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NEWS UPDATE: Rotich memo reveals Treasury fears over rising public wage bill.

Treasury secretary Henry Rotich has stopped fresh recruitment in the public service and
announced new measures to curtail spending in a special memo that signals rising fears
over the ballooning wage bill must be done in a manner that will not to create a bloated
workforce,” Mr Rotich said in a telephone interview with the Business Daily. The
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6" January 2017 minister said that recruitment, upgrading of staff and replacement of critical technical
. staff will be considered on a case by case basis after obtaining the necessary approvals

gllo‘;mey Market 8Late25('; Pr;‘"°;‘; from the Public Service Commission.

1 day 5 25 Public Finance Management Regulations, 2015, demand that the national government
182 day 10.4670 10.4750 . . .
364 day 11,0100 11,0240 expenditure on compensation to employees does not exceed 35 per cent of its
Repo Rate 6.2300 6.2300 equitable .share of revenue. Pre5|der.1t Uhuru KenYatta s government has since coming
Inflation Rate 6.3500 6.6800 to power in 2013 struggled to contain the wage bill that takes 11 per cent of the gross
Interbank Rate 6.8827 8.7300 domestic product (GDP) or 52 per cent of domestic revenues. Total public wage bill
Central Bank Rate 10.0000 10.0000 stood at Sh568 billion in the last financial year well above the 35 per cent threshold.

Exchange Rates

Buy Sell
usb 103.3667 103.5667
GBP 127.1311 127.4089
EUR 107.8839 108.1233
ZAR 7.5726 7.5929
KES/UGX 34.9340 35.0984
KES / TZS 21.0396 21.177

Source: Central Bank of Kenya
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In documents submitted to Parliament last month, the Treasury allocated additional
Sh26.5 billion for civil servants’ salaries and house allowances, making them the biggest
winners of the 2017/18 budget.

The Treasury set aside Sh20 billion for the purpose of paying the adjusted basic salaries
and Sh6.5 billion for the implementation of the third phase of the civil service house
allowance scheme. The new remuneration structure will see junior civil servants earn
more as the Salaries and Remuneration Commission’s (SRC) moves to bridge the huge
wage disparities in the public sector.

“It is better to have a lean workforce and pay them well than have many people who are
underpaid,” said Mr Rotich. Kenya’s labour market has been in turmoil as trade unions
push for better pay for members and implementation of collective bargaining
agreements signed with the government in the recent past.

In the past four weeks, for instance, government doctors have been on strike, forcing
the State to offer them a pay rise package that will cost the exchequer an additional of
Sh4 billion annually. The public wage bill has also expanded with the annual recruitment
of teachers, doctors and security personnel to replace staff that have retired, died or
quit the service. The Teachers Service Commission, which employs about 290,000
teachers, accounted for Sh160 billion, or 36 per cent of Kenya’s public wage bill —
which has risen from Sh278 billion in 2011.

Ministries, departments and agencies (MDAs) have been asked to curtail growth of their
recurrent budgets. Further, accounting officers are required to prioritise proposed
programmes within the set budget ceilings. “The government spending should be
directed to projects with highest impact on economic growth, poverty reduction and the
wellbeing of the citizen. In addition to this, the government spending should be directed
to those programmes which the private sector can reasonably carry out,” Mr Rotich says
in the memo. Mr Rotich has already significantly cut development spending in the
current financial year, reducing project spending from Sh817 billion to Sh600 billion.

For subscriptions, contributions and utilities, the minister said the MDAs are required to
provide a list of the obligations, including international subscriptions, payments and all
other international obligations with their realistic costing and allocation while discussing
the budget. Debt repayments alongside the ever-increasing wage bill, the Treasury has
grappled with growing debt repayments.

This year, for instance, the government is expected to spend Sh618.5 billion on public
debt servicing, or approximately 40 per cent of tax revenues. In a repayment bill
presented in Parliament late last year, there was a 38.5 per cent increment in the
amount to be spent on public debt from Sh446.4 billion to Sh618.5 billion. This
projected rise did not match the expected 12 per cent growth in tax collection. The tight
fiscal space has already had an impact on development spending which by end of
September 2016 had consumed only Sh41.8 billion against the annual budget of Sh416
billion. (Business Daily, Treasury)
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Appetite for short term government debt
remained low as investors were yet to fully
return to the market. This was however a
slight improvement from the previous week
where the 364 day auction had to be
cancelled.This could be attributed to the slow

start to the year as investors are still
reassessing their position factoring in the
expectations for this year. Treasury bill
auctions can be cancelled when investors fail
to bid or when they demand yields that the
government considers too high.

The Shilling has weakened greatly due to
greater demand. The CBK this week sold
dollars in an aim to support the shilling.

INVESTMENT

TREASURY BILL LATEST RESULTS 2194/91: This week the Central Bank of Kenya offered

91-day Treasury Bills for a total of Kshs.4 Billion. The total number of bids received was
164 amounting to Kshs3.47 Billion, representing a subscription of 86.79%. Total bids
accepted amounted to Kshs. 3.45 Billion. The market weighted average rate was 8.555%
and the weighted average of accepted bids which will be applied for non-competitive
bids was 8.552% down from 8.553% in the previous auction. (Central Bank of Kenya)

TREASURY BILL RESULTS 2175/182 & 2104/364: This week the Central Bank of Kenya
offered 182 and 364 Days Treasury Bills for a total of Kshs.12 Billion. The total number

of bids received was 150 amounting to Kshs. 2.41 Billion representing 40.18%
subscription and 82 bids amounting to Kshs.3.85 Billion representing 64.16%
subscription for 182 and 364 days, respectively. Bids accepted amounted to Kshs.1.94
Billion for 182 days and Kshs.3.35 Billion for 364 days Treasury Bills. The weighted
average rate of accepted bids, which will be applied for non-competitive bids, was
10.467% for the 182-day and 11.010% for 364-day Treasury Bills. (Central Bank of Kenya)

EXCHANGE RATE:

Currencies 30-Dec-16 6-Jan-17 Chg YTD
USD/KES 102.4858 103.4667 -0.96%
GBP/KES 125.4178 127.27 -1.48%
EUR/KES 107.0606 108.0036 -0.88%
JPY/KES 87.0627 88.2295 -1.34%
ZAR/KES 7.3869 7.5828 -2.65%
KES/UGX 35.2732 35.0162 0.73%
KES/TZS 21.2518 21.1083 0.68%
KES/RWF 7.9555 7.8828 0.91%
KES/BIF 16.3468 16.1965 0.92%

(Central Bank of Kenya, Securities Africa Kenya)

The Kenyan shilling weakened against the dollar to touch a 15-month low of 103.60/80
against the dollar on Thursday mainly due to a surge in demand by oil importers and
multinational companies. The central bank stepped in to sell dollars after the fall,
helping the currency to pare some of the gains, currency traders said.

YIELD CURVE:
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INTERBANK RATE FOR JANUARY:

Inter bank Rate for January
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(Central Bank of Kenya)

MOST TRADED BONDS FOR THE WEEK:

WEEKLY BONDS MARKET STATISTICS FOR THE WEEK-ENDING FRIDAY 06
JANUARY, 2017

Issue No Coupon High Yield  Low Yield Avg Yield Total Value No. of trades
IFB1/2016/15 12.000 13.1500 12.6244 12.8872 820,000,000 5
FXD1/2012/10 12.300 13.5000 13.5000 13.5000 600,000,000 3
FXD1/2008/20 13.750 13.7000 13.7000 13.7000 300,000,000 1
IFB1/2016/9 12.500 13.1500 13.0000 13.0750 242,350,000 3
FXD1/2016/10 15.039 13.8900 13.7063 13.7982 200,000,000 2

(Nairobi Securities Exchange)

UPCOMING COUPON PAYMENTS AND MATURITIES:

Issue No Next Coupon Maturity Date Maturity Outstanding Fixed Coupon
Payment Date (Tenor) Amount Shs'M. Rate
FXD1/2016/2 January 23, 2017 January 22, 2018 381 20,154 15.76%
FXD2/2008/10 January 16, 2017 July 16, 2018 556 13,505 10.75%
FXD2/2016/5 January 23, 2017 July 19, 2021 1,655 24,401 14.07%
FXD1/2014/10 January 23, 2017 January 15, 2024 2,565 35,852 12.18%

(Re-opened)
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Disclosures Appendix

This Publication is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of any jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or would subject Securities Africa Kenya Limited, or its subsidiaries or
affiliates to any registration or licensing requirement within such jurisdiction. Neither this Publication nor any copy of it may be distributed in any jurisdiction
where its distribution may be restricted by law and any persons into whose possession this Publication comes should inform themselves about, and observe,
any such restrictions.

The information contained in this Publication or on which this Publication is based has been derived from sources believed to be reliable and accurate
however no representation or warranty, express or implied, is made as to the fairness, completeness, accuracy, timeliness or otherwise of the information or
opinions contained in this Publication and no reliance should be placed on such information or opinions. The information contained in this Publication has not
been independently verified by Securities Africa Kenya Limited. While reasonable care has been taken in preparing this document, no responsibility or liability
is accepted as to or in relation to the fairness, completeness, accuracy or timeliness or otherwise of this Publication or as to the reasonableness of any
assumption contained, nor for errors of fact or omission or for any opinion expressed in this Publication.

Past performance should not be taken as an indication of future performance, and no representation of any kind is made as to future performance. The
information, opinions and estimates contained in this Publication are provided as at the date of this Publication and are subject to change without notice.
Distribution of this Publication does not constitute a representation, express or implied, by Securities Africa Kenya Limited, or its advisers, affiliates, officials,
directors, employees or representatives (the "Parties") that the information contained in the Publication will be updated at any time after the date of the
Publication. The Parties expressly do not undertake to advise you of any information coming to any or all of their attention.

Any opinions expressed in this Publication may differ or be contrary to opinions expressed by other business areas or groups of Securities Africa Kenya
Limited as a result of using different assumptions and criteria. The analysis contained herein is based on numerous assumptions. Different assumptions could
result in materially different results.

All projections and forecasts in this Publication are illustrative only. The actual results may be materially affected by changes in economic or other
circumstances, which cannot be foreseen. No representation or warranty is made by any of the Parties as to the achievability or reasonableness of any
projection or forecast contained in this Publication.

This publication is provided to you for information purposes only on the understanding that Securities Africa Kenya Limited is not acting in a fiduciary capacity.
It does not address specific investment objectives or financial situations, and any investments discussed may not be suitable for all investors. Prospective
investors must make their own examination and evaluation of the merits and risks involved in the securities set out in this Publication including any legal,
taxation, financial and other consequences of investment and should not treat the contents as advice relating to legal, taxation or other matters.

This report is not to be relied upon in the substitution of independent judgment with respect to any investment decision. Investors should consider this
Publication as only a single factor in making their investment decision, and as such, the Publication should not be viewed as identifying all risks, direct or
indirect, that may be associated with any investment decision.

Foreign currency-denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of, or income
derived from, the investment. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume
currency risk.

Securities Africa Kenya Limited conducts designated investment business only with eligible counterparties and professional clients. To the extent permitted by
law and regulation, Securities Africa Kenya Limited accepts no liability whatsoever for any loss howsoever arising, directly or indirectly, from any use of this
Publication or its contents or otherwise arising in connection with that. This Publication is not intended for distribution to retail clients.

By receiving this Publication, the recipient agrees to keep confidential the information contained in this Publication together with any additional information
made available following further inquiries. None of the material, nor its content, nor any copy of it, may be altered in any way, disclosed, published, reproduced
or distributed to any other party, in whole or in part, at any time, without the prior written permission of Securities Africa Kenya Limited.

Nothing in this Publication constitutes or forms part of, and should not be construed as, an offer for sale or subscription of, or solicitation of any offer to buy,
sell or subscribe for, the securities of the Company, nor should it or any part of, form the basis of, or be relied on in connection with, any contract or
commitment whatsoever.

Securities Africa Kenya Limited and/or its associates and/or any of their respective clients may have acted upon the information or opinions in this Publication
prior to your receipt of it. Securities Africa Kenya Limited and/or its associates may provide investment banking services to the Company and in that capacity
may have received confidential information relevant to the securities mentioned in this Publication which is not known to the researchers who have compiled
this Publication.

Securities Africa Kenya Limited and/or its associates and/or their officers, directors, employees or representatives may from time to time purchase, subscribe
for, add to, dispose of or have positions or options in or warrants in or rights to or interests in the securities of the Company or any of its associated companies
mentioned in this Publication (or may have done so before publication of this Publication) or may make a market or act as principal or agent in any
transactions in such securities.

This report may not have been distributed to all recipients at the same time. This report is issued only for the information of and may only be distributed to
professional investors (or, in the case of the United States, major US institutional investors as defined in Rule 15a-6 of the US Securities Exchange Act of
1934) and dealers in securities and must not be copied, published or reproduced or redistributed (in whole or in part) by any recipient for any purpose.

English law governs the issue, publication and terms of this Publication and any disputes arising in relation to any of them will be subject to the exclusive
jurisdiction of the English courts.

By accepting this Publication, you agree to be bound by the foregoing limitations. No part of this material may be (i) copied, photocopied or duplicated in any
form by any means or (i) redistributed without the prior written consent of Securities Africa Kenya Limited.
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