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Message from the Cabinet Secretary for Finance

Kenya's economic growth has been positive over the years maintaining a steady
path even with increased domestic demand for resources and the prevalence of
some external global shocks. Kenya's public debt is sustainable in the medium
term and conforms to the country's Vision 2030 and the Millennium
Development Goal 8, target 8D on debt sustainability.

Public debt management in Kenya is enshrined in the 2010 Constitution currently
under implementation and entails a new form of governance that introduces
fiscal devolution. In this regard, the Public Finance Management (PFM) Act of
20L2 is the relevant legislation for effective public debt management which has
repealed allearlier legislations on domestic and external government borrowing.
This Law will promote prudent and sound debt management practices for both
Central and County Governments with an aim to enhance efficiency and
transparency.

The national policy for public debt management is the Medium Term Debt
Strategy (MTDS) which entails raising resources through borrowing to meet
central government's budgetary requirements at minimum cost whilst
maintaining a prudent degree of risk.lt also involves promoting the development
of a vibrant domestic debt market. The Government borrowing requirement and
the level of public debt have been consistent with the overall fiscal framework
supporting macro-economic stability for sustainable growth over the medium
term. In terms of public debt monitoring and in line with international best
practice, Kenya undertakes Debt Sustainability Analysis (DSA) on a regular basis.
The results of the latest DSA conducted in April 2013 affirmed that Kenya's public
debt is sustainable overthe medium term.

This 2013 Annual Public Debt Management Report is part of the reporting
requirements for public debt under the PFM Act. Additional requirements for
reporting include submission to Parliament of a statement of all loans contracted
by the national government, national government entities and county
governments

Mr. Henry ich
Cabinet Secretary for Finance

Thr,: Natronerl Treasury Annual Publrc Debt Report 2012-2013



Message from the Principal Secretary

The National Treasury has been preparing the Medium Term Debt Management

Strategy (MTDS) since 2009 which outlines the government borrowing policy by

evaluating the cost and risk characteristics of both the existing public debt
portfolio and alternative borrowing mix. In line with the 2012 MTDS, the
Government implemented the domestic borrowing plan by issuing Treasury Bills

and Treasury Bonds of medium term maturity in FY 20L2/L3.

This 8'n Annual Public Debt Management Report provides detailed information
on the status, general developments and the medium term outlook of Kenya's

public debt. The country's public debt consists of both domestic and external

components. In gross terms, total debt in June 20L3 was Ksh L,894,L17 million
(5L.7 percent of GDP) compared to Ksh 1,622,80L million (49.5 percent of GDP) in

June 20L2. The domestic component grew by Ksh 191,,725 to Ksh L,050,555

million (28.7 percent of GDP) in June 2013. The external component also

increased by Ksh 79,59L million in June 201,3 to Ksh 843,562 million (23.0 percent

of GDP) over the same period. As a percentage of revenue, total debt service rose

to 18.7 percent in June 20L3 from 1-6.5 percent in June 20L2.

In the medium term outlook, overall public debt as a proportion of GDB is
projected to decrease from 51.7 percent in June 2013 to 49.6 percent in June

2017. Government's strategy is to reduce the debt to GDP ratio to below 45

percent in the medium term.

With regard to implementation of the PFM Act, the National Treasury is in the
process of developing regulations to operationalize the Act which will partly
address the institutional reorganization of the Treasury including the setting up of
the Public Debt Management Office (PDMO). The objective of establishing the
PDMO is to ensure prudent and sound debt management in accordance with best
practice. In addition, the Treasury in compliance with provisions of the Act has

enhanced the reporting on public debt.

Dr. Kamau Thu99e, EBS
Pri nci pa I Secreta rylN ationa I Treasu ry
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EXECUTIVE SUMMARY

The principal objective of Kenya's public debt management is to meet the

Central Government financing requirements at the least cost with a prudent

degree of risk while the secondary objective is to facilitate Government's access

to financial markets and support development of a well-functioning vibrant

domestic debt market.

In this regard, the Government through the National Treasury and the Central

Bank is committed to pursuing prudent debt management strategies aimed at

ensuring that public debt remains within sustainability thresholds. The strategy

is outlined in the 2012 Medium Term Debt Strategy (MTDS) published in June

2OL2 which is subject to annual updates. The medium term strategy is to lower

the level of public and publicly guaranteed debt to 45 percent of GDP and this

entails adherence to prudent debt management and a reduction in the overall

fiscal deficit to below 5 percent from the current level of over 6 percent.

Kenya's total public debt increased to Ksh L,894,117 million or 5L.7 percent of
GDP in June 2013from KshL,622,80L million or49.5 percent of GDP in June 2012.

Domestic debt rose to Ksh 1,050,555 million or 28.7 percent of GDP from Ksh

858,830 million or 26.2 percent of GDP in the same period. Similarly, external

debt rose to Ksh 843,562 million in June 20L3 from Ksh 763,971 million in June

2OL2.As a percentage of GDB external debt decreased from 23.3 percent to 23.0

percent over the period.

A large proportion of domestic debt is held by commercial banks although the

holdings by non-bank investors such as pension funds and insurance companies

continue to grow. A large share of outstanding Government bonds will mature in

the short to medium term horizon. In terms of structure of securities by type, the

ratio of Treasury Bills to bonds as at June 20l2was26:74 which is an indication of

successful restructuring of the domestic debt portfolio to minimize refinancing

risk and promote development of the market. The amount of outstanding bonds

across the remaining maturity profile was Ksh 744,174 million in June 20L3

compared to Ksh 686,951 million in June 2012.

A review of Kenya's external debt portfolio shows that the debt was mainly owed

to official multilateral and bilateral creditors. Whereas the overall external debt is

long term and concessional in nature, there has been hardening of borrowing

terms in the recent past.

The Nirtiorral TrcasuryAnnual Pub[c Debt 2012-2013 v[



Total Debt Service (TDS) on Kenya's Central Government debt as a percentage of
revenue increased to 18.7 percent from 16.5 percent in June 20L3 and June 20L2
respectively. In nominal terms under the domestic debt component, there was an
increase in debt service partly attributed to the increased uptake of Treasury Bills
and higher service cost for Treasury Bonds during fiscal year.

The Public Finance Management (PFM) Act 2012 provides the legal framework
for issuance of Government loan guarantees to public entities in which all debt
service paid on their behalf shall become liabilities payable to the Government.
The net cumulative balances on guaranteed debt paid by the Government on
behalf of public enterprises over the last 22 years amounts to Ksh 30,049.5
million.

There have been continuous reforms at the National Treasury to improve debt
management in line with international best practice. The PFM Act 20L2
establishes the Public Debt Management Office (PDMO) and has consolidated all
pre-existing laws on Public Financial Management. In particular, it has repealed
all Acts related to public debt management such as the External Loans and Credit
Act, the Internal Loans Act and the National Government Loans Guarantee Act. At
the Central Bank, a number of market development initiatives continue to be
implemented. These include but are not limited to, execution of the benchmark
bonds program, product diversification, establishment of the Treasury Mobile
Direct (TMD) project, introduction of Over the Counter (OTC) trading platform
and the setting up of the Government Securities Market Makers (GSMM)
program as a first phase of the Primary Dealers (PD) framework.

The outlook in the medium term indicates that overall public debt is projected to
rise in nominal terms to Ksh 2,2L9,732 million in June 201,4 from Ksh l-,894,1-l-7
million in June 2013 and later increase to Ksh 2,972,082 million in June 2017.
HoweveL as a proportion of GDB public debt in nominal terms is projected to
increase to 53.3 percent in June 201,4 from 51-.7 percent in June 2013 and
decrease to 49.6 percent in June 2017. Overall debt service is projected to
increase by 3 percent but as a ratio to GDB the debt burden indicators will be
within susta i nable levels.

!lThe Natron..rl Treasr-rrr Arrrrr-ra PL:bl c Debt Report 2012-2Ai3
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The Fiscal Year 2012/L3 Annual Public Debt Management Report presents the

major developments in Kenya's public debt management activities during the

financialyear ended June 2013.

The Report is organised underthe following chapters

1. Financing of Budget Deficit

Domestic Debt

External Debt

Pu bl icly Guaranteed Debt

On-Lent Loans and Contingent Liabilities

Disputed External Commercial Debt

Debt Strategy and Debt Sustainability

Legislation On Public Debt Management

Reforms in Public Debt Management

10. Outlook for the Medium Term
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3

4

5

6
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FINANCING OF BUDGET DEFICIT1

1.1 Financing of the Deficit

The 20t2l13 Central Government budget deficit (including grants) of Ksh 250.8
billion or 6.5 percent of GDP was to be financed partly through net foreign
financing of Ksh L44.L billion (3.7 percent of GDP). The remaining Ksh 106.7
billion was to be financed through net domestic borrowin g (2.8 percent of GDP).
No privatization proceeds were expected.

A review of the actual budget outturn resulted in a revised deficit of Ksh 311-.8
billion. This deficit was 8.5 percent of GDP and to be financed through net foreign
financing of Ksh 134.9 billion (3.7 percent of GDP)and net domestic borrowing of
Ksh L76.9 billion (4.8 percent of GDP).

The actual budget performance as at end June 2013 resulted in an overall fiscal
deficit of Ksh 232.5 billion which was financed through net domestic borrowing
of Ksh 169.8 billion (4.6 percent of GDP) and net foreign financing of Ksh 62.7
billion (1.7 percent of GDP). In 20L2/20L3, there was no issuance of an
Infrastructure Bond.

1.2 Total Public Debt

Kenya's public and publicly guaranteed debt increased from Ksh L,622,801
million or 49.5 percent of GDP in June 201,2 to Ksh L,894,1L7 million or SLJ
percent of GDP in iune 201-3 as indicated in Table 1.1 and Chart L.L. Domestic
debt rose from Ksh 858,830 million or 26.2 percent of GDP to Ksh 1,050,555
million or 28.7 percent of GDP over the period under review. Similarly, external
debt rose from Ksh 763,97L millio n in 2012 to Ksh 843,562 million in 2013. As a
percentage of GDB external debt decreased from 23.3 percent to 23.0 percent
overthe period.

The share of domestic debt in total debt increased from 52.9 percent to 55.5
percent as shown in Table L.l while external debt decreased from 47.1percent to
44.5 percent. The increase in domestic debt is attributed to increased demand for
government securities in the domestic market. The external debt portfolio
consists mainly of multilateral and bilateral creditors at 60.7 percent and 30.5
percent respectively.

For the past three years, total debt in nominal terms has been increasing steadily.
In the medium term, the Government plans to lower the level of public and
publicly guaranteed debt to 45 percent of GDP.

The f'lat ona Treasu Annlla ?-tb)tc. Dect Re on 2012-201'j2



Table 1.1: Public and Publicly Guaranteed Debt, Ksh Million

47,383

4LL,867

459,250

399,580

858,830

26.2

s2.9

395,477

4,703

39,\70

524,505

563,675

485,880

1,050,555

28.7

55.5

473,797

13,083

(8,2L3)

LL2,638

104,425

87,300
191,725

2.5

2.6

78,320

8,980

DOMESTIC (Gross)

Banks

Central Bank

Commercial Banks

Sub-tota!

Non-bonks
Non-bank Financial

Institutions

Other Non-bank
Sou rces

Sub-total
Total Domestic

As o %o of GDP

As o % of total debt

50,21,5

351,579

401,794

255,518

258,474
660,268

26.9

53.7

2,956

39,691

384,640

424,331

339,891

764,222
27.4

57.4

329,878

10,013

215,035

436,838

0

25,04L

676,914

41.,930

4,044

45,974

722,888
25.9

48.6

1,487,110

s3.4

2,787,300

199,950

45L,287

50,540

L4,8LL

71@,a

43,593

3,790

47,383
763,971

23.3

47.1

1,622,801

49.5

3,28L,200

277,970

507,920

58,928

L5,207

800,025

39,667

3,870

43,537

843,562
23.0

44.5

1,894,117

57.7

3,662,600

l_8,020

56,633

8,388

396

83,437

(3,926)

80

(3,846)

79,591
(0.3)

(2.6)

271,317

2.2

38L,400

Central Government

Bilateral

Multilateral

Commercial Banks

Suppliers Credits

Sub-Total

Guoranteed
Bilateral

Multilateral

Sub-Total

Total External

Aso%ofGDP
(As a % of total debt)

GRAND TOTAL

Aso%ofGDP
Memorandum item

GDP

159,687

348,647

0

20,458

528,792

36,660

3,686

40,346

569,138

23.2

46.3

1,229,406

50.0

2,458,400

EXTERNAL

June 201 1June 2010 June 201 3June 2012
Change
2012113

Source: Nationol Treasury and Central Bonk of Kenya
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Chart 1.1: Trend in Public and Publicly Guaranteed Debt Stock Ksh Million

June, 10 June,11 June,l2

Yearsr TotalDomestic Debt r TotalExternalDebt

Source: Nationol Treosury and Central Bank of Kenyo

Percent

60%
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The increase in debt service for domestic
debt was partly attributed to the increased
uptake of Treasury Bills and higher service
cost for Treasury Bonds during fiscal year.
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1.3 Debt Service

Total Debt Service (TDS) on Kenya's Central Government debt increased by 27.8
percent from Ksh 113,644 million in 201-L /l2to Ksh l-45,228 million in 2012/L3 as
shown in Table 1,.2 and Chart 1.2. Debt service on both domestic and external debt
increased by Ksh 27 ,845 million and Ksh 3,739 million respectively. The increase in
debt service for domestic debt was partly attributed to the increased uptake of
Treasury Bills and higher service cost for Treasury Bonds during fiscal year.

As a proportion of total debt service, the
external component declined from 27.5
percent to 24.1, percent while the domestic
portion increased from 72.5 percent to 75.9
percent in 20LL/1,2 and in 20L2/L3
respectively. This indicates that the
structure of Central Government debt service remained relatively unchanged with
a large share comprised of the domestic component.

722,888
763,971

495%

S',l.1Yo

843,562

569,1 3g
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Table 1.2: Debt Service on Kenya's Central Government Debt, Ksh Million

Source: Notionol Treasury and Centrol Bank of Kenyo

Chart 1.2: Kenya's Central Government Debt Service, Ksh Million

Ksh Mn
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16.5

6.3

23,993

11,051_

35,O44

24.1

110,184

75.9

145,228

777,000

528,900

18.7

6.6

L7,373

6,238

23,611

29.2

57,381

70.8

80,992

507,500

400,024

16.0

5.9

2L,020

7,035

28,055

28.5

70,497

71.5

98,552

609,200
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16.2

5.5

External Principal

External Interest
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Total External Debt Service (TEDS) as a percentage of export earnings increased
by 0.3 percent from 6.3 percent to 6.6 percent in the period between 20L1,/L2 and
20L2/L3. The overall debt service as a percent of revenue increased by 2.2
percent.

1.4 Cost/Risk Characteristics of Public Debt

Arising from the Government external debt strategy of contracting external loans
on highly concessional terms to minimise interest rate cost, the average interest
rate and grace period on new external loans contracted in financial year 2OL2/L3
was l-.2 percent and 8.0 years, respectively. This profile, together with the long
maturity of 33J years yields an average grant element of Oa.O percent for new
external loans.

On the other hand, the average maturity profile of outstanding Government
domestic debt has decreased from 5.3 years in June 20L2 to 5.2 years in June
201,3.

i$t
i-t ''

,r \

3,
f,

t

t

I

t

t
6

*,. - a .'..-r,tr

'ir ;-.

\\

,e dt

-{-
t . ;:.' 

', -*

I t , . itua

,1,

i
I

"t
rIf

Loying of the standard gauge railwoy

':v)

Lr

The NationalTreas 6 Annual Public Debt Report 2012-20i3



2

2.1 Total Domestic Debt

Government domestic debt consists of stock of Government securities and

Government Overdraft at Central Bank of Kenya. Government securities comprise of
Treasury Bills, Treasury Bonds, Infrastructure bonds and the Pre-1997 Government

Debt. During the Financial Year 20L2/13, the Government raised Ksh 175,510 million as

net proceeds through borrowing from the domestic market by sale of Treasury Bills and

Treasury Bonds.

As shown in Table 2.!, ona net basis, the outstanding stock of domestic debt rose by Ksh

791,725 million (22.3 percent growth) to stand at Ksh 1,050,555 million in June 2013

compared to Ksh 858,830 million in June 2072.This increase was mainly attributed to an

increase of Ksh L35,764 million and Ksh 57,223 million in the stock of Treasury Bills and

Treasury Bonds respectively. The level of domestic debt was partly offset by a

repayment of Ksh 1,100 million of the Pre-1997 Government Debt.

Table 2.1: Domestic Debt Stock, Ksh Million

Source: Centrol Bank of KenYa

'Others consist of CBK Overdraft to GoK, cleared items awaiting transfer to PMG,

commercial bank advances and Tax Reserve Certificates

DOM ESTIC DEBT

191,725

191,277

135,164

L07,954

27,270

57,223

3,638

53,585

(1,110)

448
(2s8)

100

98.9

15.4

8.8

6.6

80.0

39.3

40.7

3.5

t.t
0.8

1,050,555

1,040,274

257,211

183,451

83,760

744,174

341-,050

403,L24

28,889

10,281
6,999

100

99.0

25.4

17.5

8.0

70.8

32.5

38.4

2.7

1.0
0.7

Total Stock of Domestic Debt (A+B)

A. Government Securities(1 3)

l.Treasury Bills

Banking Institutions

Others

2.Treasury Bonds

Banking Institutions

Others

3. Prel997 Government Debt

B. Othersl
Of which CBK Overdraft

858,830

848,997

132,O47

75,497

56,550

686,951

337,4L2

349,539

29,999

9,833
7,257

June 2012

Amount %

June 2013

Amount %

cha en9lnstrument
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2.2 Domestic Debt by lnstrument

The stock of outstanding Treasury Bonds increased by S.3 percent from Ksh
686,951 million in June 2072 to Ksh 744,L74 million in June 20L3 while Treasury
Bills increased by 102.4 percent from Ksh 132,047 million to Ksh 267,2L1million
over the same period as shown in Table 2.L and Charts 2.1,. (a) and (b).
Consequently, the proportion of Treasury Bonds in total domestic debt decreased
from 80.0 percent to 70.8 percent while Treasury Bills rose from 1-5.4 percent to
25.4 percent during the period as shown in Charts 2.L(a) and 2.1(b).

As at end June 2013, the ratio of Treasury Bills to Bonds stood at26:74 which was
in accordance with the domestic debt borrowing strategy, where the Government
sought to achieve and maintain the ratio of Trlasury-Aitts to Treasury Bonds at
30:70. The proportion of Pre-1997 CBK advances to Government dropped from
3.5 percent to 2.7 percent due to a net repayment of Ksh 1,110 million made
during the fiscalyear 20L2/L3.The level of Government Overdraft reduced by Ksh
258 million from Ksh7,257 million by end June 20L2to Ksh 6,999 million as at end
June 20L3.

Chart 2.1: Domestic Debt by lnstrument

(a) June 2012 (b) June 2013
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The proportion of Treasury Bonds in total
domestic debt decreased from 80.0 percent to 70.8

percent while Treasury Bills increased from 15.4
percent to 25.4 percent during the period.
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2.3 Domestic Debt by Holder

The holding of domestic debt by commercial banks rose to 49.9 percent up from
48.0 percent in June 20L2 as shown in Table 2.2.and they remained the largest
holders among all investor categories. Howeve6 the share of domestic debt held
by non-bank investors decreased marginally from 46.5 percent in June 2012 to
46.3 percent in June 2013.

Table 2.2:Domestic Debt by Holden Ksh Million

*Of which
Source: Centrol Bank of Kenya

2.4 Treasury Bills and Bonds by Holder

As shown in Table 2.3 and Chart 2.2, commercial banks held the highest stock of
Treasury bills and bonds at 51-.9 percent as end June 20L3 compared to 50
percent at end June 2012. Pension funds increased their portfolio to 28.3 percent
by June 2013 from 26.6 percent by June 2013.

Table 2.3: Treasury Bills and Bonds by Holder

45.1

100

53.7

3.7

49.9

46.3

1.2

85,256

191,725

104,381

(8,212)

LL2,638

87,300

2,04411,039
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4LL,867
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45.2

53.5

5.5

48.0
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1.3

100
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1,050,555

563,675

39,L70

524,505
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Non-Banks
o/w* Non-Bank

Financial

Institutions

Other Non-Bank
Sources

Total

Holder June 201 3

AmountAmount o/o

June 2012

524,505

26,332

108,609

285,778

66,1-61-

1,011,385

51.9

2.6

10.7

28.3

6.5

100

409,6LL

LL,73T

92,357

2L7,697

87,602

918,998

s0.0

1.4

1 1.3

26.6

10.7

to0

Commercial Banks
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Insurance Companies

Pensions Funds (including NSSF)

Others

Total

Holder
o//o

June 2012

Amount
June 2013

Amount %
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Chart Z.2Treasury Bills and Bonds by holders

a) June 2012
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2.5 Treasury Bills by Holder

The stock of Treasury Bills increased by 102.4 percent from Ksh 132,047 million in
June 20L2 to Ksh 267,211, million in June 2013 as shown in Table 2.4. The
proportion held by Commercial Banks increased from Ksh 75,497 million (57.2
percent) in June 2012 to Ksh 183,458 million (68.7 percent) in June 2013.
Insurance companies scaled up their holdings marginally to 5.6 percent while
pension funds' holding declined to 16.1 percent during the period under review.

Table 2.4: Outstanding Treasury Bills, Ksh Million

Source: Centrol Bank of Kenyo

2 
Excludes repurchase order (Repo) bills for monetary policy

,/tl aIt

Commercial Banks

NBFIs

Insurance companies

Pensions Funds (including NSSF)

Others

Total 2

75,497

6,297

7,220

28,686

L4,347

132,O47

57.2

4.8

5.5

21.7

10.9

too

183,459

5,631

14,923

42,917

20,282

267,211

68.7

2.1

5.6

16.7

7.6

t(n

June 2013

Amount %

June 2012
Holder

Amount %
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2.6 Treasury Bonds by Holder

As shown in Table 2.5, outstanding Treasury Bonds increased from Ksh 686,951-

million in June 201"2to Ksh 744,L74 million in June 2013.Although the holdings by
commercial banks decreased slightly during the period under review, they
continue to dominate as the highest holders of Treasury Bonds. Holdings by
Pension funds increased as a proportion of total outstanding bonds, to 32.6

percent in June 2013 from 27.5 percent in June 2012.

Table 2.5: Outstanding Treasury Bonds, Ksh Million

Source: Centrol Bank of Kenya

2.7 Outstanding Treasury Bonds

The outstanding bonds across the various remaining maturities amounted to Ksh

744,L74 million at the end of June 20L3 compared to Ksh 686,951- million as at end
June 2012 (see Appendix 2). As shown in Chart 2.3, the bulk of outstanding
government bonds will be retired in the next 5 years.

Chart 2.3 Outstanding Government Bonds
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2.8 Treasury Bills and Bonds by Tenor

Of the total outstanding Government securities held as at end June 2O!3,Treasury
Bills accounted for 26.4 percent, up from 16.L percent as at end June 2OL2 as
shown in Chart 2.4 and Table 2.6. During the financial yea[ the proportion of the
outstanding 9L day and 364 day Treasury Bills stock rose by 0.6 percent and 13.8
percent while the stock of 182-day Treasury Bills dropped by a.L percent
respectively. This reflected increased investor preference for the gL day and 364
dayTreasury Bills during the period under review.

Treasury Bonds accounted for 73.6 percent of the outstanding Government
securities as at end June 20L3. Out of these, Treasury Bonds with original maturity
range of 1- year to 5 years amounted to Ksh 279,492 millio n (27 .6 percent) while
those with a maturity range of between 6 and 9 years was Ksh L09,91,4 million
(10.9 percent). Treasury Bonds with original maturity profile of L0 years and above
amounted to Ksh 354,768 million (35.1 percent).

Chart 2.4 Outstanding Government Securities

(a) June 2012 (b)June 2013

Treasury bills,
16.1Yo bills,

Bonds, over 10 yrs,
35.5%
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10.9%

Source: Centrol Bonk of Kenyo
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Table 2.6 : Outstanding Treasury Bills and Bonds by Tenol Ksh Million

Amount ("/") of
total

Amount (%r) of
totol

Amount ("/") of
total

3.6

5.2

17.7

26.4

11,880

(23,502)

L46,784

135,163

0.6

(4.1)

7 3.8

10.3

3.0

9.2

3.9

t6.t

36,203

52,L67

178,840

267,211
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t82
364

Sub totals
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75,669
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1.9

7 3.7

27.6

4.0
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3.1

1.8
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12.5

0.4

3.0
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4.8

2.0

2.2
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12.1
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192,386

(!2,9
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l-9,300

(0.4)

(0.4)

(s.6)

(1.7)

(0.8)

(0.4)

(1.3)

(4.3)

0.8

(0.1)

(2.3)

0.9

1.2

(0.s)

(0.s)

(0.4)

(6.3)
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33.3

5.8

2.8
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3.7

15.1

1 7.7
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6.3

10.6 122,0L4
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Security
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2.9 Treasury Bills and Bonds By Time to Maturity

The maturity distribution in Chart 2.5 below indicates a large concentration of
Government securities stock at the short to medium segment of the yield curve.
There was a shift in the proportion of longer dated Bonds as the portfotio
decreased marginally to 35.1 percent from 35.5 percent while the portfolio of the
short dated bonds increased from 1-6.1 percent to 26.4 percent in June 2OL3 from
June 20L2.

Chart 2.5: Stock of Treasury Bills and bonds across the Yield Curve
as at 30 June 2013
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2.1O Benchmark Bond Program

A benchmark program involves issuance of large size bonds and management of
maturity structure through strategies such as reopening, tap sales, conversions,

buy-backs, bond exchange (switch)and swaps.

In Kenya, the benchmark bond program was initiated by Government in

September 2007 to address illiquidity in the domestic bond market, lengthen

maturity of domestic debt in order to minimize rollover risk and strengthen the
Government securities market by promoting secondary trading. The benchmark

tenors identified are2,5, l-0, 15,20, and 25 year maturities.

As a result of the successful implementation of this program, the average

maturity profile of outstanding Government securities increased from 0.5 years in

June 200L to 5.1- years in June 20L3 and the ratio of Treasury Bonds to Treasury

Bills improved to74:26 from 30:70 in 2001. Since 2009,33 benchmark bonds of
different maturities worth Ksh

3L7 ,466 million have been issued of
which l-5 benchmark bonds worth
Ksh 204, 690 million were reopened.

The benchmark tenors identified are

2,5,10, 15, 20 and 25 year maturities,

During the period under review l-L bonds worth Ksh 159,31-0 million were issued

with 6 bonds worth Ksh 58,374 million reopened. To smoothen out the maturity
profile of bonds, manage refinancing risk and minimize the fragmentation
problem at the secondary market, the Government and the Central Bank are

considering strategies such as bond switches and swaps under the benchmark

bonds program.

In addition, improved liquidity both at the primary and the secondary market for
bonds has been observed due to the benchmark bonds program. As shown in
Table 2.6 and Charts 2.4(a) and 2.4(b), Benchmark Bonds account for the largest

share of outstanding Treasury Bonds with over 50 percent as at end June 2013.

Turnover of bonds traded at the Nairobi Securities Exchange (NSE) was Ksh

519,109 million in20L2/201-3 compared to Ksh 390,27L million in20LL/12. Riding

on the success of the Benchmark Bonds program, a total of twenty four (24)

corporate bonds have been listed and are trading at the NSE.

Ttrr.: N;rtrr,rrr;il I rt :t r,sryAnnual Public Debt Report 2012-2013 15



2.11 lnfrastructure Bonds (lFBs) Program

The issuance of Infrastructure Bonds in Kenya began in Februa ry 2009 to mobilise
resources for specific projects in roads, energy and water sectors to support
economic development.

The primary objective of the Government in issuing the Infrastructure Bonds was
to show State Owned Enterprises (SOEs) and Local Authorities (LAs) with strong
balance sheets how to tap into the capital markets to finance their infrastructure
and deliver on their mandate effectively.

To date, a total of Ksh 120,794 billion on cost value terms has been raised through
the sale of five (5)lFBs as reflected in Table 2.7.Ln20L2/20L3, no IFB was issued.

Table 2.7: Performance of lnfrastructure Bond (lFB) at Primary Market
Auction (Ksh)

Source: Centrol Bank of Kenya

2.12 Average lnterest Rates on Treasury Bills

As shown in Chart2.6, the 91--dayTreasury bill rate declined by 3l-3 basis points
from 10.09 percent in June 20L2 to 6.96 percent in June 20L3. Likewise, average
interest rate for the 182-day Treasury bill fell by 355 basis points from 10.67
percent to 7.L2 percent during the period while the average for the 364-day
Treasury bill decreased by 386 basis points from L2.43 percent in June 20L2 to
8.58 percent in June 20L3.

The 91-day and L82-day Treasury Bills average rates act as reference interest rates
for pricing other financial products, making adjustments to commercial banks'
deposit and lending rates as well as structuring of investment portfolios.
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Chart 2.5: lnterest Rates on Treasury Bills, July 2012- June 2013
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2.13 Government Securities Trading

Government bonds trading was highest in the first and fourth quarters of the
financial year with notable decline in quarters two and three as shown in Chart 2.7
below.

Chart 2.7:Bonds Trading, July 2012- June 2013
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Using the average yield curve for the year, Charts 2.8 and 2.9 below show that
trading activity was concentrated in the short to medium segments of the yield
curve with the bulk of it in benchmark maturities of 2,5, 10 and l-5 years and
Infrastructure Bonds. This outcome is a reflection of positive gains from the
implementation of the benchmark bonds and infrastructure bonds programs.

Annual Public Debt Re The NationalTreasury2012-2013 1



Chart 2.8: Treasury Bonds Turnover (Ksh Bn) along the Yield Curve during
FY 2012-2013

Yield (%)

Source: Centrol Bonk of Kenyo

Chart 2.9: Bond Trading along the Yield Curve in June 2013
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2.14 Government Securities Yield Curve

As shown in Chart 2.L0, the Government securities yield curve depicts a normal
trend as at end June 2013 but steady shift during the financial year from June
2O!2 position, indicating stability of pricing along the maturity profile.

This movement is also in line with trends in inflation during the year which
reflected on the confidence and certainty of the market. The yield curve reflects
the risk premium associated with the uncertainty about the future rate of inflation
and the risk this poses to the future value of investment.

1
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Chart 2.102 Government of Kenya Securities Yield Curve, June 2013
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2.15 Domestic lnterest Payments

Compared to 2011/L2, Government expenditure on interest and other charges on
domestic debt amounted to Ksh 110,184 million in 2012/L3 which is a 33.8 percent
increase as shown in Table 2.8. There was a significant increase in interest payments on
Treasury Bills compared to Treasury Bonds attributed to increased uptake of shorter
term Government securities. Domestic interest as a proportion of revenue increased
slightly but remained relatively the same as a proportion of expenditure and GDP.

Table 2.8: Domestic lnterest Payments and Ratios

Treasury Bills

Treasury Bonds

CBK Commission

Pre 1997 Debt

Others

Total

l_L,055

64,620

3,000

0.00

3,664

82,339

19,505

82,560

3,000

L,6gg

3,42L

110,184

76.4

27.8

0.0

700.0

(6.6)

33.8

Domestic Interest/Reven ue

Domestic Interest/Expend itu re

Domestic Interest/GDP

Domes tic Interest/Total Interest

11.9

8.7

2.5

9L.8

L2.7

9.2

3.0

90.8

0.8

0.5

0.5

(7.0)

Type of Debt

Ratios (percent)

Percent
change

lnterest (Ksh Million)
2011112 2012/13

Source: Notional Treosury ond Centrol Bonk of Kenya
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3

3.1 Total External Debt

Total public and publicly guaranteed external debt increased from Ksh 763,971 million
in June 20L2 to Ksh 843,562 million in June 201.3 as shown in Table 3.1. On net basis, the
external debt stock increased by Ksh 79,591million majorly due to disbursements and
fluctuations of the exchange rates during the financialyear.

Table 3.1: External Debt Stock (Ksh Mn)

Source: N ational Treasu ry

3.1 The Structure of External Debt

3.2.1 External Debt by Creditor Category

At the beginning of the financial year 20!2/1,3, Kenya's external debt portfolio was

mainly owed to multilateral (59.6 percent), bilateral (31.9 percent), commercial creditors
(6.6 percent) and 1.9 percent owed to suppliers credit as shown in Chart 3.1(a). This

structure remained relatively unchanged over the period under review as depicted in

Chart 3.1(b). Multilateral debt increased by 1.1 percent to 60.7 percent in June 20L3,

whereas bilateral debt decreased slightly from 31.9 percent to 30.5 percent. The

increase in the share of debt owed to commercial creditors is attributed to a loan
contracted to purchase Biometric Voter Registration (BVR) kits in 2012/2073.

Chart 3.1: External Debt stock by Broad Creditors
(a)June 2012 (b) June 2013
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3.2.2 External Debt by Major Creditors

The World Bank (lDA) is the leading creditor in the external debt portfolio at 38.3
percent of total external debt, followed by Japan at 10.3 percent and thereafter
African Development Bank Group at 9.6 percent as shown in Chart 3.2. Among
other major creditors are IMF, China, France, Germany, and the European
U nion/Eu ropea n Investment Ba n k.

Chart 3.2: External Debt by MajorCreditors, June 2013

Source: N ationol Treosu ry

3.2.3 Currency Structure of External Debt

A diversified currency structure is important for hedging against exchange rate
risks on a country's external debt. Kenya's external debt portfolio is mainly
denominated in Euro, US Dollar and Yen as shown in Chart 3.3. However; the
currency mix is not an outcome of a deliberate debt management strategy but
more a reflection of source of funding.

Chart 3.3: External Debt by Currency, June 2013
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3.2.4 Maturity Structure

As at the end of June 2013 as shown in Chart 3.4, the proportion of external debt
with remaining maturities of more than 1-0 years was 75.3 percent indicating that
the country's external debt is long term. The fact that only 7.9 percent of the debt
portfolio will mature within 4 years is a benefit to the economy in terms of time
value of money.

Chart 3.4: External Debt by Remaining Maturitlr, June 2013

Source: Notionol Treosury

3.2.5 Average Terms of New External Loan Commitments

As shown in Table 3.2, the average grant element of new external loan
commitments was 68.6 percent in 20L2/13 compared to 65.8 percent in20LL/12
indicating softening of borrowing terms. The average interest rate, grace period
and average maturity on new external loan commitments as at the end of June
2013 was L.2 percent, 8.0 years and 33.7 years respectively. Overall, these
borrowing terms are favorable to the country and are in line with the
Government's external debt strategy of contracting external loans from both
multilateraI and bilateraI sources on concessionaI or "soft" terms.

Table 3.2: Average Terms of Loan Commitments

L

I

1-4 Yrs
7.9Y0

q)

26.3

6.2

0.8

65.8

33.7

8.0

L.2

68.6

Average Maturity (yrs)

Grace Period (yrs)

Average Interest Rate (%)

Grant Element (7o)

June 2012 June 2013

Source: Notionol Treosury
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3.3 External Debt Service

Source: N otiono I Trea su ry

3.4 Disbursements of Externat Loans

Table 3.4: External loans D isbursements, Ksh Million

Sou rce: N otiona I Trea su ry

As shown in Table 3'3, total principal and interest payments on CentrarGovernment debt increaseJ iio, Ksh 31,30s-rittio n in 2oit/r2 toKsh 35,044
ill:I"flfr 1y:,(:"r_J$J,*: 

of murtir,t",,r .nd biraterar ;;;;,r debt service to

Table 3'3: Externat Debt service on central Government Debt by creditorKsh Million

As at end June 2o73as shown in Table 3.4, totar disbursements on externarproject
i"rH#l,fll fliffiffii1i" ii,r, 86,is1.,;ii;;; el.spercent srowth) rrom ksh

Principal

Interest

Total

L2,560

3,791,

16,341

72,2I0

3,702

15,912

Ll,3g4

3,570

14,964

LT,783

5,01,2

16,795

2,337

2,337

23,954

7,351

31,305

23,993

11,051

35,O44

Payments
TotalCommercialBilateralMultilaterat

June
2013

June
2012

June
2013

June
2013

June
2012

June
2013

June
2012

Project Cash

Loans

Project A-I-A

Total
51,393

70,736

79,343 27.3

72.7

100

62,622

86,191

23,569 27.3

72.7

100

Type of
disbursement

O^/
./ro

June 2013
Amount

June 2O1Z

Amount



PUBLICLY GUARANTEED D EBT
4

pubricry guaranteed debt refers to the debt owed by the country's public entities to

both foreign unO io.ui ireditors b'i ;;;;nittO by Central Government' The debts may

[" a"norinated in domestic or foreign currency'

4.1 Stock of Publicly Guaranteed Debt

Table4.].showsthatoutstandingGoverl,.T^guaranteeddebtdecreasedbyKsh
3,g46.2million to Ksh 43,537.2*irion in June 2',J',o' Ksh 47'383'4 million in June

2ot2.The decrease WaS mainly attributed to ,"p,y,ents done during the fiscal year

2012/L3

Table 4.1: Pub licly Guaranteed Debts, Ksh Million

Source: Notionol TreosurY

(876.3)

(1,426.s)

(L,29s.7)

(2,016.2)

(sr.4.2)

(3,846.2)

(68.6)

(2,062.7)

(e.6)

(704.e)

(e.2)

5,057.9

79.8

1.46.2

3,933.9

352.6

1,790.6

2,225.9

4,M2.4

4,268.4

9,186.4

3,670.7

42.0

9,607.8

3,870.3

Unutilized

Unutilized

43,537.2

3,102.2

5,868.9

5,564.1

tL,202.6

4,184.9

214.8

5,996.6

362.2

5\.2

4,549.9

3,790.5

Unutilized

Unutilized

47,383.4

2,495.5

Japan

Japan

Japan

Japan

Japan

USA

Japan

Canada

Japan

Japan

Japan

IDA

Local

banks

USA

Umoja II Housing Project

KBC Modernization
Project

Purchase of Microwave

TelePhone SYstem

Tana Delta Irrigation

Project

Cement Plant

Rehabilitation Project

Mombasa Diesel

Generating Power Project

Sondu Miriu HYdroPower

Project

Sondu Miriu HYdroPower

Project II

Sondu Miriu HYdroPower

Project - Sang'oro Power

Plant

Olkaria Unit 4 and 5

Geothermal Power Project

Mombasa Port

Modernization Project

Importation of maize

under GSM-l-02

KenYa RailwaYs

Concessioning

Revival of KFA

1985

1989

1990

1990

1995

t991

200s

1990

2004

2007

2010

2007

2008

2009

City Council of

Nairobi

Kenya Broadcasting

CorPoration

Telkom KenYa Ltd

Tana and Athi River

DeveloPment
AuthoritY

East African Portland

Cement

Kenya Ports

AuthoritY

KenYa RailwaYs

KenYa Farmers

Association

National Cereals &
Produce Board

(GSM-102)3

Total

KenGen Ltd

Year Loan

Contracted
AgencY

PurPose of Loan Creditor

ChaLoan Balance

June 2012 June 2013

The National
24 Annual Public Debt RePort 2012-2013

3GSM-102: USA Export Credit Guarantee Program



4'2 Payments by the Government on pubricry Guaranteed Debt
During the period under review, Ksh 1,,290.6 million was spent by theGovernment as a guarantor to service guaranteed debts owed City Council ofNairobi, Tana and Athi River Develo pment Author ity and Kenya BroadcastiCorporation w ich were experiencing financiald rstress as shown inTable 4.2.

by

h ng

Table 4.2:
Ksh Millio

Payments by the Government on Guaranteed Debt in 2072/13,n

Sou rce: N ationa I Treasu ry

Table 4.3: Cumula tive Balances Owed to Central Government onGuaranteed Debt, Ksh Mi llion, 1gg1-ZO 2/131

4'3 cumurative GoK payments of Guaranteed Debt
The net cumulative balances on guaranteed debt paid by the Government onbehalf of public enterprises over-the lasil*"ntv two years was Ksh 30,049.5million as shown in Table +.i and Chart +.r.il'.," lop net debtors are KenvaBroadcastino Corporation, Nzoia Su^g1, c;i any,-Citycouncir of Nairobi ano
E?:J i3, *l lm i:j*,: n:, 

X.li r, 
"i.v,"' "n' 

r o u i,...,, i i n s ro r o," i io

CCN

TARDA

KBC

Total

37.8

L93.4

231.2

467.8

461.8

38.5

158.7

197.2

400.4

400.4

76.3

352.1

862.2

1,290.6

Quarter lV CumulativeQuarter lllQuarter llQuarter I
Borrower

1

2

3

4

5

6

7

8

9

10

11

Kenya Broadcasting Corporation
Nzoia Sugar Company

City Council of Nairobi
Tana and Athi River Development
Authority
Industrial and Commercial
Development Corporation
Kenya Railways

East Africa Sugar Industries
Muhoroni

Development Finance Company
of Kenya

KenGen

Kenya Fiber Corporation
Tana and Athi River Development
Company

Total 19,275.9

1,001.3

484.9

5,739.9

4,605.8

1,984.0

2,502.5

92.4

L,487.4

1,151.0

226.7

1o,773.6

39.9

t87.4

203.9

75.8

1,156.5

14.7

1,154.3

3,110.5

1,523.5

2,76I.I
1,,L52.0

30,049.5

666.3

L32.3

8,850.4

6,129.3

4,L45.0

3,654.6

1,354.9

302.5

2,643.9

t4.7
2,755.6

666.3

715.L

87.3

2,748.4

5,688.7 24,360.8

44.0

1.5

124.7

0.3

8,806.4

6,727.8

4,020.3

3,6s4.3

539.8

302.5

45.0

2,609.7 34.2

1,4.7

7.2

Reimbursement
to GoK by
Parastatals

Balance
TotallnterestPrincipalParastatals
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TRDC

KenYa Fiber

KenGen

DFCK

East Africa Sugar lndustries

KenYa RailwaYs

lcDc

TARDA

ccN

I Amount owed to GoK
I Unpaid Amount

10,000
4,000

8,000
2,0000

6,000

Ksh Mn

Nzoia Sugar

KBC

Chart 4.1: UnPa id Balances owed to GoK by State CorPorations

Source: National TreosurY
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Port of Mombaso'Artist's impression of proposed second container terminal



$r
1 Background

ffi

5

The arrangement where a Central Government through the National Treasury contractsloans from external o' domeitic sources or uses tax revenue and rends it to pubric
:r"*:mfirt"rtr]i,""lrt: " Government on-lending. tre basis for this rendins

' 
i:i:i#tj;Jt 

public enterprise is stratesic and hence requires fundins by

: fi'Jli'tri.liif:if ffiiil:ffi?zT;3ilH:xi9 be erricienrv executed bv a' I.|,T#, ['"il :'J[?; ]i1li*'jl l1#" " 
* e t a n d c a n n o t a tt ra c t c o m p e t i t i ve

In recording on-lending transactions, the Central Government recognizes a riabirity anda corresponding asset in its portforio dependir, 
"; ,..," ,orr." o-r #rrowing.

substantial default by the borrowers of on-lent loans severely constrains efficient debtmanagement' ultimately impacting on debi sustainabirity. Such defaurt cars forestablishment of better instiiutionit processes as wefl as monitoring of contingentliabilities to promote efficient management of costs and risks in government debtportfolio.

5.2 Stock of On-Lent loans

During the period under review, the outstanding on-rent loans excruding arrears andinterest increased by Ksh ll,izii million from ki al,gla.g miilion to Ksh 166,939.6rnillion' This increase is attributed to new loans on-rent to the w;;, & Irrigation and
;Ti3,l fi ;:["ft ?;'rT:J; r'ff ,ffi% 

* lj"*'e u m s e cto r re c e ive d K ih g z, zi,si, )

ON-LENT TOANS AND CONTINGENT LIABILITI ES

hnnual Public Debt rt 2012-2013 27 The National Treasu
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(0.2)

(100.0)

21.7

80.3

(100.0)

(3.2)

21L.3

(41.s)

14.7

28.5

(100.0)

100.0

L00.0

(l-8.7)

(2,486.6)

296.8

L7,935.1

(87.7)

(6.0)

62,605.0

(2,780.3)

L,L22.1'

1,618.0

(764.7)

453.9
1,075.6

77,433.2

11,088.9

L,667.L

40,26L.8

182.0

92,235.2

3,924.9

8,757 -0

7,293.2

453.9

L,075.6

166,939.6

LL,LO7.6

2,486.6

1,370.3

22,326-7

87.7

188.0

29,630.0

6,705.2

7,634.9

5,675.2

764.7

87,976.9

Education
Environment & Natural

Resources

Finance

Water & Irrigation
Lands, Housing & Urban

DeveloPment
Tourism
EnergY & Petroleum

TransPort &
Infrastructure
Planning & Devolution

Agriculture , Livestock &

Fisheries
lraoe
IndustrY
CooPerative

Total

MinistrY/Sector
June 2012 June 2013

Outstanding loans Change

Absolute Percent

Table 5.1: Stock of On -Lent Loans (Ksh Million

performing.

Table 5.2: Status of On-Lent Loans Portfolio (Ksh M illion) as at June 201 3

Source: Nationol TreosurY

5.3 Status of On-Lent Loans including Arrears

As at June 2oL3,the totar on-lent roan portforio amounted. to Ksh 203,460'8

million, out of .,iir...it'r.., 
""rir1flqinq 

loans, ,rr"'i' 
"u'io 

"t'ued..interest 
stood at

KshL66,9eg.o miiiion, Ksh 12,300.8 riirii""l"a rth )1i)t.z million, respectively'

as shown in rrui"-;:i.-N;trurv, or"i 90 percerii of ih. loan portfolio is non-

94,185.0
46,L62.5
24,3L6.5

L8,844.1

LL,176.8
3,939.2
1,,828.6

t,65L.4
900.3
456.4

203,450.8

996.3
3364,

!0,7L5.7

7,383.6

19.1

t4.3
2.7

t73.3
578.3

1.2

24,221.2

158.8
402.5

140.0
1.3

12,300.0

953.s
1,564.0
4,843.8

4,167.3

68.8

92,235.2
40,26t.8
8,157.0

7,293.2

11,088.9
3,924.9
L,667.L
t,075.6

182.0
453.9

166,939.5

Water & Irrigation
Planning & Devolution

Agriculture, Livestock &

Fisheries
Education
TransPort
Finance
CooPeative
Tourism
IndustrY

Total

EnergY & Petroleum

Outstanding
Loans

Accrued
lnterestMinistrY/Sector

PrinciPal
Arrears

Total

.rQ Annttal Ptlblit; Dcbt Rtl rrrrt 2012-2(11:i

Tlrt: N;lti<lr.l ;rl TrcasurY

Source: Notional TreosurY



5.4 Receipts From On-Lent loans

Table 5.3 principal and Loan lnterest Receipts, 2012/73, Ksh Miilion

Source: Nationol Treasury

5.5 ContingentLiabilities

The total receipts by GoK from on-lent loans amounted to Ksh 3,366.g mirion during
i?:311,H:;r,1ffi1[Tr1,rur + ,irrion *,; p;;.ipar and rJ iEgg + milion wa]

Possible materialization of potentially rarge and unreported contingent riabirities hasbeen identified as posing additional risk tJ the sustainabirity or prLri. debt. Borrowingby state-owned entities *i*' oi *itl.'out cor"r.,r*nt guarantees constitutes potentiarcontingent liability to the Government. In the event of default on on-rent roans andguaranteed or non-guaranteed toans, central Government will bear the cost of thedebt.

with the implementation of a devolved system of Government, the extent of contingentliabilities is expected to increase as liabilities of Lounty Governments are taken intoaccount.

Kenya power & Lighting Co.
Kenya Generating Company
Agro-Chemical and Food Co. Ltd
K -Rep Bank Ltd
Nyeri Water and Sewerage
Kenya Airports Authority
Uchumi Supermarkets Ltd
Athi Water Services Board
Kenya Civil Aviation Authority
Equity Bank Ltd
Co-operative Bank of Kenya
Moi University
Industrial & Commercial Development
Corporation
Kenya Utalii College
Total

797.7

893.2

5r.2
50.4

40.7

40.0

23.0

77.4

27.9

18.8

6.0

1,967.4

554.3

430.6

150.0

49.3

24.9

72.1.

19.3

19.8

34.5

t3.7
1.9

8.0

1,399.4

20.0

7,352.0
1,,323.9

150.0

100.5

75.3

72.7

60.0

s9.8
57.5

31.1

29.8

26.8

20.0

6.0

3,366.9

Principal
Receipts

Organization
Totallnterest

Recei
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DISPUTED EXT ERNAL COMMERCIAL DEBT

5.1 Background

Kenya's external commercial debt estimated at Kshs L5'207 '4 million or l-'8

percent of total public {ebt 1 "^J 
J*; 2OL3 ii in arrears' In August 2004' the

Government suspended pry*.nti pen{lng veiification of the amount due on

each of the .t"u.n (11) suppti"rr, credit .oniir.ti which constitute external

commercial debt. Soon after th; ;;';t1!1on' thl Controller and Auditor General

undertook a speciar audit on 
"igt,i".h 

(ra) suppriers' credit contracts as follows:

. Eleven (l'l-) contracts that are in dispute;

. Three (3) contracts though fully paid by the Government, relate to projects in

disPute as under (1) above; and

. Four (4) contracts in which the creditors voruntarily returned a'funds paid by

the Government'

In four (4) of the ereven (11) suppliers. .lgd,-,-.ontracts in dispute, the creditors

sought regar re_dress in .ourt, Llarbitration, in UK, The Hague and switzerland

for breach of contract. ln ,."rpJnr"l tt",," Government engaged reputable and

experiencea iniernational law firms to represent its interest'

In February 2005, the Ethics and Anti-Corruption Commllsion (EAcc) began

investigations on these contralts' nlihough tJ;; progress has been made' the

oace has been srowed ao*n"if .orri"roers that have prohibited EAcc from

[ittying out investigations in some areas'

6.2 Audits on External Commercial Debts

The Controlrer and Auditor Genera's speciar Audit Report was tabled in

parliament in May 2006. rheJinaing, in'drcated that procurement laws and

regulation, *"i" 'riotut"a ini^" io,itrr.ting process' that the projects were

overpriced and in most .ur"r, no credit *r, "*i"na"a 
by the creditors' The Report

recommended that prot"rrionui varuation of works, goods and services be

carried out to determine value for money'

In January 2oo7 , the Nationar rreasury contracted pricewaterhouseCoopers

(pwC) to .onJrct forensi. uri['unJ rurrlti;. iila submitted the forensic audit

and varuation report on :r;lrr y zool The pwC Report established that those

contracts were procured in un iii"gurar *unn"iand that the pricing, financing'

and other terms of the .o"irr.i' j3 not r"ti"ii t"rms obtained on arm's length

30 Annual Public Deb t Report 2012-2013
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Specifically, the PwC Report cited:

I Significantoverpricing

ii. Serious contraventions of Kenya public expenditure law

iii. Circumstantial evidence that these contracts were corruptly procured

iv. Financing charged in excess of the financing that was needed

v. Under-delivery of supplies provided under the contracts

As a precautionary measure, the Government sought to eliminate financial risk
exposure on Promissory Notes issued under seven (7) contracts. The Minister for
Finance, in consultation with the Attorney General, issued a Caveat Emptor in
December 2007 informing all parties that the underlying contracts were
fraudulent and hence the Promissory Notes were illegal ana tne Government
would not honor them. The Caveat Emptor was circulited to banks worldwide
through SWIFT and placed in the local dailies.

5.3 Government Position on Existing commerciar Debts

The Government is committed to resolving the dispute on the outstanding
external commercial debts on the basis of fair value received by the Government
on each contract as determined by independent valuers and based on legal
advice. On the other hand, the Government will take legal measures to recover
from the suppliers any payments over and above the fair value received. Two of
the l-1 projects in dispute, Project Nexus and Naval Vessel have been successfully
resolved. Resolution of the remaining projects is ongoing and two Cabinet
Memoranda are awaiting submission to the Cabinet to seek approvat for their
resolution. To achieve this, co-ordination by the arms of the Government
involved, including, the State Law Office, Ethics and Anti-Corruption
Commission, Directorate of Public Prosecution and the National Treasury will be
enhanced.

6.4 Lessons Learnt from External Commercial Debt

Some key lessons have been learnt on this matter referred to by the media as the
'Anglo Leasing" scandal. First, weak institutional arrangement of public debt
management undermined accountability and transparency in the contracting,
disbursement and payment processing of external loans. To address thls
weakness, the Government has embarked on a comprehensive public debt
management reform program to set up a fully functional Public Debt
Management Office (PDMO) at the National Treasury responsible for all matters
relating to public debt. Second, inadequate public financial management system
weakens budget formulation and implementation. This partly ex[lains payment

Annual Public Debt orl2012-2013 31 The National T



of suppliers' credit contracts against under-deliveries.Public Financial

Management Reforms have been undertaken to strengthen the budget,
accouiting and control systems in Central Government. Third, weak legal

frameworf on public proiurernent permitted single sourcing on account of

national security concerns. Whereas restricted tendering system or single

sourcing is not wrong per se, it can be subject to abuse in absence of robust

framew-ork of checki and balances. This matter has to a large extent been

addressed in the Public Procurement and Disposal Act 2005.

Finally, lack of formal debt policy and strategy that guides debt management

operitions created fiscal risk through high cost borrowing to finance non-

priority expenditures. As a remedial measure, the Government has in the last four
years b""n preparing a Medium Term Debt Strategy (MTDS) that indicates the

sources, amount and loans of preferred borrowing to finance the budget deficit

taking into account both cost, risk and debt sustainability. Specifically, external

co;nrier.ial borrowing will be contracted transparently from reputable financial

institutions orthrough issuance of an International Sovereign Bond.

2012-2013The National Treasu 32 . Annual Public Debt Re



7
7.1 Debt Strategy

Sou rce: N ationo I Trea su ry

since 2009, the Nationar Treasyly, has been preparing the Medium Term DebtManagement strategy (MTDS) whicn outlines tf,e government borrowing policy byevaluating the cost and risk characteristics of both the existing public debt portfolio andalternative borrowing mix.ln addition, the 1.ri.fy ir.orporr-tesinitiatires to develop avibrant domestic aebt market. A summary of the lonMTDS is presented in Box 1.

DEBT STRATEGY AND DEBT SU STAINABILITY

Alternative Borrowing Strategies
The 2013 MTDS eval UA ted the fo ilOW fivenI (s) posst ble debt fina nc ng st ateg (See1. Strategy 1 (s 1. 2072 MT DS) th

es Ta b le 1 bel OW):
fi

was e p referred strateg v wh ich assu 3 5%nancl ng. mes externa a nd 65 o//o do mestic
2' strategy 2 (s2' More external borrowing) assumes 4oo/o externar financing on semi-concessionar andconcessionar cred it terms and 60% dom*estic fina ncin j.- 

-"'-''
3' strategy 3 (s3' Medium term domestic debt; assrme-s 30% extern-ar financing on semi-concessionarand concessional credit terms and ioz" aor"ri;fffi;;. ih" .on."ntration of issuance with 5 and

lj.fi'#l'H:,,;",'.?;::res the initiaiiv-e to reduce .ort odorestic debt ,irolir,"J*ith ronser dated

: ::'"".t:,%f. [i, %U:#;:H,::,[wins) assu mes 25o/o externar (semi-concessionar ands 
:ffiH'.1i"f,1,'r"#ff:i:;';:Ti:Xl*:i::l;:;,:|::fl::'this stratesv, domestic debt is 75o,.white

Table 1: Alternative Debt Management Strategies

il.2013 MTDS
After anaryzing the strategies, s2 was identified as the optimar strategy which entairs:o 60"/onet domesticfinancing and 4)o/oexternal financing;o The domestic borrowing will be on medium term basis;r Externar borrowing wi, comprise of 760/o onconcessionar terms, 3% on semi conon commercial terms.

Domestic

1-year

2-year

5-year

10-year

L5-year

20-year

External

Sem i-co ncession a I

Concessional

5-Yr Syndicate

L0 yr ISB

65%

9%

L7o/o

L7o/o

1,20/o

8o/o

8o/o

35%

4%

260/o

5o/o

0o/o

60%

9o/o

LL%

L2/o

Llo/o

9o/o

9o/o

40%

3%

L6o/o

0o/o

21o/o

70%

1,0%

7%

23o/o

76/o

7%

7%

3O7o

3o/o

6o/o

0o/o

21%

75%

rt%

!3o/"

t8o/"

L4%

Llo/o

9o/o

25%
10,1/O

2o/o

0o/o

27o/o

75%

L4%

7Lo/"

14o/o

t4%

LLo/"

L7o/o

2SYo

10/

2%

0o/o

2L%

More
external debt

s2

Medium term
domestic debt

s3

Semi-
concessional

external debt S5

Envisaged New Debt 2012 MTDS
s1 More domestic

debt 54

cessional terms while 2lo/o will be contracted
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7.2 lmPlementing the 2013 MTDS

The Government is implementing the,2013 MTDS fomestk.borrowing 
plan by

issuing Treasury Bills and Tr"uruiy'Bonar of medium term maturity'

7.3 DebtSustainabilitY

The Joint worrd Bank-rMF Debt Sustainabitity Anarysis (DSA) published in April

zoL3concludes that Kenya,s d"t;;;ituinuut". Th6 DSA compares debt burden

indicators to indicative threshotdi or",. u 2g'-yeai p1o191ion period' A d.ebt-

burden indicator that exce"d-r-its indicativJ tr'r"rhota suggests a risk of

"*p"ri"ncing 
some form of debt distress'

Therearefourratingsfortheriskofexternaldebtdistress:

. LoW risk - when all the debt burden indicators are well below the thresholds;

. Moderate risk _ when debt burden indicators are berow the thresholds in the

baserine scenario, but stresri"rt, i"Jicate ttrat ir'resholds could be breached if

there are external shock, or rbrupt changes in macroeconomic policies;

. High risk _ when the baserine scenario and stress tests indicate a protracted

breach of debt or debt-s"rri." tr,reshords, but the country does not currently

face any repayment difficulties; or

. In debt distress - when the country is already having repayment difficulties'

Countries are classified into one of three policy performance categories (strong'

medium, and poor) using tr^'. woitd Bink'l'iorntry poricv and Institutional

Assessment (cprA) index, *'r,i.t, ur., different indicitive thresholds for debt

burdens depending on trre quatity of a countrii, pot'oi"r and institutions' Kenya is

rated a strong poricy country;;J;, such i, ,rLp'irto the forowing thresholds:-

Table 7.1: External Debt sustainability thresholds

licy PerformerStrong

GDP Exports ' R"'"nu" Exports Revenue

Debt Service in Percent of:
PV of Debt in Percent of:

Classification
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7.3.1 External debt sustainability

Under the baseline scenario, Kenya's debt ratios listed in Table 7.2 suggest that externaldebt is within sustainable leveli for a .";;it ;;;.J ,;; ,rrffi'performer. This isattributed to the high level of concessionality o? current external oeot and the positiveoutlook in other macroeconomic indicators.

Table 7 .2: Externa I debt sustainabil ity

7.3.2 Public debt sustainability

Under the baseline scenario shown in Table 7.3, the pV of public debt-to-GDp increasedfrom 39'4 perce nt-in 20l2to 40.3 percent in 2013 but gradually declines to 3g.3 percentof GDP by 2076' In the long term, the PV or pruti.'aebt-to-cbn i, 
"*p"cted 

to declineby about 50 percent in 2033.

The PV of public debt-to-revenue is not expected to breach the threshold of 300 percentat any point during the period of anatyrir, jir.n Kenya's relative strong revenueperformance' The debt service-to-revenue ratio consistently remains below the 30percent threshold' overall, the results from the DSA indicateihut t<"nya's public debtremains sustainable over the medium term.

Source: world Bonk-tMF DebtsustainabitityAnalysis- Kenya (Aprit20t3) ond tMFStoff GuidanceNote

Table 7.3: public debt sustainability

PV of debt-to-GDp ratio (50)

PV of debt-to-exports ratio
(200)
PV of debt-to-revenue ratio
(300)

Dobt service-to-exports ratio
(2s)
Debt service-to-revenue ratio
(22)

19.0

72.1.

79.7

4.1

4.6

20.\

83.6

82.9

6.3

6.3

79.2

83.3

78.5

9.8

9.3

19.1

86.0

77.3

4.9

4.4

18.8

88.1

76.4

5.3

4.6

78.7

88.5

75.7

5.6

4.8

18.5

89.s

75.0

5.5

4.6

16.1

82.9

65.L

6.2

4.9

49.4

33.2

4.0

2.7

8.2

20332018 2023201720162015201420132012lndicator

to GDP ratio (14)
PV of public sector debt
toltevenue ratio (300)
Debt service-to-revenue
ratio (30)

PV public sector debt 39.4

165.1

26.6 27.3

40.3

165 7

38.7

158.5

28.9

754.6

23.3

38.1

155.6

23.3

38.3 38.7

1,56.7

23.7

156.s

22.s

38.6 36.2

1,46.5

22.2

75.6

19.1

18.8

lndicator (Threshold) 2012 2013 2015 2015 2017 2018 2023 2033
2014
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In Table 7.4, aworst-case scenario, a "borrowing shock" scenario is presented which

assumes a Government borrowing of 10 pe'cent, of GDP in FY2013 /L4' fhe results

indicate that in the medium term, t-he debt burden indicator does not breach any of the

debt sustainabilitY th resholds'

Table 7.4: SensitivitY Analysisfor Key lndicators of Public Debt

So u rce: Wo rld B o n k' t M F D e bt S u sta in o b itity An o Iy sis - Ke ny a (Aprit 201 3) ond tM F Staff Guidance Note

of debt distress.

In the financial year 2OL3/!4, lhe Government plans to borrow', on a net basis' an

amount equivarent to 4.g percent of GDp to finance the budget. The net borrowing is

"*p".,.0 
to decline to 3'7 percent of GDP in FY 2015/16'

The sustainabi'ty of Kenya,s debt depends -on 
macroeconomic performance and a

prudent borrowing policy. Recourse to significant uptake of domestic debt financing

could further increase the domestic interest rates' and put pressure on the debt

sustainabitity poiition. In addition, non-concessionar externar financing carries an

inherent foreign exchange ,irk, *orrens the pV of debt and therefore increases the risk

48

189

27

39

L51

28

14

300

30

PV of Debt as % of GDP

PV of Debt as % of Revenue

Debt Service as % of
Revenue

lmpact of 1O% of GDP

increase in borrowing
in 2013 on debt

lndicator Threshold

tndicators in 2016

2013 Ratios

2012-2013Jb Annual Public Debt Re
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i kts
8.1 ProvisionsundertheConstitution

8-1- 1. Public debt as defined under the constitution
Public debt is a charge on the Consotidated Fund, but an Act of parliament mayprovide for charging all or part of ilr" prLric debt to other public funds. publicdebt is all financial-obligations attendant to loans raiseJ t, grrrrnteed andsecurities issued or guaranteed by the niiion.r gor.inr"nt.
The relevant legislation with regar{ to public finance management in Kenya is thePublic Finance ManagementAct of 2012.

8.1.2. Borrowing by the Nationat Government

Parliament may prescribe the terms on which the national government mayborrow and impose reporting requirements.

Parliament may request the Cabinet,secretary responsible for finance to presentinformation conceining any particular loan dr. guarantee. rhe information mayconsist of:

o Extent of the total indebtedness by wayof principat and accumulatedinterest;

o The use of the proceeds of the loan; and

o Provision made for servicing or repayment of the roan.

8.1.3. Borrowing by Counties

The two important conditions..for a county government to qualify for ownborrowin g are; possession of natiorrr gor"rnirent guarantee and approval of thecou nty govern ment's assem bly.

8.1.4. Loan guarantees by nationalgovernment

Parliament shall prescribe terms and conditions under which the nationalgovernment may guarantee loans.and a report on guarantees issued within afinanciaIyearwilibe published within t*o ronths afte-rthe enJtf theyear.
8.2 Public Finance Management Act
The PFM Act has consolidated..all pre-existing laws on public FinancialManagement. In the area of pubric aeot ,.nrg"rent, the Act repeared theExternal Loans and Credit Act, the lnternai loans Act and the NationalGovernment Loans Guarantee Act which froviaed a legal framework for

tEG IS LATION ON PUBLIC DEBT MANAGEMENT
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Government to raise loans outside Kenya, within Kenya and to guarantee loans

"*1"na.O 
to public entities, respectively'

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

control of publiciinun." including public borrowing as follows:

a) Articre 11: Estab[shment of the Nationar rreasury (NT) headed by the

cabinet Secretary ,o 
'u" 

reiponsible for fiscal policy and managing

Public finances'

b) Articre 25 and 33: NT to pre.pare and submit to Cabinet the Budget Policy

Statement (BPS) and Debt Manag"t"ni Strategy by.1.5th February each

year. thereaftei Parliament shall?iscuss the Bis within 2 weeks and NT

irvilt puUtish the same within 15 days'

c) Article 28-2g'.the NT to establish a Treasury Single Account (TSA) and

associated cash management framework'

d)Article4T-65:Prescribeforthereceiptandtheuseofgrantsandloans,
guaranteeing!o?l,,lendingmo.|ey,enteringinto.derivativetransactions
and the estabrishing oif i"rrrv ti"iged pubiic Debt Management office

(PDMO) in the NT'

i)Article4Tand48providefortheconditionsforreceivinggrantsand
donations by the Nationar Government or its entities or third parties as

well as i"grritions on the administration of the same.

ii)Article4g:AuthorityforborrowingbytheNationalGovernment

The Cabinet Secretary for Finance may., on behalf of the national

gor"rril"nl, ,uir" a loan within Kenya otiio* outside Kenya only if the

loan and the term, unJ.onJition, for the loan are set out in writing and

conditionalto:

o The fiscal resPonsibilitY
out in the most recent B

orinciples and the financial objectives set

ira gei Pol icY Statement

Debtmanagementstrategyofthenationalgovernmentovertheo

medium term

iii) Articre 50 provides for the obrigations and restrictions on national

government gual-;""ing and bof,owing' The national government may

borrow money in accordlnce with PFM Act or any other legislation and

shall not exceea ,li.it set by parliament. The national government may

borrow money only for the budget as apploygd by Parliament and the

allocations for loani approved #prtiiu'ent' The guarantee of debt shall

Annual Publrc Debt RePort 2012-2013
T he National Treasu



be done in terms of criteria agreed with,the Intergovernmental Budget
B:r1,rh.:nomic 

Councir una "pr"s.'it"a 
in i"erirlio;r r;;;;,I.1"=oy

iv) Article 51. contains provisions for borroying by national governmententities where a national governmenientity may borrow in accordancewith PFM Act or any otherAct of Parliament. A nationat government entityshall obtain the ipproval of the croir"i i*r"irrv r", its intendedprogram of borroryilg, refinancing and repayment of loans over themedium term; and for the forthzoming financiar yea[ prior to thebeginning of that financialyear.

v) Under Articte 52, persons authorized to execute loan documents atnational government are the Cabin"i s".r"t ary orany person designatedby the cabinet secretary, Accounting Lni.", responsibte for a nationalgovernment entity, or any other specilied officerauil..roil"o by legislationto execute roan documents on beharf of the entity.
vi) Article 53 provides for issuance of securities by nationat governmentwhere the nationat government may issue'nationar governmentsecurities' whether foi money that it 6as borrowed or for any otherpurpose, only in circumstances expressly authorizea o/1r" pFM Act.
vii) Article 54 provides that no duty is chargeable under the stamp Duty Actfor the issue of a national government seiurity.

viii) Article 55 establishes the office of the Registrar of the NationalGovernment Securities which shall t; ;, offic6 ,nJ"r1r,e public DebtManagement office. Securities issued ty or. on behalf of the nationalgovernment shall be published and publicized.

ix) Under Article 56, the national .government may enter into derivativetransactions, either directly 
9r !ndlrggtly tl.rrougtr an intermediary, but onlywithin the framework and timitr ortr.,J Budget policy statement and in amanner prescribed by regulations.

x) Article 57 allows the national government to lend money but only inaccordance with terms and co"nditi;;; prescribed by the regutationsapproved by parlia ment.

xi) Under Article 58, the Cabinet secretary may guarantee a toan of a countygovernment or any other borrower onbehitiof the natLnal governmentand that loan shall be approved by narliament.

xii) According to Article 59, the Cabinet Secretary shall submit a statement on

2012-2013 39
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xiii) Article 60 relates to money-payable in r3sne9! of a guarantee to be a

charge on tt'''. Consolidateifln-4. Money payable on-a guarantee shall be

paid only iil;" fhent nJs Ueen authoii)"itby the Controller of Budget'

on this account, money payable on a grurrni"e is a charge on' and is

payable oul ot, tt.," Consoiiii,.iirna *',tf,out further appropriation than

loan guarantees to Parliament within fourteen days after the guarantee is

entered into

this section

xiv) Article 61- provides for recovery of amounts paid on ? 
guarantee where

money p.iii;;l:Hinet Secretary on a guarantee, includins anv

expenses ,n1r,i"O by the Cabinet Seffetary in respect of the guarantee'

shall be a debt due to the national goYgrn-ment from the borrower whose

toan was ffi;;cd; and ;';;.;;Srable from the borrower as a debt due

tothenationalgovernmentbyproceedingsbroughtinacourtof
competent jurisdiction. or withh'otOing u iiu,itf"r of Ironey in terms of

Article 225 ofthe Constitution, if the bdrrower receives appropriations'

xv) Article 62 providgs fo1{9 establishment and objectives of the Public Debt

Manage,rienl ofti." (pDM6i;ithin the Nationir rreasury with objectives

to; minimize the cost of public debt management and borrowing over the

long-term taking u..ouniof risk, promote-the development of the market

institutions for Governm"nt JLut securities and ensure the sharing of the

benefits and costs of ;rtii; debt between the current and future

generations.

xvi) The functions of the pubric Debt Management office are provided under

Article 63 and theY include:

carrying out the government's debt management policy of

minimizing its financing cost over the long-terri taking account of

Il*ntrining a reliable debt data base for all loans taken by the

nationalgovernment,countygov.ernmgntsandtheirentities
includingotherloansg,uaranteeOUVthenationalgovernment
oreoare and update the ,nnuu'i 

-ti"aiu*-term 6ebt management

:i;Jdin.rrains debt sustainability analyrl: 
_

prepare ano rmiY"HFi. T1'nltiotiui 
go',"tntent borrowing plan

'inciuding servicing of outstandino debts

actins as the p,irtYiirH td; ;;":;;f Government debt securities

on b5half of the Nationa.lTreasurv
monitor ana "ratrli" 

.tt Uotro*ing ,nd debt-,related transactions to

ensure that the! .t" *itf in the Iutelines and risk parameters of the

debt management strategY

a

o

a

a

o

o



o process the issuance of loan guarantees including assessment and
management of risks in national government guarantees

o transaZt in derivative financial iristruments iil accordance with best
international practices benchmarked to the debt management
offices of other governments that are internationally respected for
their practices.

xvii) The Cabinet Secretary under Article 64 shall develop the policy and
financial framework in accordance with Constitutional principles within
which the Public Debt [Vlanagement Office operates.

xviii) Article 65 stipulates the relationship between the PDMO with county
treasuries in debt management where the PDMO shall assist the county
government in its debt management and borrowing at the request of a
County Treasury.

8.3 Reporting under PFM Act

Article 31 requires the Cabinet Secretary submits to Parliament, every four
months, a report of all loans made to the national government, national
government entities and county governments, in accordance with Article 211,(2)

of the Constitution.

Article 32 requires the Cabinet Secretary to submit to Parliament, a record of all
guarantees given by the national government, not later than seven days after
receiving a request to do so from either House of Parliament.

Article 33 requires that on or before the l-5'n February in each year, the Cabinet
Secretary shall submit to Parliament a statement setting out the debt
management strategy of the national government over the medium term with
respect to its actual liability and potential liability in respect of loans and
guarantees and its plans for dealing with those liabilities.
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REFORMS IN PUBLIC DEBT MANAGEMENT

9.1 lntroduction
There have been continuous reforms at the National Treasury to improve debt
management in line with international best practice. These reforms are carried out
jointly by the National Treasury and the Central Bank of Kenya (CBK).

9.2 Next Steps in Reforming Public Debt Management
To further strengthen public debt management, the NT through DMD plans to
implement the following reforms in accordance with the PFM Act.

i. To establish a fully-fledged PDMO, addressing segregation of roles of various
departments.

ii. To build capacity and competence of the PDMO staff and equip them with new
skills in areas such as evaluation of risks in guarantees and GoK contingent
liabilities.

iii. Adopt the new reporting framework and requirements under the PFM Act.

9.3 Market Development lnitiatives by the Central Bank of Kenya
The Central Bank of Kenya in liaison with the National Treasury and other stakeholders
has continued to put in place a number of initiatives geared towards developing the
domestic market for government securities. These include.

i. To lengthen maturity of domestic debt, smoothen the maturity profile of bonds,
manage refinancing risk and minimize fragmentation of bonds at the secondary
market; the Government and the Central Bank are considering strategies such as
bond exchanges and swaps under the benchmark bonds program.

ii. To support East African integration agenda, Kenya is in the process of
harmonizing financial market practices, such as, those related to issuance of
Government securities and management of public debt.

iii. Under the product diversification program and building on the success of the
Infrastructure Bonds (lFBs) program since 2009, the CBK issued 5 infrastructure
bonds worth Ksh 130.85 billion.

iv. To boost secondary market activity, establishment of Over the Counter (OTC)
trading platform is on-going.

v. Efforts are underway to put in place a National Central Depository System (CDS)
for all securities to facilitate efficient secondary market trading. In addition, there
are further plans to establish a Single Central Depository System for East African
regron.

vi. To deepen the investor base by expanding the
retail segment, the implementation of the
Treasury Mobile Direct (TMD) project is on
course to enable sale of Government Securities
through mobile phones.

vii. As part of pursuit of a vibrant domestic debt market, the GSMM program is on
the course of implementation as a first phase in the PD framework.

The implementation of the Treasury
Mobile Direct (TMD) project is on

course to enable sale of Government
Securities through mobile phones
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OUTLOOK FOR THE MEDIUM TERMn
10.1 Public Debt Stock in the Medium Term

Overall, public debt is projected to rise in nominalterms to Ksh 2,219,732 million in June

2}L4from Ksh 1,894,117 million in June 2013 and later increase to Ksh 2,972,082 million

in June 2017 as shown in Table 10.1. Howeve[ as a proportion of GDB public debt in

nominal terms is projected to increase to 53.3 percent in June 20t4from 51-.7 percent in

June 2013 and decline to 49.6 percent in June 20t7.

As a percent of GDP, external debt is projected to increase to 29.4 percent in June 20L4

from 23.0 percent in June 2OL3and decline to 23.5 percent in June 20t7.As a proportion

of GDP, domestic debt decreases from 28.7 percent in June 2073 to 23.9 percent in June

20L4and increases to 26.1 percent in June 20!7.

Table 10.1: Projected Public Debt Stock, Ksh Million

Source: National Treasury & Wortd Bank-tMF Debt Sustoinobility Anolysis - Kenyo (April 2013) and IMF

StafrGuidonce Note

1O.2 Debt Service in the Medium Term

Table l-0.2 shows that although in nominal terms overall debt service is projected to

increase by 3 percent in the medium term, as a ratio to GDP, the debt burden indicators

will be within sustainable levels. Total debt service is projected to decrease from 22.2

percent of revenue in 2013 /1"4 to 1,4.2 percent in 2074/L5, mainly on account of

redemption of the two-year syndicated loan, and thereafter decline lo 7L.2 percent of

revenue in201,6/17.

Domestic interest is projected to increase marginally from Ksh l-12,645 million in

1,408,144

2i.5%

1,563,938

26.1%

2,972,O82

49.5%

38.7%

1,298,142

24.6%

1,382,574

26.2%

2,680,716

s0.8%

38.3%

1,224,392

29.4%

995,339

23.9%

2,219,732

53.3%

38.7%

1,196,269

25.8%

1,214,815

26.2%

2,411,O84

52.0%

38.7%

943,562

23.0%

1,050,555

28.7%

,894,117

51.7%

40.3%

External Debt

fiofeoe
Domestic Debt

'\of coe
Total Public Debt

"fiof Goe

PV of debt to
GDP rotio

5,992,100

1,386,400

4,636,700

L,070,400

5,277,000

t,217,500

4,L64,600

931,400

3,662,600

779,400

Nominal GDP

nary Revenueo

Memoronda ltems

201s116 2016/172013/14 2O14/1s2O12/13
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2013/14 to Ksh 113,040 million in 2074/L5 and decline to Ksh 105,000 million in
2076/77. Howeve[ as a percentage of revenue, domestic interest will remain at an
average of 9.7 percent in the medium term. On the other hand, interest on external debt
is projected to decrease from Ksh 13,780 million in 2073/1,4 to Ksh !0,227 million in
2074/75 and increase to Ksh 12,000 million in2OL6/t7, an average of 1.1 percent of
revenue over the period.

Annual principal repayment on external debt is projected to decline from Ksh g0,791
million in 20!3/74 to Ksh 28,8t5 million in 2Ot4/1,5 and increase thereafter to Ksh
38,000 million in 201,6/17 or an annual average of 4.3 percent of revenue. The sharp
spike in external principal repayment in FY 2Ot4/1,5 is attributed to a bullet repayment of
the two-year syndicated loan of USD 600 million contracted in May ZO1Z. me
Government plans to issue a Eurobond to retire the loan.

Table l0.Z:Central Government Projected Debt Service, Ksh million

Sou rce: N ational Treasu ry

Domestic lnterest
% of Revenue

External !nterest
% of Revenue

Total Interest
%o of Revenue

External Principal
Repayments
95 of Revenue

Tota! Debt service
% of Revenue

Memorondo ltem
Ordinary Revenue

110,184
L4.Lo/o

11,051

71%
121,235

15.6%

23,993

3.1%

145,228
18.6%

779,400

112,645
L2.Lo/o

13,790

1.5%

126,425
13.6%

8.7%

207,216
22.2%

931,400

80,791

1 13,040

10.60/o

10,227

1.0%

123,267
7 1.5%

2.70/6

152,O92

14.2%

28,915

1,070,400

106,296
8.7%

11,444
0.9%

117,740
9.7%

2.9%

153,020

12.6%o

35,280

L,2L7,500

105,000
7.60/o

12,000

0.9%

1 17,000

8.4%

2.7%

155,000

17.2%
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l_,386,400
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. Bond Conversion
This is a strategy where the outstanding
volume of the bond is redeemed or
converted into another or a new one with
longer maturity provided the holders of
such a portion are agreeable.

o Bond Reopening
This involves opening up or offering the
same paper to the primary market on a
date other than its original issue date

with a view to increasing its outstanding
amounts and or expanding the original

offer amounts.

. Bond Switching
This a strategy in which a portion of an

existing bond is switched through an

auction process into another existing

bond preferably of longer maturity or a

new one to build the volume of the

benchmark issue.

. Buyback
This is the sale of securities, usually
Treasury Bonds, with an agreement from
the seller to buy back the security at a

later date.

. Concessionality
A measure of the softness of a credit
reflecting the benefit to the borrower
compared to a loan at market rate.

Technically, it is calculated as the
difference between the nominal value

and the present value of the debt service

as of the date of disbursement,
calculated at a discount rate applicable

to the currency of the transaction and

expressed as a Percentage of the
nominalvalue.

o Debt Relief
Agreements by creditors to lessen the

debt burden of debtor countries bY

either rescheduling interest and principal
payments falling due over a specified
time period, sometimes on concessional

basis, or by partially or fully cancelling
debt service payments falling due in a

specified period of time.

. Debt Rescheduling
A form of debt re-organization in which
payments of principal and/or interest
previously due at a specified time are

deferred for rePaYment on a new
schedule following negotiations
between the creditor and debtor.

o Debt Service
The amount of funds necessary for or
used in the payment of interest or
amortization charges of a debt.

o Debt Sustainability
Sustainable debt is the level of debt
which allows a debtor country to meet its

current and future debt service
obligations in full, without recourse to
further debt relief or rescheduling,
avoiding accumulation of arrears, while
allowing an acceptable level of economic
growth.

. DebtSustainabilityAnalYsis
This was conducted in the context of
mediu m-term scenarios. These scenarios

are numerical evaluations that take
account of expectations of the behaviour
of economic variables and other factors
to determine the conditions under which
debt and other indicators would stabilize
at reasonable levels, the major risks to

GLOSSARY
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the economy, and the need and scope for
policy adjustment. In these analysis,
macroeconomic uncertainties, such as
the outlook for the current account, and
policy uncertainties, such as for fiscal
policy,tendtodominate the medium
term outlook.

. Disbursement
The actual international transfer of
financial resources or of goods or
services bythe lenderto the borrower.

. Domestic Borrowing
Government borrowing through
issuance of Government securities and
direct borrowing from the Central Bank.

o Export Credit
Loans forthe purpose of trade and which
are not represented by a negotiable
instrument. They may be extended by
the official or the private sector. If
extended by the private secto; they may
be supported by official guarantees.

o ExternalBorrowing
Government borrowing from both
official (Government or Government
agencies) and private institutions
domiciled outside the country.

. GovernmentSecurities
Financial instruments used by the
Government to raise funds from the
primary market.

o Grant Element
It measures the concessionality of a loan,
in the form of the present value of an
interest rate below the market rate over
the life of a loan.

. London Club
An international group of private
commercial banks whose credits are not

covered by government guarantees or
insurance. The group is designed to
provide a common approach to
rescheduling of such debts owed by
debtor countries.

o Monetary Policy
The management of money supply by
the Central Bank in an economy to
achieve desired economic conditions
such as the overall level of prices.

. Present Value
The present value (pV) of debt is a
measure that takes into account the
degree of concessionality. It is defined as
the su m of a ll f utu re debt-service
obligations (interest and principal) on
existing debt, discounted at the
appropriate market rate. Whenever the
interest rate on a loan is lower than the
market rate, the resulting pV of debt is
smaller than its face value.

. Official DevelopmentAssistance
Loans from official development
agencies to countries received by the
public sectoI for promotion of economic
development and welfare as the main
objective and, extended at concessional
financial terms (with minimum grant
element of 25 percent). Loans and credits
for military purposes are excluded in this
definition.

. Overthe Counter
This is when debt securities and other
financial instruments such as derivatives,
are traded in a dealer network other than
on a formal centralised exchange, such
as, the Nairobi Securities Exchange.

o Paris Club
The Paris Club is an ad-hoc aathering of
creditor Governments, chaired by high
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ranking official of the French Treasury,

which meets for the PUrPose of
rescheduling debts. The Paris Club is

open to all creditor governments that are

willing to adhere to its unwritten rules

and practices and that have claims
against a debtor countrY seeking
rescheduling. Debtor countries must

have strong adjustment Programs
supported by the upper credit tranche
IMF arrangements before being
considered for debt relief.

o Primary Market
A market ih which initial issue of financial
instruments is made.

o Public Debt
Outstanding financial liabilities of the

Government arising from Past
borrowing. It includes Government
guaranteed debts to State Corporations
and LocalAuthorities.

o Public Domestic Debt
Part of the overall debt owed bY the
Government to creditors domiciled in the

economy. The debt includes money
owed to commercial banks, non-bank
financial i nstitutions and individuals.

. Public ExternalDebt
Part of the overall debt owed bY the

Government to creditors domiciled
outside the economy. The debt includes

money owed to Private commercial

banks, other governments, or
international financial institutions such

as the IMF and World Bank.

. Secondary Market
A market for already issued financial
instruments.

. Suppliers'Credit
An ariangement under which a supplier
or exporter agrees to allow the customer
to defer payment under a sales contract.

. Tap sale
Ongoing issuance in the same series.

. Treasury Bills
Short term debt instruments currently
with maturities of 91, 182 and 364 days

issued by the Treasury. In Kenya, this
instrument is issued by the Treasury

through the CBK.

. Treasury Bonds
Medium to long-term term debt
instruments issued by the Treasury. In

Kenya, this instrument is issued bY

the Treasury through the CBK.

. Yield Curve
Relationship between the interest rate

and maturity of securities. A rising yield

curve, that is, where interest rated for
short-term securities are lower than
interest rates for long-term securities, is
called normal. A falling yield curve is

described as inverted.
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Appendix 1: Outstanding Government Securities by Tenol Ksh Million

Source: Central Bank of Kenya
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Appendix2: Outstanding Treasury Bonds, June 2013
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Appendix2: outstanding Treasury Bonds, June zo13 (continued)
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Appendix2: Outstanding Treasury Bonds, June 2013 (continued)

Source: Centrol Bonk of KenYo
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6.25

6.25

6.25

6.25

6.25

6.25

3,787.82

9.58

68.29

ist.gt

t,ssz.to

o,oss, -

3-Oct-1 1

7-Nov 11

5-Dec 11.

2 )an-12

6-Feb 12

27 -Feb-12

12

12

t2

12

12

\2 6,96t.72

1,905.11

80.92

531.40

4,504.85

107.40
94

95

96

97

98

99

tFgLt20l!tt?
tFBt/20tr/L2

.. (r3P 1l

tFBU2ott/1,2
(trP 2)

tFBt/2ott/L2

GP9)
EBr/20rt/L2

(TaP 4) _
tFBl/20LL/12

(Tap 5)

I s.qoolo I r-t,n o; I rs'uay--rzl

I s,ooo.oo I r-lun or | 13-May-22 
I

12,147.6114,1 91.40Second Tranche

t7.173

57.19

379.50

Total For lFBs

1 1,000.00

9
16.fl0
16.640

IFSU2OIUL2
1)

16.640

16.640

IN/A

BondTotal

G!?) _-

1,2

t2

72

1,2

1,2

1,2

100

101

702

roo lt-rvr@tol107 I SFxl/2007/1s 
I

16.640

16.540

16.640

16.e0

8,615.2110,134.77

16.640

16.640

16.640

tFBL/201L/L2

100.000

100.000

Sub-total

Total

82.082

83.353

84.384

85.428

86.751

87.555

12.000

12.000

12.000

12.odo

12.000

12.000

3'Oct'1 1

7 Nov-11

5 Dec'11

2 )an-12

6'Feb- 12

27 -Feb-72

10.25

10.25

10.25

10.25

10.2s

10.25

L?c8s1
76.70

48.77

lzqio103

104

105

Outstanding
Special Bonds

100.000

100.000

13.000

14.500
3.90

8.90

10

15

T s,ooooo T

l-.oqooo I
1't,000.00

37,190.29

1 20,793.31

43,147.35

130,851.45

2J9sa7 -
63.93

1,1 80.28

43s2.98

1,360.53

7,gtt.tr

Final Tranche Maturing
18-Sep-2023

1. I s"p ?3
18-Sep-23

tA S"p::

18-Sep-23

ie s"p i:

ra-Sep'ZS

ESr/20L7/L2

oupll
ItB:./20tr/72

, GP1)
tFBT/20tll12

(Tap 5)

Serial
No-

AGcepted
at FV

Accepted
at €ost

lssue or
Reopen

date

Maturity
date

Coupon
rate (%)

Price per
Ksh 100
at YTM

Market
Outcome

Yield

lssue No. Yrs to
Maturity

M) M)

Redem
ption

Yield
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APPEN DICES

FXD1,/20L2/5

FXDL/20L2/L0'

7,925,900,000.00

5,298,950,000.00

30/07/20L2

30/07/20L2

FXDZ/20L2/2 16,3L2,350,000.00 27/08/2OL2

FXDL/20L2/L5 21,099,450,000.00 24/09/20L2

FXD3/20L2/2 13,764,300,000.00 29/L0/20L2

FXDL/20L2/20 3,461,350,000.00 26/LL/20L2

FXD4/20L2/2 20,774,000,000.00 24/L2/20L2

FXDL/20L2/5. 18,248,200,000.00 28/0L/20t3

22/0s/20L7

L3/06/2022

2s/08/201,4

06/09/2027

27/10/201"4

01/11./2032

22/12/2014

22/05/20L7

FXDL/20L2/20' 4,956,500,000.00 28/0L/20L3 jL/LL/2032

FXDL/20L3/2 20,445,900,000.00 2s/02/20L3 23/02/20Ls

FXDL/20L3/1s 5,875,700,000.00 2s/02/20L3

FXDL/20L2/L0. L1,06L,750,000.00 2s/03/20L3

FXD2/20L3/2 L9,960,650,000.00 2s/03/20L3

FXDL/20L3/s 20,240,750,000.00

7,458,742,356.50

5,038,005,087.00

16,3l_2,601,096.00

L9,525,726,L49.50

L3,764,796,022.00

3,095,343,270.50

20,774,356,999.00

18,061,529,560.00

4,488,730,202.50

20,446,1L0,361.00

4,986,659,1_95.00

10,828,896,261.50

L9,960,925,347.50

20,240,569,350.00 29/04/20L3

07/02/2028

L3/06/2022

23/03/201.s

23/04/20L8

FXD2/2013/Ls 17,385,850,000.00 29/04/20L3

FXDL/20L2/20r

20

15

15

2

15

2

20

2

10

2

5

20

5

10

2

5

10,882,700,000.00

15,560,959,557.50

L0,L32,095,729.00 27/0s/20L3 07/LL/2032

L0/04/2028

lssue No Tenure
(Years)

Amount at face
(Ksh Million)

Amount at cost
(Ksh Million)

lssue Date Maturity
Date

Total 217,684,000,000.00 210,675,946,422.50

Appendix 3: Treasury Bonds lssues, tuly 2012 - June 2013, Order by lssue Date

Source: Centrol Bank of Kenya
*Reopened Bonds

I
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APPEN DICES

Appendix 4: Government Securities Market Yields for June 2013

Source: Central Bank of KenYo

24.06.t35.11005.175091-days 0.25

0.37424.06.13s.64205.s4900.5182-days

2.59224.06.138.14r.08.14101364-days

0.00027.02.1218.030I 14101l- year

L.23t25.03.13 12s40t2.9402 9.37L52year

0.9438.2502s.09.069.6963 10.31413 year

0.0311r..00026.02.079.4384 10.34504 year

0.455L2.89229.04.L3].2.8925 L0.80005 year

0.191L1.50030.04.071L.2886 r_0.99116 year

0.2619.75026.07.0710.3257 LL.25237 year

0.21,49.75001.03.109.5798 1_1_.46608 year

0.03213.50024.04.0613.s999 LL.49769 year

0.11912.00029.04.1313.66110 11.6169L0 year

0.08113.75025.09.0614.30811 tt.6982Ll- Year

0.030l_2.00021,.L0.13L2.363L2 11.7279L2Year

0.04313 tL.77L1-l-3 Year

0.346t4 L2.Lt71L4 Year

0.16011.25025.02.t313.62915 12.2771L5 Year

0.082L3.75028.L2.09]-3.26220 12.3593L8 Year

0.29312.00027.05.13L2,98L12.652L20 Year 20

0.80711.25026.07.t09.839L3.45942525 Year

0.240L2.00029.08.11L6.39713.69992828Year

Current
Market Yield

(%)

Last lssue
Average Rate

(%)

Last
lssue

Coupon

Tenor
Differential

Tenor Dated
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APPEN DICES

June
2005

June
2006

June
2007

June
2008

June
2009

June
201 0

June
2011

June
2012

June
2013CREDITOR

23,560

8,468

38

210,311

L2,64r

655

255,764

ADB/ADF

IDAIFAD

EEClEIB

IBRD

IMF

OTHERS

TOTAT

204,306

1,1,,409

663

255,550 240,25g

25,837

13,335

23,630

10,248

,ESA

13,703

1,801

30,134

11,,235

209,545

L7,548

2,613

271,135

32,65t

11,063

246,485

35,125

5,781

33 1,1 0s

260,108

552,64 70,863

12 ,497

3t 9,268

47 ,s82 66,593

8, 099g

455.076

934

588

440,

10,

297,

890

882

41,,000

10,498

80,129

L5,769

332,624

73,779

8,890

511.79I

34,110

6,617

352,333

4.EXPORT CREDIT 19,244

434,453GRAND TOTAT

1 9,536

431,237

18,421

400.966

18,543

442.878

23,837

540.875

20,458

s69,1 38

25,041

722.888

15,207

843,552

14.812
I

763,972

5741,776 1,274 50,540 58,928

2. MULTITATERAL

3. COMMERC!AL
BANKS

Appendix 5(a): Public and Publicly Guaranteed Externa! Debt by Creditoa
Ksh Million

1. BIIATERAL

AUSTRIA 2,468

BELGIUM

CANADA

DENMARK

FINLAND

FRANCE

GERMANY

ITALY

JAPAN

NETHERLANDS

s,188

. t,297

2,365

L34

18,106

L2,94L

7,182

84,469

2,208

2,81,8

6,057

2,486

9,949

2,437

5,247

L,267

2,392

160

18,643

13,910

8,747

79,464

2,752

3,031

4,625

7,470

2,144

118

18,886

73,479

7,15r

66,L67

2,367

2,628

5,206

3,732

3,252

4,750

1,400

2,336

120

22,903

75,764

6,344

72,845

2,31.8

2,458

4,863

4,024

9,823

153,200

t29

28,t03

L6,447

5,750

90,839

2,t40

2,354

5,669

17,827

9,453

185.933

28,L73

078

585

7,

L

2,2t1

2,354

1,814

6,775

119

7

t,877

2,728

t2,01,8

2,078

9,037

1,676

2,775

732

40,347

26,670

1,318

7,365

1,481

077

105

709

aa,

6,

24,879

2,928

,403

926

071

1,936

5,136

36,662

57,637

18

543

1,2,

243,

l

l

I

l

I

I

2

7,024

7,607

1,390

1,988

9l

47,397

25,042

2,r32

86,789

2,600

1,732

4,876

63,L23

11,900

1,609

2,29L

5

7

3

16,23

344,

98,84

388

842

2,328

5,901

32,453

386L4,

196,347 962s6,

4,

11,1

t23,0 2,

UK

USA

CHINA

OTHERS

TOTAT

2,705

157 154,877 141,706

5,842 729

85

5,

14,3398

918

2,

8, 11,300 6

,669 5

Source: Notional Treasury
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Appendix 5(b): Public and Publicly Guaranteed External Debt by Creditor,

USD Million

15.6

87.4

t7.619.6

22.1

82.7

24.7

L.2

50.3

73.4

2L.6

36.1

1.9

435.8

295.4

28.0

1.5

L98.2

343.9

34.8

1.,275.1-

53.1

L,206.7

1. BILATERAL

AUSTRI,A

FRANCE

CANADA

BELGIUM

GERMANY

JAPAN

tTALY

DENMARK

FINLAND

34.72.9

354.0

243.7

98.1_

L,126.0

35.8NETHERLANDS

23.026.038.0

1.,075.6

33.0

71.0

L7.2

il_8.3

37.3

188.3

36.6

32.4

2.2

252.3

UK

6r..069.9

466.8

t_50.3

2,923.4

11.9

88.4

16.2

23.L

1.1

551.1_

297.2

24.8

1,009.1

2,995.6

20.1

30.2

56.0

734

138.4

175.6

28.7

91,.7

20.5

30.s

t.1

364.2

213.7

753.2

722.7

2,409.8

74.5

77.3

27.7

30.5

73.5

146.7

2,396.9

22.5

100.6

14.2

35.4

1.5

449.0

296.8

48.8

L,244.6

65.7

361.1

160.08

25.9

33.5

.5

75.L

2,368.1

62.2

151.9

32.4

68.0

17.0

31.0

1.8

237.3

169.6

94.1

1,109.5

28.9

36.9

79.4

32.L

130.9

2,069.0

32.5

120.7

79.L

2,095.3

USA

CHINA

TOTAL

OTHERS

8Lt.L500.5465.8ADB/ADF

L29.8

3,532.0

909.6

L28.2

175.3

4t6.4

L12.8

5,495.3

3,867.4

857.8

103.4

5,950.5

938.6

183.3

4,301.2

80.8

3,552.8

98.9

4,906.1

585.8

139.1

s29.5

3,239.0

173.7

191.0

27t.2

41.3

194.5

244.6

74.9

4,080.6

423.2

1,43.4

2,765.4

L54.4

9.0

349.7

180.5

353.1

150.4

2,867.7

206.9

32.7

3,610.8TOTAT

EEC/EIB

IBRD

IDATFAD

OTHERS

IMF

278.7 175.8 176.8286.5 249.7271.0 286.6264.4252.34.EXPORT CREDIT

9,808.08,044.3 9,194.56,845.7 6,947.86,777,05,837.0 5,957.65,694.8GRAND TOTAL

CREDITOR

J une
2005

June
2005

June
2007

June
2008

June
2009

June
201 0

Ju ne

201 1

J une
2012

June
201 3

2 MULTILATERAL

3. COt,IMERClAL

BANKS
2 3,3 17 .2 4.3 600.0 58 5.1

Source: Nationol TreosurY




