billion from
equitable share of rcverue; ii) I3h 21.9 billion conditional allocations; iii) Ksh
57.7 billion owr source revetrue (OSR); an4 lv) Ksh 37.2 billion cash balance
brought forward from FY 2015/16.

4.1.1 County Revenues

260. County Governments are increasingly relying on equitable share transfers
from National Governmen! which forms over 80olo of the Counties' total revenue
(Chart  J1). The proportion of Counties' total spendinA that is fi-uanced from OSR
declined in each of the last four years. Lr the FY 2016117, acfiial coilections
dropped significantly in absolute terms even though the economy grew by 5.3%.
Among factors responsible for this underperfonnance are: i) absence of revenue
policies aud,. legislation; ii) human resourcb capacity and ad-ministative
conskaints; iii) inappropriate institutional arrangements for revenue collection and

administ'ation; and, iv) lack of effective internal cont'ols and audit mechanisms.

261. As a solution to challengg5 higblighted above, the National Treasury
through an interagency committee has drafted a nafional policy and a legal
framework.to .support enhancement of County OSR. Both dmfu have been
subjected to public participation, and are now awaiting submission to the Cabinet.
and to Parliapent for apprbval. As part of sfoategies 16 im.plement the above policy,
County Governments are to receive capacity building from the National Treasury
on various PFM aspects including revenue forecasting and tax analysis. This
capacity buiiding will be provided under tle ongoing Kenya Devolution Support
Progrrm (KDSP).

Chart 4.1: Sources of County Governments' Revenues

Source of Data: Controller of Budget
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162. _lxchequer rellles to county Governments have been on arl upward tend
from FY 2013/14 to Fy 2016117.InFy2015/i6, county Govemments, aggregate
e4penditure exceeded Exchequer releases (Chart 4.2). This is an indicationihat
some county Governments might be spending tneir osR at source, or that other
reverue sources have not been declared, both of which may indicate that the
Counties are in seriotis breach of measures established under'the pFM Act. In
general, spending coEmrtmeuis that exceed-Exchehrr-err:e1e:s-aq ;-o ^Io^ tit--I"
result in pending bills.

!:...\:

Chart 4.2: Exchequer Releases and Counfy Government E'rp endifu re

Source of Dota: Controller of Budget

263' Since FY 2Ol3/14, County Governments have missed their OSR targets.
(!!art a-s)- Th" increasing variacce between projected and act'.ral OSR colection,
highlights 5e 'liffic;lt-1 counties are facilg in preping reeEstic rer./enue
forecasts. Funding gaps occasioned by unrealizea r";nrie proJections are a major
soluce of fiscal constraints faced by Counties while impiementing their annual
budgets- To address this challenge, theNational Treasury is explorin[ legal optionsto capping Counties' OSR revenue growth estimates, based oo th.i, nisiorical
performance vis-i-vis potential. A study is being comrnis5isaed to determine each
Count5r's OSR potential- The objective of the capping is to ensure that revenue
estimates that exceed what is deemed realistic will need more skingentjustification, so as to minimize the risk of budget deficits and rising penaing 6ills
that has been experienced over the last four years.
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Chart 4.3: county Governments' osR Targets vs. Acfuals (Ksh Bilrions)
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Source of Data: Controller of Budget

4.L.2 Spending by County Governments

264- I:r the four years since their establishmen! County Govemments have
cumulatively spent a total of Ksh 1.04 trillion, of which 7l-4 percentwent towards
recrurent and28-6 percent to development. Spending by the Counties during this
period has been cbaracteizedby low absorption -- 51.3 percent orl average -- e-vetr

though there are wide inter-County disparities (fable 4.1). h FY 2016117,
Counties' aggregate budget absorption was72-3 percent, a drop from97 -Zpercent
achieved in FY zAL 5 n6, and 80.3 percent in FY 20 1 4/i 5. The dbvelopment budget
is particularly affected by low absorption, and factors responsible for this include
procurement challenges and overall capacitv deficits. On the other hand, average
absorption of the recrurent budget ov.er the four years was 93.4 percent. Il1 FY
2014115 aad 2075/16, the Counties spent more than their approved recurrent
esfimates, which sugggsts that funds were reallocated from development to
recurrent budget. It is expected that ongoing implementation of the KDSP capacity
fsilaing initiative will h"lp to resolve Counties'budget execution challenges, by
improving planning and procurement. in addidon, the National Treasury will
continue disbursing to Counties their equitable share allocations in accordance
with the approved schedule so that development projects are implemented within
planned time fizmes.
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Budget alloations (khs billions) Actual expenditure {lGhs bil liong Absorption rate (%)
tinancial

Year Rec't TotalDe/tJ Rec't TotalDeitf Rec't De/t Iotal

2ABIM t6t 26rml 129 166371 63.4%

f1 lnl20141Ls 181 14sl 326 1n1 10/.

2o1sl16 209 368nel 230 s1l 321 81.2%

2016117 241 399$81 216 319ffil 89.504 6s.4% 80,0%

Table 4.1: counfy Governments, BudgetAllocations and Expenditures

Source of Data: Controllir of Bu,tget

Source of Data: CARA 2016, Controller of Budget

'4-2-2 compliance with the requirbment for development spending
allocations'

266. Section 107Q) of the pFM Act 2012 requires that County Governments
allocate a minimum of 30 percent of their budget to the deveiopment expenditure
However, even though approved County budgets comply with this requiremen!
actual development expenditure for some Counties is below 30 dssslding
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4-2 coanfy Governments' Compliance with Fiscal Responsibility
Principles

4.2-t County's Expendifures by Economic Classification

265, In FY 2016117,'as'in previous years, lersonal emoluments'comprised a
significant portion of county Governments, toLl expenditure (chart a.+;. This is
more pronorinced in Counties that hherited comparatively more staff from the
defunct Local Authorities, v/ith some (such as, Naiiobi, Nyeri, Embq Kisumu, and
Nakuru) registering wage bills above 50% of total expenditure irl Fy 2016/17.
Among Counties with the leastpersonal emoluments are-Ki1ifi, Mandera- Marsabit
and Turkana

chart 4-4: counf E4penditures by Econoraic classificacon fcrFinancial
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to the Contoller of Budget (CoB), County Governments' development
expenditure in FY 2016117 comprised 32 pere.ent of total expenditr:re (Chart a.!.
However, in 20 Counties, deveiopment spending was less than 30 percent of total
expenditure. From the National Treasury's ,'''alysis, exaggerated OSR forecasts is
emotrE factors responsible for low deveiopment expenditr:re; many Counties tend
to project unrealistic OSR targets as a balancing item to ensure compliance with
Section 107Q) of the PFM AcL The range of measures proposed earter (including
imFlementation of KDSP, regulation of Counties' OSR projections and enhanced
procurement planning support) are expected to improve Counties' development
spending.

Chart 4.5:'Development Expenditure as a percentage of total endifure

Source of Data: Controller of Budget

4.2.3 Compliance with the requirement for rilages expendifure

267. Regulation 25 (lxb) of the PFM (County Governments) requires that
County wage bill shall not exceed 35Yo of the total revenue althot'gh on average,
Counties are experiencing difEcultiss ssmFiying (Chart 4,6). Iv4ajor reasons for
this lack of compliance include irregular recruituentby Counties, and violation of
guidelines issued by Salaries and Remuneration Commission (SRC) on job
grading, saiary stuctures and compedsation of emplbyees as well as payaent of
sitting allo.wances. A number of Counties (particularly those that hosted the former
provincial headquarters) are disadvantaged by the curreut revenue distibution
formulq which takes no account of inherited non-discretionary devolved costs,

specificaliy personael emoluments. Many Counties inherited bloeted staff
establishments from.the defirnct Local Ar:rthorities, whose recruitnaent policies did
not have shingent regulations. Furthermoie,.in Z}T4,the SRC approved an upward
adjusbrent of salaries for County Govemments, State a4dpublic officers followed
by firrther increases n 2015115, benefiting certain cadfe of County health
professionals. These salary adjustuents combined with new recruitments have
conkibuted to the generai rise in County wage bills.
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Chart 4.6: Counties, w BiII as a Percentage of Total Revenue

Source of Data: National Treasury

268 - County Governments' challenges with wage bills aud other staffing matters
are also afbibutable to ineffectiveness of County Public Service Boards 1-CfSnsy.
The Boards are established under Anicle 235 of the Constitutioa and secdon 59 ofthe county' Government Act, 2orz, and their functions include
establishment/abolishment of ofEces, appointuents and planning and bud^geting
for Dersonnel emoluments. Ineffectiveuess of CPSBs-exolains .o-" of .,hE

weaknesses pertaining to iffi. managemen! such as: i) iack of staffestabiishments
to guide recruitaent of optimal staff levels; ii) irregular ergagement of casuals,
sometimes beyond tbree (3) months; iii) payment of salaries *d *ug", outside
IPPD which cteates internal control challenges; and, rg late or non-remittance of
statutory deductions to KRA athacting interist and penalties.

269- As iliustrated in Chart 4.4, a strong correlation exists between high wage
bill and'low developme4t expenditures. Hence, by lowering their wage bill, Couuty
Governments will be able to increase development expenditure. To achieve more
sustainxfls wage bill, Counties are expected to adhere to guidelines provided by
the SRC. Ia particular, the Counties should .i)_tt"ggthen their human resoEree .

lrritl management h'ameworls (".g. by adopting an approved staffestablishment);
ii) stop recruifuent of non-essential staff and those not in the approved staff
establishment; iii) ensure appropriate engagement of casuals and payment of
salaries through IPPD to enhance efficiency in IIR management; and;lv) comply
with iegal requirements on statutory deductions.

270-- -In addition, follciwing measures coatained in the report of the Capacity
Assessment and Rationalization of the Public Service Programme iCanfS), tne
{ational Treasury recommends that resolutions of the National and County
Govenrments Coordinating Summit be implemented, as they have the potential of' easing Coun-fy Governments' wage bill pressures. ,
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4.3 Counfy Financial Reports

4.3.1 Intermiffent use of fFl\flS

271. The Auditor General fo25 highlighted. the fact that County Govemments'
fiaancial statements are unrecoo.ciled, aud are at variance'with fiscai transaction
records as captured in IFMIS. These variances are largely the result of Counties
not posting all their tansactions on IFMIS including receipts (Exchequer releases
and OSR) andpayments.Intermittertuse of IEIIzIIS inmanagementofpublic fi:ads
can be at[ibuted io putt, to lack of capacity at the County Governments, and thus
capacity building lsplains a major area of focus for the National Treasury. In
addition, the National Treasury has put in place a dedicated unit to assist County
Govemments in the preparation of financial reports.

4.3.2Procurement

272. TheAuditor Generalhas also.hiehlighted cases of non-compliance withthe
Public Procurement and Asset Disgosal Act, zol5- Specifi.c iszues include:
procurement oi goods and services'orrrria" in; ;pp.;J procurement plan,
variation of cbnfoact sums and inflation of initial contact prices; unsupported and
unexplained payments for projects, goods .and services; firIl payment againsl
incomplete, abandoned and stalled projects; unconfirmed assets purchases due to
poor maintenance. of fixed asset registgrs; as well as unjustified single ssursing of
supplies, service providers and contactors. Intheir approved budgets, Counties are
failing tb disclose the cost of projects rolled over from previous financial years,
while in other instances, funds are reallocated to different projects without
approval as required in section 154 of the PFM Act. The National Treasury jointly
with the Public Procurement Regulatory Authority (PPRA) will continue working
with County Govemmentsto ensure compliancewithprocurementlarivs andfollow
their procurement plan-

4.3.3 Management of Assets and Liabilities

273. Many County Govenrments ilo not maintain a fixed asset register or inciude
a suulmary of fixed.assels in their financial statement contary to section 149 (l)
of the PFM Act 2012 Those that do have not included'assets aqd liabilities
inherited frot! the defirnct Local Authorities (tAs) in their fi:rancial statements.
Going forward, the National Treasury tlrough the Directorate of Porfolio
Managenent will assist County Governments to develop th.eir capacity for
efficient effective and tansparent management of assets, urhich is an important
element of public finaucial management. The main objective of this support wili
be to enable counties keep updated inventories of assets and liabilities.

274. To fi:ralizethe tansfer of assets arid ]iabilities fromtte defirnct LAs to the
County Govenrments, a Irgal Notice Vol. C)CX-No.I3 was prepared'and
pubiished on}7th January 2Ol7 to facilitate this foansfer process. Among assets '

and liabilities of the defirnct LAs covered in this piocess are: i) pending billi; ii)
tax arrears; and, iii) statutory deduitions relatingto theNational Hospitai I:rsurance
Fund (tIHiF), National Social Security Fund (l.tSSF), Pension Funds, VAT and
PAYE. In this context Couaty Assets and Liabilities committees were formed to
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identiff, veriry, and validate the assets and liabilities of the defirnct LAs as at}Tth
March 2013. This exercise has been concludd and Intergovemmental Relations
Technical Committee (IGRTC) is currenfly leading an exercise to validate the
report as a basib to implementing its recommendations.

4.3.4 Management of Public Funds

funds, and car and mortgage funds. However, the Cor:aties did not put in piace
propei management frameworks before the funds were set up. For example, in -a

number of Counties, beneficiaries of the car and mortgage loan firnd are not
required to deposit securities (e.g. vehicle log books and properf title deeds) with
the fi:nd managers. Most Counties continue to tu'ansfer firnds dhecfly to
beneficiaries for purchase of vehicles aud properfy, with the loan/mortgage
repayment being pegged on beneficiaries, aiiowances rather than salaries.

276- some couuty firnds are uninsured, which exposes them to contingent
Iiabilities in the event of defaults and./or exprry of beneficiaries' employ+"",
contoacts.'section-116 ofthe PFM Ac\2ol}requires tuL cgc Member for Finln""
to appoint an administ'ator for each County Fund. The artminishator is required to
ensrue that all loans are repaid (ivith recoveries bei.g done via the iPPD system),
keep cirstody of all collateral and submit quarterly financial statements to the
County Treasury with a copy to the Office of the Contooller of Budget in line with
section i68 (3) of the PFM Act. In addition, in a number of Counties the fund
administoators did not prepare financial statements for these funds, neither did they
submit fi:rancial statements to the Auditor General for audit- To deal with thi;
issue, &e National rreasu4, propcses to issue gurdelines especially in reqrect of
county cal ioans and mortgage funds, wirich are most problematit. The bounty
guidelines will be based on the existing ones for the National Government

4.3.5 Planning and Burigeting

277. Planning and budgeting at the County is guided by the County Integrated
Development Plars (CIDP) developed by the Counties as provided for by tlie
County Government Act, 20 12. During budgeting for projects, Counties are also
guided by their Annual Development Plans (ADP) drawn from the clDps. ln most
Counties, however, developmentprojects being implemented are weakly linked to
the approved CIDPs or ADPs. In addition, the of unauthorized

and evaluation, leading to delayed, incomplete
as weil as weak monitoring
or stalled projects. It is

recommended that the Counties ensure timely approval of suppiementary budgets,'a:rd that development projects be based on approved CIDPs and ADPs. The
Government prough the Minishy of Devolution and ASAf! will support the
Counties' to ensure establishment of monitoring and evaluation frameworks for
development projects. In tha meantime, CIDP guidelines are .currenfly being
revise{, and separate Courity ADP guidelines have been drafted.

2'78: ' I:r partnership with the world BaDh the Government has developed a
capacitybuildingprogram (I(enyaDevolution Supportprogram, KDSP) to provide
technical assistance and additional fiiancial resoruces to facilitate enhancement of
County Governments' monitoring and evaluation as well as

.,, ' :

CIo

in planning,
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humaa resource management; Pubfic Finance Managemen! an( civic education
aud pubJic participation.

4.3. 6 Transparency and Accountability

279.' The PFMAd,ZAlTandthe PFM (County Goven:ments) Regdations20l5
provides fcir the prudent management of pubJic firnds to ensure tuansparency and
accountability. However, Counties continue tq have challenges ensudng ttrat the
futrds tansfsrs4 to them are properly managed. These challenges include:
existence of outstanrling and/or multiple imprests, unsupported expenditures, noil-
estiablishment of lrtemai Audit Cornmittees contary to section 167 of PFM
(County Govemments ) Regulations, 2015, un-supported bank balances and
operation of unauthorized numerous bank accounts and unreconciled and
unexplained variances between the Finaacial Statements and the IFMIS.
Tmplementation of KDSP is expected to help resolve these challenges. In additiorl
the National Treasury has i:ritiated stuctured engagements with specific Counties
to address some of the non-iompliance issues. , )

4,4 Prudent Management of Fiscal Risks

280. The legal framework for Pubiic Finance Management requires County
Governments and National Government to disclose specific fi.scal risks with
potentially simificant impact on the County gsenomic environmen! and to
prudently manage such risks. Some of the risks include the following:

4.4.1 Expendifure Arrears

281. Based on reports from the Contoller of Budget and the Auditor-General,
most County Governments have accumulated expenditure arrears related painly
to unremitted statutory deductions (including PAYE, employee pension
contibutions aad withholding VAT), salary errrears, pending bills due to
contractors aad suppliers of goods and services as well as utilitypaymentbacklogs.
According to the KRA; outstanding County Governments'tax debt as at August
2017 stood at Ksh 6.4 billioq majority of which relates to PAYE. This outstanding
debt is based on_p5.eviqug palment hends, rather than seH-declaration by the
Counties or conciusive compliance checks. KRA plans to conduct a comprehensive
compliance check to establish actual debt owed by the Cor:nties. In general,
Counties' expenditure amears have the potential of undermining budget execution
in subsequent fiaancial years. Moreover, non-payment of suppliers and contractors
adversely affects other sectors of the economy ,tke the financial sector 

.by
inc.reasing non-performing |sans.

282. ' To address th'e issue of expenditure arrears, there is need to skengthen
Counties' capacity on prope. r planrring and cash flow management. In addition" the
County Govemments should ensure that they budget withh their resource
envelopes. Going forward all Counties should remit employees' PAYE deductions
at the time of paying salaries, and withholding VAT should be remitted at the time
of paying suppliers and contractorc since the Counties are required to budget for
the firll cost oiworks, goods and services. Furftier, it'is necessary to put in place

,67 r;-.; r
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intergovenmental mechanisms (e.g. through IBEC) to ensure that counties
pLtgritizetudgeting for pending bills once the bills are verified- Ideaily, penrting
bills should be included in Counties' medium term fiscal frameworks *i *Ui""t.a
to review through &s proposed intergove:nmental mechanism.

4.4.2 Duplication of Effort

"o"aury 
schools that were

previously owned by Locat Authorities are still being managed by Copnty
Goven:ments, despite this being a Nationai Government inction. fnis iepresents
a duplication of functions. Some County Governments are struggting with the
financial burden of managing these schools. As a result infrasbuctures and
amenities inthese schools are deteriorating compromising significantly the quality
of education- The National Treasury will-engage with the IGRTC as well as the
Ministry of Education and all concemea County Covernments tlrough IBEC so as
to formulate a sustainable solution to this issue.

, ,4.4-3 Fiscal Imbalance between the two Levels of Goveriment

284' Between FY 2\l4l15 and FY z}lTllS,allocations to County Governments
from revenue raised nationally averaged 22.4 percett of ordinary revenue (i.e.
e1clding appropriations in aid) (Iable 4.2). After implementing Arricle 203(1) of
the Constitution, the National Government's share was on average lT.Zpercent of
sldinary revenue- Thus, the difference between average allocations to the two
levels of Government was 5.2 percent during the four-yJr period. In Fy 201g/19,
County Governme,nts' proposed share fromievenue raised nationally equals 19.6
percent of orciinary revenue. Tne Nationai Government woui<i be iefl wirh g.5
perceni consicierabiy iower than its average siiare in the preceriing perio<is. a-fter
discharging 

Ttiqnal interes! public d.ebt, other national oUUgutio*, emergencies
and the Equaiization Fund, the National Govemment's shrinking share of oidinary
revenue suggests a fiscal gap (i.e. a mismatch between spending responsibilifles
and available revenue). These toends draw attention to a nr"a i-Uulance between
the two Ievels of Govemment. Iaternational experience suggests that such an
imbalance has the pgtential of endangering -u"io""ooo-i" staUitity in the long
run. If not addressed, the imbalance can also undermine service de-livery by the
National Govemment.

- -- --Table-4#: share-of Revenue bgNafional andeoun$ Goverilm-enf

Source of Data: National Treasury

'11,,':q. 68 .:.. .201 B Budget Po{icylgtatement
d-r-lAF-+

7074n5 2015t76 2076n7 20t7t78 2018n9
Revenue

A Natbnallaterest

B. hrblic Debt 203

C. OtberNatioml 203
D. 203

E FuDd 203 and

Balance to br share d the two Ievels of Gove rnment
Couutix' albcat'nn fom reveDue

1,031,919 1,752,972 7305,794 7,486294 l,6gg,4g2
73,942 79,789 't9,685 82,492 94,159

250gtt 250390 307,155 4s3)61 687,s73
282,439 324,593 37t,743 398J89 42r273

7,700 724s 724s 9,294 5,281
3,400 6,000 5,000 7,727 4,700

4t3)67 485,565 533,965 577,346 474,506
229,928 273,073 294,027 3r420s 331231

Q. lalangp leff fir the National Corcmrmnt

Goyernments' share

183,439 212,492 23994s 213,141 143275
22.3% 2i.7% 11 aO/at.J /o 2T.I% 19.6%
t7.8% t8.4% 18.4% 14.3% 8.s%
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285. The National Treasirry will initiate dialogue with key actors - including
the CRA and the Council of Goversors -- on how the.two leveis of Govenrment
can achieve optimalityinnot only verticalrevenue sharing, but also revenueraising
and public spending. The dialogue, to be convened under IBEC, will revolve
around the annual division of revenue process and application of criteriaprovided
in Article 203 of the Constitution. It is hoped outcomes of the deliberations will
hefu to strengthen intergovernmental fiscal relatidns within the county. Ir the
meantime, the National Treasury expects that approval (by Cabinet and
Parliament) and zuccessful implementation of the draft Policy to Support
Enhancemeut of Counfy Governments' OSR will minimize Counties' dependence
on fiscal transfers which, inNational Treasury's view, fuels demands for increased
taasfers way beyond what is feasible within the overall fiscal framework.

4. 4.4 Conhngent Liabilities

286. Some County GoVernments established car andmortgage schemes without
setting u1i proper management guidelines zuch that some Counties advance loans
to officers which were not insured, and some were pegged on allowances as

opposed to salaries. This exposes these Counties 1s ssatingent liabiiities in the
event of defaults and/or exptry of beneficiaries' employment contracts. The
national government should parhrer with County Governments to ensure there is
proper management framework for these fi:nds to reduce contingent liabilities to
the Counties.

4.5 Vertical Division of Revenue

287. In FY 2078119, the National Treasury proposes that County Governments
be aliocated an equitable share of revenue raised nationally of Ksh 3 i4 billion, and
that. the National Government be alloeated Ksh 1,370 bijlion. County
Governments' equitable share of revenue for the FY 2018i19 was arrived at by
adjusting the equitable share allocation irl FY 2Al7n8 by a growtli factor of 4.0
percent which is equivalent to Ksh i2 biilion. (Iable 4.3).

Table 4.3: Governments' Revenue Share

288. In addition to the above equitable share, County Governments will receive
additional funds as conditional grants. These include the following:

'2018 Budget Policy Statement
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Budgetitem 2t11t1s 201slt6 m6n7 2017ill 2018119

Base'line fi-a athcabnin theprevbw FI) 196,ooo.o 226,660.0 259,774.5 280,300.0 302,000.0

Basefu adjrshrerfi:

I. Bweline adjurnnerils (Dw to additionalfimctiorx) 30,660.0 2,946.0

229,606.0Adjuted baseline: 226,660,0 259,774.5 280,300.0 302,000.0

Addbnal revenue measues

I. Adj ustnent for ru erue grow rt 23,902.0 20,5252 21,700.0 12,000.0

4,500.02'.)ther aQjustmutt

j. Adjustments negotiated in P a-lianent post-BP S 1,766.5

Computed equihble revenue share allocation 726,660.0. 259,114.5 280J00.0 302,000.0 3 14,000.0
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From the National Governments' equitable revenue share, Rsh 11.2 billion
conditional allocations for: i) level-5 hospitals; ii) rehabilitation of village
polytechnics; iii) leasing ofmedical equipment; iv) compensation for foregoie
user fees; and, v) constructioa of county Head Quarters (rable 4.4);

Equarization Fu:rd to the marginalized areas amounting to Ksh 4.7 billion

a

Table 4.4: Division of Revenue Raised

Table 4.5:

va

Ksh 8.3 Billion from the Road Maintenance Fuel r.evy Fund (RIfl,F). As in
previous years, this is calculated at i5 percent of projected Fy 20t7llg
collections by the Kenya Roads Board $RA); and

Ksh 33.2 billion frem proceeds of exter:r2[ ]eans ud graats, whichwill fira:rce
devolved functions i:a accordarce v,ii& &e signed financingagreement for each
loan/grant- Table 4.5 shows the total disaggregation of r"i"n:ues tansferred to
the County Govemment

a

tion of Co Governments' AIIoca Ituh Million

28g. Horizontal disfoibution of County Govemments' equitable revenue share
allocation for FY 2olSllg is based on the current rormuta, which uses six
panameters with specific weights, namely: population (45 percent); basic equal
share (26 percent); pover{y (18 percent); land arla (g percent); fiscal responsibility

rF. r- 2018 Budget policy Statement*tEr:F r--=

tY, of allocation 20t4tls 201sfi6 20L6n7 20fin8 20t8tLg
Nalbul ofs&bh 801,759.0 887,1975 1,0I9,494.0 1,17 6,567.0 1369,'192.0

Free malernal heallhcare 3,320.0 4298.0 4,121.0

4,500.0 4,500.0 6,100.0 9,400.0
user 900.0 900.0 900.0

kvel 5 r,8533 4,000.0 4,200.0
l{ed. Sen, 200.0

q---1
900.0

Rehabililaion
2,000.0

conslruclion
605.0

2,00^ 4

5b-.,t
3,400.0 5_000.0 6,000.0 7,727.0' 4,700.0

226,560-0 259,774.5 280J00.0 302,000.0 3 14,000.0

I

shareable reyenue

Furd

share

1,031,819.0 1,L52r972.0 1J0sJ94.0 1,486,294.0 1,588,492.0

Typc/leve I of allocation 20t4tts 2015n6 2076117 2017fi8
sharc 226_660-0 259-774-5 280-300.0 302.000.0

Additbnal conrlilhml ofwhbh
Free m arcrna I h e a I t hcare 3.320.0 4298.0 4.12t -0

314.000.0

4.500.0 4500.0 6. l 00.0 9.400.0
LSer 900.0 900.0 900.0 900.0

lnnnnLevel 5 1.863.3 3.600.5_ __ _ _4200.0 4,326-O
Med. 200.0

Rehobilirotion
2.000.0 2.000.0

construction
605.0 605.0

Allocotion Fuel 5%") 3.400-0 3-300.0 4i06.8 7.875.0 8.269.0
loans andAllocation 10.67t 7 3.870.7 l2-541.4 33.24 t.9

Allocatiom 23s2433 287,0442 302,1985 335,221.4 372,747.9

3.600-5
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(2 percent) and develofment factor (1 percent). Each additional conditional
allocation is distributed based on its objectives, criteria for selecting beneficiary
Cou:rties and dishibution formula- Accordingly, in Fy za|Bllg,the Cor:nties will
share an esrimated Ksh 372.7 biJtioq which represents an increase of rt .4 percent
over and above projected total tansfers for 2017118 of Ksh 334.6 bii[on. Table
4.6 shows the projected transfer to each County in Fy ZAI8|D.

t.-:-?--!:
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4.7 Summary

290. The National Treasury, through the Iatergovernmental Fiscal Relations

CIGFR) Deparhnent continues 1s itnFlement reforms to enhai.ce performance of
County Govemments. The reforms, which are being imFlemented under the
Revised Public Finance Management Reform Strategy (2016-2018) are expected
to iead among.otherthings, to:

o Tmproved collection and efficiency of County Governments' ow[-sou.rce
revenue (OSR) systems, including accounting and reporting;

" Improved capacity of Counties to formulate realistic and credible budgets, and

hence better harmony between County Executive and County Assemblies i:r
the budget process;

. Stengthened capacity of Couaty Assembly oversight committees specifically,
County Assembly Budget an. d Appropriation Coqmittees to produce qWry
reports in a timeiy manner;

. Proper documentation and management of County Governments' assets and
liabilities;and

c d clearer and $ronger system of intergovemmental fucal relations, particularly
on management of intergovernmental conditional grants between the two levels
of Governmeot.

Eqe RE-r'

;',
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ANNEX 1: ADIDRENCE
RE SPONSIBILITY PRTNCIPLE S

TO F'ISCAL

1. [r line with the Constitution, the public Finance Management @FIvf) Act
2012, the PFM regulations, and in keeping with prudent and transparent

responsibility principles as set out in the statute as fonows:
a) The National Gover:nment's development expenditure as a percent of total

budget has been above the 30 percent minimrrm threshold set out in the pFll
law. Despite the constraints in revenues, the development expendih_rres are
expected to continue being above the threshold at.3O-2percent in Fy 20l7lLg,
30.4 percent in FY 2ol8lt9 aad 31.5 percent over the medi,m term (chart
1.1).

9i* 1.1: Developmeit Expenditures as ao/o ofrotal National Givernment
Budget

S o urce: National Treasury
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b) on compensation of employees, the share of wages to the National
Goveinment revenues was 30.2 percent in Fy 2ol6fi7,aud is projected at
29-0 percent in FY z0l}/ lg and at 23 .4 percentover the medium term. These
ra$os demonshate the commituent tq the fiscal responsibility principle of
"nsrrirg 

that the nationar govemmenttr .*n*oi*.'", *ages and benefits
for public ofEcers does not exceed 35 percent of the national government,s
equitable share of the revenue raised nationallyplus other revenues generated
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by the national govemment pursuaat to Article 209 (4) of the Constitution
(Chart 1.2).

Chart 1.2: Wages as a percentage of National Government Revenues

S o ur c e: National Treos ury

c) PEM Act section 15(2) (c) requires that the natio',al gover:rment's borowings
be used only for the purpose of financilg development expendih:re and not

for recrurent e4penditure: The govemment has continued to adhere to this

principle. Fur&er, this borrowing is carried out within the context of the

Medium Term Debt Stategy O{TDs) approved by parliament.

d) The National Govbrnment is required to maintain public debt at sustainabie

levels as set out in the Public Finance Management Act 2012, and its

regulations. Our debt ratios compared with i-ntemationally recognized

thresholds continue to show that our debt level remains sustainabie (Iable
1.1). The baseline public debt path remains consistent with the EAC

convergence ceiling of 50 percent of GDP.

e) The external debt zustainability indicators illustate that Kenya lsmains

within the su.stainable bounds. This is atkibuted to the large porlion of debt

that is on concessional terms in terms of low costs and long term maturity.

This firnding continues to play a key role in the develbpment agenda of the

National Gov.ernment
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Indicator Threshold 2016 20L7 2479 2026
PV of public sector debt to
GDF ratio

74 48.7 49.0 47.1 35.6

235.1 2r7.4 761.4300 247.2PV ofpublic sector debt-to-

Debt

ratio
service-to-revenue 30 32.8 35.8 33.4 24.3

Table i.1: 's Public Debt S Indicators

Sowce: II{F *,effReportfor Kenya, February 20IT

0 To manage fiscai risks prudently, the Government has improved its
macroeconomic forecasts and regr:Iarly reviews the impact of
macroeconomic projections and their impiications on the budget. A detailed
annex on the Specific Fiscal Yrk (see Annex z) hT been prepared as part
of this dudget Policy Statemenlt. The Government also takes into account the
fiscal risks arising frorn contingent liabilities. Further, every year a
contingency provision of Ksh 5.0 billion is factored in the budget to cater for
urgent and unforeseen expenditure.

d On the principle of maintaining a reasonable degree of predictability with
respect to the level of tax rates and tax bases, in the FY 20t4tl5 Government
g'r'mPffied and mo<iernizeti the -v-AT iegisiation aari consoiidateci aii the
appeals in the tax legisiation to a single legislation. gimirarly in the Fy
2075116, modern x1fl 5imPiified Excise Duty and Tax procedure legislations
were enacted. A review of the Income Tax Act is ongoing and will be
cornpleted before June 2018. These reforms are intended to lock in
predictabiliB and enhance compliance with the tax system and ensure
stability in tax revenue.
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ANNEX 2: STATEMENT OF SPECIFIC F.ISCAI RTSKS

Introduction

1. The Kenyan economy remains resilient with a robust growth outlook
However, the economy remai:rs vulnerable to both domestic a:ad ertemal shocks.

For prudent management of risks, the PFM Act" 2012 requires the preparation of a

"Statement of Fiscal Risks".

2. The "statement of Specific Fiscal Risks" ouflines Kenya's 
"xposuri 

tii fi"d
risks that are associated with associated wittrmacroeconomic assumptions used for
fucal projections, public debt d5mamis5, operations of state cgrporations,

contingent liabilities, vulnerabilities of the financial'sector, as well as risks posed

by nature.

3. The Govefident remains committed to fiscai consolidatioh ia order to assure

on the iong-term sustainability'of public finances. Nevertheless, the Government

will monitor the risks and take appropriate measures to safeguard macroeconon]ic

stabitity.

4. In this respect, this Statement sets out the assesSment of risks that can affect

the achievement of the macroeconomic targets and sbategic objectives ouflined'in
this Budget Policy Statement. It aiso proposes a framework for responding to the

risks. The Statement is intended to hform the Parliament and the public about the

county's exposure to these various sources of risk and what more can be done to

ensure flscai viability in the event of the occrurerce of the stated risks.

5. Overa1l, the StatemenJ highlights the following: spending at current leveis and

low absorption of development firnding, combined vi,ith low revenue collections,

makes it more difficult for the government to achieve its fiscal targets; Shocls to
the exchange rate could impact the size of debt servicing, the terms of tade, and

itrflation; fis financial sector remains souud and is adequately capitatized;

Contingent liabilities from key State Corporations present minimal fiscal risks; and

risks from the devolved system of govemment remain a key concern

Risk in Changes in Macroeconomic Assumptions

6. , -Unexpected changes in fu1 macroeconomic yariabies create risks to both

revenue and expenditure projections as they play a key role in the formulation of
the budget. Adverse changes in real GDP growth rates, inflation, exchange rate and

volatility 'of comrnodity prices on imports. This section reviews past

77
SSCRE.F

20/B Budget Policy Statement
l



sECRET

macroeconomic and fiscal performance in Kenya and then assesses f6ur important
sources of fiscal risk to the budget nrmely:

. Reduction iureal GDp.

. Lrflationi::sfabitity;

. Exchange rate volatility, and

. Volatility of commodity prices on imports;

7 - Table 2.1 presents the magnitude of first rourrd impacts of various
macroeconomic variables mentioned above on fiscal aggregates.

Table 2.i: F'iscai sensitivify to Key Macroeconomic variabl es,zIlgfl9 (Ksh bn)

8' The reduction in real GDP by one percentage point results in a 1arger reduction
of revenue s6n'tpared to expendifures. on barance, revenue declines by Ksh 9.g
billion' Inflaton instability (in this case, an i:acrease in inflation by one percentage
points) results in higher revenues relative to expendih:res giving a net increase in
revenue of Ksh 8.3 billion.

9. Exchange rate volatility as measured by a 10 percent depreciation results in
Kenya shilling exchange rate to the US dollar, results in increases in both revenues
and expenditures. Howevei, expenditures would increase more that revenues by
Ksh2.2 billion. V,olatility in prices of imported goods as measure by ao mcrease
in value of imported goods in US dollar teJms results in higher revenues and a

-marginal revenues Increase by Ksh 4.8
bilion.

10' overall, if ali the shocks are applied at the same time, revenues would increase
by Ksh 14.1 biltion while expenditures would also increase by Ksh r3;;1i;* ,

on ane! balance, revenues would increase by Ksh 0.9 biilion.

Revenue Balance

.percedage pi{redwtbn ir rcal g?p (2,)

PgrrdasryS ryrEry q4PtyP f/0 .

l0 prcenhgojuease_g{Eof*portea e9{ pS$ )
sbocks Combird

10%depreciatbn

14.1

4.7

'.!7'o

15.9

10..7 . _

a6t@
fl

fl
'\ t, 'F- i-
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Assessment of Past Forecast Accuracy of underlying Assumptions and
Budgetary Aggregates

il. Overall, the macroeconomic assumptions underlying the recent budgets and
actual budget ouffum have generally been accurate with minima] deviations as
shown in Table 2.2. Over the period 2014/15-2077/18, the average deviation
between the assumed and provisional actual real GDP growth rdtes was 0.5
percentage point With respect to inflation assumptio4 the-iargest deviation was ia
FY 2014/15 by 1.0 percentage point and over the period averaged 0.6 percentage
point. The depreciation of the shilling exchauge rate against major intemational
currencies since the FY 2075D016 was due to the stengthening of the US dollar
but has since stabilized with less volatility

Table 2.2:Dewatrlons in Macroeconomic and X'iscal

- SowNdoaalTrwry

S o trce: Natto nal Tr eas ury

12. The actual performance of fiscal aggregates vis-iL-vis target was below target.

To z I revenue between FY 2;014115 and FY 2017ll8 underperfonned its target by
an average of Ksh 88.8 biilion while ordinary revenue was blow target by an
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average of Ksh 38.6 billion. The underperformance in A-i-A largely reflects the
under reporting from the reievant ministries/deparhents.

13. The avemge deviation of total expenditure and net lending between Fy
2014/15 and FY 201 7 /18 was an underspenrling ofKsh i 00.2 billion- This shorfaii
was atEibuted to lower absorption in development expenditures. The recurrent

8.9 billion during the period.

i4' The execution of development expenditurs has generally been iow due to
lower execution rates by the Mi::ishies, Deparhents and Agencies particularly for
external financing.

15. The slower-than-programmed spe.qding on development budget poses a risk
to the fiscal program,' going forward. In order to prevent this risk from
materializing, theNational Treasury is preparilg guidelines onhow capital projects

' should be planned, appraised and evaiuated'before firnds are finalfy *-r";tt"a io
the budget- The National Treasury will engage Development Parhers and execute
financial agreements when the project has fulfilled all preliminary conditions for
execution.

16. Going forward, there are risls associated with expenditure proposals that
cannot be accommodated within the baseline ceilings.

SPECHC FISCAE PJSKS

17- This section addresses areas of specffic fiscal risk faced by Kenya. Each of
these risks has a linkage to the expansi6ll of infrastuuchre.in the countrSr, a key
Govemment priority, which makes effective risk management all the more
important:

i. The sustainabiliry ofpublic debq
ii. ExplicitContingentLiabilities
iii. TmplicitContingentLiabilities

iv. Devolved Systemof Government

Sustainability of Public Debt

18. The sustainabiljty of Kenya's debt depends on macroeconomic performance
and prudence debt management. In addition, increased external fi.raancing on both
concessional and non-concessional terms pose an inherent foreign exchange risk
which may worsen the PV of debt and therefore increases the risk of debt distress.
Increased use.of longer-tep domestic debt imkuments would heip mitigate
exposure of the Govemment debt porrfolio to foreign curency risk and contribute
to reducing domestic rollover risk.
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19. The above notwithstancling, the Govemment recognizes the importance of
managing debt in a prudent way to ensure the debt burden is shared equally
between the current and future generation. The 1atest dgbt sustainability analysis

PSA) for Kenya indicates that Kenya's debt is sustainable. The DSA compares
debt burden indicators to indicative tlresholds over a 2}-yearprojection period- A
debt-burden indicator that exceeds its indicative threshold suggests a risk of
experiencing some form of debt distess.

20. The 
'World Bark's Countuy Policy and hstitntional Assessment (CPIA) Iadex,

classifies counties into three performauce categories i.e. Stong Medium and Poor
aad each category has different indicative thresholds for debt burdens d.epending
on the county's policies and institutions. Kenya is rated as a stoong policy
performer and a low middle income county and thus is zubject to the threshold of
74 percrett onthe Present Value of Debt/ GDp.

,)t,

21- Kenya's debt ratios s6mfared with internationally recognized threshold
continues to show that our debt level remains sustainable (see Table 1.1 in the
Fiscal Responsibility Principlc). Both the present value of public sector debt to
GDP ratio and present value of public sector debt to reverue ratio are well withil
internationally recognized thresholds.

State Corporafions/State Owned Enterprises

Governance

22. Ttie establishment of State Corporations is as a result of a deliberate
Govemment policy to establish entities to rurdertake specific deveiopmental and

strategic objectives on behalf of Govemment to accelerate economic and socia.l
development in the country. These entities have contuibuted signfficantlytowards
the achievement of Govemment development agenda as stipulated in Government
policies and development plans including Vision 2030- Itis envisaged that those
entities would operate on cost recovery basis and make reasonable rehims on the
inveshents

23. Over the years, major reforms premised on Government policy of er private
sector led economy have resorted to privatization of some corporations. Successfirl
privatized entities like Safaricom are piayrng a simificant roie in the economy by
creating job oppotlroitio, remitting reasonable dividentls to the national
exchequer and tax revenues. Further, the unbundling of the opdrations of
infrastucture State Corporations to separate regulatory fi::rctions from commeicial
operations and create independent reguiatory institutions has'seen the country

20/B Budget Policy Statement
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ualock the great potential in some sectors like the ICT, tamport and energy that
have made foemendous stides in the economy. Other reforms in the sector include
a deliberate Government policy to embrace global best practices, enlance good
corporate govemance aud accountability on the use of public resorrces to enable
those Corporations deliver on strategic mandates on behatf of the Govemmenl

24. Ia, efforts to strengthen good corporate governance of State Corporations, the'Government 
issued the Mwongozo cod.e of conduct to provide guidance on

effective govelnance and oversight of State Corporations. This, together with the
establisbment and operationalization of audit committees and risk management
fr'meworks for Government entities inciuding State Corporations under the pFM
Act{R-egulations are geared towards enlancing capacrty for effective delivery of
shategic objectiVes on behalf of the Govemment. In addition the Capital Market
Authority has issued Regulations utder the Capital Market Act (Cap 4g6) on code

:.of govemance requirements to be observed by companies listed'at the NSE- This
rvill enhance accountability, tansparency and fi:Il disclosure by Corporations
listed inNSE where Govemment has a stake

Public Debt

25. Under various enabling legislations establishing State Corporations, the
Corporations are legai entities with the capacity to borrow or contact debts a11d
other liabil.ifies for piirDoses of f,irther,,ng .,ieir ma:rdate on behaif of the
Government. The proress of conhacting debts and other liabilities by State
Corporations are spelt out in the PFM Act/Regulation and the State Cor-porations
Act with clear approval requirements. State Corporations with stonj balance
sheets can contract debts and other liabilities only with relevant approvals from the
line Ministry and the National Treasury to finanss projects that are viable and will
enhance ttre revenue sfteam to service atl obligation arising from the debts without
reverling to the national exchequer for bailout.

82 2018 Budget policy Statement
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outlays like in energy/petoleum, road.s, airports, rail, and sea ports- The

- 
goncessional loans are on-lent to'respective State Corporations implementing the

, stuttgic ffiastructure projects. The on-lent *o.".riooa tou* constitute plUii"
debts and are sustainable as they arc procured by the Government as per the
Medir:m Term Debt Management Strategy and are within the required thresholds
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Expli cit/Implicit Co ntin gent Liabilities

27. Governmen! as a strategic thrust has a stake in State Owned Enterprises

(SOEs) and other Government invesbnents. While cont'acted debts and other

liabilities by SOEs and other companies where Govemment has a stake are backed

by their balance sheets and revenue streams, they may ssnstifute apotential source

of fiscal risk. Due to economic downtums and forhrnes as a result of vagaries 'of

the weattrer, global economic shocls, newtechnology,.competition, change of law

as a result of domesticating regional teaties, and change of policies, SOEs and

other companies where govemment has a stake may face challenges and financial

distess. Consequenfly, their balance sheets and revenue 5flgams may be adversely

impacted and hence i-p.i. their capacity to honour obligations arising from

contoacted debts and other ]iabilities.

28. Due to the strategic nature of those SOEs and other companies where

Governmbnt ilas a stake and the oierall impdct of their cdlapse to the economy,

the Govemment may be obJigated to intervene through various measures. This may

include underwriting/guaranteeing contacted debts and other Iiabilities, and./or

direct cash bailout through provision of budgetary resources and this poses

potential fiscal risks. The Government will continue to put in place measures

including appropriate legislation and policy directives to monitor and mitigate any

potential fiscal risls as a result of Government stake in SOEs and other companiss

that are of stategic imporLance

Unfuntled Pension T,iabilities

29- IJnder current pension arrangements, the govemment fi:nds its pension

liabilities from the current budget based on projections of those entering retirement
' from the pubiic service, The legal retirement window ranges from 50 years to 60

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

Unfimded pension liabilities arise as a fiscal risk as the projected voluntary retirees

pension iiabilities have yet to be quanffied and the government has not set aside a

fund or scheme to cover for these. Were the proportion of vohrntary retirees to all

claim pension, the govemment would face a larger pension liability putting a

burden on the current budget.

30. Since t996 and as a result.of progressive iegal, reguiatory and. bstitutional

reforms ofthe economy, Kenyah,as atkactedprivateinvesfuents into the counky's

economic infastucture sectors.inciuding telecormunications, energy, tansport,

water and sewerage. The frontrunner sector to lock in private participation in

pubtic ffiastucture development is the energy sector - which witnessed its fir$

93 I
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Iadependent Power Producers CIPPs) in electicity generation starting from 1996.
Currently, all ofthe country's generated electricity is private sector-led, eleven (1 1)
active IPPs that generate a total of 691MW out a total of 2341M'S/ imtalled
capacity in Kenya. In addition, before June 201g, 300Mw from Lake
project shall be put on the National Gdd once the tansmission iine

Turkana
has lssa

Planns6Infrasfructure ppp projects in Kenya
3 1 ' Foilowing the adoption of the PPP Policy in 201 1 , and the enactnaent of the
PFF Act in 2073 , as well as the establishm ent and operationalJzation of critical ppp
institutions (the PPP Committee, the ppp Unit and the petition Commi6ss), t}ere
has been a steady growth in the quality and size of the ppp pipeline of projects,
drawn from diverse econornic sectors and county Governments. A total of 70
projects are in the Nationar priority List of ppp projgcts. These projects ar9 in the
transpckt:and infiastuch[e,'energy, tourism, edrication, environmen!'hiarth
among others' In the Table 2.3, highlights of currently active tansactions are
provided' This pipeline of projects is currently under reyiew and is expectri,d to be
realigned with projects to be implemented under the Government,s ,.Big 4,,
agenda.

'f:
I,

i\:l'
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Table 2.3: Planraed PPP ects for the eriod 2078-2020 SD Millio

c'[ 2018 Budget Policy Statement

Sector

P r o ar ement is o ngo ing for the fo ll ow ing pr oj e cts
o 2il Nyali Bridge
o Nairobi-Nakuni-Mau Summit road

. Prepoation of tender documents is underway for the

following projects
o Nairobi-Mombasaroad
o O&MNairobi-Thikaroad

. Road Anriuity Phase 1

PPP Project agreements hqve been stgnedfor thefollowing
projects;

ci Lot 3 (Samatar - Wajir, R-hamu - Mandera).
' o Lot 33 (I{ajiado - Tmaroro: Ngong - Kiseriaa -

Isinya). PPP project agreements have been signed
C ontr act ne g o ti ati o ns with pr iv at e p ar ty hov e b e en c onclude d

for the following proj e cts ;'o 
Lot 8 @omas - Kiserian - Magadi, Bomas- Karen -
Dagoret - Ruinr, Uplands - Githungmi-Ngewa-Ruiru)

o Lot 15 (select. urban roads in Nyeri, Kirinyaga,
Murang'4 Embu, Tharaka Nithi and Laikipia
Counties.

o Lo! 18 (select urban. roads in Kakameg4 Vihigq
Bungoma and Busia Countiss

o Lot32

Road sector
. PPP Toll Road Projects: 2,5A0

1,702

960M!V CoaI Power Plant in Lamu (PPP Agreement has
been signed)

105 I\2tW Menengai Phase 1 (3 Power Purchase
Agreemenis signedfor a total of 105MW)
140 MW Geothemal project at Olkaria (Feasibility
Shdy beingfinatized)
600 MW of other 20 renewable energy projects (solar,

Energy
a

a

G

LAPSSET
- -:e O&it4 of Lamu Port (ls three-be{hs )- Negotiotions with

prtvate irw e stor ongotng
. - Lamu - Garissa- Isiolo Highway- Negotiatiors with

trwestor

CF,-8" F]+\-?i\JI r!+.3

Project
Yalue
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Sector Project
Yalue
(us$ IvO

52.5o Kenyatta University Student Hostels (ppp project
Agreement has been stgned)

P r o cur ement is ongoing for the following pr oj ects ;

o

a

a

!

University ofEmbu Student Hosteis
South Easte:n Kenya University Student Hostels
Egerton University

Technical Trainers
'Water 

and Environment
. multi-pu{pose dams,
o water supply projects
. solid waste

2,000

Horxing

'.', Civil Servants Housing
. A_ffordable Housing

I

. Police and

1,500

Urban Development
. Multilevel car
. Multilevel car

park in Nairobi
in Mombasa

100

. Mombasa Lrternational Convention Centre

. Na:robi [nfep2flanal CoEveution a',d Exhibidon Ceate

Tourism

a Intemational Convention Cente

500

Agriculture and Livestock
Station & Livestocka Zone 10

Likoni Aerial Cable Car 43
Total 12,346

32- The Government understands that any PPP project comprises roles and
responsibilities for both the public and private sector. I:r particular and based on
specific project o""&: B. lrbli. ryctor's contributions to the 'jpartrer_ship_,1 of

-TPP! woila B"iCan-y inciude th-e ;;"f i""t -"tr of support and credit
enhancement measures zuch'as project development funding, availabiJity
payments, upfront capital grants, operationai grffits, revenue guarantees, Partial

- Risk Guarantees eRG), etc. As i1 5rands, the Govemment is currently finatizjng a
policy on the issuance of Goternment Support Medsures with an objective to

. . provide a clear sbucture and process for the issuance of Govemment Support
policy instruments

86 2018 Budget Policy StateinentF ';r-
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33. .In accordance with section 7(1) of the PPP Act, the ppp committee has
adopted a Fiscal commituent and contingent Liability (FCCL) Management
Framework to ensure approvai of and fiscal accountabilify in the management ol
financial and any other form of Government support granted in the implementation
of the couuky's PPP program.

34. The FCCL Unit established under the Directorate of the Pubiic Debt
Management OfEce of -the National Treasury is responsible for: mandatory
evaluation of all proposed PPP projects fsl financial risks and contingent liabilities
as a condition ofproject ap.proval; confirmation ofthis initial approval at feasibility
stage based on preferred submission and final negotiated project structure; regular
monitoring of all support measures for any amendment(s) or variation(s) to a

project agreement's terms and conditions, project outputs or arry waivers in the
project agreement.

' 35. AII guarantees and other security instruments provided under the PPP agenda,
together with atl other contingent liabilities are integrated into the debt
managedent process. The FCCL Unit continues to routinely assess contingent
liabifities and is establishing systeps for monitbring these projects with a view to
ensuring continuous 515[ management and the scheduled disclosure and reporting
of all fi.scaI risks associated with PPPs. In additior, as part of increasing
accountabiJity and talsparency within the PPP space, the National Treasury in
collaboration with the World Bank is finalizing a PPP disclosure framework.

3 6. To mitigate the risls,-the PPP Project Facilitation Fr:ad (PFF) (a multi-prr-pose
revolving firnd) established under the PPP Act will provide good Governarce
Framework to maoage Direct (or expliciQ Liabilities a:rd Contingent Liabilities
once it is operational in the FY 201 8/i 9.

To entench better outcomes in fucal ribk managemen! the National Treasury is also

placing a lot of emphasis in project furancial models, with the view to ensuring thatproject
debt repayment is frout-loaded while equity pay-out is back-loaded. This way, overall
fiscal exposure is potentially lowered.

Imp Iicif Contingeut Liabilities

. ' Nafural Disasters

37. Nahraldisastersoftenleadtolowerthanprojectedeconomicgrowthandhav.e
' huge budgetary implications. They 2[ss impact negatively on social welfare. The

' sever€ drought that started h mid-20i6 heavily impacted on agricultural activities
resulting in the contraction of the agricultural .sector thegeby lowering economic

growth with huge budgetary im.plications.

2018 Budget Policy Statement
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38. Given 1foe importaace of disaster risk, the Govemment has been focusing on
nahual disaster risk assessment and management through developing early
warning systems and disaster preparedness skategies. The intention has not been
to work towards risk financing tools, but to understand the budgetary
of disaster risk and identiff options for managing the risks. To reduce

implications
disaster rislg

agriculture; which is prone to significant loss of revenue following the physical
loss of crops and fivestock in the event of drought or floo&ng

39. ca the o'rher halci, floods depending on their magnifude impact on agricuJture,
infrastruchrre such as electicity poles and fuansfo,ners, roads, bridges and
therefore affect households both directly and indirectly. Due to the impact a natura1
disaster on social weHare and its effects on essential amenities, the Government is
always obligated to prevent social wetfare reduction by incurring cost of returning
normalcyafterran.occurrence. r - , -t

40' The Government being privy to some past occrurences has been providing a
contingency firnd to cushion the fiscal framework from the risks, ,m61g others.
However, the impact of such Iikely urforeseen events couid be of greater
magniluds than the provision and hence pose fiscal risk to the Government.

Climate Change related fucal risks to the economy

41 ' Clirnate change is a *leat to the aohie.rements of the Sustahable develop:nent
goals and the Kenya Vision 2O30.It is projected that, under current policies
("business as usual," BALI), the global mean temperature will continue to ilcrease
over the next century by 2.80c, with a 3 percent chance of rising 6oc or more- The
physical consequences of such a rise include: changed precipitation patterns, sea
level rise, more intense and perhaps frequent exaeme weather events, and
increased prevalence of vector-borne diseases as well as catastophic events, such
as prolonged droughts and flooding in mauy counties.

-42-.rcenya-seconomyiiEiffi 
tependentonth"c-limat"r"rsitiu. sectors such as

agriculfure, tourism, water and energy. Ciimate change therefore, poses potential
economic consequences which include: - lower productivity in agriculture and
other climate sensitive sectors, damags to coastal i::frastucturg stresses on health,
biodiversity, fr4gile ecosystems, water sryply systems, changes in tading pattems
and international investnent flows, financial market disr,rptioo, L"r"ur"a
vulnerabiiity to sudden adverse shocfts, lower GDP and altered migration
pattems-ail with potentlal im,piications for external stabiJity.

2018 Budget lolicy Statemenl ;. ,,
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43. The 65qal.implications of climals change impacts are serious and i::rmediate.
Climate change impacts will direcfly affect fiscal positions, through their impact
on tax bases and spending programs and use of fucal instuments in mitigating and
adopting to climate change reiated effects so a.d to limit the d4mage. For example,
an increase in the .frequency of storms wiil require more disaster relief spending
and flood iruurance pay-outs. Heavy rai::fali events wiil prompt inveshaentS to
protect rcpair, and relpcate facilities. Changing weather pattems and exteme
weather events willaffect farmers and thus affect the attainment of food security
due to low productivity.

46. These direct and ottrer indirect costs including loss of jobs have a negative
impact on goverament revenue from tax, increased government spending on

security and peace restoration as weil as redeeming county's image hence risk to

the Govemment's fiscal framework

47. Recomizing the siguificant risk that terrorism pose, the Govenrment has

undertaken a raft ofreforms over ttre last two financial years to mitigate the adverse

ef[ects of this risk. These reforms include deyelopment of counter-tenorism

st'{egy that involve cooperation among all security agencies, increasing

2018 Budget Policy StatementB9 ,SECRpT

44. Ia recognition of the serious threats posed by climate chaage, the National
Treasury has been leading the process of developing inskuments for climate
proofing vulnerable sectors of the economy through enhancing mitigation and

adaptation measures. These include: Development of the frame-work National
Policy on Climate pinanss, Qlimate Public Eiqpenditure and Budget Reviews

' (CPEBR), Developilent Climate Change Btdget Corling for tacking and reporting
climate financ,e flows and expenditure, Establishment ofrequisite skuctures forthe
private sbctor to support government efforts in financing both mitigation and

adaptation actions tlrough issuance of Green Bonds (sovereign), Establishment of
the National Treasury as the National Designated Authority G.IDA) for Green

Climate Fund (GCF), Estabiist'ment of the Qlimate Change Fund (CCF) and the
Disaster Risk Financing Strategy all aimed at cushioning the economy from fucal
risks arising from the effects of climate related shocks and natural disasters.

Evolving Acts of Terrorism (Violent Extremism)

45. Potential terrorist attacks may impose.economic costs through direct and

indirect.channels. The direct costs include loss of life and physical.deskuction,

whereas the indirect costs include impacts on restriction of movement of people,

cons'umption, invesbnen! and growth caused by terrorist attiacks. In particr:lar,

potential terrorist attacks have direct effect on tourism by reducing tourists' visits
due to security concems.

..',:.
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collaboration with local communities on security matters, security modemization
involving acquisition of modern security equipmen! and raising awareness to
potential threats. Awareness.

Technological Disaster

48. Information, Commr:aication and Techaoiogy continues to d

In access to financial seryices and improving the
ways of doing business in Kenya- Technologicai advancement in Kenya has seen
.signfficant expa:rsion in mobile financiai services and internet usage. Mobi1e
financial services has offered significaat opportuaities for improving the ef6ciency
offinancial services by expanding access and lowering tansaction costs. The rapid
growth ofmobile money has demonstrated that the technology is mature and brings
real benefits to people who previousiy could not access fi:ranciai products or
seryices.

, .. I t r: )

49- Owing to the success of mobile money, various financial products have been
leveraged on this payment channel increasing the inter linkages between this
technology aud the banking sector. The Government as well has tapped into the
tecbnology to provide services and receive payments online. In this regard, large
volumes of moaey ale fuansacted through the mobile money systems, being
paymentto governments for services offered as well as payments to private sector.
The ba::king sector and .other busiaesses whose performance is r::ked to this
system remains 61 important soiir-ce of cor-porate tax reveflue for the goveirment.

50. Therefore, given the importance of the mobile money system to the economy,
its dismption would lead to substantial loss of potential govemment revenue,
customers deposits and market confidence. The Government might therefore be
under pressure to compensate losses and hence shouid be considered as aplausible
fiscal risk

51 on the other han( increased usage of hformation technology (IT) systems
bminmsesard-Govffi ent enliti es 

- -

has enhanced efficiency and improved service delivery. In particular, the
Govenrment in recent years has heavily leveraged on technology to improve
service delivery using products zuch as IFMls, irax, e-procuremen! Hudr:ma
cenfoes and e-citizen. Given the signifcant revenues channelled tbrough those
systems, the reliance on these IT systems exposes the Government to a range of
risks such as cybercrime and fraud which may result to data comrption or loss; and
governmentTevenue ioss. Reco8nizing the possibility of these threats occurring,

90 il
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the Govemment has sensitized ail u.sers on 1fos importance of erhancing cyber
security.

Liabilities of the financial sector via systemically important Banks

52. "The Kenya Deposit hsurance Corporatioa (KDIC) rras established under
section 4 of the Kenya Deposit Insurance Act,zOLZ as a deposit insumnce schem.e

for depositors and to act as a Resolution Authority for failed financial member.

institutions, as well * th" roie of Risk Minimization. As at Novemb er 2OLT , *ie
coverage ievel was at Ksh 268.1 Billion with 46.6 million accounts fi:lly covered.
This tansiates to 96.8%o of totai number of accounts covered. However, in value
terms, IOIC only covers 9-2%o of thetotal deposits inthe $anking sector. This is
quite low compared to the intemationally reco-mended minimum standard ofZTYo

by Iirternational Associatiou of Deposit Insurers (IADD. This therefote implies
that, inthe event of failure of a Systemically TmportaatBank, the low cover would
causii a fucal rish h the absence of review of the ourrent coverage level of Ksh
i00,000 to a higher level.

Devolved System of Government

53. The Constitution ofKenyaprovides for two levels of government i.e. National
and the County Governments which are distinct and inier-dependent This system
of governaace which came into place in March 2013 gives the County
Govemments powers.under Article 209 to collect assigned revenues as well as to
budget and spend. Counties spend as per the firnctions assigned to them under

Schedule 4 of the constitution @evolved functions)- They are financed through
National Government transfers, own source reverrues aad conditional allocatiors.

54. However, major risks have emerged from Kenya's fiscal decentralization, and

which require prudent management especially by the County Governments. Below
is a summary of the.main risks and proposed mitigation measures, some of whieh
are already being implemented:
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An-nex Table 1: Macroeconomic Indicators
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Annex Table 5: Public Private ership (PPP) Projects - JKenya, Government,s duarantee and rermin Terms
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No Project Name Project Derscription
I

I

I

I

Project
Yalue ($
Mn)

Status Type/Value/State
Guarantee .

unt of Termination paym
(Default by GOk
Amo t Obligation

for flxed
Capacity
Payments
(Annual)

Call on
Grrarantee
cylN)

1 Africa Geothermal
International 140
MV/

O) basis
at

to

25year
Purchase
on a Build,
Operate

geothermal
project adj
Olkaria,

760 Financial
Close: 3td

April,2014

Status:Undcr
Construction

Letter of support
issued

Total Project cost
depreciated at5%oper
annum
Expenses incured by the
seller as a result of
termination
Net Present Value of 5

aL,

3

Years at 10Yo

US$ 77.3lvfti NO

aL. Lake Turkana
Wind Power - 300
MW

The wind nirUine
farm is beirlg
developed dn BOO
basis in Lojaugalani,
Marsabit'W1est, on a
20 Yeaf PPA with
I(enya Fowbr

I

i

I

847 Financial
Close:24s
March,2014

Status:
Commissioned

Letter of support
covering political
risks issued on 28e
February, 2013

lndemnity
Agreement
covering ADF
Guaranteed Letter
of Credit (T-C) in
the amount of
Euros 20I\zIn

1. Total Project cost
depreciated al5Yoper
annum

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

3 . Net Prosent Value of 5

Years profits at llYo

Deemed
Generated
Energy
Payments
Euros 110.4
MN

I

J
I

f;

NO
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No Project Name Project Description Project
Value ($
Mn)

Status Type/Value/State
Guarantee

Amount of Termination Puyment
(Default by GOk

Obligatlon
for fixed
Capacity
Payments
(Annual)

Call on
Guarantee
cY/19

3

Gulf Po*er
80.32 MW

The Heavy Fuel Oi1
(ItrO) power plant is
being developed on a
BOO basis, in the
Athi River region, on
a21-year PPA with
KPLC.

108 Financial
Close: 18th

November,
2013

Status: Under
Construction

Letter of support
covering political
risks issued on 2nd

lt:Jy 2072

Indemnify
Agreement
coveriug PRG
pala::.ents was
signed on 14ft
March 2013. PRG
amountUS$ 35
Itzln and Euros 7
VIn

1. Totai Project cost
depreoiated at SYoper
arulum

2. Expenses incurred by the
seller as a result of
terminatiou

3. NetPreseutValue of 5
Years profits at 10%

Euros 16.3 Mn NO

4. Triumph Power -
82 MV/

The Heavy FueI Oil
(IIFO) power plant is
gsing developed on a
BOO basis, a|
ICtengela near the
Athi River area of
Mavoko, on a 20-
year.PPA with
KPLC.

156.5 Financial
Close:7ft
August 2013

Status: Under
construction

Letter ofsupport
covering political
risks issued on 2nd

July 2012

Indemdty
Agreement
covering PRG
payments was
sigued on 5th

December 2012,
PRG Amount US$
45 VIn

1. Total Project cost
depreoiated at 5% pet'
annum

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

3. Net Present Value of 5
Years profits at 10o/o

US$ 24.5Mn ItNO
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No Project Name escrlDti

l

I

Project p 0n

I

I

Proj ect
Value ($
Mn)

Status Type/Yalue/State
Guarantee

Termination PayrnenAmount of
(Default by GOIr

I ua

Obligation
for fixed
Capacity
Paymeuts

Call on
Guarantee

cY/r9

5 Thika Power -
87MW

I

!

The Heavy-i
(IIFo) pow(
being develd
BOO basis, 

I

I(itengela ni
Athi River ai

Mavoko, on]
year PPA w|
KPLC. I

tuel Oil
rr plant is
rped on a
lt
ar the
rea of
a20-
rh

146 Financial
Close: 1 th
October 2012

Status:
operational
from August
20t3

Letter of support
covering politioal
risks issued on 2nd

Iuly 2012
Indemnity
Agreement
covering PRG
payments was
signed on 28th
August2014. PRG
Amount US$ 35
Mn and Euros 7,7
iv{n

depreciated at 5yoper
annum

2. Expenses incurred by the
seller as a resrdt of
termination

3. Net Present Value of 5
Years profits at 10%

1 Total Project cost Euros 17.lMn NO

6. Ifinangop Pswer -
60.8MW

a BOO basis South

plant
on

The wind p

I(i:rangop,
County on a

is being

PPA with

150 Financial
Close:31st
December
2012

Status: Under
Arbitration &
Development
stopped

Letter ofsupport
covering political
risla issued on 26il'
July,2013

1. Total Project cost
depreciated atsYopcr
annum

2. Expeuses incurted by the
seller as a result of
termination

3. Net Present Value of 5
Years prpfits al |0o/o

Deemed
Energy
Payment
US$ 26,8 Ivftr

NO*
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No. Pr.oject Name . Project Description Proj ect
Yalue ($
Mn)

Status Type/Value/State
Guarantee

Amount of Termination Payment
(Default by GOh

Obligation
for fixed
Capacity
Payments

@.pnual)

Call on
Guarantee
CT^D

7 Orpower
150MW** Olkaria
III Geothermal
power plant (irt
plant 48MW,2nd
Plant 36MW,3'd
plant 16MW and
4u'Plant 29MsD

Description: 20 year -
BOO

558*'lir( Financial
Close: Jan,
1999

Status:

Operational

Letter of support
covering political
rislcs issued on 16h
April,2015

lndgmnity
Agreement LC
covering PRG
payments of
Amount US$
3 1IVIN

1. Total Project cost
depreciated at5Yoper
arulum

2. Expenses incrured by the
seller as a result of
ternination

3. Losses incured by the
Seller

US$70.98I4:1 NO

6

-90MW
otiler 20 year - BOO 155 Financial

Close:
October, 2008

Status:
Operational

Indemnity
Agreement
LC Account

- Net Present Value of Non- ,

Escalabe Capacity Chargei for the
remaining period to the expiry of
the term discouated atI2Yoper
annum

Euros 19.7Mn NO

9 Mumias Power
Fliut- 3sMW

10 Years-BOO 50 Financial
Close: July,
2008

Status:
Operational

None None us$ 5.3lv{n NQ
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No Project Name

I

eseriptio

I

I

i

Project D n Project
Yalue (S

Mn)

Status TypcA/aluc/State
Guarantee

t of Terminatlon paymen
t by GOI<

Amoun
(Defaul

t Obligation
for fixed
Capacity
Payments
(Annual)

Call on
Guarantee
(Yng

10 I(pevu III,
12oMW

loEatea atEipEffi-
Mombasa, the diesel
power plant lis on a
BOO basis fror a 20-
year period

134 Financial
Close: None

Status:
Operational

None None Ifth 2,20gMn NO

11 74MV/ Located in MomTiJi--
next to IClindini
seaport, the l,Ieavy
Fuel oil Gqol
power plant is on
BOO basis o[er a 20-
year period I ]

85

Close: Sept,
1999

Status:
Operational

Indemnity
Agreement Non- escalabe Capaoity

Charges for the remaining
period to the expiry of
the term discounted at
l1Yo per annum.
Expenses incuned by the
Seller as a result of
termination.
The value of the stock of

1

)

Net Present Value

and other

US$9.62 Mn NO
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No. Project Name Project Description Project
Yalue ($
Mn)

Status Type/Value/State
Guarantee

Amount of Termination Payment
(Default by GOII

Obllgatlon
for fixed
Capacity
Pdymcnts

Call on
GuaranteG

cv/I0

I
consumables and sparc
parts at tle Plant

12.
Limited 0.28MW
Imenti tea Feed in TariffPbwer

Plant on a BOO basis
Operating None None None NO

i.J
Solutions Ltd.
Gilcira Kianjora
Small Hydro
Power Statious
0.514MW.

Power Feed in Tariff Power
Plant on a BOO basis

Operating None None None NO

14. 1050 MWLamu
Power Project

Located in Manda
Bay, the Lamu Coal
Power Plant is on a

BOO basis over a25
- year concession
period

2,000 Status:
Financial
Close
Impending

Letter ofsupport
covering political
risks issued on 4ot

August, 2017

1. Total amouat
outstanding and
unpaid to al1
Finaoci:rg Parlies -
Debt &Equity

2, NPV of 5 years profits at

10% discount rate
3. Redundancy

payments/
Termiaation &
Breakage costs

4. Value of unpaid
construction works
as at termination

US$ 360 Mfti NO

109 20/B Budget Policy Statement

,.: -



ln

"J'l
T
-l
ItI

!1

No. Project Namc Project Oe$ription Project
Value ($
Mn)

Status Type/Value/State
Guarantce

Arnount of Tcrmin
@cfault by GOk

atlon Paymen Obligation
for fixed
Capacify
Payments

Call on
Guarantee

cYiI.{)

15 100
Ifipeto
Wind
Power

Feed in fariEpower
Plant on a npO Uasis

I

323 Status;
Financial
Close
Impending

Letter ofsupport
covering political
risks issued

outstanding and
unpaid to all
Financing Parties -
Debt & Equity

2. NPV of 5 years profits at
10%o discountrate

3. Redundauoy
payments/
Tennination &
Breakage costs

4. Value of unpaid
construction works
as at termination

1 amount 60 Mn NO

16
Geothermal
70 MW
Power
Project

Iof

Feed in Tari{Power
Plant on a B0O basis

333 Status:
Financial
Close
Impending

Letter of support
coveriag political
risks issued

i. Total amount
outstanding and

to all

US$ 37.4 Mn NO
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No. Project Name Project Desc.ription Project
Value ($
Mn)

Status TypeTValue/State
Guarantee

Termination Paym ent-(DAmount of
efault by GOII

Obligation
for fixed
Capacity
Payments
(Annual)

Call on
Guarantee
cy/N)

i40 Mw

t7
Geothermal

Quantum
Power
Project

J Located in Nakuru
County, the Quantum
Power project is
based on BOO
arrangement over 25
years

an Status:
Financial
Ciose
Impending

Letter ofsupport
coveriag political
risks issued

I\lnus$ 14.27 NO

18, 35 MW
Geothermal
Sosian
Power
Project

Located in Nakuru
County, the Sosian
Power project is
based on BOO
arrangement oyer 25
years

79 Status: I

Financial
Close :

impending

Letter of suppolt
covering political
risks issued

US$ 14.27 Mn NO

19 40 MW
Cedate
Solar
Power

Feed in TariffPower
Plant on a BOO basis

11 Statr.rs:

Financial'
Close
Impendins

Leftel of support
covering political
risks issued

us$ 12.5l\dn NO

20
Selenkei
Sblar
Power

40 Feed in Tariff Power.
Plant on a BOO basis

B4 Status:
Financial
Close
Impending

Letter ofsupport
covering political
risks issued

us$ 12,5ldn NO

27 40

ect

Malindi
Solar
Power

Feed in TariffPower
Plant on a BOO basis

82 Status:
Filancial
Ciose
Tmpending

Letter ofsupport
covering political
risks issued

Debt & Equity
2. NPV of 5 years profits at

10oZ discount rate
3. Redundancy

payments/
Termiaation &
Breakage costs

4. Value of unpaid '

construction
works as at
termination

Financing Parties -

US$ 11.2IzIn NO
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tl,With respect to Ifinangop Wind Power, it is recognized that a claim under the Govemment Letter of Support was lodged, and the matter is

an arbitration panel under ICC rules. The iprling on this matter is likely to be itisued in the FY 2018.
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a

Call on
Guarantee
cr/N)

Amount of Termination Paymerl
@efault by GOI<

t Obligation
for fixcd
Capacity
Payments
(Annual)

TypeA/alue/State
Guarantee

Proj ect
Value ($

Mn)

StatusProj ect DNo, Project Namc '

US$ 13.8 VIn NOStatus:
Financial .

Close
Impendiag

Letter ofsupport
covering political
rishs issued

Feed in TariffPower
Plant on a dOO basis

I
I

I

105aa 40 MV/
Alten Solar
Power
Project
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