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SUMMARY OF PROPOSED FINANCING AND PROGRAM

BASIC INFORMATION

Operation ID Programmatic If programmatic, position in series

P508021 Yes 2nd in a series of 3

Proposed Development Objective(s)

To (i) promote efficiency, transparency, and equity of public finance; (ii) foster more competitive and inclusive product
and labor markets; and (iii) strengthen climate action.

Organizations

Borrower/Recipient: The Republic of Kenya

Implementing Agency: The National Treasury

PROJECT FINANCING DATA (USS, Millions)

Maximizing Finance for Development

Is this an MFD-Enabling Project (MFD-EP)? Yes
Is this project Private Capital Enabling (PCE)? Yes
SUMMARY
Total Financing 750.00
DETAILS

World Bank Group Financing

International Bank for Reconstruction and Development (IBRD) 340.00
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International Development Association (IDA)

IDA Credit

IDA Grant

IDA Resources (USS, Millions)

Window for Host
Communities and
Refugees (WHR)

National
Performance-Based

Allocations (PBA)

Total

PRACTICE AREA(S)

Practice Area (Lead)

Credit Amount

12.50

385.00

397.50

Macroeconomics, Trade and Investment

CLIMATE

Climate Change and Disaster Screening

Yes, it has been screened and the results are discussed in the Appraisal Document

OVERALL RISK RATING

Overall Risk

Grant Amount

12.50

0.00

12.50

SML Amount

0.00

0.00

0.00

PROGRAM DOCUMENT

Guarantee
Amount

0.00

0.00

0.00

Contributing Practice Areas

Substantial

410.00

397.50

12.50

Total Amount

25.00

385.00

410.00

Governance; Finance, Competitiveness and Innovation;
Environment; Social Policy
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RESULTS
Baseline Closing Period

Promote efficiency, transparency, and equity of public finance
Percentage of MDAs’ public procurement annual budget processed through the e-Government Procurement system (Percentage)

(Percentage)

Jun/2025 Jun/2028

0 75

Wage bill as a percentage of total revenue (Percentage)

Jun/2025 Jun/2028

40.60 35

Proportion of declarations of personal interests of public officials reviewed and verified by the EACC (Percentage)
Jun/2025 Jun/2028

0 85

Proportion of NSNP and other complementary social protection programs’ beneficiaries that represent the poorest 40 percent of the
overall population (Percentage)
Jun/2025 Jun/2028

67 80

Difference between the poverty headcount rates of male-headed NSNP beneficiary households and female-headed NSNP beneficiary
households (Percentage)
Jun/2025 Jun/2028
2 0
Promote more and inclusive product and labor markets

Percentage increase of inter-county trade as a share of total VAT (Percentage)

Jun/2025 Jun/2028

48 49

Increase in revenue generated from E-Commerce (US$ million). (Percentage)

Jun/2025 Jun/2028

4,362 5,700

Number of enterprises benefitting from competition reforms and enforcement in digital markets, that invested in Kenya’s ICT sector
(Percentage)

Jun/2025 Jun/2028

13 25

Number of students supported (enrolled in) TVET (Percentage)

Jun/2025 Jun/2028

570,000 1,000,000

Number of refugees provided with services (integrated into national/county systems) and livelihoods (Percentage)
Jun/2025 Jun/2028

0 400,000

Strengthen climate action
Net GHG emissions per year in the transport sector (MtCO2) (Percentage)

Jun/2025 Jun/2028

13.60 15.50

Hectares of terrestrial areas under enhanced conservation and management (thousand hectares) (Hectare(Ha) (Percentage)
Jun/2023 Jun/2028

0 250

Page 3



The World Bank

Second Kenya Fiscal Sustainability and Resilient Growth (P508021)

Climate finance revenue associated with GHG reductions (USSM) (Amount(USD) (Percentage)

PROGRAM DOCUMENT

Jun/2025

Jun/2028

0

750
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1.

IBRD AND IDA PROGRAM DOCUMENT FOR A PROPOSED LOAN, CREDIT AND GRANT TO KENYA

COUNTRY CONTEXT AND OPERATION SUMMARY

The proposed Development Policy Financing (DPF) is the second in a three-operation series. It supports policy and
institutional reforms to: (i) promote efficiency, transparency, and equity of public finances; (ii) foster more
competitive and inclusive product and labor markets; and (iii) strengthen climate action. It's embedded in the
Government of Kenya's (GoK) reform agenda in a challenging macroeconomic context, framed by fiscal pressures,
climate shocks, and spillovers from geopolitical tensions in Europe and the Conflict in the Middle East. This operation
of USS$750 million is financed by IBRD, IDA, and the Window for Refugees and Host Communities. The first operation
of this series, approved in May 2024, supported key reforms which included the establishment of a Treasury Single
Account, wage bill consolidation, a modernized and enhanced social protection system, removal of county-level
distortions through the fragmented licensing systems, opening of the ICT sector for more foreign investment, and
provision of better access to services and jobs to refugees.

The 2024 protests over the Finance Bill and its subsequent withdrawal, marked a more complex reform
environment and contributed to a two-year gap between operations. The events surrounding the Finance Bill
2024—introduced to mobilize additional revenues amid elevated fiscal pressures—triggered strong public
opposition, reflecting heightened sensitivity to the impacts of reform. The subsequent withdrawal of the bill
underscored tighter political and social constraints on the pace and scope of policy actions. In this context, the two-
year gap between the first and second operations in the series reflected the need to recalibrate and sequence
reforms more carefully, consolidate initial measures, and rebuild consensus to sustain the reform program.

Overall, Kenya has achieved lower-middle-income status and stands out in Sub-Saharan Africa for its diversified
economy, dynamic private sector, and high human capital index. With a GDP per capita of US$2,363 in 2025 and a
Human Capital Index score of 0.46 — the highest in the region and above the Sub-Saharan Africa average of 0.40 —
Kenya has a track record of sustained growth driven by services, including tourism and ICT, as well as agriculture and
construction. Its strategic location, regional connectivity through the Port of Mombasa, and role as a logistics and
services hub for East Africa underpin its position as a gateway economy.

However, the conflict in the Middle East is introducing macroeconomic pressures on Kenya’s development
trajectory. Although the VAT on fuel was cut by half from 16 to 8 percent, higher global energy and shipping costs
are contributing to renewed inflationary pressures in the country. Further, increases in fertilizer prices pose
additional risks for agricultural production and food security. Increased uncertainty is weighing on Kenya’s growth
prospects through weaker external demand and tighter financial conditions; growth projections have been revised
downwards by about 0.5-0.6 percentage points from pre-conflict levels. Although external buffers remain robust,
current account pressures have intensified amid rising import costs and weaker remittance inflows, particularly from
the Gulf region. As a result, international reserves fell by more than USS1 billion between March and April 2026.

Moreover, key structural vulnerabilities hinder the creation of quality jobs. Employment is concentrated in the
informal sector, in 2024, nearly 90 percent of new jobs were created in the informal sector reflecting broader
structural challenges in the economy, including high levels of debt. Public debt rose from 35.7 percent of GDP in
FY2009/10 to a peak of 73.5 percent in FY2022/23 and remains high at 68.8 percent in FY2024/25. This rise reflects
successive shocks — including COVID-19, historic droughts in 2021-22, and floods in 2023 — and non-concessional
borrowing to finance infrastructure, which raised debt service costs without commensurate gains in productivity or
formal wage employment [AP1.1]. Climate vulnerability is acute: Kenya ranks as the 39th most vulnerable country
globally, a vulnerability aggravated by forest loss. The poor short rains season of October—-December 2025, driven by
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a negative Indian Ocean Dipole and La Nifia conditions, resulted in crop failures of up to 80—100 percent in parts of
the country. This left an estimated 3.0-3.5 million people requiring humanitarian food assistance through May 2026
— adding further strain on household budgets and social protection systems at a time when the cost-of-living crisis
remains politically sensitive.

6. Governance constraints are at the heart of Kenya's challenges and its capacity to sustain fiscal consolidation and
an enabling business environment. Kenya scores 1.3 out of 5 on the EIU Control of Corruption Index and consistently
performs below regional and income-group averages on Transparency International’s Corruption Perceptions Index.
World Bank surveys reveal citizens’ willingness to pay taxes, but this is conditional on credible accountability for
public resources and fairer burden sharing. ! In addition, Kenya's grey-listing by the Financial Action Task Force (FATF)
in February 2024 signals gaps in anti-money laundering and counter-terrorism financing and continues to raise
reputational and transaction cost for the financial sector and business environment. Strengthening governance is
therefore not ancillary to fiscal sustainability and increasing job-creating investments — it is a prerequisite that cuts
across all three pillars of this operation. Moreover, given the upcoming 2027 electoral cycle, maintaining fiscal
discipline and strengthening governance systems will be a critical test for GoK's reform credibility.?

7. Kenya hosts a large refugee and asylum-seeker population and has advanced reforms that promote their economic
inclusion. Kenya is one of the largest refugee-hosting countries in Africa. As of April 2026, UNHCR estimated that
there were 624,336 refugees and 223,450 asylum seekers in Kenya. The presence of refugees has significantly altered
the spatial and social dynamics of hosting counties — with pressures exacerbated by the global reduction in
humanitarian financing. The GoK has demonstrated its commitment to the Global Compact on Refugees by enacting
the Refugees Act of 2021, which grants refugees greater rights and protections, and by launching the Shirika Plan for
Refugees and Host Communities — a framework for enhancing socio-economic inclusion through a transition from
camps to integrated settlements.

8. Overall, this operation advances reforms to improve public sector efficiency and transparency, strengthen
competition and inclusion, and support climate action while providing financing in a challenging global
environment. The reform package supported by the DPO is estimated to support growth of overall labor income of
about 3.3 percent per year over 2026—2035, driven by additional employment growth of about 0.4 percentage points
per year. This is equivalent to approximately 810,000 additional jobs by 2035.3 At the sectoral level, improvements
in public financial management—including the rollout of a Treasury Single Account, strengthened payroll controls,
enhanced procurement transparency, and tighter rules on supplementary budgets—will improve the efficiency and
allocation of public spending. In parallel, strengthened anti-corruption and whistleblower frameworks will help level
the playing field for private sector, businesses and reinforce investor confidence. Reforms to the business
environment and digital markets—including streamlined licensing, enhanced competition policy, and expanded
digital access—are expected to reduce regulatory barriers, stimulate firm entry and expansion, and support job
creation. Human capital and inclusion will be strengthened through expanded access to TVET, alongside reforms
enabling refugees to access services and participate in the economy. Finally, climate-related reforms—including the
promotion of urban transport and e-mobility, sustainable forest management, and the development of climate

1A World Bank perceptions survey, conducted between February and April 2026, found that respondents broadly accept the need for debt repayment
and fiscal adjustment, but condition their support primarily on visible action against corruption.

2 Across Sub-Saharan Africa, fiscal deficits tend to widen in pre-election years as pressures mount to increase visible public spending and defer
politically sensitive adjustment measures, estimated for Kenya of between 0.5 and 1.6 percentage points of GDP for F26/27.

3 Simulations with World Bank's Macro-Fiscal Model (MFMod) for Kenya. Reform simulations incorporate phased reductions in risk premia due to
increase governance, gains in public expenditure efficiency, and total factor productivity improvements linked to competition-enhancing reforms
over 2026-2035.
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finance instruments—are expected to generate important environmental co-benefits while supporting more resilient
and sustainable growth.

Il. MACROECONOMIC POLICY FRAMEWORK

9.

The macroeconomic framework is adequate for this development policy financing. The broad consistency of
macroeconomic policies is reflected in Kenya’s resilient growth, external sector and exchange rate stability, monetary
policy, and inflation management. A key forward-looking objective is to stabilize and reduce debt ratios through fiscal
consolidation. As such, GOK aims to reduce the fiscal deficit from 6.8 percent of GDP in 2026 to 5.7 percent in 2027,
and by 3.5 percent cumulatively by 2030, aimed at placing public debt on a sustainable downward trajectory.* The
GoK a corresponding consolidation package to parliament through the 2026 Budget and Finance Bill, that includes
fiscal savings from tax policy (estimated at 0.5 percent of GDP), tax administration (0.4 percent), and expenditure
control systems (0.6 percent).® Upon implementation, the primary balance is projected to improve from a deficit of
1 percent of GDP in 2025 to a surplus of 0.6 percent of GDP in 2027 and about 3.8 cumulative over the medium term.
In turn, the present value (PV) of debt-to-GDP — after peaking in 2027 - is projected to begin declining and fall below
55 percent in 10 years. Over the medium-term, sustained improvements in expenditure control and tax
administration would be further reinforced by the World Bank-supported Second Program for Strengthening
Governance for Enabling Service Delivery and Public Investment in Kenya (GESDeK Il, P180287). Thus, although
Kenya’s overall public debt and external debt remains at high risk of debt distress it is sustainable contingent on
implementation of these reforms.

A. Recent economic developments

10.

11.

The Kenyan economy had been experiencing a strong growth momentum during the last year, but a succession of
shocks is slowing that trend (see Table 1). A severe drought during the last 3 months of 2025 generated a contraction
in agricultural value-added growth of 1.3 percent, bringing overall growth down to 4.6 percent in the year. Still, the
economy experienced strong growth momentum through most of 2025. The construction sector recovered from a
contraction of 0.7 percent in 2024 and grew by 6.8 percent in 2025, and sectors such as electricity (4.8 percent),
accommodation and food services — linked to tourism — (15.6 percent), financials (6.5 percent) and ICT (4.8 percent)
continued to support headline growth. Early leading indicators for 2026 are showing signs of increased economic
pressures for households and firms; transport prices rose by 10 percent year on year in April 2026, while overall food
prices rose by 8.8 percent. In only 1 month (March to April) with the onset of the Middle East conflict, diesel prices
rose sharply by 17.9 percent, while petrol increased by 10.8 percent, exerting upward pressure on transport fares
that is expected to affect consumption and investment.® Microsimulation estimates suggest that the poverty rate
(measured at the USS3 international poverty line) could be 2.0 to 4.5 percentage points higher in 2026; this would
translate into an additional 1 million to 2.4 million Kenyans falling below the poverty line.’

Before the conflict in the Middle East, overall inflation remained below the Central Bank’s target of 5 percent, and
the exchange rate remained broadly stable. Inflation was kept in the range of 4 to 5 percent for over a year up to
March 2026 — within the Central Bank of Kenya's (CBK) target band of 5+2.5 percent — enabling the CBK to cut its
policy rate from 11.25 percent in January 2025 to 8.75 percent in February 2026. Core inflation was a key driver for
this decline, reaching 2.1 percent by March 2026, from about 3.0 percent in June 2025. Overall exchange rate stability

4 0n a calendar year basis.
5 On a fiscal year basis.

SE.g.,

City Bus/Matatu Fares and Boda Boda Fares rose by 20 percent from March to April 2026. Source: KNBS.

7 Source: Africa Economic Update, 2026. The World Bank.

Page 7



s

The World Bank
Second Kenya Fiscal Sustainability and Resilient Growth (P508021) PROGRAM DOCUMENT

(USS/KSh) supported this objective, with an effective yearly nominal depreciation of zero at the beginning of March
this year.® The current conflict has led to a spike in overall inflation in April 2026 to 5.6 percent from 4.4 percent by
the end of March.

12. The country’s financial sector is reflecting resilience despite structural vulnerabilities. The more accommodative
monetary policy stance — which has translated into declining commercial lending rates has supported a recovery in
private-sector credit growth, which grew by 8.1 percent in March 2026, from near-zero and negative growth in early
2025.° Kenya’s banking sector remains broadly stable, supported by strong liquidity and capital buffers. Asset quality
continues to pose a key vulnerability, with the non-performing loan ratio edging up to 15.6 percent in March 2026,
reflecting elevated credit risks. Still, despite the credit risk pressures, the sector remains well capitalized (at 20.3
percent capital adequacy ratio) and liquid (at 61.7 percent liquidity ratio), with prudential ratios comfortably above
regulatory minimum. Kenyan commercial banks currently hold around KSh 2.2 trillion in government securities,
representing about 27 percent of total banking sector assets.®

13. On the external front, the conflict in the Middle East is putting significant pressures to Kenya’s external accounts,
despite strong external buffers. The current account deficit widened to 2.8 percent of GDP by December 2025, driven
by a larger merchandise trade gap and moderating remittance inflows. The rebound in domestic demand coming
from the construction sector pushed goods imports up 9.1 percent, with machinery and capital equipment imports
expanding 21.4 percent, while goods export growth remained stable at 6.1 percent. During March 2026, international
reserves peaked at US$14.6 billion or 6.2 months of imports, their highest in 5 years. However, with the pressures
from the Middle East conflict, external accounts are being severely affected. Leading export indicators suggest a 6
percent fall in exports in March 2026 compared to March 2025, with an increasing import bill of 21 percent of
petroleum products. Overall, the current account deficit has expanded by 0.9 p.p. in March 2026 compared to its
value a year before. Moreover, the country experienced one of the sharpest monthly drops in remittances in recent
years, with up to US540 million in monthly remittances potentially at risk.!! Foreign exchange reserves decreased by
USS$1.2 billion to USS13.4 billion as of early May 2026 (5.7 months of import cover). Even if they remain above the
CBK's statutory minimum of 4.0 months, these developments point to emerging external pressures in a more
challenging global environment.

14. The fiscal position deteriorated in 2025/26, partly due to the ongoing Middle East crisis, underscoring the urgency
of the structural reforms supported by this operation (Table 2). The overall fiscal deficit is expected to reach 7.6
percent of GDP in FY2025/26 — above the 6.4 percent submitted in Supplementary Budget | — driven by shortfalls
in income tax and VAT collections, and by elevated interest payments equivalent to approximately 6 percent of GDP.?
In response to the oil shock and to support households and firms, GoK fuel VAT was cut by half — from 16 percent to
8 percent, but this is putting a further strain on domestic revenues, estimated at about KSh 22 billion for the last
quarter of the fiscal year (about 0.1 percent of GDP for that quarter).

15. Public debt increased to 71.3 percent of GDP in 2025, with a continued shift toward domestic borrowing (55.9
percent of total, Table 3). External debt declined from 46.3 percent in 2024 to 44.1 percent of total debt in 2025,
reflecting lower disbursements from external creditors. Contingent liabilities from SOE-guaranteed debt remain
elevated and represent an estimated fiscal risk of approximately 0.9 percent of GDP. While the guaranteed debt stock

8 The USS/KSh reached 127.5 both in February 28th, 2025, and March 15, 2026.

9 Commercial lending rates have fallen from 17.2 percent in November 2024 to 14.7 percent in March 2026.

10 Kenya banks’ exposure to sovereign (at 27% of total assets) ranks 13t out of 40 countries in the SSA and 12th out of 41th in LMI countries with
available data.

11 Source: Africa Economic Update, April 2026. The World Bank.

12 1n calendar years, the fiscal deficit will reach 6.9 percent of GDP in 2025.

Page 8



The World Bank
Second Kenya Fiscal Sustainability and Resilient Growth (P508021) PROGRAM DOCUMENT

has declined, this largely reflects direct government repayments to creditors on behalf of SOEs rather than any
underlying improvement in SOE balance sheets. Currently, about one-third of total revenues are dedicated towards
interest payments — mostly to domestic debt.

Table 1. Selected Economic and Financial Indicators

2023 2024 2025e 2026p 2027p 2028p 2029p
Annual percentage change, unless otherwise indicated

National accounts

GDP at constant prices 5.7 4.7 4.6 4.3 4.4 4.3 4.4
Private consumption 7.5 6.2 4.7 4.1 4.4 4.4 4.5
Government consumption 2.0 0.9 8.0 3.5 3.4 3.1 2.9
Gross fixed investment 19 6.4 5.6 4.8 5.1 5.4 6.0
Exports of goods and services 10.5 6.5 0.1 0.1 6.2 8.0 8.3
Imports of goods and services 1.3 2.6 0.9 0.5 5.8 7.2 7.6
Sectoral contribution to growth
Agriculture (ppts) 1.1 0.7 0.5 0.7 0.8 0.8 0.8
Industry (ppts) 0.4 0.2 0.8 0.4 0.6 0.6 0.7
Services (ppts) 4.1 3.7 3.1 3.0 2.7 2.6 2.7
Inflation
GDP deflator 5.4 31 3.5 6.8 4.8 5.0 5.3
Consumer prices (average) 7.7 4.5 4.1 5.0 5.0 5.0 5.0
Selected monetary accounts
Banks credit to private sector 13.9 -1.4 5.9
Broad money (M3) 21.2 -0.2 9.8 . .
Percent of GDP, unless otherwise indicated
External sector
Currentaccountbalance -3.7 -2.5 -2.8 -4.3 -3.7 -3.3 -3.1
Exports of goods and services 15.7 16.0 15.1 14.8 14.1 14.4 14.6
Imports of goods and services 24.1 23.0 21.8 22.1 20.7 20.6 20.5
Net foreign direct investment, excludin; 0.2 0.0 0.5 2.3 1.1 1.2 1.3
Percent of GDP, unless otherwise indicated
Debt
Public debt 73.4 67.3 713 73.5 74.3 73.6 71.4
External 40.5 31.2 31.4 30.4 29.0 27.2 25.0
Domestic 32.9 36.2 39.9 43.1 45.3 46.4 46.4
Fiscal accounts
Total revenue and grants 17.0 17.5 17.6 17.3 17.9 19.0 19.5
Total expenditure and net lending 22.8 23.3 24.5 24.1 23.5 23.2 23.0
Overall fiscal balance -5.8 -5.8 -6.9 -6.8 -5.7 -4.3 -3.5
Memorandum items
GDP per capita (pctchange) 3.6 2.6 2.6 2.3 2.4 2.3 2.4
Gross reserves (US$ billions) 7.3 10.1 12.4
In months of nextyear's imports 3.4 4.4 5.3 .. . .
Nominal GDP (KSh billions) 15,034 16,232 17,580 19,588 21,438 23,485 25,830

Source: World Bank based on Central Bank of Kenya, National Treasury, Kenya National Bureau of Statistics, IMF;
Note: The table is based on calendar years, consistent with the Debt Sustainability Analysis; e=estimate; p=projection;

Table 2: Key fiscal indicators (percent of GDP)
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2023 2024 2025 2026 2027 2028 2029

Actual Actual Proj. Proj. Proj. Proj. Proj.

Total revenue and grants 17.0 17.5 17.6 17.3 17.9 19.0 19.5
Tax revenue 13.2 13.2 13.2 13.1 13.5 14.3 14.7
Direct taxes 6.6 6.6 6.5 6.5 6.6 7.1 7.3
Indirect taxes 6.6 6.6 6.7 6.6 6.8 7.2 7.4
Taxes on goods and services 5.8 5.8 5.8 5.7 5.9 6.2 6.4
Taxes on international trade 0.8 0.9 0.9 0.9 0.9 1.0 1.0
Non-tax revenue 3.6 4.1 4.1 4.0 4.2 4.4 4.6
Grants 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Total expenditures 22.8 23.3 24.5 24.1 23.5 23.2 23.0

Current expenditures 19.1 19.7 20.9 20.9 20.3 20.0 19.8
Wages and salaries 3.7 3.7 3.8 3.9 3.8 3.8 3.9
Use of goods and services 5.7 5.2 5.1 5.0 5.0 5.0 5.0
Interest payments 5.1 5.6 5.9 5.9 6.3 6.4 6.4
Current transfers 3.6 3.6 3.7 3.6 34 31 3.0
Other current expenditures 1.0 1.7 2.3 2.6 1.9 1.7 1.6
Capital expenditure 3.6 3.6 3.6 3.2 3.2 3.2 3.2
Overall fiscal balance (incl. grants) -5.8 -5.8 -6.9 -6.8 -5.7 -4.3 -3.5
Primary balance -0.6 -0.2 -1.0 -0.9 0.6 21 2.8
Financing 5.1 5.5 6.4 6.8 5.7 4.3 3.5
External (Net) 1.8 1.2 1.2 1.3 1.1 0.8 0.7
Domestic (Net) 33 4.3 5.2 5.5 4.6 35 29
Discrepancy 0.8 0.5 0.1 0.0 0.0 0.0 0.0

Source: The National Treasury, World Bank staff estimates.
Note: Historical data are from the National Treasury. Calendar year values are calculated by averaging the figures from two consecutive fiscal years.

16. To reduce near-term refinancing risk, Kenya had been undertaking a series of significant debt management
operations throughout 2025 and early 2026 that contributed to credit rating upgrades. In February 2025, Kenya
issued a USS1.5 billion Eurobond (9.5 percent coupon, amortizing 2034—-2036), partly financing a buyback of US$S900
million in bonds maturing in 2027. In October 2025, another USS$1.5 billion dual-tranche Eurobond issuance (USS750
million due 2033 and US$750 million due 2038) financed a USS1 billion buyback of 2028 notes. In February 2026, a
USS$2.25 billion dual-tranche Eurobond provided budget support and financed a further USS500 million buyback.
Collectively, these operations reduced annual Eurobond repayments to an estimated US$108 million over 2025~
2027, down from US$300 million previously. Kenya also tapped the Japanese Samurai bond market for the first time
in August 2025, raising US$169 million to diversify its funding base. Looking ahead, Kenya is exploring a sovereign
Sustainability-Linked Loan of approximately USS500 million and a potential debt-for-food swap outlined in GoK’s
Annual Borrowing Plan. These liability management efforts were the primary driver behind recent rating upgrades:
S&P upgraded Kenya from 'B-' to 'B' in August 2025, citing reduced refinancing risk and strengthened external
liquidity; Moody's upgraded from 'Caal' to 'B3' in January 2026, reflecting improved external buffers and a narrower
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current account deficit; Fitch maintained its 'B-' rating with a stable outlook, noting that debt affordability remains
weak and interest expenditure elevated.

Table 3. Public and Publicly Guaranteed Debt Stock and Debt Service, 2025-29

Debt stock (end of period) Debt service
2025 2026 2027 2028 2026 2027 2028
(US$ mln) (% totaldebt) (% of GDP) (In US$ mln) (Percent of GDP)
Total 97,105 100.0 71.3 18,277 22,035 23,289 12.2 13.8 14.0
External 42,790 44.1 314 4520 4,133 4,288 3.0 2.6 2.6
Multilateral creditors 23,875 24.6 175 1,315 1,589 1,874 0.9 1.0 1.1
Bilateral creditors 8,247 8.5 6.1 1,194 994 903 0.8 0.6 0.5
Paris Club 3,198 3.3 2.3 472 322 281 0.3 0.2 0.2
Non-Paris Club 5,049 5.2 3.7 722 671 622 0.5 0.4 0.4
Bonds 8,786 9.0 6.4 1,232 802 962 0.8 0.5 0.6
Commercial creditors 1,453 1.5 1.1 779 532 332 0.5 0.3 0.2
Other international creditors 429 0.4 03 0 0 0 0.0 0.0 0.0
Domestic 54,315 55.9 39.9 13,758 17,903 19,001 9.2 11.2 114
T-Bills 8,449 8.7 6.2 - - - - - -
Bonds 43,245 44.5 31.7 - - - - - -
Loans 2,622 2.7 19 - - - - - -
Memo items -
Collateralized debt 1,315 1.4 1.0 - - - - - -
Contingent liabilities 1,171 1.2 09 - - - - - -
o/w public guarantees 1,171 1.2 09 - - - - - -

Source: Kenyan authorities and Staff calculations.

Table 4. External financing needs and sources 2023-29 (millions of US$)

2023 2024 2025 2026p 2027p 2028p 2029pP
I. Total requirement 9,586 10,386 11,289 13,681 12,849 13,070 13,582
Current account deficit 4,002 2,988 3,766 6,388 5,836 5,486 5,420
MLT Debt amortization due 5,584 7,399 7,524 7,293 7,013 7,584 8,162
o/w sovereign bonds 0 2,000 686 522 107 281 500
o/w IMF total repurchases and 29 0 200 353 448 584 651
repayments
Il. Change in reserves (- = increase) -642 -2,746 -2,330 -1,585 936 1,907 332
FINANCING NEED (I+11) 8,943 7,640 8,959 12,096 13,785 14,977 13,914
lll. Total sources 9,978 8,355 9,885 12,096 13,785 14,977 13,914
Foreign direct investment, net 211 46 681 3,475 1,719 2,047 2,315
Capital grants -30 21 14 115 105 187 252
Private capital inflows (net) 1,711 6,765 1,663 2,862 7,246 6,607 7,172
IMF disbursements 409 1,287 0 0 0 0 0
Public sector borrowing (excl IMF) 7,677 236 7,528 5,645 4,715 6,136 4,176
o/w World Bank Budget Support 1,000 1,250 0 750 0 0 0
IV. Net errors and omission 1,034 715 927 0 0 0 0

Source: Kenyan authorities and Staff calculations.
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B. Macroeconomic Outlook and Debt Sustainability

17.

18.

19.

20.

21.

The medium-term growth outlook is broadly positive, but the conflict in the Middle East is challenging Kenya’s
macroeconomic trajectory. Real GDP growth is projected to reach 4.3 percent in 2026 - 0.6 percentage points below
pre-conflict projections - rising to approximately 5.0 percent over the long term. It is supported by a continued
recovery in investment and private sector credit, and the gradual materialization of structural reforms supported by
this series. Inflation is expected to remain within the CBK's target range; however, with ongoing fuel price increases
it is expected to reach 6.9 percent by the end of 2026.2 The current account deficit is projected to widen to 4.3
percent of GDP in 2026 from 2.8 percent in 2025 amid heightened geopolitical tensions, before narrowing to 3.2
percent over the medium term. FDI is assumed to average 1.3 percent of GDP 2027-30, increasing gradually from its
1.1 percent of GDP average between 2011-24, after a one-off increase in 2026 due to privatization proceeds.

Despite these economic challenges, the GoK has set out an ambitious fiscal consolidation program for FY2025/26
and FY2026/27, combining revenue policy measures, tax administration improvements, and expenditure
rationalization. On the revenue side, permanent tax policy measures are expected to yield approximately KSh 82
billion, comprising measures from the draft Tax Laws (Amendment) Bill and under the 2026 Finance Bill. These
measures span income tax, VAT, and excise duty, with the largest contributions from taxation on digital transactions,
land and property taxation reforms, VAT adjustments including removal of certain exemptions, improved tax
enforcement, among others. In aggregate, these measures would deliver approximately 0.5 percent of GDP in
additional revenues and fiscal savings.

On tax administration and efficiency gains, the government has identified a substantial pipeline of compliance-
driven revenue gains. The Kenya Revenue Authority (KRA) estimates that targeted administrative measures focusing
on Personal Income Tax, Value Added Tax, and Customs duty will yield approximately KSh 103 billion (0.5 percent of
GDP). These measures include strengthened enforcement against under-declaration and non-compliance, expanded
use of e-TIMS data, enhanced third-party information matching, and more systematic compliance interventions
across key tax heads. While KRA’s broader administrative reform agenda continues to carry additional upside
potential, the macroeconomic framework presented here adopts a more prudent approach; it is thus estimated that
these measures would yield approximately 0.4 percent of GDP.

On the expenditure side, the consolidation package is anchored by three concrete and quantifiable measures. First
and most significant is the shift of commercially viable investment projects from the budget, amounting to KSh 65.9
billion, to the recently approved National Infrastructure Fund framework. Second, the government has identified KSh
26 billion in savings from reductions in procurement budgets across both recurrent and capital expenditures,
reflecting tighter controls and early gains from the rollout of the electronic government procurement (e-GP) system,
with additional savings expected as implementation deepens. Third, the implementation of the Treasury Single
Account is generating savings of approximately KSh 8.6 billion through reduced overdraft costs and improved cash
management, with similar savings expected to continue in FY2026/27. Overall, expenditure-side measures are
expected to yield about 0.5 percent of GDP. Additional investment income from SOE surpluses because of ongoing
reforms and income from instant fines is estimated slightly above 0.1 percent of GDP.

Medium term consolidation is further underpinned by World Bank Group Second Program for Strengthening
Governance for Enabling Service Delivery and Public Investment in Kenya (GESDeK Il, P180287). It was approved at
USS$250 million and became effective in February 2024. With the proposed Additional Financing (GESDeK Il AF,

13 GDP deflator, in percent.
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USS$200 million), GESDEK Il forms an integrated platform aimed at enhancing revenue mobilization and deepening
accountability and transparency in public financial management at the national government level. Disbursement
Linked Indicators (DLIs) are tied to specific reforms including VAT gap reduction through mandatory eTIMS adoption
and audit analytics, PIT and CIT compliance enforcement, tax expenditure rationalization, Treasury Single Account
implementation, payroll integrity through HRIS-Ke, eCitizen-based non-tax revenue collection, reductions in public
service travel and pending bills, and procurement transparency through full e-GP rollout and beneficial ownership
disclosure. World Bank estimates the combined fiscal impact of DPO supported reforms and the implementation
supported through GESDEK Il (parent and Additional Financing) reaches about 0.4 percent of GDP in FY2026/27, 1.1
percent by FY2027/28, and 1.6 percent by FY2028/29 — consistent with the Program estimate at full
implementation.*

22. Moreover, the government has initiated privatization of selected SOEs to reduce fiscal pressures and contingent
liabilities. In January 2026, it initiated the privatization of Kenya Pipeline Company through an IPO selling 65 percent
of shares while retaining 35 percent, expected to raise approximately KSh 100 billion. The government has also
agreed to a partial divestment of approximately 15 percent of its Safaricom PLC stake to Vodafone Kenya at KSh 34
per share, generating approximately KSh 244 billion, after which it will retain a 20 percent stake. Combined proceeds
of approximately US$2.7 billion are to be channeled through the National Infrastructure Fund (NIF) into infrastructure
and economic development. While the NIF operates off-budget and is dedicated to development spending, realizing
its growth potential will depend on strong governance frameworks and professional fund management.

23. The implementation of these reforms will yield a net fiscal deficit reduction of about 1.1 percent in the short term
and 3.5 percent cumulatively to 2030, putting the debt-to-GDP ratio on a declining trajectory. The LIC debt
sustainability analysis prepared for this operation indicates that by implementing the abovementioned reform
measures — designed as an illustrative scenario -, the PV of overall debt -to-GDP ratio -which peaks in 2027 — will start
declining and reach 54.2 percent by 2036 in PV terms (Annex 3). The medium-term adjustment path implies a
sustained fiscal consolidation effort. The external debt indicators show improvement since the October 2024 DSA.
All, but one, solvency and liquidity indicators for external debt remain below the threshold throughout the horizon
period. Only the debt service to exports indicator crosses the threshold by 2033. Implementation of the reform
measures allow debt to be assessed as sustainable.

24. The macroeconomic outlook faces considerable risks. A prolonged conflict in the Middle East could further raise fuel
and fertilizer import costs and dampen remittances. Moreover, a new climate shock could delay the PV of overall
debt-to-GDP ratio from falling below the 55 percent threshold (Fig 1: Most extreme shock). Finally, delays in reaching
a new IMF program would weaken the credibility of the fiscal framework. The forthcoming elections in 2027
introduce additional political economy risks to the consolidation effort. Should financing conditions tighten or
refinancing costs rise, private sector credit could be crowded out, investor confidence could weaken, and the
anticipated recovery in domestic demand could lose momentum. These risks are mitigated through whole-of-
government ownership of the reforms and complementary World Bank support through the GESDeK Il PforR focused
on revenue mobilization and expenditure efficiency.

14 Estimated combined fiscal gains are expected to arise from reductions in the VAT compliance gap through expanded eTIMS coverage and audit
analytics; strengthened PIT and CIT enforcement targeting improvements in non-PAYE compliance and filing rates; and medium-term tax expenditure
rationalization. Additional expenditure and accountability savings are expected from payroll rationalization and ghost worker elimination through
HRIS-Ke, reduced overdraft charges and deployment of idle balances under the Treasury Single Account, expanded eCitizen fee collection to reduce
leakages, lower public service travel costs, reductions in pending bills and quasi-fiscal costs, and procurement savings from full e-GP rollout and more
competitive contract awards.
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Figure 1. Kenya: Present Value (PV) of Total Public Debt, 2026-2036
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Figure 2. Kenya: Indicators of Public and Publicly Guaranteed External Debt, 2026-2036

PV of Debt-to GDP Ratio PV of Debt-to-Exports Ratio

40 - - - -

30 e m—— e _--__.‘::::w_..._.-_--____-.
25 e m———— -
———m———— 150
20
15 100
10
50
5 | Most extreme shock: One-time depreciation Most extreme shock: Exports
0 0
2026 2028 2030 2032 2034 2036 2026 2028 2030 2032 2034 2036
Debt Service-to-Exports Ratio Debt Service-to-Revenue Ratio
50 23
45
40 20 e=——a

-

———

e e m e ————————————
-~

10 E
3 | Most extreme shock: Exports Most extreme shack: One-time depreciation
0 0
2026 2028 2030 2032 2034 2036 2026 2028 2030 2032 2034 2036
Baseline == —===— October 2024 DSA Most extreme shock 1/ = v e e = Threshold

Source: LIC DSA update of May 2026 for this DPO.

C. IMF Relations

25. Kenya's IMF-supported program has lapsed, and the authorities are in discussions on a new arrangement. The
ECF/EFF program and accompanying RSF lapsed by mutual agreement in March 2025, citing fiscal slippage and slow
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progress on structural benchmarks, leaving approximately US$850 million undisbursed. The authorities have since
formally requested a new program, and discussions are ongoing. The 2024/25 Article IV consultation is now overdue.
The Bank is coordinating closely with the IMF.

lll. PROPOSED OPERATION

A. Link to Government Program, CPF, other WBG operations, and Corporate Priorities

26.

27.

28.

29.

This DPO series promotes sustainable and equitable fiscal policy to implement Government of Kenya’s Bottom-Up
Economic Transformation Agenda (BETA), and structural reform priorities around inclusive growth and jobs
creation. Actions on Public Financial Management (PFM), procurement, wage bill management, and better control
of corruption will generate fiscal savings while investments in social protection will improve the equity of public
spending. Structural reforms to strengthen the business climate, trade, competition, ICT, skills, and the integration
of refugees will make product and labor markets more competitive and inclusive. Climate action is promoted through
focus on public transport, land use change, and climate finance.

The DPO series is well embedded in the World Bank’s CPF for Kenya (FY2023-2028, Report No. 33926212). Pillars 1
and 2 contribute to the higher-level objective faster and more equitable labor productivity and income growth, while
pillar 3 contributes to greater sustainability of Kenya’s natural capital. The series also supports most CPF objectives.
Pillar 1 supports boosting fiscal and debt sustainability and strengthening the efficiency and transparency of public
spending; pillar 2 supports shrinking disparities in learning outcomes, while pillar 3 supports increasing household
resilience to, and national preparedness for, shocks and reducing Kenya’s extreme water insecurity in the face of
climate change.

This operation aligns with the WBG goal of maximizing finance for development. This DPF follows the World Bank’s
Mobilizing Finance for Development (MFD) approach and is enabling private capital through different Prior Actions.
Reformed county licensing procedures as well as enabling e-commerce under Prior Action 4 are expected to lower
regulatory compliant costs, supporting firm entry and operation. Improvements in public procurement are expected
to broaden competition for public sector contracts, boosting growth opportunities among a wider range of
businesses.

In the transition from DPF6 indicative triggers to DPF7 prior actions, most triggers were either maintained and
converted into prior actions or refined to reflect implementation realities, legal readiness, and sequencing
considerations (Annex 3). Under the public finance pillar, reforms on the Treasury Single Account (TSA), and Cabinet
approval of the PFM Act amendments to enable more timely disbursements to counties were largely preserved, with
adjustments to focus on operational measures—such as mandating TSA use—to address binding implementation
constraints. Creating a legal mandate for the use of electronic public procurement was moved as a trigger to the next
DPO, but initial progress on rolling out an e-GP system at the national level was made. Governance and social
protection reforms, including the Conflict-of-Interest regulations and the operationalization of the Social Registry for
targeted transfers, were carried forward with minor timing adjustments. In the business environment and
competition space, licensing reforms were implemented as planned, while other measures—such as the e-commerce
policy and Investment Promotion Bill—were postponed or replaced due to shifting institutional priorities. Similarly,
competition reforms were adjusted to focus on submission rather than enactment of legislation. Sectoral reforms in
skills, refugee inclusion, transport, forestry, and climate finance were generally maintained but streamlined, with
some actions narrowed in scope (e.g., focus on service access for refugees, or adoption of urban transport policy
only) or deferred to subsequent operations due to consultation requirements or prior completion. Overall, these
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adjustments ensured that reforms remained technically sound, legally feasible, and aligned with the program’s
objectives while preserving reform momentum.

30. This DPF advances reforms supported under the previous operation and is grounded in a strong body of analytics
while being complemented by ongoing World Bank operations and technical assistance. Under Pillar 1, reforms on
public financial management, transparency, and equity draw on key diagnostics including the Kenya Public
Expenditure and Financial Accountability (PEFA) Report, the Kenya Country Economic Memorandum, and the Kenya
Public Finance Review: Beyond the Budget and are supported operationally by programs such as GESDeK Il and KDSP
I, with additional financing under preparation for the former. Under Pillar 2, actions to strengthen social protection,
improve the business environment, expand skills recognition, and promote refugee inclusion are informed by
analytical work including the Kenya Social Protection and Jobs PER, the Kenya Country Private Sector Diagnostic, and
the World Development Report 2023: Migrants, Refugees, and Societies, and are complemented by operations such
as KSEIP2, the Kenya Jobs and Economic Transformation project, NYOTA, KPEELP, and KUSP2, including support
through the IDA Window for Host Communities and Refugees. Under Pillar 3, climate-related reforms are informed
by the Kenya Country Climate and Development Report and supported by projects including HOADGP, KUMIP, and
KWASIP, as well as technical assistance on sustainable finance instruments. Overall, the operation is closely aligned
with ongoing investment, policy, and analytical work, ensuring coherence, reinforcing implementation capacity, and
maximizing development impact across sectors.

31. The Program is consistent with the goals of the Paris Agreement across mitigation, adaptation, and resilience
dimensions. It is consistent with Kenya’s updated NDC (2020), NCCAP 2023-2027, Climate Change Act (2016,
amended 2023), and informed by the Kenya CCDR (2023). No prior action is expected to increase GHG emissions or
hinder Kenya’s low-emissions pathway; instead, key measures advance mitigation through transport reforms
supporting modal shift and e-mobility (Prior Action 8), forest governance reforms addressing deforestation and
restoring tree cover (Prior Action 9), and green tagging in public procurement (Prior Action 1). On adaptation and
resilience, the operation strengthens shock-responsive social protection (Prior Action 3), protects critical forest water
towers (Prior Action 9), and mobilizes climate finance through a Sovereign Sustainability-Linked Finance Framework
to enable green bonds and carbon markets (Prior Action 10). Risks from climate hazards are not likely to have an
adverse effect on the contribution of any prior action to the program development objectives. Overall, all prior
actions supported by this operation are assessed as aligned with the mitigation and adaptation and resilience goals
of the Paris Agreement.

B. Prior Actions, Triggers, Expected Results and Analytical Underpinnings

Pillar 1: Promote efficiency, transparency, and equity of public finance

32. Pillar 1 seeks to address constraints in Kenya’s public finances and public sector management, alleviating fiscal
pressures and promoting a more efficient and sustainable budget.

Prior Action #1.1: To enhance the efficiency and transparency of public spending, the Recipient has: (i) through the
National Treasury, issued a circular mandating the use of the TSA across MDAs; (ii) through its Cabinet, submitted to
Parliament, the Public Finance Management (Amendment) Bill 2025, to accelerate disbursement of capital grants to
Counties.

Trigger #1.2: To enhance the efficiency and transparency of public spending, the recipient has (i) amended the
Companies Act of 2015 to align an updated beneficial ownership registry in line with the updated FATF standards,

fully including legal trusts, with the e-GP system and has established penalties for non-compliance; (ii) amended the
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PFM Act: to require that any adjustments to the budget during execution are strictly aligned to the fiscal aggregates
approved by Parliament through the BPS, and to resolve delays to additional transfers to counties funded from
external resources in a timely manner; (iii) consolidated HR and Payroll data for all MDAs, Counties (Executive and
Assembly), non-commercial state corporations, all Commissions and independent offices; and assigning unified
payroll numbers to all public officers, ensured consistency across payroll data, authorized establishments, and HR
records, and completed the cleaning of county payrolls based on OAG findings; and (iv) has amended the Public
Procurement and Asset Disposal Act (PPADA) requiring the mandatory use of the e-GP system throughout both the
national and county governments for all procurements.

33.

34.

35.

Rationale: Despite past improvements of Kenya's PFM systems, weaknesses in expenditure management persist,
exacerbating fiscal pressures and damaging the investment climate and open competition (World Bank Public Finance
Review, 2025). Cash management challenges — including the presence of a large number of accounts with unused
balances - have remained an area of particular concern. Underestimating the expected costs of policies and
subsequent repeated and expansive use of supplementary budgets to accommodate unplanned spending and/or
revenue shortfalls has further undermined fiscal discipline and contributed to fiscal slippage. Long delays in approving
additional allocation transfers for counties funded by development partners leave borrowed funds idle and incurring
charges, while delaying job- and resilience-enhancing investments in counties.

Policy Content: Building on reforms supported through the first operation of this DPO series (approved May, 2024),
this prior action focuses on (i) operationalizing a Treasury Single Account (TSA) to improve GoK’s liquidity and cash
management, strengthen monitoring of accounts and balances, and reduce the need for and costs associated with
using Central Bank overdrafts, as well as (ii) moving towards more timely approval of national transfers for counties
to accelerate sub-national investments that promote job opportunities and resilience. The Trigger for DPO 3 focuses
on strengthening fiscal discipline by limiting deviations from fiscal aggregates, and notably deficit levels, approved
during the budget preparation stage. The amendment to the PFM Act and tightening wage bill management signal
the authorities' renewed commitment to fiscal consolidation. Amending the Companies Act is expected to
substantially strengthen beneficial ownership declarations and enforcement. Amending the PPADA will cement the
transition to an e-GP system by establishing its mandatory status in law and requiring comprehensive use.

Expected Results: Establishing a hybrid TSA is expected to significantly reduce the need for GoK to utilize CBK
overdrafts. Expected annual savings amount to KSh4.7bn to KSh8.4bn (0.025 to 0.04 percent of GDP). Additionally,
greater NT oversight of MDA bank accounts is expected to improve oversight and appropriate use of funds. Rolling
out the e-GP system after several delays and ensuring it is fully legally mandated will generate greater competition,
transparency, and efficiency in public procurement. If well implemented, savings from the reform are estimated at
about KSh90bn. More timely transfers of development partner funds to counties will contribute to better planning
and utilization of these funds at county levels and to county-level growth, jobs, and resilience. A strengthened payroll
policy and better payroll controls through the roll out of the Human Resource Management Information System
(HRMIS), replacing a legacy system and manual payrolls, complemented by approval of the Salaries and
Remuneration Commission (SRC) Regulations, 2025 in April 2026 are expected to constrain wage costs at national
and county levels, while being neutral for institutional capacity and service delivery. Full HRMIS roll out — including
to parastatals — could generate savings of KSh60-80bn annually. However, the 2025-29 collective bargaining
agreement for teachers as well as announced wage increases for the security sector will expand wage bill costs —
while making efficiency gains even more urgent.
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Prior Action #2.1: To safeguard against the misuse of public office for private gain, the Recipient has gazetted the
Conflict-of-Interest Regulations 2026, which outline the procedures, structures and systems for the prevention,
management, detection, and investigation of matters relating to conflict of interest.

Trigger #2.1: To ensure fair competition, value for money, and increase detection of misuse, the recipient has (i)
enacted the proposed Whistleblower Protection Act, and (ii) adopted PPP regulations restricting the use of unsolicited
proposals.

36. Rationale: Despite some earlier legal provisions, Kenya lacks effective legal and regulatory instruments for containing
conflicts of interest; this in turn contributes to poor value for money in public procurement in particular, as
government officials with private sector interests continue to influence and benefit from public procurement as well
as other types of conflicts of interest, e.g. in the hospitality sector or in the roll out of public sector digital tools and
platforms.

37. Policy Content: The COI Act and the regulations adopted to meet PA2 will set clearer boundaries and rules around
declaring and restricting conflicts of interest. The COl Act replaces earlier rules!® with more comprehensive
restrictions on conflicts of interest among public officers, including higher penalties and enhanced reporting and
verification. Drawn out discussions indicate that the Act is considered to have significant potential impact on greater
transparency and a shift to greater openness and competition at the interface between the private and public sectors
in Kenya.

38. Expected Results: Expected impacts of the COI Act and implementing regulations include a significant contribution
to the savings in public procurement; as well as enhancing government legitimacy. Public officials will be obliged to
comprehensively report assets and incomes; GESDEK Il additional financing will incentivize effective implementation
of the declaration system. Restricting conflicts of interest will also contribute to improvements in Kenya’s business
environment as assessed by various stakeholders (domestic and foreign investors and rating agencies, as well as
citizens) and contribute to: (i) greater FDI and associated job creation, and (ii) laying the groundwork for a revived
social contract and GoK’s ability to gradually increase the tax to GDP ratio. The Whistleblower Protection Bill and the
PPP regulations restricting the use of unsolicited proposals will complement the COI reforms by enabling greater
detection of risks and reduce risk linked to expanded use of PPPs.

Prior Action #3.1: To strengthen social protection, the Recipient has gazetted the Social Protection (General)
Regulations 2026, which establish additional eligibility criteria for assessing applications for social sector interventions.

Trigger #3.2: To strengthen social protection, the Recipient, through its Parliament has: (i) approved a Regulation for
regular indexation of benefit values of NSNP cash transfers and other complementary programs in line with inflation
and other changing economic trends; and (ii) the government has applied the first revision in the benefit values of NSNP
cash transfers and other complementary programs.

39. Rationale: This reform aims to protect poor and vulnerable citizens from the impacts of ongoing poly-crises and
recurrent climate shocks. Two constraints are addressed. First, the absence of a robust legal framework for social
assistance undermines the state's constitutional obligation to provide social security to those unable to support
themselves. Second, the National Safety Net Program (NSNP), Kenya's largest social assistance program, suffers from
low coverage, weak targeting, and inadequate benefits: the real value of transfers has declined by an estimated 34

15 Previously in the Public Officers Ethics Act (2003).
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percent over time (World Bank 2023 PER on Social Protection), eroding welfare and poverty reduction outcomes. By
expanding coverage and indexing benefits to inflation, the reform will strengthen the resilience of poor and
vulnerable households to shocks — including climate-induced droughts that disproportionately affect populations in
Kenya's arid north and northeast.

40. Policy content: Building on the Kenya Social Protection Act 2025 — a prior action under the first operation of this
series — this prior action supports objective identification, enrollment, and recertification of poor and vulnerable
households through the Social Protection Registry, improving targeting of social and economic inclusion benefits. The
trigger further strengthens the reform by mandating periodic inflation-linked indexation of cash transfer values under
the NSNP and complementary programs, safeguarding the benefit adequacy over time.

41. Expected results: By requiring the use of the Enhanced Single Registry (ESR) to identify, enroll, and recertify NSNP
beneficiaries, the reform will improve targeting efficiency, ensuring that the poorest households receive timely
support. Better targeting reduces unsustainable reliance on natural resources during crises and lessens the need for
fiscally costly responses such as subsidies.’® Furthermore, the share of NSNP beneficiary households in the bottom
40 percent of the national income distribution is expected to rise from 67 percent (2025) to 80 percent (2027), while
the share of female-headed beneficiary households is expected to increase from 65 to 75 percent.?’

Pillar 2: Foster more competitive and inclusive product and labor markets

42. Pillar 2 seeks to (i) improve the business environment and foster value chain linkages; (ii) unlock private
investments and promote competition in key enabling sectors; and (iii) develop skills (inclusion is promoted by
developing skills) and (iv) integrate refugees in the Kenyan economy.

Prior Action #4.1: To improve the business environment and strengthen trade, the Recipient has gazetted the County
Licensing (Uniform Procedures) Regulations 2025, which establish the governance and administrative arrangements
for County Licensing Boards.

Trigger #4.2: To improve the business environment and strengthen trade the recipient has: (i) through the Council of

Governors (CoG) adopted guidelines on harmonized licensing procedures and fees; (ii) through its Cabinet approved
the national e-commerce policy; and (iii) through its Cabinet approved the SEZ Policy.

43. Rationale: This reform aims to improve Kenya's business environment that support jobs creation by ensuring a
predictable and conducive environment for the private sector to start, operate, grow, and diversify business
operations. Kenya has a good track record, but gaps persist in regulation, taxes, and the cost and time to start a
business, with inefficient bureaucracy — including at the county level — continuing to be among the top constraints
for doing business (World Bank 2022 CEM). Beyond licensing, Kenya's digital trade potential remains underutilized:

16 This combines two evidence-based mechanisms: During shocks, households fall back on natural resources and short-term survival strategies,
including over-exploitation of land, forests, and common resources; well targeted social protection reduces this coping channel (Adaptive-Social-
Protection-Building-Resilience-to-Shocks, World Bank 2020). And: Well targeted social protection is more fiscally efficient than broad subsidies and
enables subsidy reform (Banerjee et al. (2022) — Social Protection in the Developing World). It documents how targeted cash transfers increasingly
replace generalized food and energy subsidies, improving fiscal efficiency while preserving distributional objectives.

17 Female-headed households stand to gain more from both the use of the ESR and benefit indexation (trigger 3.2). First, the reduction in exclusion
error from 34 to 26 percent under the updated ESR improves identification of poor households in which female-headed households are over-
represented, their poverty rate of 43 percent exceeds that of male-headed households (39 percent), and 43 percent fall in the bottom 40 percent of
the distribution against 38 percent of male-headed households. Second, benefit indexation will also favor female-headed households more, as their
larger poverty gap (12 versus 9 percent) means the restored real value of transfers represents a larger increase of their pre-transfer consumption.
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44,

45.

46.

47.

48.

the absence of a coherent e-commerce legal framework and a clear Special Economic Zone (SEZ) policy has
constrained investment and export diversification.

Policy content: Building on the enactment of the County Licensing (Uniform Procedures) Law, this prior action
deepens the business environment reform agenda by issuing implementing regulations that operationalize
streamlined licensing procedures at the county level. The proposed trigger further advances this agenda through the
Council of Governors' adoption of harmonized licensing guidelines and fees implemented in respective counties
through the unified business permits, approval of a national e-commerce law, and approval of a SEZ policy to attract
investment while reducing fiscal risks from tax expenditures.

Expected results: These reforms are expected to generate measurable improvements in trade and digital commerce
activity. By streamlining and harmonizing county licensing procedures and fees, and by establishing a clearer
framework for Special Economic Zones, businesses will face lower compliance costs and greater regulatory
predictability, reducing barriers to inter-county trade and contributing to an increase in inter-county trade as a share
of total VAT. Approval of the national e-commerce law is expected to strengthen the legal framework for digital
commerce, driving an increase in revenue generated from e-commerce.

Prior action #5.1: To strengthen competition in the digital economy, the Recipient, through the National Treasury,
has submitted the Competition (Amendment) Bill 2025, to Parliament, to boost competition, protect consumers,
and facilitate inter-institutional collaboration.

Trigger #5.2: To strengthen competition in the digital economy, the Recipient, through it Parliament, has enacted
the Kenya Information and Communications Amendment Act and amended Information and Communication
Regulations focused on fair competition, tariff regulations, consumer protection, interconnection and
infrastructure sharing.

Rationale: Despite advancements in enhancing the legal framework to enhance competition, restrictive product
market regulations persist in Kenya (World Bank 2025). Key constraints include rules that limit entry, weak regulation
of economically important market players, and limited integration of competition policy principles in the regulation
of key enabling sectors such as digital infrastructure, transportation, and professional services. Anticompetitive
business practices and government interventions that restrain competition in these key sectors act as barriers to
investment in the sectors themselves, hampering the productivity and competitiveness of firms in downstream
industries that use these inputs. This reduces the potential for further investment and good exports to drive growth
and jobs.

Policy content: This package of reforms facilitates increased private sector participation in Kenya’s ICT sector by
eliminating barriers to entry, while boosting competition and investment in the digital sector, a key enabler for the
economy. The first reform in the DPO series supported eliminating the minimum local equity participation of 30
percent for telecom operators, interested in entering the market in Kenya. Subsequent reforms are focused on
competition rules and important regulations under the Kenya ICT Act (KICA) related inter alia to fair competition,
tariffs, interconnection, infrastructure sharing and consumer protection.

Expected results: Lifting the minimum local equity participation for telecom operators set at 30 percent (PA in DPO
1) led to increased private sector investment in Kenya’s ICT sector. In 2023, ICT accounted for 27 percent of FDI
inflows in Kenya compared to 20 percent in 2022. Furthermore, by October 2025 at least 13 companies that would
not have met the equity participation requirement before the reform, were licensed to operate in the sector. Given
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this progress, it is expected that addressing barriers to competition, will lead to at least 25 ICT companies with
domestic shareholdings below 30 percent investing in Kenya by the end of the DPF window or benefiting from
competition investigations and market enquiries addressing issues in digital markets by the end of the DPF series.

Prior action #6.1: To improve access to Technical and Vocational Education and Training (TVET) system, the Recipient
has gazetted the Kenya National Qualifications Framework (General) Regulations 2025, which inter alia, establish the
National Qualifications Framework.

Trigger #6.2: To strengthen the education system, the Recipient through its Parliament has enacted TVET
Amendment Act and the Basic Education Amendment Act.

49. Rationale: While Kenya's Human Capital Index score is the highest in Sub-Saharan Africa, its post-secondary
education system has struggled to translate this advantage into labor market outcomes with quality jobs creation. A
persistent mismatch between skills produced and employer needs means that approximately 30 percent of the
Kenyan workforce lacks adequate skills, weighing on labor productivity and the creation of new jobs. Low and unequal
access to Technical and Vocational Education and Training (TVET), combined with concerns about quality and
relevance, are at the core of this challenge.

50. Policy content: This reform promotes Recognition of Prior Learning (RPL) in Kenya, enabling a more responsive and
equitable TVET system that (i) facilitates access, mobility, and progression for disadvantaged and traditionally
marginalized learners by allowing them to obtain formal qualifications that reflect their existing knowledge and skills;
and (ii) enhances their employability and lifelong learning prospects. RPL is a critical tool for reducing the share of
working-age Kenyans who are Not in Education, Employment, or Training (NEET) and for enabling Kenya to seize its
demographic dividend.

51. Expected results: These reforms are expected to expand enrollment in TVET from 570,000 students in 2025 toward
the program target of one million by 2027.

Prior action #7.1: To enable refugees to access basic services, the Recipient has: (i) through its Cabinet, approved
the Shirika Plan; (ii) gazetted the Kenya Information and Communications (Registration of Telecommunications
Service Subscribers) Regulations 2025, which recognize Refugee Identification Card for purposes of
telecommunications registration.

Trigger #7.2: To enhance the access of refugees to basic services, regulated financial services, and employment
opportunities, the recipient has: (i) through the Leader of the Majority in Parliament sponsored and facilitated the
introduction of an amendment Bill in parliament to the Proceeds of Crime and Anti-Money Laundering legislation to
expressly recognize Government of Kenya-issued Refugee Identity Cards as valid identification documents for
customer care, customer due diligence, and Know Your Customer (KYC) purposes; (ii) through the Governor of the
Central Bank of Kenya issued and/or enforced Prudential Guidelines under the Banking Act expressly recognizing
Government of Kenya-issued Refugee Identity Cards as valid documents for customer due diligence and KYC purposes
by all licensed financial institutions.

52. Rationale: Kenya's Refugees Act 2021 signaled a landmark shift toward refugee protection, freedom of movement,
and access to services and economic opportunities, but implementation remained uncertain pending supporting
regulations. The Refugee Regulations, gazetted in 2024, clarified key aspects of the Act — including how refugee
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identification documents can be used to access regulated financial services and engage in economic activity, through
successful employment opportunities. Gaps in the legal and policy framework nonetheless persist, limiting refugee
self-reliance and inclusion . Full implementation of the Refugees Act and the successful roll-out of the Shirika Plan,
particularly in relation to enhancing the economic prospects of refugees, will require further reforms of key
legislation, outlined under trigger 7.2. In the banking sector, for example, financial exclusion among refugees remains
acute, with only six percent of refugees having a bank account. The forward-looking policy approach to refugee
inclusion is the Government’s Shirika Plan, including pillar 1 (systems building), pillar 2 (integrated services), and pillar
6 (durable solutions). The Government’s updated Strategy Note, required to access IDA21 WHR resources, was
completed in November 2025 as part of the package submitted for the Additional Financing for Kenya Primary
Education Equity in Learning Program (KPEELP).

53. Policy content: These reforms establish a clearer legal environment for refugees and host communities to access
national and county services and to use refugee identification documents for business and financial purposes. They
support Kenya's Shirika Plan — which outlines the transition to a more inclusive, development-focused refugee
management model — and facilitate greater development-oriented investment in refugee-hosting counties.

54. Expected results: The proposed actions in this DPO build upon the previous reforms achieved in the first DPO,
specifically finalization of the Shirika Plan and the reform of the Telecommunications Act that allows refugees to
access mobile money services through registering for SIM cards. Refugees need a bank account and registered SIM
card to manage their businesses effectively by building creditworthiness, accessing financial services, and establishing
savings. The proposed reforms are expected to expand the integration of refugees and asylum seekers into the formal
financial sector and national and county service systems, contributing to enterprise growth, domestic revenue
mobilization, and the program target of 300,000 displaced people provided with integrated services and livelihood
support by 2027. By doing so, these reforms are expected to lead to a reduction in the number of refugees dependent
on humanitarian assistance, and consequently, reduce the cost of hosting refugees.

Pillar 3: Strengthen climate action

55. Pillar 3 seeks to promote (i) green transport, (ii) increasing forest cover, as mandated by its Constitution and (iii)
leveraging climate finance for Kenya’s green transformation. These policies collectively address key pillars of
Kenya’s Climate Change Action Plan and CCDR — promoting low-carbon transportation, conserving forests and
biodiversity, and unlocking climate finance.

Prior action #8.1: To promote urban public transport and e-mobility, the Recipient has, through its Cabinet, adopted
the National Urban Transport Policy.

Trigger #8.2: To promote urban public transport and e-mobility, recipient has (i) through Parliament enacted the
Railways Bill; approved regulations for: (a) the urban transport policy, (b) the e-mobility policy

56. Rationale: Kenya's transport sector faces mounting environmental and mobility pressures (World Bank 2023 CCDR
for Kenya). A growing vehicle fleet, combined with the low fuel efficiency of ‘matatus’ and private cars, is a significant
and rising source of urban greenhouse gas emissions and a potential productivity constraint to jobs. GoK has taken
important steps to address this through the launch of the National E-Mobility Policy in February 2026 and the ongoing
finalization of the National Urban Transport Policy. Expanding commuter rail — building on the Nairobi Metropolitan
Area commuter masterplan developed with World Bank support — offers a high-impact opportunity to shift
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57.

58.

passengers away from high-emission road transport, but hinges on a modernized regulatory framework for the
railways’ subsector.

Policy content: These reforms establish the regulatory and institutional foundations for cleaner, more efficient urban
transport. The Kenya Railways Bill creates a clear framework for the development, ownership, and operation of rail
services, separates passenger from freight operations, and defines the role of the private sector — enabling the
expansion of commuter rail as the backbone of public transport in the Nairobi Metropolitan Area. The Urban
Transport Policy and the E-Mobility Policy (approved March 2025; see Annex 3) provide an integrated framework for
reducing transport emissions through modal shift and fleet electrification, with implementing regulations under the
trigger translating policy commitments into enforceable standards.

Expected Results: These reforms are expected to contribute to a reduction in net greenhouse gas emissions per year
in the transport sector (MtCO2), driven by an increased share of commuter rail in public transport and accelerated
adoption of electric mobility.

Prior action #9.1: To promote more sustainable land use, the Recipient, through its Parliament, has enacted the Forest
Conservation and Management (Amendment) Act 2026, to incorporate revisions to the National Forest Policy.

Trigger #9.2: The MECCF, has approved regulations implementing elements of the amended Forest Conservation and
Management Act 2016, including the regulations for: i) charcoal; ii) forest concessions on public forests; iii) value chain
(gums and resins); iv) forest products exports and imports; and v) benefit sharing mechanisms.

59.

60.

61.

Rationale. Kenya loses approximately 115 km? of forest and tree cover annually, equivalent to 6.0-6.7 MtCO,e per
year — accounting for 7-8 percent of Kenya's total emissions (World Bank, Kenya CCDR, 2023). The most affected
ecosystems are montane rain forests and mangroves and coastal forests. Montane rain forests are critical to Kenya's
water towers: their further degradation will increase the vulnerability of both cities and farms to climate change
while eroding the country's carbon stock. Halting and reversing deforestation is therefore essential for both emission
reduction and the preservation of ecosystem services underpinning climate adaptation. The existing forest policy
dates from 1957 — pre-independence — and urgently needs updating to reflect post-independence constitutional
changes, modern principles of sustainable forest management, and Kenya's climate commitments. An updated legal
framework is also a key performance indicator under Kenya's Sustainability-Linked Financing Framework (prior action
#10.1).

Substance of the reform. The National Forest Policy, supported by the first operation of this series, provides the
guiding statement of GoK intent to respond to the Constitution of Kenya (2010), which introduced new governance
structures and natural resource management requirements. It assigns specific functions to national and county
governments, establishes principles for payments for ecosystem services (PES), green growth, and rights of forest-
dependent communities, and encourages partnerships with communities and the private sector for commercial
forestry and conservation. The amended Forest Conservation and Management Act of 2016 will incorporate changes
to align with this updated policy and will be underpinned by new implementing regulations.

Expected Results. These reforms are expected to result in the restoration of 250,000 hectares (net) of degraded
forest land, contributing to Kenya's constitutional target of 10 percent forest cover.
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Prior action #10.1: To enhance financing for sustainable development, the Recipient through its Cabinet, has approved
a Sovereign Sustainability-linked Finance Framework, to enable the issuance of sovereign sustainability-linked
financing instruments.

Trigger #10.2: To enhance financing for sustainable development in housing, the recipient has, through the National
Treasury and relevant ministries: (i) integrated green building standards into the Kenya Affordable Housing Policy; and
(ii) adopted the Kenya Green Building Standard establishing mandatory minimum performance requirements for new
buildings and major renovations.

62.

63.

64.

Rationale. GoK estimates that current climate finance levels are only one third of what is needed to achieve Kenya's
NDC goals. Given Kenya's elevated debt burden and constrained fiscal space, accessing cheaper external financing is
critical — and leveraging the country's sustainability credentials offers a strategic pathway to do so. Sustainability-
linked finance ties financing costs to the achievement of measurable climate outcomes, incentivizing performance
rather than restricting use of proceeds, making it well-suited for sovereign budget financing. Kenya is moving
decisively in this direction with a planned USS$500 million sovereign sustainability-linked loan, where margin
adjustments will be tied to two KPIs — reduced deforestation and improved energy access. The Kenya Mortgage
Refinance Company (KMRC) and other financial institutions are also exploring sustainability-linked issuances,
supported by complementary World Bank financing. The credibility of all such instruments depends on measurable
and enforceable underlying performance standards.

Substance of the reform. The sovereign sustainability-linked finance framework establishes the governance structure
for Kenya's sustainability-linked issuances, including KPI selection, target-setting, verification, and reporting —
ensuring that financial rewards are tied to demonstrated outcomes. The framework is designed to support multiple
instruments, opening the door to follow-on bond or syndicated loan issuances. S&P's second-party opinion rated the
framework as both relevant and highly ambitious, strengthening its credibility with international capital markets.
Complementing this, the Green Development Framework Guidelines and the Kenya Green Building Standard (KGBS)
embed mandatory minimum performance requirements into Kenya's affordable housing pipeline, generating
credible, measurable emissions-reduction outcomes that further strengthen Kenya's sustainability case to investors.

Expected result. These reforms are expected to mobilize US$750 million in climate finance revenue associated with
GHG reductions by 2027, anchored by Kenya's planned sovereign sustainability-linked loan and complemented by
follow-on issuances and sub-sovereign instruments such as those being explored by KMRC.

C. Consultations and Collaboration with Development Partners

65.

66.

The DPO series was prepared in a consultative manner. The National Treasury played a central coordinating role,
engaging all relevant arms of government through a structured process. Civil society organizations were engaged on
the reforms supported by this program through the World Bank's broader policy engagement in Kenya — spanning
projects and knowledge work that anchor this DPO series.

The World Bank, following consultation with United Nations High Commissioner for Refugees (UNHCR), confirms
that the protection framework for refugees continues to be adequate in Kenya for accessing financing from the
IDA21 Window for Host Communities and Refugees (WHR). This is confirmed by the Bank’s assessment of the latest
available UNHCR Refugee Protection Assessment for the period July to December 2025. Kenya's management of
refugees is governed by the Refugees Act of 2021, which is largely in line with international and regional refugee
protection standards and Kenya's commitments under the Global Compact on Refugees (GCR). The Act provides
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protection against refoulement, outlines asylum procedures — including registration, documentation, and refugee
status determination — and recognizes refugees' rights to participate in economic and social development and
inclusion in development planning. The Refugee Regulations, developed in consultation with stakeholders, provide
detailed implementation procedures for the Act and address remaining gaps in access to national services. The
refugee-specific results anticipated under this DPO are fundamental to the WHR objectives of refugee inclusion in
Kenya — and underpin the Government of Kenya's Shirika Plan objectives.

IV. OTHER DESIGN AND APPRAISAL ISSUES

67.

The design of this operation builds on the lessons learned from previous DPOs in Kenya. The Implementation
Completion Report (ICR) for the Kenya Inclusive Growth and Management DPO (P172321) identifies the following
key lessons: (i) importance of identifying the confluence between GoK priorities and those of the World Bank; (ii)
strong GoK co-ordination role, spearheaded by the National Treasury and Economic Planning (NT); (iii) programmatic
over stand-alone approaches, and (iv) close focus on implementation, including support through other World Bank-
financed operations, as well as the work with the GoK and other development partners in areas of reform where
World Bank funds are not available. The World Bank’s sustained engagement and trust-building with the NT has
facilitated client ownership, which leads to successful implementation. Building on these lessons, this operation is
centered around the GoK’s priorities that the World Bank considers most critical, such as equitable fiscal
consolidation, growth-enhancing reforms, and climate-smart actions. The NT plays a key coordinating role, ensuring
buy-in and ownership across the GoK as well as follow-through. Finally, the focus on implementation and achieving
results is paramount in this operation. Most PAs are supported by ongoing operations, prior analytical work, and non-
lending TA.

A. Poverty and Social Impacts

68.

69.

Prior Actions (PA) 3, 6, and 7 will have the most immediate poverty and social impacts. PA3 mandates the use of
the Enhanced Single Registry as the unified targeting platform for the National Safety Net Program. This is expected
to reduce the national exclusion error by more than 10 percentage points and materially raise the share of poor
households correctly identified. Female-headed households account for 29 percent of all households but are
overrepresented among beneficiaries and in the bottom 40 percent of the income distribution, and the targeting
improvement is therefore expected to narrow the poverty headcount gap between female-headed and male-headed
households. The promotion of the Recognition of Prior Learning (RPL) through PA6 certifies the skills of informal
sector workers and is simulated to reduce the national poverty headcount by 0.2 percentage points. The poverty
impacts of this reform are largest for poorer households, as informal wage employment accounts for a larger share
of total household income among the poorest workers. The refugee regulations (PA7) extend legal protections and
service access to approximately 850,000 refugees and asylum seekers and are expected to narrow gaps in access to
education, health, and labor markets between both camp-based and urban refugees and their respective host
communities — as well as giving refugees inclusion in regulated financial services and the opportunity to legally obtain
employment (trigger actions). While short-term adjustment costs in labor and service markets may arise, research
shows that, in the medium to long-term, host communities benefit from the presence and economic participation of
refugees through higher economic activity and consumption levels.

PA2, PA4, PA8, and PA9 will have poverty and social impacts over the medium to long term. The conflict-of-interest
bill (PA2) is expected to reduce poverty over the long term by increasing the effectiveness of public spending and
equalizing access to assets and education. The County Licensing Law (PA4) harmonizes business procedures across
counties, reducing compliance costs and barriers to formal firm entry, with evidence from comparable reforms
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70.

suggesting increases in registered businesses and formal employment. Urban transport policy (PA8) addresses spatial
exclusion in Nairobi's labor market: 65 percent of the poor travel to work on foot compared to 46 percent of the non-
poor, and residents can reach on average fewer than 10 percent of jobs within one hour on foot (Nakamura and
Avner 2021). Commuter rail investment under the Railways Bill is projected to raise Nairobi's 60-minute job
accessibility index from 7 percent under a no-investment baseline to 14 percent under the full investment scenario
by 2030, with informal settlement residents benefiting most (World Bank 2020). The National Forest Policy (policy
reform under DPO 6) might carry a short-term poverty risk for less than 200 thousand households reliant on timber
extraction, charcoal production, and fuelwood collection, though, in the long term, improved forest management is
expected to support climate resilience and commercial forestry. These short-term risks are mitigated by the design
of the amended Forest Conservation and Management Act (PA9) and its regulations (trigger actions), which
establishes Community Forest Associations and co-management arrangements providing regulated harvesting rights,
commercial plantation partnerships, payment for ecosystem services schemes, and restoration employment. Their
effectiveness is conditional on implementation of the Act and its subsidiary regulations.

No significant poverty, social or distributional effects are envisaged for the rest of the Prior Actions (1 and 10),
although more efficient public spending and an improved climate finance architecture might create fiscal space to
increase social spending, benefiting the poor.

B. Environmental, Forests, and other Natural Resources Aspects

71.

72.

73.

This DPO series explicitly supports climate action and is expected to have positive environmental effects. The prior
actions are primarily policy, legal, and institutional reforms and do not finance or directly enable specific physical
investments. As such, the operation is not expected to generate significant direct adverse environmental or social
impacts. Potential effects are largely indirect, medium- to long-term, and policy-induced, and are assessed to be
manageable within Kenya's existing legal, regulatory, and institutional frameworks.

The policy actions to promote urban public transport supported by the DPO are expected to generate overall
positive environmental and social impacts, consistent with the objectives of the World Bank Environmental and
Social Framework (ESF). Implementation of the E-Mobility Policy and the National Urban Transport Policy is expected
to improve urban mobility and road safety while reducing greenhouse gas emissions and local air pollution from the
transport sector. The Railways Bill is expected to strengthen regulatory and institutional frameworks for rail,
enhancing operational efficiency, safety, and environmental sustainability. Its modernized safety standards —
including a specialized framework for accident investigation and safety assurance — support improved risk
management, while promoting inclusive and sustainable transport systems.

Policy actions aimed at promoting sustainable land use, through institutional reforms, and supporting legislation
in the forestry sector supported by the DPO are expected to strengthen sustainable land use and natural resource
governance. The proposed amendments modernize the legal and regulatory framework by strengthening
institutional capacity, enhancing oversight and enforcement, promoting sustainable forest management, and
expanding economic opportunities in agroforestry and commercial forestry. Key reforms include the decentralization
of Kenya Forest Service operations, the establishment of a Kenya Forest Academy, and stricter penalties for forest-
related offences. Implementation is expected to result in the net restoration of approximately 250,000 hectares of
degraded forest land, contributing to the constitutionally mandated forest cover target of 10 percent. The reforms
are expected to enhance community participation in forest management, strengthen livelihoods through direct
financial benefits to forest-adjacent communities, and enable private citizens to own and sustainably manage private
forests.
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74.

75.

The policy actions supporting Kenya's climate finance architecture are expected to have positive environmental
effects. The Cabinet-approved Sovereign Sustainability-Linked Financing Framework establishes an enabling policy
environment to mobilize financing toward environmentally sustainable and climate-resilient investments. While it
does not directly finance specific investments, it is expected to facilitate increased resource flows to green and
climate-aligned projects over the medium to long term. The Green Development Framework Guidelines complement
this by encouraging energy- and resource-efficient construction practices, contributing to reduced greenhouse gas
emissions and improved environmental performance in the built environment.

The overall environmental effects associated with these policy actions are anticipated to be positive, with no
significant adverse environmental risks identified at the policy level.

C. PFM, Disbursement, and Auditing aspects

76.

77.

78.

The Public Financial Management (PFM) system is supported by government initiatives and guided by the PFM
Reform Strategy 2023-2028. The strengths of the PFM system include a relatively strong budget system that is
transparent and accurate; the implementation and expansion of the Integrated Financial Management Information
System (IFMIS); well trained and qualified accountants and budget officers in the National Treasury and Economic
Planning and MDAs; and a functioning Internal Audit Department and independent Supreme Audit Institution, the
Office of the Auditor General (OAG). Further improvements are required in areas of cash management, procurement
processes, public investment management, wage bill management, and legislative review and follow-up on audit
report recommendations. GoK is working on further PFM improvements with support from development partners,
including the World Bank, through two18 PforR operations at national and county levels.

GOK maintains good standards of budget transparency. Budget formulation involves public participation through
public forums organized by the National Treasury and Economic Planning, which publishes the budget on its website.
The GoK regularly publishes the Quarterly Budget and Economic Review (QBER), the national government budget
implementation report, the annual budget execution reports and the budget policy statement, and a document that
outlines the government’s budget plans and the main priorities. *° For effective budget utilization, there is need to
strengthen integration between PFM systems and public procurement to create predictable procurement planning,
better competition and value for money, timely supplier payments, and reduce fiscal risks, off-budget spending and
accumulation of arrears.

CBK continues to maintain effective operational controls and foreign exchange management. The FY2024/25
financial statements were audited by the Office of the Auditor-General (OAG) in line with ISSAI standards, covering
fair presentation of financial statements and internal controls, risk management, and governance effectiveness and
unmodified opinions were issued. The report did not flag any other material weaknesses in CBK's internal controls.
While the previously flagged governance gap in the vacant Second Deputy Governor position has been resolved, the
audit noted that the Bank still lacks a fully constituted Board as required under CBK Act Cap 491. The most recent
IMF safeguard assessment dates to 2019, with most recommendations implemented; a new assessment was
conducted in 2025 and the report is pending. Recent amendments to the CBK Act have expanded its regulatory scope
to include digital lenders and introduced enhanced governance requirements, including parliamentary approval of
the Governor's nomination. The Board continues to exercise active oversight.

18 second Government Efficiency, Accountability, and Results upscaling Program for Kenya (P180287) and Second Kenya Devolution Support
Program (P180935)
19 https://www.treasury.go.ke/budget-books
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79. Credit disbursement will follow the World Bank’s development policy lending Procedures. The DPF proceeds from

80.

the World Bank will be transferred to a dedicated account (for the credit and grant) opened by the National Treasury
in the CBK, which forms part of the foreign exchange reserves and the consolidated fund. The Gok must report to
IDA within 30 days of the withdrawal: (i) the sum received into the dedicated foreign currency account at the CBK,
(ii) the account details to which the Kenya Shilling equivalent will be credited, (iii) the record that an equivalent
amount has been accounted for in the budget management systems, and (iv) the statement of receipts and
disbursements of the Foreign Currency Dedicated Account. Disbursements are not linked to any specific purchases,
and no procurement requirements must be satisfied, except compliance with the standard negative list of excluded
items that may not be financed with World Bank credit proceeds, as defined in the Financing Agreement. If any
portion of the credit is used to finance excluded expenditures, as defined in the current General Conditions applicable
to Development Policy Financings, the World Bank shall require the borrower to refund the amount, and such
payments made for excluded expenditures would be canceled.

Auditing arrangements. Since the overall fiduciary risk is assessed as moderate, there is no requirement for an
audit. However, the Bank reserves the right to ask for one if needed.

D. Monitoring, Evaluation, and Accountability

81.

82.

83.

The NT will coordinate the monitoring and evaluation of the proposed DPF. The institutional and policy reforms
supported under the programmatic series fall under the purview of the National Treasury and Economic Planning,
the Office of the President, the Ministry of Labour and Social Protection, the Ministry of Environment, Climate Change
and Forestry, and the Office of the Attorney General.

The results framework presented in Annex 1 will serve as the primary monitoring tool for both the Government
and the World Bank. Data availability and quality are considered adequate to track progress toward the results
indicators. The National Treasury will provide the World Bank with the necessary information to monitor outcomes
under the framework. Most indicators rely on publicly available government data; where such data are not published,
the National Treasury will coordinate with focal points across the relevant ministries to ensure timely provision of
information in a format and frequency satisfactory to the World Bank.

Grievance Redress. Communities and individuals who believe that they are adversely affected by specific country
policies supported as Prior Actions or tranche release conditions under a World Bank Development Policy Financing
may submit complaints to the responsible country authorities, appropriate local/national grievance mechanisms, or
the Bank’s Grievance Redress Service (GRS). The GRS ensures that complaints received are promptly reviewed in
order to address pertinent concerns. Project affected communities and individuals may submit their complaint to the
Bank’s independent Accountability Mechanism (AM). The AM houses the Inspection Panel, which determines
whether harm occurred, or could occur, as a result of Bank non-compliance with its policies and procedures, and the
Dispute Resolution Service, which provides communities and borrowers with the opportunity to address complaints
through dispute resolution. Complaints may be submitted at any time after concerns have been brought directly to
the World Bank’s attention, and Bank Management has been given an opportunity to respond. For information on
how to submit complaints to the World Bank’s corporate Grievance Redress Service (GRS), please visit
http://www.worldbank.org/GRS. For information on how to submit complaints to the Bank’s Accountability
Mechanism, please visit https://accountability.worldbank.org.
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V. SUMMARY OF RISKS AND MITIGATION
84. The overall residual risk rating for the operation is Substantial. Table 5 presents residual risk ratings by category.

85.

86.

87.

88.

Macroeconomic risks are rated High, while political economy and governance, sector strategies and policies, and
refugee risks are rated Substantial.

Political and governance risks: Substantial. The politically sensitive nature of the reforms supported by this
operation — particularly expenditure consolidation — carries significant political economy implications. The level of
political contestation in Kenya is high, with powerful stakeholder groups both supporting and opposing elements of
the reform agenda. Specific triggers on modifications to the PFM Act, SEZ policy, and strengthening e-GP in line with
FATF standards are particularly exposed to this risk. Mitigating factors include strong whole-of-government
ownership of the reform program, high-level political commitment, and firm leadership by the National Treasury and
Economic Planning.

Macroeconomic risks: High. Kenya has faced persistent fiscal slippage, with revenue mobilization constrained by a
fragile social contract. Supplementary budgets continue to undermine spending discipline through expenditure
increases on goods and services and wage bill pressures; while payroll reforms are expected to generate savings,
wage increases for teachers and security sector staff could absorb a significant share of those gains. Protests against
fiscal consolidation — most notably the June 2024 rejection of the Finance Bill — have eroded policy space, and the
approaching 2027 elections will further constrain the government's room to maneuver. Addressing these risks
requires progress on expenditure discipline, revenue mobilization, and stronger governance. The GESDeK Il Program
for Results (P180287) already supports these objectives, and additional financing under discussion — with a sharper
focus on expenditure control, revenue measures, and accountability — would provide further incentives for fiscal
consolidation; trigger 1.2(iv) aims specifically to address expenditure slippage through supplementary budgets.
Additional fiscal risks stem from the government's continued reliance on securitizations and the rollout of Special
Economic Zones; the World Bank and IFC are already engaged with the government on both, and trigger 4.2(iii) would
further help contain fiscal risks from SEZs.

Sector strategy and policy risks: Substantial. Some reforms are complex, affecting powerful interest groups and
cutting across a still-developing devolved institutional system. These risks are mitigated by the portfolio-wide
approach underpinning this DPO, whereby reform implementation is supported by complementary World Bank
operations and analytics (see Annex 4).

Other: Refugee protection reform, and in particular the right for refugees to work, poses a Substantial risk. While
the Refugee Act 2021 significantly advances refugee protection in Kenya, certain provisions are not fully compliant
with the 1951 Refugee Convention. Specific risks include delays or restrictions on asylum access for some individuals,
constraints on freedom of movement and residence, and insufficient simplified access to work permits and
documentation. Security and social cohesion risks linked to equitable access to education services present an
additional challenge across refugee and host community populations. These risks will be managed through policy
dialogue with the GoK led by the Department of Refugee Services (DRS), underpinned by the Bank’s growing
evidence-base of the socioeconomic conditions of refugees and host communities, the impacts/costs of hosting
refugees, and contributions of refugees to local economies, and joint engagement with UNHCR and other
stakeholders supporting the implementation of the Shirika Plan, including the Kenya Refugee Donor Group. The
World Bank is working with DRS on the finalization of the Shirika Plan implementation framework (2026-2028),
including the pillar that focuses on systems building and supporting an enabling environment for refugee inclusion.
The World Bank will also undertake periodic reviews of Kenya's refugee protection environment through the Refugee
Policy Review Framework in collaboration with DRS and UNHCR.
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Table 5: Summary Risk Ratings

Risk Categories
. Political and Governance
. Macroeconomic
. Sector Strategies and Policies
. Technical Design of Project or Program
. Institutional Capacity for Implementation and Sustainability
. Fiduciary
. Environment and Social

. Stakeholders

© 00 N o uu B W N

. Other

Overall

PROGRAM DOCUMENT

Substantial
High
Substantial
Low
Moderate
Moderate
Moderate
Moderate
Substantial
Substantial

Rating
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ANNEX 1. Policy and Result Framework

Prior actions and Indicative Triggers Results

Prior Actions under DPO 1 PA for DPO 2 Triggers for DPO 3 Indicator Name Baseline

Pillar 1--- Promote efficiency, transparency, and equity of public finance

1. To enhance the efficiency and
transparency of public spending,

the recipient has:

(i) through its Cabinet, approved

the TSA,

(i) through the Cabinet Secretary

of the National Treasury and
Economic Planning, issued a
circular mandating electronic

procurement across the national

government and counties that

enables the tracking of green tags

and compliance with green
procurement policy, and
(iii) through the Salaries and

1.1 To enhance the efficiency
and transparency of public
spending, the Recipient has:
(i) through the National
Treasury, issued a circular
mandating the use of the TSA
across MDAs;

(i) through its Cabinet,
submitted to Parliament, the
Public Financial Management
(Amendment) Bill 2025, to
accelerate disbursement of
capital grants to Counties.

1.2 To enhance the efficiency a. Percentage of MDASs’ public0 (2025)
and transparency of public  procurement annual budget
spending, the recipient has (i) other than for the security
amended the Companies Act sector processed through the
of 2015 to align an updated e-Government Procurement
beneficial ownership registry system that are using

in line with the updated FATF competitive tendering
standards, fully including methods and compliant with
legal trusts, with the e-GP BO transparency

system and has established requirements

penalties for non-compliance;

(ii) amended the PFM Act to

require that any adjustments b. Wage bill as a percentage
to the budget during of total revenue

execution are strictly aligned

40.6 (2025)

to the fiscal aggregates
approved by Parliament
through the BPS and to
resolve delays to additional
transfers to counties funded
from external resources in a
timely manner; (iii)

Remuneration Commission, issued
a circular abolishing at least two
allowances to improve efficiencies
of the wage bill.
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Prior actions and Indicative Triggers

2. To safeguard against the misuse 2.1 To safeguard against the
of public office for private gain, misuse of public office for

the Recipient through its private gain, the Recipient, has
Parliament, issues regulations to  gazette the Conflict-of-Interest

consolidated HR and Payroll
data for all MDAs, Counties
(Executive and Assembly),
non-commercial state
corporations, all Commissions
and independent offices; and
assigning unified payroll
numbers to all public officers,
ensured consistency across
payroll data, authorized
establishments, and HR
records, and completed the
cleaning of county payrolls
based on OAG findings; and
(iv) has amended the Public
Procurement and Asset
Disposal Act (PPADA)
requiring the mandatory use
of the e-GP system
throughout both the national
and county governments for
all procurements.

2.2 To ensure fair
competition, value for
money, and increase
detection of misuse, the

Results

Proportion of declarations of 0 (2025)
personal interests of public

officials reviewed and verified

by the responsible

the Conflict-of-Interest Act (2025) Regulations 2026, which outline recipient has (i) enacted the Commissions

the procedures, structures and

proposed Whistleblower
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Prior actions and Indicative Triggers Results

systems for the prevention, Protection Act and (ii)
management, detection, and adopted PPP regulations
investigation of matters relating restricting the use of

to conflict of interest. unsolicited proposals.
3. To strengthen social protection, 3.1 To strengthen social 3.2 To strengthen social a. Proportion of NSNP and 67 (2025) 80 (2028)
the recipient has, through its protection, the Recipient has protection, the Recipient, other complementary social
Cabinet, approved the Social gazetted the Social Protection  through its Parliament has:  protection programs’
Protection Act for submission to  (General) Regulations 2026, (i) approved a Regulation for beneficiaries that represent
Parliament. which establish additional regular indexation of benefit the poorest 40 percent of the

eligibility criteria for assessing  values of NSNP cash transfers overall population.
applications for social sector and other complementary
interventions. programs in line with inflationb. Difference between the 2 (2025) 0 (2028)
and other changing economic poverty headcount rates of
trends; and male-headed NSNP
(ii) the government has beneficiary households and
applied the first revisionin  female-headed NSNP
the benefit values of NSNP  beneficiary households
cash transfers and other
complementary programs.

Pillar 2--- Foster more competitive and inclusive product and labor markets

4. To improve Kenya’s business 4.1 To improve the business 4.2 To improve the business a. Percentage increase of 48 (2025) 49 (2028)

environment, the recipient has environment and strengthen environment and strengthen inter-county trade as a share

submitted to the National trade, the Recipient has gazettedtrade, the Recipient has: of total VAT

Assembly the County Licensing the County Licensing (Uniform (i) through the CoG adopted

(Uniform Procedures) Act, which  Procedures) Regulations (2025), guidelines on harmonized 4,362 (2025) 5,700

establishes standard uniform which establish the governance (2028)
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Prior actions and Indicative Triggers

procedures for licensing by county and administrative
governments, reducing regulatory arrangements for County
fragmentation across Kenya. Licensing Boards.

5. To strengthen competition in
the digital economy, the recipient the digital economy, the

has, through the Cabinet Secretary Recipient, through the National
of Information, Communications Treasury, has submitted the
and Digital Economy, eliminated Competition (Amendment) Bill,
restrictions related to a 2025, to Parliament, to boost
requirement of 30 percent local
equity participation for ICT and facilitate inter-institutional
providers by revising the National collaboration.

ICT Policy Guidelines 2020.

6. To improve access to the TVET 6.1 To improve access to

system, the cabinet has approved Technical and Vocational

the amendments to the Education and Training (TVET)

Regulations and the Kenya system, the Recipient has

National Qualifications Framework gazetted the Kenya National

Act (No. 22 of 2014). Qualifications Framework
(General) Regulations 2025,

5.1 To strengthen competition in 5.2 To strengthen

competition, protect consumers,

Results

b. Increase in revenue
generated from E-Commerce
(USS million).

licensing procedures and
fees,

(ii) through its Cabinet,
approved the national e-
commerce policy, and
(iii) through its Cabinet
approved the SEZ Policy.

Number of enterprises 13 (2025)
competition in the digital benefitting from competition
economy, the Recipient, reforms and enforcement in
through its Parliament, has  digital markets, that invested
enacted the Kenya in Kenya’s ICT sector
Information and (cumulative)

Communications Amendment

Act and amended

Information and

Communication Regulations

focused on fair competition,

tariff regulations, consumer

protection, interconnection

and infrastructure sharing.

6.2 To strengthen the Number of students 570,000

education system, the
Recipient through its
Parliament has enacted TVET
Amendment Act and the
Basic Education Amendment
Act.

supported (enrolled in) TVET (2025)
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Prior actions and Indicative Triggers

which inter alia, establish the
National Qualifications
Framework.

7. The recipient has, through the

the Refugees (General)
Regulations (2024) that provide forKenya Information and
the treatment and welfare of
refugees and the procedures of = Telecommunications Service
application of refugee status; and Subscribers) Regulations 2025,
(i) Legal Notice specifying Refugee which recognize Refugee
Identification Documents, for the
purposes of accessing services
provided by the GoK.

Identification Card for purposes
of telecommunications
registration.

Results

7.1 To enable refugees to access7.2 The recipient has enabled Number of refugees provided 0 (2025)
Cabinet Secretary for Interior and basic services, the Recipient has: refugees to access basic
National Administration, issued (i) (i) through its Cabinet, approved services, regulated financial
the Shirika Plan; (ii) gazetted the services and potential

with services (integrated into
national/county systems) and
livelihoods

employment opportunities

Communications (Registration of by:

(i) submitting to Parliament
an amendment Bill in
parliament to the Proceeds of
Crime and Anti-Money
Laundering legislation to
expressly recognize
Government of Kenya-issued
Refugee Identity Cards as
valid identification
documents for customer
care, customer due diligence,
and Know Your Customer
(KYC) purposes; and

(ii) the Central Bank of Kenya
issue and/or enforce
Prudential Guidelines under
the Banking Act expressly
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Prior actions and Indicative Triggers Results

recognizing Government of
Kenya-issued Refugee
Identity Cards as valid
documents for customer due
diligence and KYC purposes
by all licensed financial
institutions.

Pillar 3--- Strengthen climate action

8. To promote urban public 8.1 To promote urban public 8.2 To promote urban public Net GHG emissions per year 13.6(2022)
transport, the recipient has, transport and e-mobility, the transport and e-mobility, in the transport sector

through its Cabinet, approved the Recipient has, through its recipient has (MtC0O2)

Railways Bill (2024), which Cabinet, adopted the National (i) through Parliament

strengthens the provision of Urban Transport Policy. enacted the Railways Bill;

commuter rail services. (ii) approved regulations for:

(a) the urban transport policy,
(b) the e-mobility policy.

9. To promote more sustainable 9.1 To promote more 9.2 To promote more Hectares of terrestrial areas 0 (2023)
land use, the recipient has, sustainable land use, the sustainable land use, the under enhanced conservation
through its Cabinet, approved the Recipient through its Parliament, recipient, through MECCF, and management (thousand
National Forest Policy (2023). has enacted the Forest has approved regulations hectares)

Conservation and Management implementing elements of

(Amendment) Act 2026, to the amended Forest

incorporate revisions to the Conservation and

National Forest Policy. Management Act

2016,including the
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Prior actions and Indicative Triggers

10. To improve Kenya’s climate 10.1 To enhance financing for
finance architecture, the recipient sustainable development, the
has: Recipient through its Cabinet,
(i) through its Parliament, enacted has approved a Sovereign
the Climate Change (Amendment) Sustainability-linked Finance
Bill (2023), which provides the Framework, to enable the
regulatory basis for carbon issuance of sovereign
markets; and sustainability-linked financing
(ii) through its Cabinet, approved instruments.

the Sovereign Green Bond

Framework, which provides the

basis for bond issuance, by

providing details on the

governance framework, use of

proceeds, project selection and

evaluation, and reporting

requirements.

Results

regulations for: i) charcoal; ii)

forest concessions on public

forests; iii) value chain (gums

and resins); iv) forest

products exports and

imports; and, v) benefit

sharing mechanisms.

10.2 To enhance financing for Climate finance revenue
sustainable development in  associated with GHG
housing, the recipient has,  reductions (USSM)
through the National

Treasury and relevant

ministries:

(i) integrated green building

standards into the Kenya

Affordable Housing Policy;

and

(ii) adopted the Kenya Green

Building Standard

establishing mandatory

minimum performance

requirements for new

buildings and major

renovations.

0 (2025)
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ANNEX 2. Paris Alignment Assessment

Program Development Objectives: Support Kenyan government to (i) promote efficiency, transparency, and equity of public
finance; (ii) foster more competitive and inclusive product and labor markets; and (iii) strengthen climate action.

Step 1: Taking into account our climate analysis (e.g., Country | Answer Yes.

Climate and Development Reports or CCDRs), is the operation | Explanation: The Program is consistent with Kenya's updated NDC,
consistent with the country's climate commitments, including | 2020, which commits to a 32 percent reduction in GHG emissions
for instance, the NDC, NAP, LTS, and other relevant by 2030 relative to a business-as-usual scenario of 143 MtCOe,
strategies? and with the NCCAP 2023-2027, the NAP, and the Climate Change
Act (2016, as amended in 2023). The operation is also informed by
the Kenya CCDR, 2023, which identifies the reform priorities
directly supported by this program — including green public
finance, low-carbon transport, sustainable land use, and climate
finance mobilization — as central pillars of Kenya's transition to a
low-GHG, climate-resilient development pathway.

On mitigation, the program is consistent with Kenya's NDC sectoral
targets for the transport (17.54 MtCO,e by 2030), land
use/forestry (restoring 12 percent national forest cover), and
finance sectors (mobilizing climate revenue linked to GHG
reductions). On adaptation, the program is consistent with Kenya's
NAP priorities on social protection against climate shocks, water
tower protection, and climate-resilient public investment. The PDO
and reform program do not hinder — and actively support — the
implementation of Kenya's national climate commitments.

Mitigation goals: assessing and reducing the risks

Pillar 1 Objective: A more efficient, equitable, and accountable State

Prior Action 1: To enhance the efficiency and transparency of public spending, the Recipient has: (i) through the National
Treasury, issued a circular mandating the use of the Treasury Single Account across MDAs; (ii) through its Cabinet, submitted to
Parliament, the Public Finance Management (Amendment) Bill 2025, to accelerate disbursement of capital grants to Counties.

Step M2.1: Is the prior action likely to cause a significant Answer: No

increase in GHG emissions? Explanation: These prior actions are administrative and
institutional in nature — improving cash management and inter-
governmental fund flows. They carry no physical footprint and do
not bias public expenditure toward high-emission activities.

Step M2.2: Is the prior action likely to introduce or reinforce Answer: No.

significant and persistent barriers to transition to the Explanation: The reforms strengthen fiduciary systems and create
country's low-GHG emissions development pathways? fiscal space that can support Kenya's low-carbon investment
priorities.

Conclusion for PA 1: Aligned
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Prior Action 2: To safeguard against the misuse of public office for private gain, the Recipient has gazetted the Conflict-
of-Interest Regulations 2026, which outline the procedures, structures and systems for the prevention, management,
detection, and investigation of matters relating to conflict of interest.

Step M2.1: Is the prior action likely to cause a significant Answer: No

increase in GHG emissions? Explanation: The prior action strengthens anti-corruption
governance, reducing the likelihood that private interests could
divert public resources or override low-carbon public investment
priorities. It carries no physical footprint and does not introduce
or reinforce barriers to Kenya's low-GHG transition.

Step M2.2: Is the prior action likely to introduce or reinforce | Answer: No.

significant and persistent barriers to transition to the Explanation: Stronger conflict-of-interest enforcement supports
country's low-GHG emissions development pathways? governance quality generally, and in particular reduces risks that
procurement and regulatory decisions could systematically
favor carbon-intensive interests.

Conclusion for PA 2: Aligned

Prior Action 3: To strengthen social protection, the Recipient has gazetted the Social Protection (General) Regulations
2026, which establish additional eligibility criteria for assessing applications for social sector interventions.

Step M2.1: Is the prior action likely to cause a significant Answer: No

increase in GHG emissions? Explanation: Improving targeting of cash transfers to poor and
vulnerable households does not bias spending toward GHG-
intensive activities. Cash transfers support consumption of basic
goods and services, with no material impact on national GHG
emissions.

Step M2.2: Is the prior action likely to introduce or reinforce  |Answer: No.

significant and persistent barriers to transition to the Explanation: This reform supports the institutional foundation for
country's low-GHG emissions development pathways? an adaptive social protection system that can respond to climate-
induced shocks, which is a core component of Kenya's adaptation
and resilience strategy.

Conclusion for PA 3: Aligned

Pillar 2 Objective: Foster more competitive and inclusive product and labor markets

Prior Action 4: 4. To improve the business environment and strengthen trade, the Recipient has gazetted the County
Licensing (Uniform Procedures) Regulations, 2025, which establish the governance and administrative arrangements
for County Licensing Boards.

Step M2.1: Is the prior action likely to cause a significant Answer: No

increase in GHG emissions? Explanation: Reducing the regulatory burden for businesses at
the county level improves efficiency and lowers the cost of
compliance. More productive firms generally produce more with
fewer inputs per unit of output, supporting a low-carbon growth
path. The reform does not introduce incentives for carbon-
intensive sectoral expansion.

Page 39

Official Use Only



Step M2.2: Is the prior action likely to introduce or reinforce
significant and persistent barriers to transition to the
country's low-GHG emissions development pathways?

Answer: No.

Explanation: Streamlined licensing facilitates formalization of
businesses and enables a more agile private sector capable of
participating in green economy transitions, including e-commerce
and low-carbon services.

Conclusion for PA 4: Aligned

Prior Action 5: To strengthen competition in the digital economy, the Recipient, through the National Treasury, has
submitted the Competition (Amendment) Bill, 2025, to Parliament, to boost competition, protect consumers, and

facilitate inter-institutional collaboration.

Step M2.1: Is the prior action likely to cause a significant
increase in GHG emissions?

Answer: No

Explanation: Expanding access to digital infrastructure supports
dematerialization of services, remote work, and digital platforms
that can reduce the carbon intensity of economic activity. Greater
ICT sector investment may involve some energy use, but is expected
to support a net reduction in emissions by enabling digital
alternatives to carbon-intensive processes.

Step M2.2: Is the prior action likely to introduce or reinforce
significant and persistent barriers to transition to the
country's low-GHG emissions development pathways?

Answer: No. The reform fosters competition and private investment
in the digital economy, which can accelerate adoption of climate
data tools, early warning systems, and digital financial services
supporting green finance.

Conclusion for PA 5: Aligned

Prior Action 6: To improve access to Technical and Vocational Education and Training (TVET) system, the Recipient has gazetted
the Kenya National Qualifications Framework (General) Regulations, 2025, which inter alia, establish the National Qualifications

Framework.

Step M2.1: Is the prior action likely to cause a significant
increase in GHG emissions?

Answer: No

Explanation: Strengthening TVET access and recognizing informal
sector skills enhances labor productivity without biasing
employment toward GHG-intensive sectors. Improved human
capital is a key enabler of Kenya's green economy transition,
including skills for renewable energy, sustainable agriculture, and
green construction.

Step M2.2: Is the prior action likely to introduce or reinforce
significant and persistent barriers to transition to the
country's low-GHG emissions development pathways?

Answer: No.

Explanation: RPL certification helps workers transition from climate-
vulnerable and carbon-intensive sectors toward higher-value, more
resilient employment, consistent with the just transition dimensions
of Kenya's NDC

Conclusion for PA 6: Aligned

Prior Action 7: To enable refugees to access basic services, the Recipient has: (i) through its Cabinet, approved the Shirika Plan;
and (ii) gazetted the Kenya Information and Communications (Registration of Telecommunications Service Subscribers)
Regulations, 2025, which recognize Refugee Identification Card for purposes of telecommunications registration.
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Step M2.1: Is the prior action likely to cause a significant
increase in GHG emissions?

Answer: No

Explanation: Providing legal identity and access to services for
refugees and asylum seekers does not introduce GHG-intensive
activities. The reform facilitates access to telecommunications,
financial services, and labor markets — none of which significantly
increases national GHG emissions.

Step M2.2: Is the prior action likely to introduce or reinforce
significant and persistent barriers to transition to the
country's low-GHG emissions development pathways?

Answer: No.

Explanation: Formalizing refugee access to telecommunications and
digital services reduces vulnerability and supports participation in
the digital economy and formal financial systems, consistent with
Kenya's inclusive and climate-resilient growth objectives. The
Shirika Plan's integration of refugee settlements into host county
planning frameworks also strengthens collective adaptive capacity
at the local level.

Conclusion for PA 7: Aligned

Pillar 3 Objective: Strengthen climate action

Prior Action 8: To promote urban public transport and e-mobility, the Recipient has, through its Cabinet, adopted the National

Urban Transport Policy.

Step M2.1: Is the prior action likely to cause a significant
increase in GHG emissions?

Answer: No

Explanation: the prior action is expected to contribute to a
reduction in GHG emissions. The Urban Transport Policy directly
supports a modal shift from high-emission, road-based transport
(matatus, personal vehicles) to mass public transport and electric
mobility in Kenya's urban centers. Kenya's transport sector is one of
the fastest-growing sources of GHG emissions, and the policy
provides the strategic and regulatory backbone to decarbonize
urban mobility. The result indicator targets net transport sector
GHG emissions of 15.50 MtCO,e by June 2027, consistent with the
NDC transport sector mitigation target of 17.54 MtCO,e by 2030.

Step M2.2: Is the prior action likely to introduce or reinforce
significant and persistent barriers to transition to the
country's low-GHG emissions development pathways?

Answer: No.

Explanation: The Urban Transport Policy actively removes policy
barriers to low-carbon urban mobility by providing a clear
government mandate for mass transit and e-mobility investment,
creating the enabling environment for private and public
investment in clean transport. The policy is fully consistent with

Kenya's NDC transport mitigation commitments.

Conclusion for PA 8: Aligned

Prior Action 9: To promote more sustainable land use, the Recipient, through its Parliament, has enacted the Forest Conservation
and Management (Amendment) Act, 2026, to incorporate revisions to the National Forest Policy.
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Step M2.1: Is the prior action likely to cause a significant Answer: No

increase in GHG emissions? Explanation: the prior action actively contributes to GHG emissions
reduction. Forests and land use represent a major component of
Kenya's GHG balance and its NDC commitments. The amendments
to the Forest Conservation and Management Act strengthen legal
protections against deforestation, support reforestation, and create
the enabling environment to restore 250,000 hectares of degraded
forest land by 2027, contributing to Kenya's constitutional target of
10 percent forest cover. These measures directly advance Kenya's
NDC land use and forestry mitigation target of restoring forest cover
to 12 percent of national land area by 2030, and support carbon
sequestration at scale.

Step M2.2: Is the prior action likely to introduce or reinforce  |Answer: No. The reform removes barriers to sustainable forest
significant and persistent barriers to transition to the management by aligning the legal framework with the updated
country's low-GHG emissions development pathways? National Forest Policy, enabling more effective regulation and
enforcement of forest conservation, and providing a basis for forest
carbon markets.

Conclusion for PA 9: Aligned

Prior Action 10: To enhance financing for sustainable development, the Recipient through its Cabinet, has approved a Sovereign
Sustainability-linked Financing Framework, to enable the issuance of sovereign sustainability-linked financing instruments.

Step M2.1: Is the prior action likely to cause a significant Answer: No

increase in GHG emissions? Explanation: the prior action is explicitly designed to reduce GHG
emissions. The SLF Framework establishes the institutional and
regulatory architecture to mobilize climate finance linked to
verified climate outcomes, targeting US$750 million in climate
finance revenue by June 2027. By creating an approved policy and
legal basis for green bonds and sustainability-linked sovereign
instruments, the reform systematically directs sovereign financing
toward low-GHG activities, directly supporting Kenya's NDC
implementation.

Step M2.2: Is the prior action likely to introduce or reinforce | Answer: No.

significant and persistent barriers to transition to the Explanation: The reform removes a critical barrier to climate
country's low-GHG emissions development pathways? finance mobilization — the absence of an approved policy and
institutional framework for sustainability-linked sovereign
instruments — and creates positive incentives for GHG reductions
by linking sovereign financing to measurable climate outcomes.

Conclusion for PA 10: Aligned

Mitigation goals: Conclusion of the Paris Alignment Assessment for the Program: Aligned
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B. Adaptation and Resilience Goals: Assessing and Managing the Risks

Competitive and
Inclusive Markets

Bill submitted to
Parliament; ICT Policy
Guidelines revised to
remove 30% equity
participation requirement

no direct physical exposure to
climate hazards. Intended results
(greater ICT competition and
investment) are not materially
vulnerable to climate risks.

Pillar Prior Action Step A2: Are risks from climate |Adaptation Co-benefits |Conclusion
hazards likely to have an
adverse effect on the prior
action's contribution to the
PDO?

PA#1 [Pillar 1: Equitable [TSA implementation; No. Institutional and Aligned
Fiscal across MDAs PFM Act administrative reforms with no
Consolidation amendment submitted to [physical footprint and no direct

Parliament exposure to climate hazards.
Climate events are not expected
to affect the achievement of
their intended results.

PA#2 |Pillar 1: Equitable |Regulations to the No. Governance reform with no |None direct. Stronger Aligned
Fiscal Conflict-of-Interest Act, [physical footprint and no direct |governance reduces risk of
Consolidation 2025 exposure to climate hazards. capture by carbon-

Intended results are not intensive interests.
materially affected by physical
climate risks.

PA#3 [Pillar 1: Equitable [Regulation establishing  |[No — and the prior action makes [Direct: Strengthens shock- |Aligned —
Fiscal ESR additional eligibility |a direct positive contribution to [responsive social with positive
Consolidation criteria for assessing climate adaptation. Kenya faces |protection as a climate adaptation co-

applications for social severe and recurrent climate- adaptation mechanism; |benefits

sector interventions induced shocks (droughts, improves the system's
floods). The ESR strengthens the [ability to provide timely
shock-responsiveness of the relief to climate-affected
NSNP by improving targeting of |populations.
the poorest and most climate-
\vulnerable households,
consistent with NAP and NCCAP
2023-2027 priorities for adaptive
social protection.

PA#4 [Pillar 2: Regulations to the County |No. Legislative and regulatory Indirect: A more agile, Aligned
Competitive and |Licensing (Uniform reform with no physical formalized private sector
Inclusive Markets [Procedures) Law footprint. Intended results is better positioned to

(reduced regulatory burden, participate in green
business formalization) are not [economy transitions.
materially affected by climate
hazards.
PA#5 |Pillar 2: Competition Amendment [No. Policy and legal reform with |Indirect: Expanded digital |Aligned

infrastructure can enable
climate early warning
systems, climate data
platforms, and digital
financial services
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supporting green finance
and climate resilience.

PA#6 |Pillar 2: Amendments to Kenya No. Regulatory reform with no  |Indirect: RPL enables Aligned
Competitive and |National Qualifications physical footprint. Outcomes workers in climate-

Inclusive Markets [Framework Act (No. 22 of [(improved skills certification and [vulnerable and carbon-

2014) to enable ITVET access) are not materially [intensive sectors to reskill

Recognition of Prior exposed to climate hazards. for more resilient

Learning (RPL) in TVET livelihoods — a just
transition co-benefit
consistent with Kenya's
NDC.

PA#7 [Pillar 2: Shirika Plan approved by [No. Policy and regulatory reforms|Direct: Refugees and Aligned —
Competitive and |Cabinet; Telecom with no direct physical exposure [asylum seekers in Kenya |with positive
Inclusive Markets [regulations recognizing  [to climate hazards. Intended are among the most adaptation co-

Refugee Identification results (refugee inclusion in climate-vulnerable benefits
Documents digital and financial services) are |populations. The Shirika
not materially affected by Plan integrates refugee
climate risks. settlements into host
county planning
frameworks,
strengthening collective
adaptive capacity.
Telecom access enables
refugees to access climate
information, digital
financial services, and
humanitarian support.

PA#8 |Pillar 3: Cabinet adopted the No. Policy-level reform with no [Indirect: Reduced urban [Aligned
Institutions for  [National Urban Transport |direct physical investment congestion, improved air
Climate Action  |Policy exposed to climate hazards. quality, and a more

Intended results (mandate for  |structured approach to
mass public transport and e- climate-resilient urban
mobility) are not materially mobility planning.
vulnerable to climate risks.

Future infrastructure investment

under the policy will manage

climate risks at the project level.

PA#9 |Pillar 3: Cabinet approved No — and the prior action makes |Direct: Ecosystem-based |Aligned —
Institutions for [amendments to the Forestja strong positive contribution to [adaptation through with strong
Climate Action  |Conservation and adaptation and resilience. The  [protection of forest water |positive

Management Act (2016) Jamendments protect Kenya's towers; supports water adaptation co-
aligned with the National [critical forest water towers security for millions of benefits

Forest Policy (2023)

(Aberdare, Mt. Kenya, Mau,
Cherangani, Mt. Elgon), which
regulate water flows, underpin
agricultural productivity, and
buffer livelihoods against
increasing climate variability

Kenyans; reduces climate-
related risks to agriculture
and rural livelihoods;
targets restoration of
250,000 ha of degraded
forest land by 2027.
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(droughts, erratic rainfall,
declining water availability).
Consistent with NAP ecosystem-
based adaptation priorities and
NCCAP goals.

PA#10

Pillar 3:
Institutions for
Climate Action

Cabinet approved the
Sovereign Sustainability-
Linked Finance
Framework

No — and the prior action makes
a positive contribution to
adaptation finance. The
framework is an institutional and
policy reform whose intended
results are not materially
\vulnerable to climate hazards. On
the contrary, it enables the
mobilization of sovereign climate
finance (target: US$750 million
by 2027) that can be channeled
to both mitigation and
adaptation investments,
including nature-based solutions,
climate-resilient infrastructure,

and adaptive social protection.

Direct: Enables sovereign
green bond issuances and
sustainability-linked
instruments to finance
climate adaptation and
resilience investments;
critical enabler of Kenya's
NDC implementation
financing strategy.

Aligned —
with positive
adaptation
finance co-
benefits

Overall Adaptation and Resilience Assessment: All ten prior actions are aligned with the Paris Agreement's adaptation

and resilience goals.
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ANNEX 3. Operation Specific Annex

1. Public Debt Coverage and Background on Debt

The standalone May 2026 LIC DSA covers external and domestic debt directly incurred or guaranteed by the budgetary
central government, plus central bank debt taken on behalf of the government. The perimeter excludes extra-budgetary
units, non-guaranteed SOE debt, county governments, unverified pending bills, and pension liabilities. PPG external debt
is defined on a currency basis.

Three non-standard elements expand the debt perimeter. First, since early 2025, Kenya has securitized future revenue
streams from three funds (Road Maintenance Levy, Sports/Arts/Social Development, and Tourism), raising approximately
KSh. 383 billion (2.2 percent of GDP) — included in the debt stock per GFSM 2014, though not yet in official statistics.
Second, the Pending Bills Verification Committee has verified KSh. 255 billion (1.3 percent of GDP) in historic pending bills,
of which KSh. 80 billion has been settled; the remaining verified stock is added to the DSA debt perimeter. Third,
approximately KSh. 350 billion in privatization proceeds (Kenya Pipeline Company and Safaricom) will seed the new
National Infrastructure Fund, treated as an accumulation of public liquid financial assets.

The public debt-to-GDP ratio rose from 67.3 percent in 2024 to 71.3 percent in 2025, driven increasingly by interest costs.
Domestic debt has increased by approximately 11 percentage points of GDP since 2019 and now represents 56 percent of
total PPG debt, with domestic debt service projected to average nearly 11 percent of GDP annually during 2026-28 — well
above LIC peers. Externally, Kenya has reduced near-term refinancing risks through successful liability management
operations and Eurobond issuances, with sovereign ratings upgraded (S&P: B- to B; Moody's: Caal to B3), though at the
cost of higher medium-term debt service.

Text Figure 2. Kenya: Drivers of PPG Debt,
2015-25
(In percentage points of GDP)

Text Figure 1. Kenya: PPG Debt
(In percent of GDP)
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Sources: Kenyan authorities; and IMF staff estimates.
Note: Reflect revisions to past GDP following base revisions. Sources: Kenyan authorities; and IMF staff estimates.

2. Macroeconomic Assumptions

The DSA presents two scenarios:

e Under the baseline (unchanged policies), real GDP growth slows to 4.3 percent in 2026 due to the conflict in the
Middle East before recovering to around 4.5-4.8 percent over the medium term. The primary balance for FY2025/26
deteriorates to a deficit of 1.7 percent of GDP — against an original target of a 1.1 percent surplus — due to revenue
shortfalls (including a temporary VAT cut on petroleum) and supplementary spending. It improves only modestly to a
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0.5 percent surplus by FY2029/30 under unchanged policies, while domestic financing needs rise to approximately 6

percent of GDP in FY2025/26.

e The adjustment scenario assumes a cumulative primary balance improvement of approximately 3.7 percentage
points of GDP over FY2027-29 (roughly 1.5 pp per year), driven primarily by credible revenue mobilization, tax
administrative measures, and expenditure rationalization. Near-term growth is modestly lower than the baseline,
consistent with a low fiscal multiplier, but recovers over the medium term as improved public finances crowd in the

private sector.

Kenya: Realism tool of fiscal adjustment and growth projections

3-Year Adjustment in Primary Balance
(Percentage points of GDP)
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1/ Data cover Fund-supported programs for LICs (excluding emergency financing) approved since
1990. The size of 3-year adjustment from program inception is found on the horizontal axis; the
percent of sample is found on the vertical axis.
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1/ Bars refer to annual projected fiscal adjustment (right-hand side scale) and lines
show possible real GDP growth paths under different fiscal multipliers (left-hand
sidescale).

3. Debt Sustainability Analysis and Final Risk Rating

Kenya's debt is assessed at high risk and sustainable, contingent on the implementation of the economically feasible
adjustment scenario. Both external and overall public debt are rated at High risk of debt distress, in line with mechanical
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signals. On external debt, the PPG external debt service-to-exports ratio breaches its indicative threshold until the early
2030s. Solvency indicators remain below thresholds throughout the horizon. Overall public debt peaks in 2027 and then
declines; the PV of public debt-to-GDP falls below the benchmark by 2036 — eight years after the authorities' own anchor

target of 2028.

The assessment faces notable downside risks. On the domestic side, policy slippages ahead of the 2027 elections could
undermine investor confidence, trigger capital outflows, and tighten financial conditions, ultimately squeezing fiscal space
for social spending. Externally, geopolitical tensions, trade disruptions, volatile financing conditions, disease outbreaks,
and weather shocks could hurt exports, remittances, and food security.

From DPF1 Indicative Triggers to DPO7 Prior Actions

Matrix of Key Changes to Original Policy Matrix

Policy Area

Promote
efficiency of
public finance

DPF1 Indicative Trigger for
DPF2

(i) through the National
Treasury and Economic
Planning, submitted, to
Parliament, an amendment
to

the Public Finance
Management (National
Government) Regulations,
2015 and Public Finance
Management (County
Government) Regulations,
2015 for the adoption and/or
operationalization of the
TSA,

and an automated system for
public procurement
management across the
national government and
counties. (ii) through its
Cabinet, approved a Payroll
Management Policy for the
Public Sector to improve
public sector payroll
controls;

and (iii) through its Cabinet,
submitted to the Parliament
an amendment to the PFM
Act, 2012 Cap 412A of Laws

DPF2 Prior Action

To enhance the efficiency and
transparency of public spending,
the Recipient has:

(i) through the National Treasury
submitted a circular mandating
the use of the TSA across MDAs;

(i) through its Cabinet, submitted
to Parliament, the Public Finance
Management (Amendment) Bill
(2025), to accelerate disbursement
of capital grants to counties.

Notes

Met. Language was refined and
the change to the PFM Act focuses
on faster disbursements of capital
grants to counties, addressing a
major constraint to timely
subnational budget allocations;
the Payroll Management Policy
was adopted in 2024 (thus
excluded as older than a year).
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DPF1 Indicative Trigger for
DPF2

of Kenya to reduce the
number of layers for funds
flow from the exchequer to
the development accounts
and to enable supplementary
budgets for county
governments throughout the
year.

Policy Area DPF2 Prior Action

Parliament issue regulations
to the Conflict-of-Interest Act
(2024)

Promote
transparency
of public
finance

public office for private gain, the
Recipient through its Parliament,
has issued the Conflict of Interest
Regulations (2026), which outline
the procedures, structures and
systems for the prevention,
management, detection, and
investigation of matters relating to
conflict of interest

Promote equity (i) Approve regulation To strengthen social protection,

of public guiding ESR use for poverty- the Recipient through the Cabinet
finance targeted transfers; (ii) Secretary for Labor and Social
Commence ESR use for NSNP Protection, has issued the Social
beneficiaries Protection (General) Regulations
(2026), which establish additional
eligibility criteria for assessing
applications for social sector
interventions
Improve (i) Issue regulations to To improve the business
Kenya’s County Licensing Law; (ii) environment and strengthen trade,
business Cabinet adopt e-commerce  the Recipient, through the Cabinet

environment Secretary for Investments, Trade
and Industry, has issued the County
Licensing (Uniform Procedures)
Regulations (2025), which establish
the governance and administrative

arrangements for County Licensing

policy; (iii) Parliament enact
Investment Promotion Bill

Boards.
Strengthen Parliament enact To strengthen competition in the
competition in amendments to the digital economy, the Recipient,
the digital Competition Act through the National Treasury, has
economy submitted the Competition

(Amendment) Bill (2025), to

Notes

To safeguard against the misuse of Met.

Met. Usage of the ESR has
commenced.

Met. The e-commerce policy was
postponed to DPO8 and the
Investment Promotion Bill lost
relevance following an institutional
restructuring of investment
promotion agencies. It was
replaced with another trigger in
DPO8.

Met. The prior action is the
submission to parliament of the
Bill, rather than its enactment.
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Policy Area

Improve access
to the TVET
system

Promote
inclusion of
refugees

Promote urban
public
transport

Promote
sustainable
land use

DPF1 Indicative Trigger for
DPF2

Amend the Regulations and
the KNQF Act (No. 22 of
2014)

(i) Cabinet approve Shirika
Plan; (ii) Issue Class-M job
permit guidelines; (iii)
Update telecom regulations
recognizing Refugee IDs

(i) through its parliament,
enacted the Railways Bill (ii)
through its Cabinet, adopted
the urban transport policy;
(iii) through its Cabinet,
adopted the e-mobility policy

Parliament enact
amendments to the Forest
Conservation and
Management Act (2016)

DPF2 Prior Action

Parliament, to boost competition,
protect consumers, and facilitate
inter-institutional collaboration

To improve access to Technical and
Vocational Education and Training
(TVET) system, the Recipient
through the Cabinet Secretary for
Education, has issued the Kenya
National Qualifications Framework
(General) Regulations (2025), which
inter alia, establish the National
Qualifications Framework.

To enable refugees to access basic
services, the Recipient has: (i)
through its Cabinet, approved the
Shirika Plan; (ii) through the Cabinet
Secretary for Information,
Communication, and Digital
Economy, issued the Kenya
Information and Communications
(Registration of
Telecommunications Service
Subscribers) Regulations (2025),
which recognize Refugee
Identification Card for purposes of
telecommunications registration.

To promote urban public transport
and e-mobility, the Recipient,
through its Cabinet, adopted the
National Urban Transport Policy.

To promote more sustainable land
use, the Recipient through its
Cabinet, has submitted to
Parliament, the Forest Conservation

and Management (Amendment) Act

(2026), to incorporate revisions to
the National Forest Policy.

Notes

Met. Updated wording and focus
on parliamentary approval of the
regulations to the amended Kenya
National Qualifications Framework
Act.

Met. The policy area was amended
to focus on services rather than
work permits.

Met. The e-mobility policy was
already approved by Cabinet in
March 2025 (thus excluded from
PAs as older than a year). The
Railway Bill requires extensive
regional consultations and was
made a trigger for DPOS.

Met.
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DPF1 Indicative Trigger for

Policy Area DPE2 DPF2 Prior Action Notes

Improve the (i) Cabinet approve Carbon To enhance financing for Met. The carbon market

climate finance Markets Regulations 2024; sustainable development, the regulations were already approved

architecture (ii) Cabinet approve Recipient through its Cabinet, has  in May 2024 (thus excluded from
sovereign SLB framework approved, a Sovereign PAs as older than a year).

Sustainability-linked Finance
Framework, to enable the issuance
of sovereign sustainability-linked
financing instruments.

Environment and Poverty/Social Analysis

1. The DPF supports reforms that aim to make Kenya’s economy stronger, greener, and more inclusive and
equitable. Accordingly, most of the reforms are expected to have positive distributional impacts that will materialize over
different time horizons. The poor are expected to benefit from better poverty targeted social transfers (PA3), and from
increased employment opportunities and productivity associated with more competitive and inclusive product and labor
markets (PAs 4 and 6). In the long term, more sustainable land use and forest management accompanied by the
implementation of the National Forest Policy (PA9) is expected to mitigate climate change effects and support climate
resilience. However, in the short term, the reform poses a risk of negative poverty impacts because the poor are most
likely to be engaged in (often illegal) timber and charcoal extraction, fuelwood collection, conversion of forestland to
farmland, and other poverty-driven human pressures. In addition, improved urban transport (PA8) are expected to
enhance job accessibility, generating benefits for the poor in the medium term. No significant poverty, social or
distributional effects are envisaged for the other PAs (1 and 10), although more efficient public spending and improved
climate finance architecture might create additional fiscal space to expand targeted support to the poor.

2. Better targeting of the poor and vulnerable, (PA3) is expected to have a positive impact on poverty reduction.
Kenya’s NSNP currently has limited impact due to fragmentation which undermines targeting accuracy. The ESR provides
a unified dataset of poor and vulnerable households across the country and, as such, will reduce inclusion and exclusion
errors. The ESR operationalizes an updated 2026 PMT model calibrated to newer household survey data, reducing the
national exclusion error by more than 10 percentage points and increasing the share of poor households correctly
identified. Simulations suggest that the use of the ESR coupled with the increased benefit level is expected to lead to a
decline in the national poverty headcount rate of around 0.5 percentage points.Larger impacts are estimated for rural and
arid households, with a 3.6 percentage point simulated decline in the poverty headcount rate in arid areas. The average
poverty rate in Kenya’s arid counties — the only counties eligible for the Hunger Safety Net Program - is twice the national
rate, and these counties are also the most vulnerable to climate shocks. Given that female-headed households are
overrepresented in both the bottom 40 percent of the national income distribution and among NSNP beneficiaries, PA3
will also contribute to narrowing the gender welfare gap (Figure 1 and Figure 2). Overall, this PA will not only help
strengthen households’ resilience but also deepen the fiscal system’s poverty reduction and redistributive impacts.
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Figure 1: Simulated impact of the use of the ESR Figure 2: Simulated impact of the use of
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3. The County Licensing (Uniform Procedures) Law under PA4, which harmonizes formal sector business
procedures across counties, is expected to reduce barriers to formal firm entry, lower compliance costs, and increase
employment in the medium term. For Kenya, where county-level variation in licensing and compliance requirements acts
as a nuisance tax on cross-county trade and investment, harmonization is expected to support new firm formation, raise
labor demand, and reduce informality. Academic evidence on similar local-level regulatory simplifications directly
supports these expected outcomes. For instance, Bruhn (2011)20 demonstrates that a comparable reform streamlining
municipal business registration procedures in Mexico increased the number of registered businesses by 5 percent and
wage employment by 2.2 percent in eligible industries. Given that harmonization of procedures affects only formal firms,
there are not expected to be any short-run adverse effects on informal small firms.

4. Recognition of prior learning for informal sector workers (PA6) will have a modest yet positive impact on
poverty reduction. Kenya's informal workforce, accounting for over 80 percent of total employment, has limited avenues
to formally certify skills acquired through practical work experience, constraining their earnings potential and labor market
mobility. The amendments to the KNQF Act establish a pathway for the Recognition of Prior Learning (RPL), enabling
informal workers to obtain recognized qualifications without returning to formal education. Simulations?! suggest this will
yield a reduction in the national poverty headcount rate of 0.2 percentage points. The reduction is larger in urban areas
than in rural areas, reflecting the higher concentration of TVET-relevant sectors in urban labor markets. The gains are also
progressive as poorer households benefit proportionally more relative to their baseline consumption since poorer workers
derive a larger share of household income from informal wage employment.

5. By clarifying how refugee identification documents can be used to access government and private sector
services, PA7 creates the legal environment necessary for the implementation of the Shirika Plan. The primary welfare
effect is improved access to social services for an estimated 840,000 refugees and asylum seekers currently in Kenya.
Refugees face significantly lower access to services compared to host communities. Only 50 percent of Dadaab refugee
children transitioned from Grade 6 to junior school in 2024, compared to 91 percent of children in the Dadaab host
community. In urban areas, where labor market opportunities are greatest, the gross primary enrollment rate for refugees

20 Bryhn, M. (2011). LICENSE TO SELL: THE EFFECT OF BUSINESS REGISTRATION REFORM ON ENTREPRENEURIAL ACTIVITY IN MEXICO. The Review
of Economics and Statistics, 93(1), 382-386.

21The simulation assumes that 10 percent of the informal workers eligible for RPL certification receive a 15 percent earnings premium following
certification. The earnings increase is converted to a rise in consumption with a 100 percent passthrough, this updated consumption estimate is
measured against the 2022 national poverty line to determine the simulated drop in poverty. The 15 percent earnings premium is adopted as a
conservative estimate based on returns to vocational training documented in the Implementation Completion Report of the Kenya Youth
Employment and Opportunities Project (P151831).
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stands at 63 percent compared with 83 percent for urban host community children??. Both gaps constrain human capital
accumulation at critical stages of educational progression and reduce the long-term employment prospects of refugees.
Integration of refugee services into national and county systems through the Shirika Plan is expected to narrow these
gaps, with positive distributional effects for one of Kenya's most vulnerable populations. The Shirika Plan targets these
gaps while extending parallel investments to host communities, including health facility upgrades and expansion of
training infrastructure in Lodwar and Dadaab, improving service access for host populations alongside refugees. PA7
nonetheless has important implications for host community welfare, given high baseline vulnerability: in Turkana, about
90 percent of host households are multidimensionally poor. Short-term adjustment costs in labor and service markets
may arise, placing additional pressure on already vulnerable host populations. Despite this, evidence from Kakuma (a large
refugee camp in Northern Kenya) suggests that over the long term, refugee presence generates net economic benefits for
host communities, including higher consumption and employment (World Bank, 2016). The reforms are expected to yield
medium-term gains by supporting refugee self-reliance, strengthening local markets, and attracting development
investment under the Shirika Plan. Financing these investments, however, remains a key residual risk requiring sustained
government, development, and humanitarian support.

6. The adoption of the urban transport and e-mobility policies (PA8) is expected to have positive distributional
effects in the medium term through expanded railway commuter services in the Nairobi Metropolitan Area and
improved access to jobs for low-income earners. Nairobi has the lowest poverty rate of Kenya’s 47 counties, but due to
its large population, it also has the third highest number of poor people. Around 65 percent of Nairobi’s poor travel to
work on foot, compared to 46 percent of the non-poor (Kenya Continuous Household Survey, 2022), and due to the high
costs of living, the poor also tend to live further from the center of the city and other job-dense areas, limiting their access
to jobs. On average, fewer than 10 percent of existing jobs in Nairobi are within one hour of walking; even when using a
minibus, residents can reach only about a quarter of jobs?. The expansion of railway commuter services supported by the
Railways Bill is therefore expected to increase job accessibility, disproportionately benefiting lower-income workers living
on the fringes of the capital. Under a scenario with no further investment in commuter rail, Nairobi residents will be able
to access an estimated 7 percent of jobs within 60 minutes by 2030, compared to 14 percent under the full future
investment scenario, with informal settlement residents seeing the most pronounced gains (World Bank 2020). While the
expansion of rail services is likely to take business away from the matatu industry, negative effects are expected to be
limited given the rapid pace of urbanization which is expected to keep demand for urban transportation services high, and
the fact that the capacity of Nairobi’s railway commuter services will still be relatively limited after the expansion.

7. The National Forest Policy (policy reform under the first operation of this series), while almost certainly having
positive effects in the long run, is likely to have limited negative impacts in the short- to medium term. These will be
mitigated by the amended Forest Conservation and Management Act (PA9). In the long term, more sustainable land use
and forest management supported by the policy is expected to mitigate climate change effects and support climate
resilience. Sustainable management of forests will ensure continuous flow of ecosystem services, thereby safeguarding
livelihood security across generations. In addition, by boosting commercial forestry to support the country’s development,
the Policy is expected to improve economic activity in the forest sector and create economic activities for the poor in the
long run. However, in the short term, the reform poses a risk for negative poverty impacts because the poor are the most
likely to be engaged in (often illegal) extraction of timber and charcoal, fuelwood collection, conversion of forestland to
farmland, and other poverty-driven human pressures?*. Microsimulation analysis identifies rural households dependent

22Building Evidence to Enhance the Welfare of Refugees and Host Communities in Kenya: Insights from Two Rounds of the Kenya Longitudinal
Socioeconomic Study. World Bank. 2026

2Workers and jobs are not well connected in Nairobi (Nakamura, S. 2021. “Spatial distributions of job accessibility, housing rents, and poverty: The
case of Nairobi”. Journal of Housing Economics).

24 The Policy is in part informed by the findings and recommendations in the Report of the 2018 Taskforce on Forest Resources Management and
Logging Activities in Kenya which inquired into forest resources management and illegal logging.

Page 53

Official Use Only



. The World Bank
Second Kenya Fiscal Sustainability and Resilient Growth (P508021)

on timber, charcoal, and forest-adjacent farming activities and estimates that a 25 percent® reduction in their forest-
dependent earnings would raise the rural poverty rate by approximately 0.5 percentage points, from 42.9 percent to 43.4
percent. The National These short-term risks are mitigated by the design of the amended Forest Conservation and
Management Act (PA9) and its regulations (trigger actions). The Act and its regulations establish Community Forest
Associations and co-management arrangements providing regulated harvesting rights, commercial plantation
partnerships, payment-for-ecosystem services schemes, and restoration employment. Their effectiveness is conditional
on the implementation of the Act and its subsidiary regulations.

25 The 25% income loss parameter is consistent with opportunity cost estimates from comparable forest conservation interventions in Sub-Saharan
Africa. Poudyal, M., Jones, J.P.G., Rakotonarivo, O.S., Hockley, N., Gibbons, J.M., Mandimbiniaina, R., Rasoamanana, A., Andrianantenaina, N.S., and
Ramamonjisoa, B.S. (2018). Who bears the cost of forest conservation? Peer) 6:€5106. DOI: 10.7717/peerj.5106.
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ANNEX 4. Required Accompanying Documentation

Letter of Development Policy

REPUBLIC OF KENYA
THE NATIONAL TREASURY

Telephone: +254-20-2252298 TREASURY BUILDING
Email: pstnt@@treasury.go.ke HARAMBEE AVENUE
Website: weaw.treasury.go.ke P.0. BOX 30007 — 00100

MAIROEI, KEMNYA

When Replying Please Quote
TNT/RMD/02/1071/501/142 "VOL 13’ (67) 29" May 2026

Mr. Ajay Banga

President, The World Bank Group
1818 H Street, N.W.

Washington D.C. 20433

UNITED STATES OF AMERICA

Dear "P,nw; dME&'—'i i

RE: LETTER OF DEVELOPMENT POLICY OPERATION

1.

I am writing on behalf of the Government of Kenya to formally request for the second
tranche of the three-year programmatic Development Policy Operation (DPO) from the
International Development Association (IDA) and the International Bank for
Reconstruction and Development (IBRD), which commenced in the Financial Year
2023/2024. Through policy dialogue between the Government of Kenya and the World
Bank, the DPO supports efforts to strengthen macroeconomic framework, facilitate fiscal
consolidation and implement transformative reforms that are expected to greatly improve
governance, public financial management and climate resilience. While supporting the
Government to address immediate fiscal pressures, the DPO also aims to address long
term structural challenges by advancing policy, institutional, regulatory and legal reforms
in three broader areas, namely; (i} Promote efficiency, transparency, and equity in
public finance (i) Foster more competitive and inclusive product and labor markets,
and (iii) Strengthen climate action.

Currently Kenya is facing fiscal pressures stemming from the impact of geopalitical
conflicts, constraints in access to international financial markets by lower middle-income
countries, and subdued revenue performance following the citizenry’s challenge to
previous aggressive tax policy measures. While the Kenyan Shilling has stabilized,
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access to credit markets remains available at prohibitively high interest rates thereby
hindering access to loans for businesses and individuals. Persistence in tight market
conditions coupled with subdued domestic revenue mobilization, have adversely
affected the Government's cash-flow and its capacity for timely implementation of
development programs. Consequently, disbursements from the DPO instrument are
critical in mitigating these challenges and ensuring achievement of fiscal objectives.

. The DPO is aligned with the Fourth Medium Term Plan (MTP |V) 2023-2027 themed;
“Bottom-Up Economic Transformation Agenda for Inclusive Growth™. The MTP IV builds
on the achievements and lessons learnt from the implementation of the preceding
MTPs of the Kenya Vision 2030. The objectives of the MTP IV will be achieved through
targeted investments in five core pillars, namely: Agriculture; Micro, Small, and Medium
Enterprise (MSME) Economy; Housing and Settlement; Healthcare, and Digital
Superhighway and Creative Economy. BETA aims to address key objectives namely: (i)
Bringing down the cost of living; (ii) Eradicating hunger; (iii) Creating an average of 1.2
million new jobs annually; (iv) Expanding the tax base to increase revenue collection; (v)
Improving foreign exchange balance through promotion of exports; and (vi) Achieving
inclusive growth. Implementation of the MTP IV is financed through domestic taxes,
domestic and foreign direct investments, external concessional loans and grants, Public
Private Partnerships (PPPs), green financing instruments and international capital
markets. Hence, reforms that foster good governance, domestic market and export
competitivenass are key enablers to achieving the BETA objectives. In this respect, the
Government appreciates the World Bank support in the implementation of the reform
program.

. The Government of Kenya remains firmly focused on the fiscal consolidation agenda.
The current Medium Term Revenue Strategy (MTRS) covering the FY 2024/2025 to FY
2026/2027, whose main policy direction will continue to inform the subsequent MTRS of
FY 2027/2028 - 2030/2031, provides the operational blueprint for raising sufficient
resources o implement the BETA and to support Kenya's path to fiscal sustainability. In
the Strategy, an elaborate approach is outlined to undertake tax reforms that will boost
revenue collection and improve tax compliance. The reforms, some of which are
included in the current Finance Bill, aim at {i). Increasing revenue collection to 20.0 per
cent of the GDP (ii). Increasing tax compliance rate by 20 per cent (jii). Aligning tax
policy objectives with other economic growth initiatives in trade and production sector,;
and (iv). Enhancing collaboration between the Gowvernment and stakeholders in
domestic revenue mobilization. The strategies for boosting revenue collection focus on
all the tax heads which include: income tax, VAT, excise duty and customs duty. The
MTRS is complemented by the National Tax Policy, which provides the overarching
framework for predictability and fransparency in tax reforms, aligned with the Fourth
Medium Term Plan (2023-2027) and its successor will be aligned with the forthcoming
Fifth Medium Term Plan.
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5. The MTRS identifies concrete reform measures across all major tax heads. On corporate
income tax, the Government is phasing out preferential rates in Special Economic Zones
and Export Processing Zones in line with global minimum tax standards, and rationalizing
CIT exemptions that have eroded the tax base. On personal income tax, the Government
is restructuring tax bands to enhance progressivity and rationalizing exemptions on
individual incomes. On value added tax, the Government is broadening the tax base by
removing regressive exemptions and extending VAT coverage to digital platfarms and
software layering the digital money transfer services, while protecting low-income
households from adverse welfare impacts. On excise duties, rates are being revised on
alcohol, tobacco, sugar-sweetened beverages, and digital transactions. On tax
compliance and administration, the Government is mandating the use of the Electronic
Tax Invoice Management System (eTIMS) for all businesses, strengthening enforcement
mechanisms, and streamlining tax procedures. These reforms are being pursued with a
commitment to building a fair, efficient, and progressive tax system that restores public
trust and broadens the social consensus around revenue mobilization. The fiscal
consolidation efforts under the MTRS are designed to work in concert with the
Government's debt and liability management framework, with the overarching goal of
bringing the present value (PV) of Kenya's public debt-to-GDP ratio from its current level
of approximately 64 percent fo the 55 percent debt anchor enshrined in the Public
Finance Management Act — a target the Government is committed to achieving by
Movember 1, 20289, This integrated approach recognizes that credible revenue
mobilization and prudent liability management are mutually reinforcing: the former
underpins the primary surpluses required to reduce debt, while the latter reduces the cost
of financing and preserves fiscal space for development priorities,

6. In the medium-term, a key focus for the government is improved revenue administration,
aligned with the MTRS and Mational Tax Policy. It is being supported through the World
Bank’'s Second Program far Strengthening Governance for Enabling Service Delivery and
Public Investment in Kenya (GESDeK Il), to which we are preparing an Additional
Financing expected to be approved in June 2026, GESDekK Il and its Additicnal Financing
aim to enhance revenue mobilization by reducing VAT and personal income tax
compliance gaps, expanding non-tax revenue collection through the eCitizen digital
payments platform, and strengthening revenue administration systems at the national
government level, The parent program is set to close on December 31, 2028, while the
Additional Funding proposes a one-year extension to December 31, 2028 to allow newly
introduced refarms to be fully implemented and verified.

7. The 2025 Medium Term Debt Strategy (MTDS) guides the Gavernment's approach to
minimizing the cost and rigk of the public debt portfolio. The MTDS focuses on: deepening
the domestic debt market — suppaorted by the launch of the DhowCSD Central Securities
Depository system — to reduce axchange rate exposure on external liabilities; reprofiling
expensive short-term debt through the issuance of medium- to long-term Treasury bonds,
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conducting active liability management operations, including buy-backs and re-issuances
at longer tenors and lower coupons, to ease near-term refinancing pressures; leveraging
concessional and climate-linked financing to reduce borrowing costs; and pursuing
currency diversification to mitigate foreign exchange risk. The fiscal consolidation efforts
also support Kenya's long term public debt sustainability. Our current assessment is that
Kenya's debt is sustainable but carries a high risk of debt distress. The ratio of the Present
Value (PV) of public debt to GDP still exceeds the 55% benchmark.

The Public Finance Management Act mandates the government, until November 1, 2029,
to reduce the PV of debt to comply with this legal limit. To this end, the 2025 Medium Term
Debt Management Strategy focuses on diversified public debt structure and deepening of
the domestic debt market to mitigate exchange rate risks on Kenya's external public debt.
The Kenya Shilling exchange rate has remained stable since February 2024,
effectively contributing to improved external debt indicators.

The Government of Kenya welcomed the recommendations of the Public Finance Review
concluded in May 2025 and is committed to implementing the policy packages therein. In
addition, the Government welcomes the Governance Diagnostic Assessment of 2025 by
the IMF, which the government intends to publish, as its recommendations will support
governance reforms in the medium term.

10.The DPO therefore presents a strategic opportunity to direct and flexibly support to

1.

Kenya's development agenda. By focusing on policy, legal reforms and institutional
strengthening, the DPO will empower the Kenyan Government to implement
transformative measures that address structural bottlenecks, enhance governance, and
promote equity and inclusive growth. Moreover, being a three-year operation allows for a
more stylized approach, enabling the alignment of support with Kenya's national priorities
and development strategies.

1. Macroeconomic Performance and Development

A. Recent Economic Developments

Heightened global uncertainty driven by escalating geopolitical tensions following
the outbreak of conflict in the Middle East in late February 2026 is disrupting
commodity markets, weakening investor confidence, and tightening financial conditions,
thereby eroding recent global economic resilience. Rising tensions are pushing up energy
and food prices, increasing inflationary pressures and market volatility, while the risk of
further escalation, including potential attacks on critical energy infrastructure and
disruptions to key transit routes such as the Strait of Hormuz, threatens to constrain global
energy supply. Combined with elevated uncertainty and tighter financial conditions, these
factors are expected to slow global economic growth to about 3.1 percent in 2026 and 3.2
percent in 2027, down from an average of 3.4 percent in 2024-2025.
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12.Against this backdrop of elevated external rizks, the Kenyan economy continues to
demonstrate notable resilience despite persistent domestic and global challenges. Over
the period 2022-2025, the economy expanded at an average annual rate of 5.0 percent,
outperforming the global average growth rate of 3.4 percent and the Sub-Saharan Africa
average of 4.1 percent. This robust performance reflects the implementation of sound and
deliberate policies, alongside increasing economic diversification, which has reduced
reliance on any single sector and strengthened the economy’s ability to absorb shocks.

13.In 2025, the economy sustained growth momentum registering a real GDP growth
rate of 4.6 percent compared with 4.7 percent recorded in 2024 with all the sectors
registering positive growths. This performance was driven by sfrong rebounds in
construction and mining and quarrying, alongside notable growth in accommodation and
food services, public administration, financial and insurance activities, information and
communication, transport and storage, and wholesale and retail trade. However, overall
momentum was tempered by a slowdown in the agriculture, forestry and fishing subsector
due to mixed weather conditions, as well as weaker manufacturing performance,
particularly toward the end of the vear.

14. The growth outlook for 2026 is expected to be affected by emerging external risks,
particularly the conflict in the Middle East. These developments are transmitting
through higher global oil prices that rose from an average of US dollar §3.08 per barrel in
February 2026 to average around US dollar 100 per barrel in April 2026. As a result, the
domestic pump prices for Petrol increased from KSh 178.28 per litre in February 2026 to
KSh 197.60 per litre in April 2026, while diesel prices rose from KSh 166.54 per litre to
KSh 196.83 per litre over the same period. Additional spillover effects also include supply
chain disruptions, weaker external demand, reduced remittance inflows, and subdued
tourism. The elevated fuel costs are increasing transport and production expenses,
thereby weighing on key sectors such as manufacturing, transport and storage, and
wholesale and retail trade. The continued disruptions to global supply chains are
canstraining the flow of goods and services and dampening both exports and import
performance particularly from the region under conflict.

15. Against this backdrop, the 2026 growth projection has been revised downward from
5.3 percent to 5.0 percent. This baseline projection assumes that the conflict in the Middle
East will be contained in the near term, allowing for partial stabilization of global energy
markets. However, should the conflict persist, resulting in prolonged supply disruptions and
sustained high oil prices, growth would weaken further relative to the current projection.
Looking ahead, growth is projected to strengthen to 5.2 percent in 2027 as exlernal pressures
abate and global supply chains normalize.
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16.0ther macroeconomic indicators remain broadly stable, although with emerging
external pressures are impacting domestic prices. As a result, inflation rate while
remaining within the target range, rose to 5.6 percent in April 2026 from 4.1 percent in April
2025, mainly driven by higher fuel prices following an increase in global oil prices, which
raised transport and production costs across the economy. Additional pressure came from
elevated food prices due to erratic weather patterns that affected agricultural output. To
cushion consumers, the Government in April 2026 lowered the value added tax (VAT) rate
on fuel products from 16 percent to B percent for a period of 3 months. In addition, targeted
subsidy was implemented through the Petroleum Development Levy Fund with a focus on
protecting low-income households that rely on kerosene for cooking and lighting.

17 Short-term interest rates have declined, with the 91-day Treasury bill rate falling to 7.5
percent in April 2026 from 8.5 percent in April 2025, The average commercial banks’ lending
rates have also declined to 14.7 percent in March 2026, down from 17.2 percentin November
2024 reflecting easing of the monetary policy stance. Lending to the private sector by
commercial banks improved to grow by 8.1 percent in the year to March 2026 compared to
a growth of 0.2 percent in the year to March 2025 and a contraction of 2.9 percent in the year
to January 2025. Nevertheless, these gains may be undermined by the impact of the Middle
East crisis.

18.0n the external sector, current account deficit is projected at 3.0 percent of GDP in
2026 compared to the previous projection of 2.2 percent of GDP, reflecting emerging
risks of the conflict in the Middle East, including higher international oil prices, lower
receipts from services, slower growth in remittance inflows, and reduced exports. Official
foreign exchange reserves remain adequate and stood at USD 13,354 million in March 2026,
equivalent to 5.7 months of import cover, providing a strong buffer against external shocks.
The exchange rate remains broadly stable, averaging KSh 128.4 to the US dollar in April
2026, compared to an average of KSh 129.5 in April 2025,

19, Activities in the Nairobi Securities Exchange (NSE) have improved over the past one
year. The NSE 20 Share Index rose by 67.2 percent to 3,570 points in April 2026, up from
2,263 points in April 2025, while market capitalization expanded by 72.9 percentto K3h 3,427
billion from KSh 2,050 billion over the same period. However, between February and April
2026, the NSE 20 Share Index declined by 3.4 percent, as investors become cautious of the
rising global uncertainty caused by the conflict in the Middle East.

20.The implementation of the FY 2025/26 budget has progressed well, albeit with some
challenges. By end March 2026, revenue collection was below target by KSh 164.4 billion
mainly on account of shortfalls in ordinary revenues of KSh 161.9 billion. Ministerial AiA was
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below target by KSh 2.8 billion. Total revenues grew by 11.5 percent by end March 2028
while ordinary revenues grew by 7.1percent over the same period.

21.Total expenditures by end March were below target by KSh 88.4 billion largely on account of
below target absorption of development expenditure (KSh 27.9 billion) while recurrent
expenditure was above target be KSh 3.0 billion. Transfer to counties was below target by
K.Sh billion. ©n a balance, fiscal deficit inclusive of grants by end March 2026 was KSh 865.5
billion (4.6% of GDP) against a target of KSh 774.0 billion (4.0%). The deficit was financed
by net domestic borrowing of KSh 698.5 billion (3.7% of GDP) and net foreign financing of
Ksh 1897 billion (1.1 percent of GDP).

22.Given the fiscal performance so far in the FY 2025/26, the higher-than-anticipated
expenditure pressures and the revenue shorifalls, it become necessary to propose
adjustments through a supplementary budget. The highlights of the supplementary budget 1
is as follows:

Revenues are projected at KSh 3,399.1 billion (18.2% of GDP) from KSh 3,321.7
billion {17.2% of GOP) in the approved budget. Of this: Ordinary revenue is prajected
at KSh 2,784 4 billion (14.9% of GDP) while Ministerial A--A is projected at
KSh. 614.6 billion.

+ Expenditures are projected at KSh 4,638 4 billion (24.9% of GDP) from the approved
Budget of KSh 4,268.9 billion (22.2% of GDP). This will comprise: Recurrent
spending of KSh 3,383 2 billion (18.2% of GDF); Development expenditure of KSh
758 4 billion (4.1% of GDP) and contingency fund of KSh 2.0 billion; and
Transfers to County Governments amounting to KSh 484.8 billion.

+  Fiscal deficit including grants for the FY 2025/26 is therefore projected at KSh 1,199.4
billion (6.4% of GDOP), up from KSh 901.0 billion (4.7% of GDP) in the approved
budget and will be financed by: Net external financing of KSh 2258 billian (1,2% of
GDP) and net domestic financing of KSh 873.6 billion {5.2% of GDF).

B. Policy Priorities of the Government for the FY 2026/27 and Medium
Term - Budget

23. The policy priorities of the Government for FY 2026/27 and medium-term budget will be firmly
anchored on the Bottom-Up Economic Transformation Agenda (BETA), which remains the
central framework for delivering inclusive growth, expanding economic opportunities, and
improving livelihoods. The Government will continue to implement targeted policy,
institutional, and structural reforms aimed at unlocking productivity across key value chains,
reducing inequalities, and accelerating the transition to a more resilient, competitive, and self-
sustaining economy.

24 To scale impact and enhance coordination, interventions are being delivered through a value
chain approach, supported by a Whole-of-Government framework that strengthens synergies
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across Ministries, Departments, Agencies, and County Governments. In this respect, special
emphasis continues to be placed on the following priority areas:

Agricultural Transformation: Enhancing food security, reducing the cost of living, and
raising farmer incomes through crop diversification, expanded irrigation, and
modernization of value chains, including operationalization of County Aggregation and
Industrial Parks (CAIPs). Efforts also focus on strengthening extension services,
improving livestock productivity and disease control, scaling up agricultural insurance,
and promating climate-smart agriculture,

MSME Economy: Strengthening MSMEs as engines of job creation through expanded
access to affordable credit under the Hustler Fund and Credit Guarantee Scheme, while
promating enterprise formalization and the establishment of MSME Development Hubs
across all County Governments. Youth empowerment remains a key priority, anchored
on the NYOTA programme linked to MSEA institutions - Constituency Indusfrial
Development Centres (CIDCs), Enterprise Development Centres, and the Kariobangi
Centre of Excellence, which is being modermnized into tech-driven incubation hubs for
enterprise growth and value chain integration;

Healthcare: Accelerating Universal Health Coverage through continued strengthening
of Primary Healthcare Networks and expansion of community health services, alongside
reforms in staffing, sustainable financing, digitization, improved medicine supply chains
and enhanced quality and patient safaty;

Housing and Settlement: Scaling up affordable housing delivery, upgrading informal
selflements, promoting planned development, expanding housing finance, and
supporting cooperatives, while advancing climate-resilient construction, supporting
infrastructure, and stronger housing value chains; and

Digital Superhighway and Creative Economy: Advancing digital transformation through
expansion of fiber networks, public Wi-Fi, and digital hubs, complemented by digital skills
development, full digitization of Government services, strengthened cybersecurity, and
targeted support to the creative econoemy to drive innovation and job creation.

25. The Government continues to implement complementary cross-cutting policy interventions to
sustain macroeconomic stability and accelerate economic transformation. These include,
among others:

Maintaining macroeconomic stability through prudent fiscal and monetary coordination,
while strengthening governance, peace, and security to support a stable business
environment;

Enhancing fiscal sustainability by expanding domestic revenue maobilisation through
policy and administrative refarms,
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Accelerating strategic infrastructure development in transport, energy, and water to
reduce the cost of doing business and enhance competitiveness;

Promoting investment in priority sectors including agriculture, manufacturing, tourism,
and the blue economy, while strengthening environmental conservation and climate
change mitigation; and

Strengthening human capital development through sustained investment in education,
healthcare, and targeted social protection programmes; and

Governance reforms to enhance efficiency, transparency and accountability in public
service delivery as well as initiatives to support inclusive growth, targeting the
vulnerable groups.

26.The Government's next phase of development will anchor on the achievements realized
under BETA with a key focus on:

Scaling up investment in human capital through education, technical skills
development, research, and innovation;

Transforming the econemy from a net importer to a net exporter of goods and services,
with a focus on value addition in agriculture and manufacturing;

Ensuring access to reliable, affordable, and sustainable energy to support
industrialization and economic expansion; and

Developing efficient transport and logistics systems to connect markets, lower the cost
of doing business, strengthen regional integration, and position Kenya as a leading
commercial and aviation hub in East and Central Africa.

27.As such this roadmap continues to prioritize long-term industrial planning, large-scale
investments in people, expansion of productive capacity, and strategic infrastructure
investment to position Kenya for accelerated and sustainable growth.

28.To sustainably finance Kenya's transformation agenda, the Government in March 2026
established the Mational Infrastructure Fund (NIF) following the enactment of the National
Infrastructure Fund, Act 2026. The seed capital for the Fund includes the privatization
proceeds from the Initial Public Offering (IPO) of the Kenya Pipeline Company (KPC) that
was concluded in March 2026 and the proceeds from the 15 percent partial divestiture of the
Government's stake in Safaricom PLC to Vodacom.

28.The NIF will serve as the primary vehicle for financing large-scale infrastructure expansion,
including roads, railways, energy, and water systems — that underpins industrialization,
lowers the cost of doing business, and positions Kenya as a competitive hub for regional trade
and investment. The Fund will crowd-in large-scale private sector through domestic

Paged| 21

Official Use Only



30.

31

32.

resources mobilisation, monetising mature public assets, crowding in private sector
investment by leveraging capital markets.

To complement the NIF, the Government will also establish the Sovereign Wealth Fund
(SWF). The SWF will have three distinct components: the Stabilisation Component, which will
provide the Government with a buffer against fluctuations in resource revenues and
extraordinary macroeconomic shocks; the Strategic Infrastructure Investment Component,
which will channel resource revenues into strategic infrastructure investment priorities, and
the Future Generation ('Urithi') Component, which will build a long-term savings base for
future generations. The Fund will serve as a strategic fiscal anchor, ensuring that Kenya's
natural resource wealth is managed prudently, invested productively, and spread equitably to
both current and future generations and in effect, operationalizing Article 201 of the
Constitution on inter-generational equity.

.In the last two years, the Government has securitised the Road Maintenance Levy Fund and

Sports Arts and Social Development Fund, to settle pending bills and fund infrastructure
development. Owing to the success of the above, the Government is in the process of
developing a Securitisation Policy to guide decision-making on securitisation as an innovative
financing mechanism.

C. Fiscal Policy and Reform Agenda

The fiscal policy for FY 2026/27 and the medium term will be anchored on a
growth- supportive consolidation strategy that advances the Government's priorities
under Bottom - Up Economic Transformation Agenda (BETA) and the Fourth Medium
Term Plan. The policy will also integrate the Government's emerging initiatives in human
capital development, agricultural transformation, energy, and transport and logistics. This
approach is intended to slow the pace of public debt accumulation, strengthen debt
sustainability, and support the implementation of a proactive liability-management framework,
as guided by the 2025 Medium Term Debt Strategy (MTDS), while safeguarding the guality
of public services.

33 Fiscal consolidation efforts will prioritize enhanced domestic revenue mobilization

through the measures set out in the MediumTerm Revenue Strategy (MTRS), rigorous
expenditure optimization and re-prioritization, and protection of essential government
programs and social interventions. In line with the fiscal consolidation plan, the overall fiscal
deficit is projected to gradually decline from 5.3 percent of GDP in the FY 2026/27 to 3.6
percent of GDP in the FY 2027/28 and further to 3.3 percent of GDP in the FY 2028/29. This
will strengthen the country’s debt position and ensure the country's development agenda is
sustainably funded.

34 The Government is pursuing various initiatives to control expenditure growth, including

through GESDeK. GESDeK |l and its Additional Financing support expenditure consolidation
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by rolling out automated systems to strengthen control and accountability across the
government’s largest spending categories — public investment, procurement, and the wage
bill — through full deployment of PIMIS, the e-GP platform, and the Unified Human Resources
information system. The Additional Funding deepens this agenda by introducing dedicated
results-based incentives to reduce the siock of pending bills, rationalize discretionary
spending on travel and operations and maintenance, implement the Treasury Single Account
to improve cash management, and strengthen monitering of State-Owned Enterprises posing
the highest fiscal risk. All these efforts are aimed at accelerating implementation of DFO
reforms supporting the Government in promoting efficiency and transparency in public
finance. In addition, the Government is exploring ways of reducing expenditure slippage
emerging from supplementary budgets.

35. Over the medium term, as a percent of GDP, the Government's total revenue including AiA
is projected to increase from 17.4 percent of GDP in the FY 2026/27 to 17.5 percent of GDP
in the FY 2027/28 and is expected to further increase by 2029/30 and over the medium term.
Of the total revenue, ordinary revenue is projected to increase from 14.3 percent of GDP in
the FY 2026/27 to 14.7 percent of GDP in the FY 2027/28 and further increase over the
medium term,

36. Total expenditure is projected to decrease from 23.0 percent of GDP in the FY 2026/27 to
21.3 percent of GDP in the FY 2027/28 to 20.4 percent of GDP in the FY 2028/29, Of the total
expenditures, recurrent expenditure is projected to decline from 17.0 percent of GDP in the
FY 2026/27 to 15.4 percent of GDP in the FY 2027/28 and further to 14.5 percent of GDP in
the FY 2028/29 while development expenditure is expected to rise from 3.6 percent of GDP
inthe FY 2026/27 to 3.8 percent of GOP in the FY 2027/28 and 4.1 percent of GDP in the FY
2028/249.

Debt Sustainability

37_Kenya's public debt continues to be assessed as sustainable, though the country remains at
high risk of debt distress. The Present Value (PV) of total public debt to GDP stands at
approximately 64 percent, above the 55 percent benchmark enshrined in the Public Finance
Management Act. However, this ratio is projected to decline progressively over the medium
term, supported by the ongoing implementation of fiscal consolidation measures —
underpinned by the MTRS revenue agenda and the 2025 Medium Term Debt Strategy
(MTDS) — with a commitment to meet the 55 percent target threshold by November 2029,

3B.The PV of external debt to GOP remains below the sustainability threshold of 40 percent and
is expected to stay within safe bounds through 2025. Mevertheless, some external debt
indicators remain elevated. Specifically, the PV of Public and Publicly Guaranteed (PPG)
external debt to exports exceeds the 180 percent threshold, and the debt service-to-exports
ratio remains above the sustainability benchmark of 15 percent. In addition, the debt service-
to-revenue ratio surpasses the 18 percent threshold between 2024 and 2028, reflecting heavy
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maturities during this period. To address these risks, the government has intensified its focus
on a growth-friendly, multi-year fiscal consclidation program. This includes enhancing
revenue mobilisation, rationalising public expenditure, and diversifying the export base
to improve foreign exchange earnings. The government is also committed to reprofiling
expensive debt, lengthening the maturity profile of public debt through the issuance of
medium- to long-term bonds, and leveraging concessional financing and climate-related
funding to ease debt pressures. In 2023, Kenya strengthened its debt management
framework by amending the Public Finance Management Act, 2012 (CAP 412 A).

39 These amendments replaced the previous nominal debt ceiling with a debt anchor set at 55

percent of GDP in PV terms. The legislation permits a temporary breach of upto §
percent under exceptional circumstances, provided that compliance is restored within five
years. The National Treasury is now reguired to report on the measures it undertakes to
ensure adherence to this fiscal anchor Key reforms are also being implemented to deepen
Kenya's domestic debt market. The launch of the Central Securities Depository system
(DhowCSD) has enhanced the auction and settlement of government securities, improved
market liquidity, reduced segmentation, and expanded the investor base. These efforts are
expected to bring down the cost of borrowing and improve debt sustainability over the lang
term.

40.Te further strengthen transparency and accountability, the National Treasury has

41.

institutionalised the annual reporting of non-guaranteed debt held by State-Owned
Enterprises (SOEs) as part of the Public Debt Management Report. In addition, the
Government has committed to publishing a report on national guarantees issued, including
detailed information on the parties involved, loan amounts, and potential liabilities. Taken
together, these initiatives reflect the government’s sustained commitment to prudent debt
management and macroeconomic stability, With continued reform momentum, strengthened
legal and institutional frameworks, and international support, Kenya remains on course to
restore debt sustainability and maintain fiscal discipline through and beyond 2029,

Il. Structural Reform Agenda.

In the FY 2023/2024 the Government of Kenya and the \World Bank agreed to implement a
set of reforms in a three-year programmatic series, under the DPO. The reforms are policies,
laws, regulations and institutional frameworks aimed at supporting the Government to achieve
sustained growth and human capital development objectives as outlined in the Bottom-
Up Economic Transformation Agenda (BETA).

42 The Government successfully delivered the reforms under the Sixth Development Policy

Operation (DPQ 6) being the first of the three-year programmatic series. During FY
2024/2025, the Government of Kenya has successfully implemented reforms in the second
of the three-year programmatic series; the Seventh Deavelopment Policy Operation (DFO 7)
under three broader pillars namely; (i}, Promote efficiency, transparency, and equity of public
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finance (ii). Foster more competitive and inclusive product and labor markets (i) Strengthen
climate action.

(i). Promote efficiency, transparency, and equity of public finance

43 Provisions of the Public Finance Management Act, 2012 require the Government
to emphasize on efficiency and effectiveness of public spending. The Government of
Kenya acknowledges that the Treasury Single Account (TSA) is a core pillar in Kenya's
ongoing Public Finance Management (PFM) reforms. The TSA aims to enhance
transparency, accountability, and fiscal discipline across government entities and is anchored
in Section 28(2) of the PFM Act, 2012 for the National Government and Section 119(2) of the
same Act for County Governments.

To this end, following the Cabinet approval of the TSA on 15th January 2024, the Government
of Kenya adopted a Hybrid TSA model over a centralized approach. This model allows
phased implementation across three clusters as follows (i). Cluster | — Ministries,
Departments, and Agencies (MDAs) (ii). Cluster Il — County Governments and (jii).
Cluster Il - Semi- Autonomous Governmeant Agencies (SAGAs) and State Corporations

To coordinate implementation of the TSA, a TSA Technical Committee consisting
of representation from (i). National Treasury (i), Central Bank of Kenya and the (i) Office of
the Controller of Budget was formed.

Importantly, the rollout of the TSA system is dependent on the 'Go-Live' of the CBK T24
Enhanced system (R23 version of T24). The ‘Go-Live' took place on 21st July 2025 followed
with issuance of a Treasury Circular directing that migration of Ministries, Departments and
Agencies (MDAs) to TSA should be done by December 2025, with full migration by end of
2026,

44. The National Treasury has launched an end-to-end Electronic Government Procurement (e-
GP) system, relling it out to all government entities. The system was piloted in 12 ministries,
departments, stale corporations, commissions, and select county governments during
FY 2024/2025. All procuring entities are expected to be on the e-GF system by July 1, 2028,
The e-GP system alms to improve efficiency, transparency, and accountability in public
procurement,

The system has completed its first phase of development, testing, and delivery. Procuring
entity registration, supplier registration, annual procurement and disposal plan, e-requisition,
template library, e-tender preparation, e-tender submission, workflow management, e-
bid SECLI!rii"y' and guarantee management module, etender evaluation, e-tender award, &-
framework agreement, purchase order generation, e-contract management, and e-
Procurement Management Information Systermn are all comprised in this package.
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The e-GP system's Phase || modules, which include e-Complaints, e-Compliance, e-Appeals,
e-Debarment, e-Appraisal, Store Management, e-Auctions, e-Catalogues/e-Marketplace, and
e- Reverse Auction, are expected to be complete by December 2026.

45 To enhance the efficiency and transparency of the public service, the Chief of Staff and
Head of Public Service, approved the adoption of the Payroll Management Policy for the
Public Service to provide a standardized and harmonized approach to payroll administration.
This was in line with the resolutions of the 3rd National Wage Bill Conference which took
place in April 2024, requiring all institutions at both levels of Government to integrate their
payrolls into the Human Resource Information System-Kenya (HRIS-K) by 30th June 2025.
Elimination of manual payrolls and consolidation of HR and payroll data will in turn help
eliminate “ghost workers™ across the public sector and lead to significant wage bill savings.
Alignment of payroll data with the autharized establishment and HR records will improve
payroll integrity. Over 200 Ministries and State Departments, County Executive and
Assemblies and 40 State Corporations have been onboarded onto HRIS-K.

46.Equity in social protection programming increases efficiency in public expenditure
management by reducing leakages while broadly addressing majer socio-economic risks and
shocks that disproportionately affect the poor and the vulnerable in the society. Therefore,
to ensure equity in social protection programmes, the Social Protection Act was
enacted in July 2025. The Act a). Obligates the national and county governments to use
the Enhanced Single Registry's national targeting system; and b) Indexes the value of
transfers a time series manner in line with inflation and other changing economic trends.
Further, the government is processing regulations to operationalize the Social Protection Act
and use of Enhanced Single Registry for selection /retargeting and or recerification of the
National Safety Net Programme {NSNP) cash transfer beneficiaries respectively under DPO
7. The attendant Regulations to support implementation of the Act were passed by Parliament
on 23rd April 2026.

47.\With the passing of the Conflict-of-Interest Act in July 2025, the Government aims to reduce
prevalence of corruption and unethical practices due or connected to conflict of interest by (i).
Implementing measures that enable public officers avoid conflict of interest, particularly by
not undermining public interest in favour of private interest; (ii). Effectively documenting and
reporting incidences of conflict of interest; (ii) Enhancing public confidence in the delivery of
public services; (iv) Providing a framework for the regulation and management of real,
apparent or potential conflict between public interest and private interest; and (v) Providing
an institutional framework for the management of conflict of interest. The attendant
Regulations to support implementation of the Act were passed by Parliament on 16th April
2026.
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(ii). Foster more competitive and inclusive product and labor markets

48.To boost regional trade and exports, and improve the business environment, (i). the
County Licensing (Uniform Procedures) Act No. 8 of 2024 was enacted on 28th June, 2024
The purpose of the Act is to establish standardized procedures for licensing of traders by
county governments in Kenya. Subsequent to enactment of the Act, in June 2025 the
Government of Kenya issued the attendant regulations to provide clarity on the licensing
requirements, procedures and processes. (il). Parliament is also considering the Competition
{Amendment) Bill, 2026 which broadens Competition Authority of Kenya's mandate to
address anti-competitive contacts in digital markets thereby boosting competition in digital
markets and protecting consumers and; (iii). the Government has prepared the Kenya
Mational E-Commerce policy for adoption by Cabinet. The policy strengthens implementation
of the Kenya Mational E-Commerce Strategy of 2023 by paving the way for the development
of e-Commerce in Kenya by stipulating legal frameworks and ICT infrastructure that are
enablers in creating a conducive environment for the growth of existing e-commerce
enterprises, allowing and encouraging new entrants, facilitating local and cross-border trade
by reducing the cost of doing business, enhancing competitiveness, and contributing to the
overall digital economy.

49 To improve access to tertiary education, Parliament passed regulations on the
Kenya National Qualifications Framework Act Cap 214, The purpose of the Regulations is to
provide procedures for the (i), establishment and maintenance of the National
Qualifications Framewaork; (ii). establishment and maintenance of the database; (iii).
registration of the national qualifications awarded by a qualification awarding body, (iv)
alignment and validation of national qualifications; (v). standardization of the assessment
of national qualifications; (vi). establishment and maintenance of a credit accumulation
and transfer system; (g) recognition of prior learning; and (h) quality assurance of national
gualifications.

50.To ensure productive inclusion of refugees in the labour market, (i) the Cabinet
approved the Shirikka Plan in March 2025, The Plan aims at on-boarding refugees into
government service delivery systems in Education, WASH, Health, Mutrition and Housing and
access to jobs and livelihoods, and Social Protection. In doing so, the Plan ensures that the
delivery is targeting both the refugees and their host communities to avoid duplication of
interventions and uncoordinated responses. (ii). the Government issued guidelines on the
use of Refugee Identification Documents for the purposes of accessing jobs and meeting
Class-M job permit requirements, in fulfilment of the Refugee Act Cap 173 Sec 28 (4 & 5)
which grants refugees the right to engage in gainful employment, or enterprise or to practice
a profession or frade, where the refugee holds qualifications recognized by a competent
authority in Kenya and, (iii). Parliament passed the Kenya Information and
Communications (Registration of Telecommunications Service Subscribers) Regulations
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to provide for the process of registration of subscribers of telecommunication services,
including recognition of Refugee Identification Documents in the registration.

{iii). Strengthen Climate Action

51.The Government of Kenya is committed to building a more climate resilient economy that
encompasses a range of climate adaptation and mitigation efforts that include: green energy,
smart agriculture, de-carbonized manufacturing, e-mobility and green building, all aimed at
the attainment of zero carbon emissions by 2050. |n addition, to leverage available sources
for climate investments the Government recognizes the need to optimize policy, legal
and regulatory frameworks. The role ofthe public sector is therefore key in stimulating
and leveraging private investments by creating an effective and enabling environment.

52.To this end, this DPO package included the following Prior Actions that are Climate Action
related;

i. Approval by Cabinet of the National Electric Mobility Policy which is expected
to address: production of Electric Vehicles, supporting e-Mobility infrastructure
and building the skill set across the entire e-Mobility value chain. The expected
benefits of implementing provisions in e-Mobility policy are: (i) Reduction of fossil
importation by

1.2 million barrels which is 3300 Milion spent less on fuel imports by 2030
fii). Increased electricity demand by 415 GWh due to huge consumption by the EVs.
The reduced import bill benefits the ecanomy as more funds are directed towards
KenGen to fulfil the increased electricity demand (jil). Savings in Carbon Dioxide
(CO2) emissions of about 500,000 tCO2 could be turned into Carbon Credits, (iv).
Attraction of up to 5720 Million investment by 2030 with an annual revenue of 5860
Million, creating a positive business case for EV's; and (v). Generation of "green” jobs
from the shift to EVs. Shift to EVs would also present an opportunity for re-skilling
and could further empower groups such as women, youth with increased
opportunities to enter science and technology related fields.

ii. In recognizing challenges that limit Kenya's urban transport sector responsivenass
to the demands of a rapidly growing urban population and enhanced economic
growth the Cabinet approved National Urban Transport Policy (NUTP). The
ultimate aim of the policy is to address congestion, uncertain service quality, safety
issues and reliability concerns that hinder attractiveness of urban public transport
and reduce Greenhouse Gas (GHG) emissions. Specifically, the policy will guide {i}.
coordination of urban transport policies at national and county levels (ii). adoption of
efficient Non-Moterised Transport (NMT) and public transport (iii). development of
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iii,

urban transport infrastructure in tandem with the complex travel and urban freight
demands.

To improve Kenya's climate finance architecture, Cabinet approved the
sovereign Sustainability Linked Bond (SLB) Framework on 14" May 2026 to
enable the issuance of sovereign 5LBs. The framework defines the instrument's
structure, Key Performance Indicators (KPls), and Sustainability Ferformance
Targets (SPTs), ensuring alignment with Kenya's national development priorities,
Sustainable Dewvelopment Goals’ commitments and Mational Determined
Contributions (NDC).

Parliament passed into law the amendment bill to the Forest Conservation
and Management Act Cap 385 Laws of Kenya on 14" May 2026. The objectives
of the amendment are to (i). Promote efficient water harvesting and management
technologies for tree growing in dryland areas (ii). Strengthen Kenya Forest Service
in development of

agroforestry and commercial forestry in private and community land,

In July 2024, Parliament passed the Climate Change (Carbon Markets)
Regulations, 2024. The Regulations provide (i). clarity on the requirements for the
establishment of carbon market projects in the country, (ii). investor certainty
necessary to promote investment in Kenya, mobilize access to carbon finance for
Kenya's socio-econamic growth, (iil). contribute to the building of in-country carbon
market-related technical and institutional capacity, (iv). support the global
reduction in greenhouse gas (GHG) emissions and the provigion of other
environmental co-benefits, (v) enhance the adoption of innovative zero carbon
technologies, and (vi). put in place modalities to ensure an inclusive and equitable
approach lo participation in the carbon markets.

1. Other reforms

53.1n addition to the DPO reforms, the Government of Kenya is also undertaking other reforms
in governance, amendment to the PFM Act to address delays in County Government
Additional Allocation, agriculture, Public Private Partnerships and State-Owned
Enterprises as highlighted below:;

Governance: The Government of Kenya acknowledges that bad Governance
undermines delivery of public goods and services. Corruption also contributes to negative
exploitation of public resources, increases income inequality, discourages domastic and
foreign investments, and creates an unpredictable business environment that stifles
economic growth,
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54.To this end, the National Council on the Administration of Justice (NCAJ) consisting of the
Chief Justice, the Attorney General, the Inspector General of the Police, the Director of Public
Prosecutions, the Director of Criminal Investigations, and Ethics and Anti-Corruption
Commission, developed the Anti-corruption Strategic Guiding Framework (ASGF).
Additionally, the implementation is supported by the Presidency, the National Assembly, the
National Treasury, other Government agencies, development partners, Civil Society
Organizations, and the private sector.

The ASGF was launched on launched on 25th March 2025 and aims to supporting
the prevention and fight against corruption and economic crimes by (i). strengthening
coordination, collaboration and capacity in the institutions (ii). improving legal, policy and
administrative environment. (iii). enhancing efficiency and accountability (iv). deepening
Digital Innovations and (v).entrenching Sustainability.

50. The Government of Kenya is also in the process of enacting the Whistleblower Protection
Bill which seeks to provide for the procedure for the reporting of improper conduct in the
public and private sector and protection of persons who make such reports against
reprisals. The proposed law makes it mandatory for public and private bodies to put in
place internal whistleblower protection procedures. To encourage potential
whistleblowers come forward and make disclosures, the Bill establishes a mechanism for
the reward and recognition of whistleblowers.

51. In addition, following a Presidential Directive in July 2024 the Government of Kenya has
come up with Anti-Corruption Laws (Amendment) Bill 2025 which amends anti-
corruption laws including; Anti-Corruption and Economic Crimes Act Cap 65, Criminal
Procedure Code, Witness Protection Act Cap 79, Anti-Bribery Act Cap 798, Public Officer
Ethics Act Cap 185 B and the Leadership and Integrity Act Cap 185 C with a view to
ensuring that corruption cases are concluded expeditiously within six months in special
anti-corruption magistrates courts.

ii. Amendment to the PFM Act to address delays disbursement of
County Government Additional Allocation: From Financial Year (FY) 2020/2021,
counties have been accessing conditional allocations from Development Partners
through the County Government Additional Allocation Act (CGAAA). However, there
have been significant delays in passing of the CGAAA over the last four FY's for period
ranging from six to eleven months.

52. The persistent delays have various consequences namely;(i). Denial of timely access to
funds by Project Implementing Units at the County Government level translating to
delayed delivery of goods and services to citizens; (ii). Pending bills on local contractors
since payments are made later in subsequent FY and (iii). High costs to the Government
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b3.

85

86.

in relation to commitment fees and other charges on the loans from Development
Partners.

It is against this background that the Mational Treasury, hag developed the draft Public
Finance Management (Amendment) Bill, 2025 to separate allocation and disbursement
for additional allocations financed from the National Government's share of revenue from
those financed by Development Partners.

iii. Harmonized E-Voucher Subsidy System:

In July 2025, The Ministry of Agriculture and Livestock Development launched a
Harmonized E-Voucher Subsidy System. The Ministry has three main Programmes
including Mational Value Chain Development Programme that have been engaged
in fertilizer subsidy implemented through National Cereals and Produce Board (NCPB).
The State Department of Livestock also has an e-voucher component to cater for the
distribution of inputs such as vaccines, fodder, restocks and eguipment's. To enhance
efficiency and effectivenass, the Ministry has harmonized all these systems and come
up with a harmonized e-voucher platform to distribute the diverse subsidies offered by the
Ministry to the farmers.

In the harmonized system there is; (i). optimal use of digital platform (“electronic voucher”)
inthe management of the subsidy from farmers registration, issuance of the e-
voucher, redemption of the e-voucher and reconciliation (i), use of agro-
dealers and cooperatives/associations (as last mile) in the issuance of the subsidy to
the farmers aimed at having a private-sector driven process and further reducing the
distances covered by the farmers; (ii)). improved targeting of beneficiaries (iv)
competitive involvement of financial institutions and service providers. (v). enhancement
of the credit facility for the "e-voucher” through on-boarding more Financial Institutions
and (vi). inclusion of diverse inputs into the

wallet package.

iv. Reforms in State Owned Enterprises: The Government of Kenya, has
undertaken comprehensive legislative reforms targeting State Corporations to
enhance governance, efficiency, and accountability.

As part of this initiative, the following instruments have been developed: (). Government
Owned Enterprises (GOE) Act, 2025 which establishes governance structures that
promote accountability, commercial discipline, and appropriate incentive mechanisms. |t
also alms to position the Government of Kenya as an informed, yet non-intrusive owner,
while ensuring that public service obligations are met without undermining
commercial objectives (ii). Government Investment (Gl) Regulations, 2024 whose
main objective is to strengthen the National Treasury's capacity for risk-based financial
oversight of State Corporations and government investments. (iii). State-Owned
Enterprises (SoE) Restructuring where financial evaluation of fifty (50) SoEs using
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58,

58.

60.

the IMF's Financial Health Check Tool (HTC) was underiaken. The exercise aimed lo,
identify cost-saving reforms, address liguidity gaps, justify budget support, and develop
recovery plans for financially distressed entities. Key outcomes of the exercise include:
(i). merging of forty- two (42) State Corporations into twenty (20) entities; (ii).
dissolution of twenty-five (25) entities, with residual functions reverting to their
respective parent Ministries; (jii). restructuring of six (6) entities to align with performance
expectations:(iv). declassification of four (4) public funds, with their functions transferred
to relevant Ministries; and (v) declassification of thirteen (13) professional bodies currently
designated as State Corporations,

v. Reforms in Public Private Partnership (PPP).

Since 2018 the Government has managed to mobilize over Ksh. 150 billion in private
funds channeled into public infrastructure projects through Public Private Partnership
(PPP). There are presently eight concluded Public Private Partnership (FPP} projects,
five of which are in operation while three are under construction.

There have been several policy and regulatory initiatives that are instrumental in
supporting the achievement of these milestones. These include enactment of the PPP
Act 2021, which inter alia, reduced the number of regulatory approvals, created time-
lined processes, provided a broader array of PPP arrangements and procurement
methods and established a framework for county participation in PFPs.

Currently, there are several ongeing initiatives to further develop a robust PPP framewaork
that facilitates mobilization of more public infrastructure projects. These include:
(i}. the finalization of the PPP Regulations with Parliament, (ii). revision of
PPP Project Facilitation Fund Regulations to align them with the 2021 legislation and
(iii). review and update of the Government Support Measures Policy of 2018, to ensure
that Government support to private sector in PPP project ewxecufion enhances
bankability of projects. The provisions in the proposed PPP Regulations include support
of the contracting authorities in the preparation phase of PPP projects, the tendering
process and project appraisal.

vi.Climate action:

Adoption of the Climate Budget Tagging (CBT) as a tool to help integrate climate change
considerations into the budget process. The CBT provides a framework for
identifying, measuring, monitoring, and reporting on climate-related revenues and
expenditures thereby enhancing the government's ability to monitor progress and make
well-informed decisions in achieving national climate change objectives and
international commitments. The CBT's objective is to continue to generate and review
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81.

62.

63.

climate budget data to improve the efficiency and effectiveness of budgetary resource
mobilization, allocation and spending.

Issuance of the Kenya Green Finance Taxonomy in April 2025 by the Central Bank of
Kenya as part of the IMF RSF reform measure. The Taxonomy provides a
standardized classification system for economic activities considered environmentally
sustainable. The Taxonomy is expected to align financing (climate finance, green bonds,
and impact investors) with Kenya's climate, environmental, and socio-economic priorities
and enable the financial sector actors to evaluate and report on green activities accurately.

Draft Climate Change (Carbon Trading) Regulations, 2025 which sets out a
structured framework for carbon trading in veluntary and compliance markets. The
Regulations aim to establish a legal and institutional framework to support carbon trading
in Kenya.

IV. Conclusion

As evidenced above, the Government continues to implement a wide range of reforms by
identifying laws, policies, regulations and institutional frameworks that have optimal
impact. This being a three-year programmatic DPO, the Government has achieved the
second year series of the reform package. Against this background, the Government
requests the World Bank's assistance of USD 750 million to support the second operation

of the series,

Yours Sincerely

HON. FCPA JOHN MBADI NG'ONGO, EGH
CABINET SECRETARY
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