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I. INTRODUCTION

l. The FY 20l8ll9 Supplementary Estimates No.2 has been prepared pursuant

to the provisions of the Constitution and the Public Finance Management Act,

2012 (PFMA, 2012). It seeks to address shortfalls in salaries, security related

expenditures, provisions to mitigate against the effects of drought, support to food

security initiatives, support to manufacturing, provision of critical infrastructure,

and scaling down of expenditures to achieve the targeted overall fiscal deficit

level.

Key Assumptions and ftscal impact of additionol expenditures in FY

201 8/19 Supplementary Estimates No.2

o

2. The following are the assumptions underpinning the FY 20l8l19

Supplementary Estimates No.2 and the fiscal impacts of additional expenditures;

(i) The Supplementary Estimates have been prepared to take care of

salary shortfalls, unforeseen and unavoidable expenditures, changes in

donor funded projects and rationalization of slow moving projects,

among other challenges;

Total revenues are projected at 19 per cent of GDP;

Overall expenditure and net lending is projected at 26.7 per cent of

GDP;

Grants are projected at 0.4 per cent of GDP;

The overall fiscal deficit level has been maintained at 6.8 per cent of

GDP;

Net financing is projected at 4 per cent of GDP; and

Net domestic financing is projected at2.8 per cent of GDP.

(ii)

(iii)

(iv)

(r)

(vi)

(vii)
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a Overoll Expenditures

3. The Overall Ministerial cumulative expenditure in the FY 20l8ll9

Supplementary Estimates No. 2 has increased by 1.6 per cent from the FY 20l8l19

original approved budget of which the recurrent expenditure increased by 5.8 per

cent and the development expenditure has decreased by 5.1 per cent. This is within

the 10 per cent threshold as required by the PFMA, 2012.

of Gross ir FI 2018119

ET?ETDITIRES

TOT.TL EI?E\DtTTRIS

1.0 llinisterial f ational Gorernment

l.l Recweat

1l
1.0 Conso[dated Fund Senices

4, The overall change in the National Government Ministerial Budget

(excluding Consolidated Fund Services and County allocations) from the original

approved budget is an increase of Ksh.27.4 billion which reflects a 1.6 per cent

change. This is within the provisions of Article 223 of the Constitution. The

summary of gross changes by votes and Programmes are as indicated in Annex I
of this statement.

I ADHERENCE OF FTSCAL PRINCIPLES AND FINANCIAL

OBJECTIVES

5. In line with the Constitution, the Public Finance Management (PFM)

Act, 2012, the PFM regulations, and in keeping with prudent and transparent
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management of public resources, the FY 20l8ll9 Supplementary Estimates No.2

has adhered to the fiscal responsibility principles. These include;

i. Over the medium lerm, a minimum of 30 percent of the National Budget

shall be allocated to Development Expenditure.

6. In line with this requirement, the National Govemment's Ministerial

Development Budget in the FY 2018/19 Supplementary Estimates No.2 is 36.9 per

cent of the total Ministerial Budgetwhile Recurrent Budget allocation is 63.1 per

cent.

1l The National Government's expenditure on the compensation of

employees (including beneJits ond allowances) for public officers shall not

exceed 35 percentage of the National Government equitable share of

revenue raised nationally.

7. The Ministerial Expenditure for compensation of employees in the FY

20l8ll9 Supplementary Estimates No. 2 is 28.4 per cent of the National

Governments equitable share of revenues which is within the 35 percent threshold

required in the PFM regulations. These ratios demonstrate the commitment to the

fiscal responsibility principle of ensuring that the national government's

expenditure on wages and benefits is sustainable.

iii. Over the medium term, the Nstional Government's borrowings shall be

used only for the purpose of ftnancing development expenditure and not

for recurrent expenditure.

8. The Government has continued to adhere to this principle as all

Government's medium to long term borrowing is being channeled towards funding
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of Development Expenditures. Further, this borrowing is carried out within the

context of the Medium Term Debt Strategy (MTDs) approved by Parliament.

iv. Fiscal risks shall be manoged prudently

9. To manage fiscal risks prudently as required, the Government has improved

its macroeconomic forecasts and regularly reviews the impact of macroeconomic

projections and their implications on the budget. A detailed Annex on the specific

fiscal risks is usually prepared as part of the Budget Policy Statement. Potential

fiscal risks arising from contingent liabilities, including from Public Private

Partnership projects among others are taken into account and a contingency

provision made to cushion the economy from unforeseeable shocks.

v. A reasonable degree of predictability with respect to the level of tax rates

and tax buses sholl be maintained, taking into occount any tasc reforms

that may be made in thefuture,

10. On the principle of maintaining a reasonable degree of predictability with

respect to the level of tax rates and to< bases, the Government continues to carry

out tax reforms through modernizing and simplifuing tax laws. In order to lock in

predictability and enhance compliance with tax system, the Government through

the Finance Act, 2018, amended the Income Tax Act, Excise Duty Act, VAT Act

and the Tax Procedures Act.

III. COMPLIANCE WITH PAST POLICY RECOMMENDATIONS

11. During the approval of the FY 20l7ll8 Supplementary Estimates No.2, the

National Assembly made the following resolutions which we have addressed as

follows;
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12. Resolution 1: That in future, to avoid extensive budget adjustments in the

course of the year which renders the budget unpredictable and reduces its

effectiveness, the committee will require extensive explanation on why/how

expenditure adjustments fit the criteria of supplementary budget in line with the

legal provisions and those found not fit will be denied approval;

Action Taken: The Financial Year 20l8ll9 Supplementary Estimates No.2 seeks

to address shortfalls in salaries, security related expenditures, provisions to

mitigate against the effects of drought, support to food security initiatives, support

to manufacturing, provision of critical infrastructure, and scaling down of

expenditures to achieve the targeted overall fiscal deficit level.

13. Resolution 2: That if there are shortfalls in revenue, the recurrent budget

should not go up. Indeed, the recurrent budget should not be allowed to exceed the

initial budgeted levels in order to maintain fiscal defici!

Action Taken: The National Treasury has adjusted the recurrent budget to the

extent of addressing shortfalls in salaries, drought interventions and provisions for

unforeseen and unavoidable expenditures as provided for by the Public Finance

Management Act. The Government has however curtailed growth in areas where

Parliament has pronounced itself on austerity measures such as domestic travel,

foreign travel, training, hospitality among others.

14. Resolution 3: That the challenges leading to low absorption of development

expenditure under the various MDAs be clearly outlined including measures being

taken to ensure that these projects are back on track;

15. Action taken: The National Treasury has issued guidelines to MDAs

emphasizing strengthening of Budget Implementation Committees to ensure that
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bottlenecks hindering smooth implementation of capital projects are addressed

promptly. Further, the Government, vide Executive Order No.l/2019 has

established the National Implementation and Communication Technical

Committee to coordinate implementation of Government projects.

16. Going forward, we have established the Public Investment Management

(PIM) Unit at the National Treasury and adopted the Public Investment Guidelines

that shall guide appraisal of all projects before their inclusion in the budget to

ensure that only projects which are ready for implementation are budgeted for.

17. Resolution 4: That the impact of the expenditure adjustments on budget

implementations as well as the general effect on the economy be provided;

Action taken: The expenditure adjustments in the FY 2018/19 Supplementary

Estimates No.2 are mainly to address shortfall in salaries and other emerging

priorities and absorption. Donor commitments have also been rationalized to

reflect the absorption capacity to end of the financial year. In this regard, the

adjustments are meant to ensure effective implementation of the budget.

The macro-economic environment is projected to remain stable with low and stable

interest rates and competitive exchange rate to support export. Inflation is

projected to be within the targeted range albeit with the risk of raising food prices

following the recent drought in the Country.

18. Resolution 5: That no new project should be introduced during

supplementary Estimates except those that are emergency in nature;

Action taken: In preparing the FY 2018/19 Supplementary Estimates No.2, the

Government has ensured compliance to this resolution and has not included any

new project except those that are of emergency in nature.
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19. Resolution 6: That any expenditure adjustment should be matched by

revised performance targets to ensure this House is able to effectively monitor

budget performance of MDAs.

Action taken: The National Treasury has ensured strict adherence to this

resolution. Where there are adjustments in expenditures in the FY 2018/19

Supplementary Estimates No.2, we have ensured that the outputs and targets have

been adjusted appropriately to reflect changes in expenditures. These adjustments

are contained in the Prograrnme Based Budget for the FY 2018/19 Supplementary

Estimates No.2.

20. Resolution 7: That a review should be done to identiff agencies whose

proportion of approved expenditures changes the most. Such analysis will ensure

that such agencies prepile well costed and credible budgets for the financial year;

Action taken: The National Treasury will continue to improve the capacity of

MDAs to ensure that programmes and projects are properly costed to avoid

changes in expenditure estimates.

21. During the approval of FY 2018/19 Supplementary Estimates No.l, the

National Assembly resolved that the Budget for the Judiciary be reinstated. In this

regard, we reinstated the foreign finance development budget for the Judiciary in

the FY 20l8ll9 Supplementary Estimates No.l. This was reflected in the FY

20l8ll9 Supplementary Estimates No. I Appropriations Bill which was passed by

the National Assembly, and assented to by His Excellency the President of the

Republic of Kenya.
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IV. PERFORMANCE OF FY 2OI8II9 BUDGET

22. The implementation of FY 20l8ll9 Budget continues to face various

challenges. These include the recent drought in some parts of the country,

underperforrnance of projected revenues and the increased demand for additional

priority expenditures.

23. The cumulative revenue collection including AIA for the period July 2018 to

March 20L9 amounted to Ksh.L 1179.6 billion against a target of Ksh.1,277.3

bitlion. This represents an underperformance of Ksh.97.7 billion mainly due to

shortfall in Income Tax, IDF, Railway Development Levy, Import Duty and VAT.

24. The total cumulative expenditure and net lending inclusive of transfer to

County Govemments for the period ending 3l't March, 2019 amounted to

Ksh.1,703.8 billion. This was Ksh.ll0.2 billion below the target of Ksh.1,814

billion.

V. APPROVALS UNDER ARTICLE 223 OF THE CONSTITUTION

25. The National Treasury has approved expenditures amounting to Ksh.163.6

billion under Article 223 which comprise donor funded projects amounting to

Ksh.90.8 billion. The donor funded projects have however been rationalized,

including approvals under Anicle 223 to reduce the fiscal deficit. The details of

expenditure approved under Anicle 223 are as indicated in Annex II of this

statement.
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REPORT TO PARLIAMENT ON ALL NEW LOANS CONTRACTED BY

GOVERNMENT OF KENYA
FROM

1ST JULY 2018 TO 31ST DECEMBER 2018



REPORT TO PARLIAMENT ON ALL NEW LOANS CONTRACTED
BY GOVERNMENT FROM 1ST JULY 2018 TO 31ST DECEMBER
2018

Section 1- lntroduction

1. This report on new loans is prepared in accordance with section 31 (3) of the Public

Finance Management Act, 2012 and covers the period from 1.t July 2018 to 31st

December 2018. Section 31(3) requires that, "At the end of every four months, fhe
Cabinet Secretary shall submit a repoft to Parliament stating the loan balances brought
forward, canied down, drawings and amortizations on new loans obtained from oufside
Kenya or denominated in foreign currency, and such other information as may be
p resc ribed by regulations, specifying-

(a)

(b)

(c)

(d)

(e)

the names of the pafties to the loan;
the amount of the loan and the currency in which rf is expressed and in which it is
repayable;

the terms and conditions of the loan, including interest and other charges payable

and the terms of repayment;
the amount of the loan advanced at the time the report is submitted;
the purpose for which the loan was used and the perceived benefits of the loan."

Section 2 - Details of the loan.

2. This section of the report contains four (4) new loans contracted between Government

of Kenya and bilateral and multilateral creditors, One of the loans is from a multilateral
lender and the other three are from bilateral lenders. The total value of the 4 new loans

signed is the equivalent of Ksh 53,757,981,404.33 and none of the loans have been

disbursed by the time of submitting this report. The proceeds of the loans will finance

infrastructure projects in the water, transport and agriculture sectors.

A. Aquaculture Business Development Programme

i. The parties to the loan

The loan was signed on 22nd June 2018 between lnternational Fund for Agricultural
Development as the lender and Government of Kenya as the borrower.

ii. The amount of the loan and the currency

The amount of the loan is USD 40,000,000.00 approximately equivalent to Ksh

4,060,000,000.00 and will be repaid in USD.
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iii. The terms and conditions of the loan

The loan will be t9P?ld in 60 equal semi-annual repayments each of USD 666,666.62
starting 22na June 2028 through to 22na December 2d51. The interest rate of the loan is
0,75 percent per annum on disbursed loan amount.

iv. The purpose for the loan

The overall goal of the programme is to reduce poverty and increase food security and
nutrition in rural communities and the programme objeitive is to increase incomes, food
security and nutritional status of the wider iommunity of poor rural households involved in
aquaculture in Migori,J(akamega, Homabay, Nyeri,-Meru, Kirinyaga, Tharaka-Nithi, Kisii,
Kisumu, Siaya, Busia, Embu, Kiimbu, Machikos'ani XalirOo.

B. Mwache Dam project

i. The parties to the loan

The loan was signed on 21st June 2018 between Agence Francaise De Development as the
lender and Government of Kenya as the borrower.

ii. The amount of the loan and the currency

The amount of the loan is Eur 120,000,000.00 approximately equivalent to Ksh
14,085,311,192.48 and will be repaid in Eur.

iii. The terms and conditions of the loan

The loan will be repaid in 24 equal semi-annual repayments each of USD 5,000,000.00
starting 1st September 2026 through to 1st March 2038, The interest rate of the loan is 2.So/o
per annum on disbursed loan amount.

iv. The purpose for the loan

The project aims to improve living standards for the population of Mombasa region by
developing access to drinking water and sanitation, lncrease the volumes of drinking water
produced in order to eliminate the water shortage in the city of Mombasa.

C. Kenya NairobiWestern Bypass project

i. The parties to the loan

The loan was signed on 21't June 2018 between Export lmport Bank of China as the lender
and Government of Kenya as the borrower.

2



ii. The amount of the loan and the currency

The amount of the loan is CNY 1,190,253,600.00 approximately equivalent to Ksh
18,253,958,897.33 and will be repaid in CNY.

iii. The terms and conditions of the loan

The loan will be repaid in 26 equal semi-annual repayments each of CNY
18,253,958,897.33 starting 21st September 2025 through to 21st March 2038, The interest
rate of the loan is 2.00/o per annum on disbursed loan amount plus a management fee of
USD 2,975,634.00. A commitment fee of 0,25 per cent is payable on undisbursed balance.

iv. The purpose for the loan

The project is expected to improve the needs of the Nairobi City Bypasses for the
convenient transportation owing to the high population growth along the project route.

Effectively ease the traffic pressure in the city centre of Nairobi, and improve transport
system: Reduce the cost of transport and reduce the traffic accidents: Promote social and
economic development of the region and improve the living standard of residents along the
project

D. Kenya Airways (KQ) refinancing

i. The parties to the loan

The loan was signed on 21.t June 2018 between Eastern and Sothern African Trade and
Development Bank (TDB) as the lender and Government of Kenya as the borrower,

ii. The amount of the loan and the currency

The amount of the loan is USD 200,000,000 approximately equivalent to Ksh

20,300,000,000 and will be repaid in USD.

iii. The terms and conditions of the loan

The loan will be repaid in 10 equal semi-annual repayments each of USD200,000
outstanding from 21'tJune 2019 through to 2lstJune 2029. The interest rate of the loan is
USD 6 month LIBOR plus a margin of 6.45% per annum on disbursed loan amount plus a
one off Upfront fee of 2.6 percent of the facility amount and an annual Agency fee of USD
10,000,

3
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The loan was borrowed to refinance and cancel the 2016 syndicated loan facility borrowed
to support the turnaround process of the Kenya Airways inrougn the restructuring of its
balance sheet.

E. Bosto Dam Water Supply project

i. The parties to the loan

The loan was signed on 4th September 2018 between Export lmport Bank of China as the
lender and Government of Kenya as the borrower,

ii. The amount of the loan and the currency

The amount of the loan is USD 171,021,786.35 approximately equivalent to Ksh
17 ,358,711,314,53 and will be repaid in USD.

iii. The terms and conditions of the loan

The loan will be repaid in 22 equal semi-annual repayments each of USD7,773,717.5614
starting 1st December 2022 through to 1st June Z0gg. ine interest rate of the loan is USD 6
month LIBOR plus a margin of 3.0% per annum on disbursed loan amount plus a
management fee of USD 855,108.93 and an insurance fee of USD 13,808,953.32, A
commitment fee of 0,5 per cent is payable on undisbursed balance.

iv. The purpose for the loan

The project objectives for the project are: to increase potable water coverage in Bomet
County and Kapkatet area in Kericho County through development of a sustainable
integrated water projec_t The project seeks to improve dater service rationing in rural areas
to more than 60% in Bomet County in line with the sector's Kenya Nationai Development
Policy. Provide potable and affordable water to Bomet County and neighboring areas
through replacement of unsustainable existing pumping water schemes in the area. The
ploject plans to supply water by gravity without pumping as far as possible with the key
objective of domestic and livestock water supply. R mini -hydropower station will be
incorporated at a later stage to provide electriciiy-for use within the dam site and at the
Water Treatment Plant in Bosto Hill as a long-term operational cost cutting strategy.

F. Drought Resilience in Northern Kenya

i. The parties to the loan

The loan was signed on 24thDecember 2018 between KfW, Frankfurt am Main as the
lender and Government of Kenya as the borrower.
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ii. The amount of the loan and the currency

The amount of the loan is EURO 8,000,000 approximately equivalent to Ksh
906,666,400.00 and wilt be repaid in EURO.

iii. The terms and conditions of the loan

The loan will be 
-tgP-?id 

in 60 equal 
.1em5g1nual repayments of EUR 133,000 starting

1510812028 to 1510212048 and then EUR 134,000 Starting 15108t2048 to 15/0b/2058, The
interest rate of the loan is 0.75 per annum on disbursed loln amount. A commitment fee of
0,25 per cent is payable on undisbursed balance,

iv. The purpose for the loan

The project finance infrastructure suitable to strengthen drought resilience and climate
change adaptive capacities of the pastoral and agro-pastorai production systems and
livelihoods on a sustainable basis in order to increase food security of the targei population
in selected clusters in the county of Marsabit.
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