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CHAIRMAN'S OVERVIEW
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A WORD FROM DIRECTOR-GENERAL

Hon. Eng. Philip 0. Okundi

Chairman

e OO

On behalf of the Board of Directors, I am pleased to present to you the Commission’s annual report for
the year ended 30th June 2008 as per the requirements of Section 22(1) of the Kenya Communications
Act 1998.

The year under review was significant in many respects. The mobile sub-sector recorded a phenomenal
increase in the subscriber base which in turn has created an upsurge in other sectors of the economy,
particularly the informal sector.

The industry witnessed an increase in foreign direct investment as a result of the privatization of the
incumbent fixed line operator - Telkom Kenya. A consortium led by France Telkom bought 55 percent
of the Government stake in Telkom Kenya at USD55 million.

During the year under review, the Government embarked on the implementation of the national
broadband backbone network. Construction of The East African Marine System (TEAMS), which will
link the port of Mombasa to Fujairah in United Arab Emirates (UAE), also began. This is in addition
to the two other initiatives by the private sector to lay submarine cables along the eastern seaboard
of the continent, from Mtunzini in South Africa to Djibouti.

During the year under review the Commission conducted consultative stakeholder meetings on the
unified licensing regime that is scheduled to take effect as from 1st July 2008. These consultative
meetings were aimed at providing stakeholders with an opportunity to air their views and comments
prior to implementation of the new framework. The unified licensing regime is geared towards ensuring
that the country takes advantage of the opportunities presented by technological convergence.

The Commission developed a new strategic plan for 2008-2013 during the year following the successful
implementation of its previous strategic plan (2005-2008). The new plan is in tandem with the goals
and aspirations of Vision 2030, which identifies the ICT sector as a key pillar for economic growth and
stability. The Strategic Plan will provide the basis for planning and allocation of resources and serve
as the foundation for the Commission’s performance contracting obligations with the Government.

I would like to thank the Government of Kenya, our stakeholders and the public generally for their
overwhelming support in making the work of the Commission easier and more fulfilling. I also wish to
acknowledge the dedicated service of my Board colleagues and the staff of the Commission without
which we would not be where we are today.

Lastly, I wish to acknowledge the good work of my predecessor, Joseph N. Kagau, and the outgoing
Director General, Eng. John N. Waweru, both of whom retired in May 2008.
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Hon. Eng. Philip 0. Okundi, EBS, HSC
Chairman

The year under review was an exciting one for the Commission and the local Information and
Communications Technology (ICT) industry.

The sector maintained the upward growth momentum to emerge as one of the key movers of economic
growth. In 2007, the transport and communications sector grew by 14.9 per cent compared to 11.4
per cent in 2006, accounting for 11.4 per cent of total GDP. This growth was underpinned by growth
in the ICT sub-sector.

The ICT sub-sector recorded a growth of 31.6 per cent in 2007. Mobile telephony dominated the
telecommunications market by posting a rise of 39 per cent in the subscriber base to stand at
12.9 million in June 2008 up from 9.3 million in June 2007. Innovation in the mobile sector led
to introduction of a number of value added services, resulting in connection of more subscribers.
Improved activity in the ICT sub-sector spurred the creation of more than 20,000 new jobs in the
private sector in 2007. The expected entry of two players in the sub-sector in the next financial year
is expected to enhance the industry’s performance and contribution to the economy.

The fixed network services segment recorded a positive growth during the year under review. The
total fixed line (including wireless) subscribers increased to 537,128 in June 2008 up from 347,226
in June 2007. Of this, fixed wireless accounted for 284,513 subscribers. This increase resulted in
fixed tele-density increasing from 0.9% in 2006/7 to 1.4% in June 2008. The Local Loop Operator
(LLO) business segment, however, realized marginal increase in subscriptions during the year. The
privatization of Telkom Kenya during the year is anticipated to result in service delivery improvement
and thus higher growth for the fixed network services market.

The postal and courier market segment experienced growth in network development. The sub-sector
recorded an increase in the level of competition, with the licensing of additional 14 courier operators
and the expansion of outlets. Further, the Commission launched a postal market study geared towards
identifying the key factors that influence postal and courier development, among others. The results
will assist the Commission in making the necessary interventions to ensure provision of quality postal
services.

To ensure that tariffs are cost-based, the Commission implemented the second phase of the
Telecommunications Network Cost Study recommendations. The first phase of implementation saw
interconnection rates decline by 37%. Further, on average, the tariffs charged by operators decreased
by between 30% and 50%, depending on the mode of payment and tariff plans. Lower end-user tariffs
led to the increase of over 25 % of incoming and outgoing traffic, and 9 % decline in the volume of
SMS messages. The implementation of the last phase of the recommendations of Telecommunications
Cost Study will be done in the third quarter of 2008/09. During the year, the Commission allowed

C.J.K. Njoroge

Director General
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the public postal licensee (i.e. Postal Corporation of Kenya) to
adjust tariffs of some of its products by 16 per cent with a view
to aligning them to the cost of service provision.

To attune the requlatory framework to technological realities, the
Commission subjected the proposed Unified Licensing Framework
(ULF) to a process of public consultation. The consultations provided
the industry and other interested parties with an opportunity
to submit their comments and input ahead of implementation
of the ULF. During the said consultations, the industry gave the
Commission the go-ahead to implement the new licensing regime
with effect from July 2008.

During the year, the Commission continued to respond to the
changing and increasing demands for scarce resources (i.e.
spectrum and numbering resource). The Commission assigned
frequencies and numbering resources to Telkom Kenya and
Econet Wireless for deployment of GSM mobile networks. The two
operators are expected to launch services in the next financial
year. The Commission also assigned Safaricom with spectrum
for commercial rollout of 3G services after a successful one-year
trial period. This enabled deployment of 3G services initially in
Nairobi and Mombasa.

In the broadcasting sub-sector, the Commission continued to
experience high demand for spectrum. The Commission received
295 new applications for FM broadcasting, raising the total number
of pending applications in locations where broadcast frequencies
are not available to 735 against 470 the previous year. The number
of waiters for TV frequencies increased to 192 from 143 in the
previous year. A total of 30 FM frequencies were assigned to
broadcasters. The bulk of the frequencies assigned were recalled
from a number of broadcasters due to non-utilization.

The year witnessed the launch of the first digital mobile television
broadcast network in Kenya. The Commission assigned a total
of nine (9) TV broadcast channels to Digital Video Broadcasting-
Handheld (DVB-H) during the review period. The Commission
continued to spearhead the preparatory process for the transition
to digital TV broadcasting. In this regard, the Commission
organized and conducted a stakeholders’ forum where interested

parties were sensitized on the transition. The Commission serves
as the secretariat of the Digital Television Committee which
was formed by the Government to develop recommendations for
effective implementation of digital broadcasting in the country. It
is anticipated that transition from analogue to digital broadcasting
will help in reducing the number of waiters due to the spectral
efficiency of digital technology. The Commission is considering
the adoption of the market-based spectrum management practices
as a way of dealing with high demand for spectrum.

To protect consumers and ensure that licensees operate within the
law, the Commission carried out inspection exercises throughout
the review period. The Commission also carried out country-wide
quality of service measurements on the networks of the two
operational mobile operators to independently verify the quality
of services offered to consumers. A number of quality of services
shortcomings were identified and operators directed to take
remedial action. The Commission intends to begin publishing
quality of service results of various operators for the information of
the general public. The Commission has also initiated the process
of developing Quality of Service regulations to be used on all
technologies used to deliver telecommunication services.

In appreciation of the need to empower consumers on their rights
and responsibilities when purchasing and using ICT services in
Kenya, the Commission created a full-fledged Consumer Affairs
department during the year to spearhead this responsibility. The
Commission also embarked on a Consumer Education Outreach
Programme (CEP) to equip consumers with skills, information and
knowledge to enable them make informed decisions regarding the
choice of products and services in the communications market.
Consumer protection represents the next frontier of regulation
in light of introduction of competition in all segments of the
ICT market.

The Commission continued to develop its staff through training,
attachments and benchmarking to keep pace with the fast
changing ICT industry. To develop capacity within the ICT industry,
the Commission facilitated training of industry staff through
partnerships with intergovernmental organizations. The Commission

also continued to support the Kenya College of Communications
Technology (KCCT), which it acquired in the previous year, with
a view to ensuring that the institution provides quality training
for the industry.

To promote integrity in line with the Government’s policy of zero
tolerance to corruption, an awareness campaign was carried out
on corruption eradication and integrity enhancement for all
Commission’s staff. During the year, the Kenya Anti- corruption
Commission (KACC) recognized the Commission as a corruption-
free public institution and ranked it the second runners up for
integrity. To ensure increased awareness and behaviour change
on HIV/Aids, the Commission conducted a seminar for staff,
where on-site Voluntary Counselling and Testing (VCT) Services
were provided.

To centralize information, enhance efficiency and access to
information the Commission initiated the process of putting in
place an Integrated Management Information Service (IMIS). To
this end, the Commission finalized the award of the tender for
implementation of the IMIS. Further, the Commission continued
standardizing processes of all activities through the implementation
and enhancement of the developed ISO procedures. All departments
within the Commission carried out self-assessment to identify the
level of conformity to the procedures. The exercise has prepared
the Commission for ISO certification which is scheduled for the

next financial year.

The Commission has continued to participate in and to chair
the multi-sectoral national public safety initiative through the
Emergency Communications Task Force. The Task Force initiated the
procurement process of the first phase of the National Command
and Control Centre for the Police Service which will be situated
in Nairobi. The Centre will be the first among several centres for
emergency response countrywide and will be responsible for the
harnessing and deployment of resources in mitigation of any
distress or disaster in the country.

As a good corporate citizen, the Commission supported a number
of good causes during the year under review. In the wake of the
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post-election violence, the Commission donated Kshs4 million in
aid of the Internally Displaced Persons (IDPs). In addition, the
Commission donated Kshs1million in support of the Kenyan team
to the Beijing 2006 Olympics. Another CSR initiative undertaken in
the year was the launch of a scholarship fund for needy secondary
school students. The Commission will continue supporting worthy
causes in line with its CSR policy.

In the international scene, the Commission participated in various
meetings and fora in accordance with its role as the designated
government representative to various intergovernmental organizations
dealing with ICTs. The Commission also met all its obligations to
the said organizations during the period under review.

In addressing the challenge of inequalities in access to ICT
services, the Commission implemented 16 School-based ICT
centres spread across the eight provinces of the country. In
addition, the Commission funded the establishment of four (4) ICT
community access points. The Commission is anxiously awaiting
the development of a legal framework to replicate these two
initiatives throughout the country.

Vandalism of communications infrastructure continued to dog
efforts to attain universal access, as the vice resulted in the
closure of some Telkom Kenya’s rural exchanges. To rein in the
vice, the Government, during the year under review, banned
trade in copper.

The aforementioned achievements would not have been realized
without the support of staff and the Board of Directors of CCK. The
Ministry of Information and Communications provided both support
and goodwill particularly to efforts to implement the national
and international broadband infrastructure. I also wish to thank
the industry and the private sector for continued investment in
the sector and deployment of services to the public.

Charles J.K. Njoroge
DIRECTOR GENERAL
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Eng. John N. Waweru (Right), outgoing Director-General, and Safaricom CEO, Michael Joseph (left), receives 3G frequency ITU Secretary General, Hamadoun Toure (second left), and ITU Regional Hon. Samuel Poghisio (extreme right), Minister for Information and
Joseph N. Kagau (outgoing chairman). Eng. Waweru and Mr. Kagau licence from Eng. John N. Waweru Representative for Africa, Brahima Sanou (extreme left), during a visit Communications, during an introductory visit to CCK offices following
retired from the Commission in May 2008. to CCK offices. his appointment.
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ORGANIZATIONAL STRUCTURE
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Commission’s Mandate

The Communications Commission of Kenya was established in

February 1999 by the Kenya Communications Act, 1998 to license

and regulate telecommunications, radiocommunication and postal

services in Kenya, This responsibility entails:-

e Licensing (telecommunications and postal/courier)
operators and ensuring compliance

®  Requlating tariffs

e  Establishing interconnection principles

e Type-approving communications equipment

e Managing the radio frequency spectrum

¢  Formulating telecommunications numbering schemes and
assigning them to network operators;

e Implementing Universal Service/Access policies for both
postal and telecommunications services, and

e  Ensuring consumer protection

The establishment of the Commission was preceded by a Government
blueprint, the Telecommunications and Postal Sector Policy Statement
of February 1997 (revised in April 1999, December 2001 and later
in March 2006), which underlined the government’s recognition
of the importance of info-communications as a prerequisite for
socio-economic development.

The Commission’s activities, whose management is vested in the
Board of Directors, are grouped in six (6) functional departments.
These are Frequency Spectrum Management (FSM); Licensing,
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Compliance and Standards (LCS); Competition, Tariffs and
Market Analysis (CTMA), Legal Affairs (LA); Human Resources
and Administration (HRA); and Finance and Accounts (FA). In
addition, the Commission has four units, namely Communication and
Public Relations (CPR), Information Technology (IT); Procurement
(PROC); and Internal Audit. All departmental and unit heads
report to the Director-General, who is the Commission’s Chief
Executive Officer.

Creation of a Consumer Affairs Division

One of the Commission’s obligations as spelt out in Section 23 of the
Kenya Communications Act 1998, is to ensure that communications
services are provided throughout Kenya and that the interests of
all users of these services are protected with respect to prices
charged for and the quality and variety of such services. In order
to ensure the fulfillment of this responsibility, the Commission re-
organized its structure by transforming the Consumer Affairs (CA)
unit into a fully-fledged division to focus fully on strengthening
the Commission’s consumer protection function.

The Commission has, since its inception, witnessed an increase
in consumer related challenges arising from quality of service,
siting of infrastructure facilities, concerns about the possible
impacts of electromagnetic radiations on human health, and billing
complaints, among others. It is in recognition of the need to
adequately address these emergent and future consumer related
issues in the sector that the CA division was created.

Ensuring fair play
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MACROECONOMIC ENVIRONMENT

The transport and communications sector sustained an upward cent of total GDP in 2007compared to the 11.3 per cent in 2006.

growth momentum to emerge as one of the key movers of This growth was mainly supported by growth in Information

Chapter 1

economic growth in 2007. The sector grew by 14.9 per cent Communications Technology (ICT) sub-sector.

1.1 Global and Regional ICT Industry

The Internet has continued growing worldwide in terms of users

and penetration. Although developed economies still account for

compared to 11.4 per cent in 2006, accounting for 11.4 per

Table 1.1: Selected Economic Indicators

Information and Communications Technology (ICT) has turned Indicator 2003 2004 2005 2006 2007*

; ; the majority of the internet users and have the highest internet
the world into an interconnected global network of among others : ' . ‘ ' Population (Millions) 33. 34.2 351 36.1 37. N
individuals, businesses, schools, and governments communicating penetration, developing economies are slowly catching up. While ) ] )
and interacting with each other through a variety of multi-media in 2002, Internet penetration in developed economies was ten GDP at market prices (in KShs .Min.) 1,131,783 1,273,975 1,418,071 1,620,732 1,814,243
platforms. The sector has opened up new channels for service times higher than developing economies, in 2007 it was six times Growth of GDP at Constant (2001) Prices (%) 2.9 5.1 5.8 6.4 7.0
delivery in areas such as e-commerce, e-government, e-education, ~ higher (United Nations, 2008). This is because governments GDP Per Capita (in 2001 Prices) (KShs) 31,825 32,458 33,402 34,556 35,939
e-health and information dissemination in developing countries are taking steps to improve Internet o .

’ . L L. Transport and Communication GDP at Current Prices
penetration through a combination of ICT for development policies .
. ) ) (KShs Million) 104,684 125,727 147,523 182,936 207,300
The primary motivation for the growth in ICTs has come from to improve ICT access and skills, regulatory reforms to increase
the private sector, with the role of governments being that of 2 the offer of services and competition and fostering investments Postal and telecommunications GDP (In KShs Million) 28,507 30,167 38,242 49,771 63,836
facilitating an enabling environment. The challenge to incorporate in infrastructure and in the ICT industry. Transport and Communication as % of GDP 9.2 9.9 10.4 11.3 11.4
ICTs in various aspects of economic development centres on five Postal and telecommunications (In KShs Million) as % of GDP 2.5 2.4 2.7 3.1 3.5
major areas. These include support to small and medium business; 1.2 Local Environment Private sector wage employment in transport and
education; attracting modern technology industry; access to As shown in Table 1.1, the economy continued with its strong Communications (‘000s) 49.2 62.4 75.1 90.9 113.0
technology infrastructure; and business friendly government. performance. In 2007, the economy grew at an estimated 7.0% . .
Public sector wage employment in transport and
0 . . .

' ' ' ' compared to 6.4% achieved in 2006. Thus, the economy remained communications (‘000s) 37.6 38.4 38.6 39.9 36.0
In the ICT industry, mobile telephone services are the most widely on the recovery path registering 2.8 percent growth in 2003, 4.3 )
spread in the developing world. The number of mobile phone percent in 2004 and 5.8 percent in 2005. Consumer Prices, Annual Average 146.7 163.7 180.6 206.7 226.9
subscribers in developing countries has almost tripled in the [Index numbers October 1997=100]
last five years and now account for 58 per cent of mobile phone Table 1.1 shows that Gross Domestic Product (GDP) per capita \CPI Inflation Rate (Overall) % 9.8 11.6 10.3 14.5 9.8 )

subscribers worldwide (ITU, 2007). This marked increase suggests
that mobile telephony serves as a “digital bridge” which can help
many developing countries reduce the connectivity divide. China
remained the world’s largest producer of ICT goods while India took

the lead in the export of ICT related goods and outsourcing.

increased from Kshs 34,556 to Kshs 35,939 over the same period.
The improved economic performance is attributed to growth in
the Transport and Communications, Wholesale and Retail and
Manufacturing sectors. Other sectors that contributed to this
growth in the national economy were Electricity and Water; and
Mining and Quarrying.

* Provisional

* Revised
Source: Adapted from Economic Survey, 2008
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Further, the postal and telecommunications sub-sectors accounted
for 3.5 per cent of the total GDP in 2007 compared to 3.1 per
cent in 2006. The sub-sector recorded a growth of 31.6 per cent
in 2007. Mobile telephony dominated the telecommunications
market by posting a rise of 56.2 per cent in the subscriber base
to stand at 11.4 million in December 2007 up from 7.3 million in
2006. Furthermore, introduction of money transfer service using
cellular phones further boosted the growth of the sub-sector.
The communications industry continued to act as a stimulant for

growth in other sectors of the economy.

During the period under review, the industry witnessed the
privatization of Telkom Kenya and issuance of a mobile licence
to the company. The operator has invested substantially in
infrastructure development in readiness for roll-out of services
in the next financial year. Additionally, the public and private
sectors continued to invest in the maintenance and expansion
of infrastructure to ensure access to communications services
by all. The government continued to implement the Fibre Optic
National Network (FONN) and The East African Marine Systems
(TEAMS) projects. The Government’s commitment towards
implementation of a national and international fibre network is
expected to enhance the positive impact of ICT services on the
economy in the coming years through the provision of cheaper
and affordable bandwidth.

The private sector accounted for 67.2 percent of total employment
in 2007 compared to a share of 65.1 percent in 2006. Transport
and communications industry continued to register the highest
growth in employment in private sector in both absolute terms
(recorded over 22,000 jobs creation in 2007) and in percentage
terms (registered 24.3 percent growth in employment compared

to 20.1 percent in recorded in 2006). Improved activity in the

communications sub-sector, specifically the provision of mobile
telephone services, was the key contributor to this growth. The
sector also posted the highest increase in the real average wage
earnings per employee, which is mainly attributed to the rapid
growth in Internet and communication technology. This depicts
encouraging contribution of the industry to the total purchasing
power in the economy. These developments are attributed to
continued reforms in the sector and growth in the ICT sub-sector,

which have resulted in increased investment.

The outlook for the growth of the national economy in 2008,
though encouraging, has been revised downwards following the
post-election skirmishes experienced in the months of January
and February 2008. The loss of capital and investor confidence,
damage to the country’s image abroad and business uncertainty
that emanated from the violence are likely to impact negatively on
the economy. Domestic economic activity shrank by 1.3 percentage
points during the first quarter of 2008 compared to its level
over the first quarter of 2007. However, GDP is expected to grow
by between 4 and 5 per cent in 2008 in light of the formation
of the Coalition Government following the enactment of the
National Accord and Reconciliation Act 2008. The sectors that are
expected to drive growth in the economy include Manufacturing,
Transport and Communications, Wholesale and Retail, Building

and Construction and Financial Intermediation.

Economic expansion is expected to be fairly broad-based and built
on a stable macro-environment, and the resilience, resourcefulness
and improved confidence of the private sector and a rebound of
the global economy. Regionally, Kenya continues to be the primary
communications and financial hub of East Africa. It enjoys the
region’s best transportation linkages, ICT infrastructure, and

trained personnel.
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SN MANAGEMENT OF SCARCE RESOURCES

One of the core mandates of the Commission is management of scarce resources, which include radio spectrum and numbering. These
resources facilitate the deployment of ICT services. Further, radio frequency spectrum and numbering are valuable resources at the centre
of all critical communications as well as strategic services such as defense, security, transport, healthcare and emergency services.

Throughout the reporting period, the Commission continued to respond to the changing and increasing demands for spectrum and
numbering resources brought about partly by technological convergence. The Commission also continued to address itself to new
challenges.

2.1 Frequency Management

Frequency Spectrum Management involves planning, licensing, monitoring and coordination of the radio frequency resource. The
Commission regulates the radio frequency spectrum to ensure economic and efficient utilization of the scarce frequency resource for
development of radiocommunications services in the country.

2.1.1 Fixed Microwave Links
During the year under review, the Commission made frequency assignments for fixed microwave links to operators as shown in the
Figure 2.1

Figure 2.1: Additional Microwave links of Various Bands
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The demand for spectrum for fixed microwave links increased due
to entry of Telkom Kenya (15GHz) into the mobile market. The
increase in demand for spectrum in the 23GHz band is attributed
to existing operators’ strategy of continuous expansion to meet
the growing subscriber base and coverage expansion into rural

areas.

As shown in Figure 2.1, operators deployed 148 backhaul links
in the 7 GHz band for network expansion mostly in rural areas
and 120 links in 15 GHz band in various parts of the country.
The improvement was as a result of increased network capacity,
network reorganization and regionalization in the mobile sector.
There was no frequency assignment made in the 1.9 GHz band,
which is allocated for fixed wireless access mainly for Local Loop
Operators (LLO).

The assignment of frequencies in the 15GHz band mainly used by
cellular operators for approach links showed marked improvement.
The 26 GHz band is allocated to high capacity point to multi-
point links for Local Multipoint Distribution System (LMDS).
The Commission has availed the 23 GHz band mainly due to
interest from operators to deploy short backhaul links in densely
populated cities. The band is used on a shared basis with the

incumbent users.

During the year under review, Telkom Kenya retired most of its
analogue low capacity links and systems (including Instafone
Wireless Local Loop System in Nairobi, multi-access systems, single
channel radios, Kitale Digital Radio Multiple Access System-DRMAS)
and relinquished back the frequencies to the Commission.

2.1.2 Wireless Access Systems

The Commission assigned wireless access frequencies to five (5)
operators in the 3.3 GHz band with each receiving 7 MHz unpaired
spectrum. Wireless access frequencies are mainly used for various

points—to-multipoint applications.

2.1.3 Satellite Systems

In the year under review, the Commission made frequency
assignments to 27 VSAT applicants in the C and Ku bands as

compared to five (5) in the previous year.
2.1.4 Mobile Services

During the year under review, Telkom Kenya and Econet Wireless
were assigned frequencies for deployment of GSM mobile networks.
The operators were both assigned 7.5 MHz paired bandwidth in
the 900 MHz and 10 MHz paired bandwidth in the 1800 MHz
bands. The two operators are expected to launch services in the

next financial year.

i) Spectrum for Third Generation (3G) Mobile

The Commission identified and assigned 10 MHz of paired
bandwidth in the 2 GHz band to Safaricom for commercial
rollout of 3G services after a successful one-year trial period.
The service provides high speed mobile data to subscribers and
is initially available in Nairobi and Mombasa. The 3G packet-
based data offers a number of advantages over the existing
circuit-switched methods used for transporting mobile voice
and is set to increase call volumes and support multi-media

data applications, such as video and photography.

ii) GSM Cellular Base Station Transmitters

During the year under review, the cellular mobile services
recorded a tremendous growth in the number of installed
GSM base station transmitters. Safaricom rolled out a total
of 6,484 transmitters during the year thereby bringing the
cumulative total number of transmitters in their GSM network
to 23,268 as compared to 16,784 the previous year. On the
other hand, Celtel Kenya (branded as Zain in 2008) rolled out
a total of 1,998 transmitters during the year under review,
increasing their total GSM transmitters to 4,992 from 2,994

the previous period.

2.2 Broadcasting

The Commission continued to experience high demand for
broadcasting frequencies as reflected by the large number of

applications received for FM and TV broadcasting.
2.2.1 FM Broadcasting

The Commission received 295 new applications for FM broadcasting
during the year. A total of 30 FM frequencies were assigned to
broadcasters. The bulk of the frequencies assigned during the year

were recalled from broadcasters on account of non-utilization.
2.2.2 Television Broadcasting

The year witnessed the launch of the first digital mobile television
broadcast network in Kenya. The Commission assigned a total
of nine (9) TV broadcast channels to Digital Video Broadcasting-
Handheld (DVB-H) during the review period.

Utilization of analogue TV broadcasting frequencies remained
relatively the same as the previous year. This is due to the
Commission’s deliberate decision to discontinue assignment
of analogue TV frequencies in order to prepare the country for

transition to digital TV broadcasting.

Table 2.1: Digital Migration Timelines
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The high demand for broadcasting frequencies reflects scarcity
of the resource as demand has already outstripped supply. It is
anticipated that transition from analogue to digital broadcasting
will help in reducing the number of waiters due to the spectral

efficiency of digital technology.
2.2.3 Transition to Digital Television Broadcasting

The Commission took a leading role in facilitating and coordinating
the activities of the Taskforce on Transition from Analogue to
Digital Broadcasting and Digital Television Committee (DTC).
The Commission organized and conducted a stakeholders’ forum
where interested parties were sensitized on the transition. The
consultative process resulted in a task force report in which
views of the stakeholders were incorporated and presented to

the Ministry of Information and Communications.

Following the recommendations of the taskforce, the DTC was
established to spearhead the implementation/adoption of
digital broadcasting in Kenya. The DTC was mandated to develop
recommendations for effective implementation of digital broadcasting
so as to ensure that the country experiences a smooth transition
from analogue to digital broadcasting. The Commission serves as
Secretariat to the Digital Television Committee. The transition
to digital broadcasting is slated to progress along the major

milestones as shown Table 2.1

-

Activity

Switch on of digital signal and commencement of simulcast period

Simulcast period

End of simulcast period and switch off date of analogue signal

S

Target Dates
30th August 2009
30th August 2009 to 30th June 2012

1st July 2012
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The transition to digital broadcasting is expected to result in
many benefits (digital dividends) to Kenyans. This will emanate

from greater spectrum usage efficiency.

The digital dividends that shall be gained upon transition to digital

TV broadcasting include:

e Additional services: Consumers will have a wider choice of
enhanced broadcasting applications, multimedia data and
entertainment services.

¢ Higher video and audio quality.

® Greater spectrum efficiency due to associated digital coding
techniques and the additional number of frequencies;
and

® More broadcasters due to more programming channels that
can be accommodated in one frequency.

® Freed spectrum: The switch off of analogue terrestrial
broadcasting will release some frequency spectrum which

will be reassigned for new services.

2.3 Radio Spectrum Utilization Audit

During the period under review, the Commission carried out an
assessment of spectrum utilization in the country and updated
the Spectrum Audit Report that presents an audit of the use of
spectrum for mobile, fixed, and broadcasting services in various
bands. The Audit report enabled the Commission to improve

planning, allocation and utilization of frequency spectrum.

2.4 Best Spectrum Management Practices

The Commission reviewed the current spectrum management

practices in Kenya based on the three main functions of frequency

planning, frequency licensing and frequency monitoring. Frequency
planning is drawn from the international planning of the ITU from
which the Kenya National Table of Frequency Allocation is derived.
The review focused on the examination of convergence and its
effects on frequency spectrum management and presented case
studies of selected administrations on spectrum auctions and
specific Spectrum Management practices. Based on the review,
the Commission is exploring a number of spectrum management

strategies including:

(a) Zoning - For the purposes of spectrum pricing, the country
may be defined into zones which would be incorporated

in the current spectrum pricing method.

(b) Market Based Mechanisms - It is clear that the introduction
of unified licensing market structure will require adoption
of market based mechanisms such as spectrum auctions
rather than the traditional methods of spectrum licensing.
The current traditional pricing methods are suited to
environments where supply matches demand. Market-based
mechanisms will be used for frequencies where demand
exceeds supply such as the 2.3-2.7GHz spectrum band
and any other prime bands that may become available in
the future.

(c) Migration of some Government Services to Appropriate
Bands - The Commission initiated plans to migrate some
government entities from prime spectrum bands in high
demand from private commercial operators who want to
introduce new services such as WIMAX in the 2.3 and
2.5GHz bands.

2.5 Numbering

The demand for numbering resources continued to rise during the
year under review, signifying increased demand for services. The

Commission assigned eight (8) National Destination Codes.»

Table 2.2: Assigned Numbering Resources as at June 2008
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The assignment availed additional capacity of 8 million subscriber
numbers to cellular mobile operators and 100,000 fixed subscriber
numbers to fixed wireless operators. Other numbering assignments
included two (2) issuer identifiers, four (4) Network Codes and

two (2) mobile network codes.

/Type of Resource 2003-2004 2004-2005 2005-2006 2006-2007 2007-2008 B
National Signalling Point Codes 186 203 228 233 361
International Signalling Point Codes 2 2 2 6 6
Mobile National Destination Codes 5 8 10 16 24
Mobile Subscriber Numbers 5,000,000 8,000,000 10,000,000 16,000,000 24,000,000
Fixed Local Numbers 350,000 1,210,000 1,625,000 1,629,000 1,729,000
Toll free 0800 Numbers - - - 5,010 15,010

N

Source: Communications Commission of Kenya

There was a general increase in demand for numbering resources as
shown in Table 2.2. The assignment of toll free numbers increased
by about 200%, while that of the mobile national destination codes

and mobile subscriber numbers increased by 50%.

The Commission applied to the ITU for additional International
Signaling Point Codes (ISPCs) in preparation for the Unified
Licensing Regime and the request was granted. ISPCs are used
to establish direct signaling links and interconnection with

international networks.

The Commission designated short code 116 to be used for children
in distress situations in Kenya. This was based on the World
Summit on the Information Society (WSIS) Tunis Agenda 92, ITU-T
Recommendation E.164 Supplement 5 and the recommendation
of the 15th EARPTO. Whenever the number is dialled regarding a
child in distress, the access and services coordinated by Children’s
Department of the Government of Kenya will be provided free of

charge.
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INNOVATION

The communications sector in Kenya has maintained an upward
trend since liberalization. Enhancement of competition has
spawned deployment of innovative products in the market to
meet consumer demands. To ensure that the sector thrives, the
Commission has an obligation to facilitate competitive environment
as provided for by the Act. The Commission also has a role in
promoting investments in the sector by creating a favourable
business environment through enabling regulation.

3.1 Telecommunications

The growth of and expansion in telecommunications networks
has completely transformed both commercial and individual
communication and opened up untapped areas within the economy.
The country has witnessed increased use of communication services
not only in the direct use of voice and data services, but also in
other enabled and enhanced services. Many players have joined
the industry ranging from network providers, service providers,
equipment providers, to vendors. The advancement in the sector
has been driven mainly by technological convergence, especially
in radiocommunication, that has made it possible for provision
of competitive and quality services.

Currently, there are four licensed mobile operators, namely Safaricom,
Celtel, Econet Wireless, and Telkom Kenya (which is also the sole
national fixed network operator). The opening up and development
of the sector is set to be enhanced by technological convergence
and implementation of a unified licensing framework.
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ENCOURAGING COMPETITION AND

The sector registered 13.5 million subscribers up from 9.7
million subscribers in June 2007 (with mobile users accounting
for 96%). This growth led to an increase in accessibility from
28% to 36.2%. Competition in the sector also spurred product
and service innovations, especially in the mobile sector, with
the operators coming up with tariffs that address user demands
and lifestyle.

3.1.1 Fixed Network

Fixed network services are offered by Telkom Kenya Limited
(TKL) and the two operational Local Loop Operators (LLOs) - EM
Communications (Popote Wireless) and Flashcom. While Telkom
Kenya offers services using both copper and Code Division
Multiple Access (CDMA), the LLOs are basically providing their
services using CDMA. The total fixed line (including wireless)
subscribers increased to 537,128 in June 2008 up from 347,226
by the end of June 2007. Of this, fixed wireless accounted for
284,513 subscribers. The increase in subscriber numbers led to
an increase in fixed tele-density from 0.9% in 2006/7 to 1.4%
in June 2008.

While growth in the fixed network segment was not very high,
much growth is expected especially in the wireless segment in
the coming years with the expansion of wireless networks and the
privatization of TKL which is expected to change focus towards
improvement in service delivery. Table 3.1 shows TKLs network
development and the corresponding traffic over the years.
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Table 3.1: Telkom Kenya’s Network Growth Indicators The poor performance of the fixed wireline services may be attributed Over the same period, TKLs international traffic (both outgoing
mainly to cable vandalism that has affected the operations of and incoming) declined due to competition in the international
Type AL S CISDEE S T TKL. On the other hand, the number of customers waiting to be gateway market from the mobile operators and the use of Voice over
Wireline Capacity 531,442 513,82 516,993 505,103 512,281 connected to the wireline network has substantially dropped over Internet Protocol (VoIP). The number of payphones, on the other
the years from a high of 109,758 in 2003/4 to 8,194 in 2007/8. hand, increased from 5,045 in 2006/7 to 5,513 in 2007/8.
Wireline Connections 299,225 278,867 293,364 263,122 252,615 This could be ascribed to a reduction in demand for wireline services
Wireless Connections 0 0 0 84,104 274,449 as well as improvement in service provision by TKL.p
Urban Connections 284,264 264,509 279,079 251,924 246,927
Fi 3.2: Telkom Kenya’s International Traffic
Rural Connections 14,961 14,358 14,285 11,198 5,688 1gdre 2.£: fetiom Beny
Waiters 109,758 93,192 64,618 26,925 8,194 / \
International Outgoing Traffic (Minutes) 29,699,445 42,558,605 46,957,348 27,363,876 15,582,304
2007/08
International Incoming Traffic (Minutes) 146,945,828 157,836,403 113,692,918 85,672,270 83,148,332
2006/07
Traffic to Mobile networks (Minutes) 209,944,354 | 163,324,095 | 150,000,000 | 124,378,826 98,238,064 B 200506
5]
Payphones 9,798 8,915 7,232 5,045 5,513 T eossos
- N N
Source: Communications Commission of Kenya 2003/04
The year under review saw TKL expand its fixed wireline capacity to 512,281 and attain a total subscriber rate of 527,064 (for both o 50,000,000 1000,000,000 150,000,000 200,000,000
wireline and wireless). The bulk of the subscriber growth in TKL came from wireless connections which increased from 84,104 in Traffic Volume
2006/2007 to 274,449 in the 2007/2008 financial year. The fixed wireline urban and rural connections have also declined over the _ _ —
same period. As illustrated in Figure 3.1, wireline connections have been declining over the years while wireless subscribers have been - Intemah_onal Incomfng Traﬁc_lc (M_mUtes)
B  International Outgoing Traffic (Minutes)
steadily increasing.

Figure 3.1: TKL's Subscriber Growth Trend in the last Five Years

N

!

- ™
350,000
100,000 The total LLO subscribers increased marginally over the review period The total incoming traffic increased by 15.8% from 801,182.78
oo \"’\ . from 9,841 to 10,064. The positive change in LLO subscriber numbers minutes in the previous year to 927,897.00 minutes. The total
2 ' / came from prepaid customers who increased from 3,785 to 4,687 outgoing traffic grew by 56.1 % from 1,983,653.41 minutes in
Lﬁ 200000 while the postpaid subscribers declined from 6,056 to 5,377. The the previous year to 3,097,735.00 minutes in June 2008. This
% 150,000 / type of line connection (whether residential or business) did not is mainly attributed to the reduction in the transit cost through
. 100,000 / change much with the proportion of business lines remaining high switched networks from KShs.2.00 to KShs.1.08 following the
50,000 / though converging towards that of residential lines. Employment implementation of the interconnection determination by the
/ levels increased by 43.7% from 95 in the previous year to 141 Commission.
’ 2003/2004  2004/2005 2005/2006 2006/2007 2007/2008 with an additional investment of KShs.34 million during the year.
Period
\_ | —— Wireline Connections —=—  Wireless Connections | .
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Table 3.2: LLO Growth Indicators

Figure 3.3: The Mobile Operator’s Capacity and Connections
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The growth in mobile subscribers has been supported by an increase in base transmitter stations (BTS) from 1,924 to 2,658 over the

review period. Innovation in the mobile sector has also led to a number of additional value added services, resulting in connection

of more subscribers. In the same period, the volume of SMS messages declined by 9% to reach 287,145,378 in June 2008 from

315,557,601 in June 2007. This may be attributed to a reduction in voice call charges over the same period. The mobile networks

recorded international incoming traffic of 304,671,300 minutes while international outgoing traffic was 119,148,600 minutes within

the review peri

od.

Table 3.3: Mobile Network Growth Indicators

O )
Type 2005/06 2006/07 2007/08
Postpaid Subscribers 376 6,056 5,377
Prepaid Subscribers 308 3,785 4,687
TOTAL NUMBER OF SUBSCRIBERS 684 9,841 10,064
Residential Lines - 4,127 4,428
Business Lines - 5,714 5,636
Total Exchange Capacity - 40,000 40,000
No. of Base Transceiver Stations (BTS) - 22 22
No. of Exchanges - 2 2
Full Time Telecommunication Staff - 95 141
Total Annual Revenue - 166,610,206 169,933,000
Total Annual Investment - 670,242,951 34,466,417
Incoming Traffic (Mins) - Switched - 322,705.32 891,649
Incoming Traffic (Mins) - VoIP - 478,477.46 36,248.00
TOTAL INCOMING - 801,182.78 927,897.00
Outgoing Traffic (Mins) - Switched - 520,215.41 2,289,484
Outgoing Traffic (Mins) - VoIP - 1,463,438.00 808,251.00
TOTAL OUTGOING - 1,983,653.41 3,097,735.00

Source: Communications Commission of Kenya
3.1.2 Mobile Network

The mobile sub-sector has had the most successful growth in the telecommunications sector as depicted by the subscriber growth
rates. The mobile telecommunications market segment has experienced intense competition between the two operators (Safaricom and
Celtel) as they tried to gain substantial market share before the entry of the two new mobile operators licensed within the calendar year
(Econet and TKL). The entry of these operators is expected to increase competition and eventually lead to an increase in the number
of mobile subscribers.

Over the year, the mobile network subscriber growth rate was 39% resulting in mobile subscribers increasing from 9.3 million in 2006/07
to 12.9 million in 2007/08 as reflected in Table 3.3. This led mobile penetration rate to increase from 25.8% to 34.8%. The growth is
attributed to affordability of the handset, reduced call tariffs, and aggressive marketing by the mobile service providers.

Type 2003/2004 2004/2005
Capacity 3,935,000 6,800,000
Connections 2,546,157 4,611,970
BTS -

SMS - -

Source: Communications Commission of Kenya

2005/2006
10,600,000
6,484,791
1,519

201,445,683

(o)

2006/2007 2007/2008
18,200,000 25,964,700
9,304,818 12,933,653
1,924 2,658
315,557,601 287,145,378

-

The use of mobile technology to provide money transfer services expanded as Celtel launched the service, branded as Sokotele.

Safaricom launched the M-Pesa service in the previous year. These products have transformed the local money transfer system enabling

the unbanked to access financial services.
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3.1.3 Tariffs and Competition

Tariff regulation and competition remain part of the core mandates
of the Commission. To ensure tariffs are cost-based, the Commission
implemented the second phase of the Telecommunications Network
Cost Study recommendations. This was after an evaluation of the
implementation of the first phase of the Determination 01/2007,
which identified developments and challenges. p

Figure 3.4: Average Voice Tariff Trends 2004-2008

The first phase of implementation saw interconnection rates
decline by 37%. This partly contributed to the increase of over
25 % of incoming and outgoing traffic. Further, on average, the
tariffs charged by operators decreased by between 30% and 50%,
depending on the mode of payment and tariff plans. As shown in
Figure 3.4, the mobile call charges to another network, for mobile
and fixed, have equalized and the average prepaid call charges are
higher than average postpaid call charges.
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Based on the determination, new interconnection rates were
issued with effect from March 2008. The operators, filed deed
variations of interconnection agreements with the Commission for
approval. The reduction in the interconnect rates has intensified
competition in the mobile industry resulting in reductions across
the various tariff plans. The implementation of the last phase of
the recommendations of Telecommunications Cost Study will be
done in the third quarter of 2008,/09.

In the Internet market, increased competition has led to a reduction
in the cost of international bandwidth over the years as illustrated
in Figure 3.5. By the close of the year under review, the cost of
1Mbps of bandwidth was KShs 272,000 per 1Mbps down from KShs
390,000 in June 2007. The corporate leased line usage monthly
charge also declined from US$ 5,208 in 2007 to US$ 3,346 in June
2008. The internet costs are anticipated to continue declining with
increasing competition and roll out of optic fibre infrastructure in
the country.

Figure 3.5: International Bandwidth Cost (Ksh/Mbps)
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3.1.4 Telecom Licensing

The Commission proposed the introduction of the Unified Licensing
Framework in 2004 and has been in consultation with the industry
since then. The framework proposes to change the existing market
structure to a converged, technology neutral licensing framework
and to modify the existing licences to conform to the Unified
Licensing Framework. The Unified Licensing Framework will consist
of the following broad market segments:

a) Network Facilities Provider (NFP)

Licensees under this category shall own and operate any form
of communications infrastructure, based on satellite, terrestrial,
mobile or fixed.

b) Applications Service Provider (ASP)

Licensees under this category will provide all forms of services to
end users using network services of a facilities provider.

c) Contents Services Provider (CSP)

Licensees under this category shall provide contents services material,
other information services and data processing services.

The existing licensees are expected to migrate to the unified
licensing regime.

In February 2008, the Commission published public notices in
two local dailies requesting for comments on the implementation
of the Unified Licensing Framework. Afterwards, a stakeholders’
forum was held in March 2008 to discuss the unification process
and deliberate on the way forward. The forum mandated the
Commission to implement the Unified Licensing Framework from

July 2008.

The Commission, pursuant to Section 82 of the Kenya Communications
Act, 1998, published the intention to modify existing licences to
Unified Licensing Framework in May 2008 in the Kenya Gazette.
The Commission, as part of implementing the Unified Licensing
Framework, shall make the use of Service Level Agreements (SLAs)
a requlatory requirement to be met by all future unified licence
holders. Meanwhile, licences continued to be issued under the
existing market structure.

=@
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The total number of telecommunication licences issued by the  Further, the licence fee under this category was zero rated. Similarly, Figure 3.6: Growth in Number of Licences

Commission under different categories reached 2,639 by June a higher increase was recorded under the Data Carrier Network — ~
2008 increasing by 194 during the review period. As indicated Operator licence (DCNO) as a result of the merger of Commercial

in Table 3.4. the highest growth was registered in the Business VSAT and Internet Backbone licences into DCNO licence in the 3,000

Processes Outsourcing category whose licensing procedures were  year 2006/07. A notable growth was registered in the ISP licence 2,500

reviewed to encourage investments in the industry. p category due to opening up of the VoIP market. 2,000

1,000

Table 3.4 Growth in Number of Licenses

( \ ( \ 500
Licence Category 2003/04 2004/05 2005/06 2006/07 2007/08
0 T T T T
2003/04 2004/05 2005/06 2006/07 2007/08
Vendors & Contractors 822 846 867 887 917 Vear
) N /

Technical Personnel 172 207 257 287 315
Internet Service Providers 58 59 72 83 108 3.1.5 Additional VHF & HF stations
Vel Added] Servies Pradilas 17 24 34 m 65 The Commission facilitated the licensing of new networks comprising fixed, mobile and portable VHF and HF radio stations. As shown

in Table 3.5, the Commission licensed additional 140 fixed and 571 mobile/portable VHF stations as compared to 97 fixed and 401
Public Data Network Operators 5 11 16 17 24 mobile/portable stations the previous year. This represented an improvement of 44.3 % and 42.3 %, respectively. A total of 72 HF

networks were licensed consisting of fixed, mobile/portable radio stations as compared to 53 the previous year, translating to a 35.8%

Local Loop Providers 5 10 19 23 31
increase over the previous year's level.
VSAT Terminal (through local Hubs) 271 548 673 971 1025
Table 3.5: Additional VHF and HF Stations Licensed
VSAT Terminal (through external Hubs) 48 78 101 110 121 / \ / \ / \
Radio Network Type Station Type 2003/04 2004/05 2005/06 2006/07 2007/08
Commercial VSAT Hub Operators* - 3 4 4 -
VHF Fixed 132 167 85 97 140
IBGO - 4 6 8 =
Mobiles/ Portables 720 737 422 401 571
DCNO 0 0 7 12
Total 647 904 507 498 711
Global Mobile Personal Communications by HE _y
Satellite Service Providers (GMPCS) 1 1 2 2 3 x€ 41 106 22 14 48
Business Processes Qutsourcing - 1 2 18 RIS/ 120 % 29 39 24
Total 1,399 1,972 2,051 2,445 2,639 Total . ) 200\ 1) 3| 2 )

.. .. Source: Communications Commission of Kenya
Source: Communications Commission of Kenya

Figure 3.6 depicts a steady positive growth in the number of telecommunications licences from 2004 to 2008. Dunng. the perIde under review, the Comm1ss1<?n canc.elleq 200 land .m.oblle radio networks largely due to licensee’s cessation of
operations and in other cases due to non-compliance with licence conditions.
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The number of alarm radio networks increased to 92 from 77 the previous year while the number of alarm units increased to 28,396
from 26,634 the previous year as detailed in the Figure 3.7. The increase is attributed to increased deployment of vehicle tracking units

and alarms in homes to back up security systems.

Figure 3.7: Number of Alarm Companies and Networks
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3.1.7 Renewal of Existing Radio Licences

A total of 1,081 existing radio licences were renewed compared to 3,635 the previous year, as depicted in Figure 3.8. The decline in
use of VHF radio for private communication was due to lapse of private network’s licences and adoption of wireless services such as

CDMA and GSM by licensees.

Figure 3.8: Radio Licences Renewed
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3.2 Internet Services

Internet service is critical to the development of the ICT sector
and to the national socio-economic development. Internet
penetration in Kenya is low and lags behind the penetration of
other ICT services (e.g. mobile) despite the liberalization of the
sector. In order to improve the uptake of Internet services, the
Commission, through the community ICT telecentres, partnered
with implementing agencies in the development of local content
that is geared towards assisting communities to access information
that is beneficial for their day-to-day activities.

Access to Internet services has continued to be hampered mainly
by high access charges brought about by high costs of bandwidth.
The international gateway bandwidth has increased tremendously
over the last year to reach 1,037.4 Mbps from 420Mbps in June
2007. This was attributable to increasing number of licensed
international operators. The level of utilization as at June 2008
was 91.5% with close to 70% of it being consumed by Internet
service providers. The number of cybercafés connected were 390
in June 2008 compared to 129 in June 2007. The demand of
bandwidth is expected to continue increasing as the customer

base expands.

Based on the returns received from 23 ISPs and 22 Internet
backbone providers, the total estimated revenue generated from
the Internet market segment increased from KShs. 4,949,472,726
in 2006 to KShs 5,046,259,339 by the end of 2007. Out of this,
the 23 ISPs contributed KShs.2,193,542,480 up from the previous
year’s revenue of KShs 1,791,644,213 from 20 ISPs.
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3.3 Postal Services

The Commission continued to create a favourable environment for
the development of the postal/courier market segment. A Postal
and Courier Market Study was commissioned during the year under
review with a view to identifying, among others, the key factors
that influence postal and courier development. The study will also
analyze the performance of the Public Postal Licensee (PCK) with
regards to quality of service standards for basic postal services.
The results will assist the Commission in making the necessary
interventions to ensure provision of quality postal services.

3.3.1 Network Development

The postal and courier market segment registered positive growth
with regard to network development. The sub-sector also recorded
an increase in the level of competition as depicted by the expansion
of outlets and the number of licensed courier operators. As shown
in Table 3.6, the total number of postal courier outlets grew from
1,275 in 2006/07 to 1,350 by the close of 2007/08, posting a
6% growth compared to a decline of 1% last year.

The total number of outlets operated by private courier operators
continued to increase steadily for the fifth year running. Similarly,
Postal Corporation of Kenya (PCK) outlets registered a positive
growth of 3%, after witnessing a declining trend between 2003/04
and 2006,/07 period.

Private letter boxes continued to play an important role as the
last mile in the delivery of postal items by PCK. In this regard,
the total number of installed private letterboxes grew to 414,616
in June 2008 from 411,716 the previous year.

=@



@ @ Annual Report 2007-2008

34@@

Table 3.6:
Network
Postal Corporation of Kenya
Total Post Offices
Departmental Offices
Sub-Post Offices
Private Letterboxes Installed

Rented

Unlet

Letter Posting Boxes

Public Counter Positions

Automated
Non-automated

Stamp Vending Licensees

Stamp Vending Machines

Private Operators Outlets

Total Outlets (Post offices + Private operators outlets)

Source: Communications Commission of Kenya

Figure 3.9 illustrates the growth trends of postal and courier outlets. The outlets of private courier operators depicted a steady positive

Postal and Courier Network Indicators

2003/2004

872

486

387
396,511
295,160
101,351
1,065

1,368

1,368

3,730

410

1,283

2004/2005

861

494

367
399,667
305,458
94,199
1,049

1,377

1,377

4,088

437

1298

2005/2006

768

498

270
400,016
308,760
92,476
1,049
1,388
79
1,309

4,242

521

1289

2006/2007

721

498

223
411,716
321,217
90,499
966
1,388
79
1,309
4,125
264

554

1,275

growth whereas those of PCK showed general decline with a modest positive growth during the review year.

2007/2008

144

495

249
414,616
335,438
79,178
827
1,390
94
1,296
4,609
246

606

1,350
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Figure 3.9: Postal and Courier Outlets Growth
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3.3.2 Postal Licensing

As indicated in Table 3.7, the number of licensed operators increased to 148 following the licensing of 14 new operators mainly in
the intra-country and intra-city categories during the year. About 75% of the licensed courier operators are in the intra-country and
intra-city categories, implying that most parts of the country enjoy access to courier services, thus creating choice for those seeking
courier services between various parts of the country. The increase is also attributable to the decision by the Commission in the 2006/7
financial year that saw the scaling down of postal licence fees to facilitate entry into the market segment. These are also fruits of the
Commission’s spirited postal enforcement and sensitization campaigns that have been stepped up lately to ensure a level playing field
and consumer awareness of available investment and market opportunities.

Table 3.7 Number of licensed Postal and Courier Operators (2004 - 2008)

Category of Operator 2003/2004 2004/2005 2005/2006 2006/2007 2007/2008
Public Postal Licensee 1 1 1 1 1
International operators 11 10 12 13 14
International Inbound operators 5 8 9 11 11
Regional operators 3 5 7 9 10
Intra-country operators 32 40 47 66 75
Intra-city operators 22 25 28 33 36
Document exchange operators = 1 1 1 1
Totals 74 90 105 134 148

-

Source: Communications Commission of Kenya
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3.3.3 Postal Tariffs

The Commission granted the Public Postal Licensee’s request to
adjust tariffs of some of its products. In that regard, charges for
letters between 20 and 50 grams went up by 16.7 % while those
above 50 to 100 grams increased by 14.2%. Further, the rental
fees for private letterboxes for Special Group of Corporate Users
increased by 2.7%. The increases were occasioned by the need to
align the tariffs to the cost of service provision. The adjustment,
however, did not include letters below 20 grams, a service line,
which is considered as used by the majority of ordinary public. This
was in recognition of the need to provide basic postal services at
affordable rates, which is one of the important tenets of Universal
Service Obligation (USO).

3.4 Embracing New and Emerging
Technologies

An important function of the Commission is research in new and
emerging technologies with a view of facilitating requlatory best
practice in a rapidly changing environment. During the year, the
Commission handled the following:

3.4.1 Cable Television Network Guidelines

The Commission developed draft guidelines for use in regulating
the operations of Cable TV networks. This task was necessitated by
the possible expansion of services offered by Cable TV operators to
include Voice over Internet Protocol (VoIP) and Internet Protocol
Television (IPTV).

3.4.2 Broadband over Power Line

As electrical infrastructure is more widely dispersed compared to
telecommunications infrastructure, Broadband over Power line
(BPL) has been proposed as a technology to deliver broadband
services particularly to the rural areas. The Commission developed
an information paper on BPL which included BPL technology,
implementation, advantages and disadvantages of the technology
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and experiences from other countries. The information will benefit
the stakeholders and inform the regulatory policy framework.

3.4.3 Radio frequency Identification Technology

Radio Frequency Identification (RFID) is a technology that allows
the identification and remote tracking of products, pets and even
people through the use of radio waves. RFID stands to replaces
bar-codes as it is more effective because each RFID “chip” has a
unique serial number.

The Commission studied RFID technology with a view of providing
the background information and proposing means of enhancing
its development in the country. The information paper discussed
how the RFID technology works, regulatory and standardization
issues, operating frequencies for various RFID systems, the merits
and demerits of the technology. The paper also discussed various
applications of RFID technologies, including transport payments,
product tracking, automotive applications, animal identification,
inventory systems, human implants and telemetry.

3.4.4 Internet Protocol Version 6 (IPv6) Implementation

The Commission commenced the process of developing guidelines
for migration from IPv4 to IPv6. In preparation for the migration,
the Commission facilitated IPv6 sensitizations workshops for
stakeholders. IPv6 is the technological solution that allows for
a vast expansion in the number of Internet addresses. At the
moment, most of the Internet uses IPv4 that provides just over
4 billion unique addresses on the network. Whereas 4 billion
addresses were seen as more than sufficient, the explosion in the
Internet’s use has rapidly seen those addresses depleted. IPv6
theoretically allows for 340 trillion addresses.

3.4.5 Radio Systems

During the year, the Commission also reviewed specifications for
radio systems. The Specifications assist the commission during
evaluation of type approval applications.

Annual Report 2007-2008
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Chapter 4

The Commission has the mandate to protect consumers with
regard to communications services provided throughout Kenya
with respect to prices charged for and the quality and variety of
those services. In fulfilling this mandate, the Commission ensures
compliance with licence conditions.

4.1 Monitoring and Enforcing Compliance

The Commission uses various ways to enforce compliance. These
include inspections, frequency spectrum monitoring, quality
of service measurements, analysis of compliance returns, and
certification of network installation standards and type approval
of ICT equipment. Inspections are carried out by visiting licensees
to determine compliance with specific provisions of the Act,
Regulations and the respective licences. Spectrum monitoring is
carried out to ensure that radio spectrum users communicate without
interference from unauthorized spectrum users and to resolve
reported cases of interference. Quality of service measurement
on the other hand is carried out on cellular mobile networks to
determine the level of quality of services offered to the public by
the mobile operators. The quality of service measurements enable
the Commission to independently verify the compliance return
information submitted by the operators on the level of quality of
service provided to the public.

To facilitate interoperability of telecommunication equipment
and networks installed by different operators, the Commission
type-approves all telecommunication equipment. This ensures that

ENSURING COMPLIANCE AND
EMPOWERING CONSUMERS

there is conformity to the national and international standards. In
addition, the Commission also carries out certification exercises
to ensure that the set standard for telecommunication networks

are not compromised.

To ensure accuracy and integrity of measurements, the Commission
made concerted efforts to calibrate some of the equipment used
for monitoring and inspection exercises. The Commission’s quality
management systems call for an effective system which includes
formal, periodic, and documented calibration of all measuring
instruments. Calibration is often regarded as the process of
adjusting the output or indication on a measurement instrument
to agree with value of the applied standard, within a specified
accuracy.

4.1.1 Inspection of Licensed Operators

(@)  Telecommunications and Broadcasting

In fulfilling its enforcement mandate, the Commission carried
out inspections on the licensed telecommunication operators/
service providers, broadcasters and suspected illegal operators.
The inspections were aimed at ensuring compliance with licence
conditions, the Act and the Regulations as well as to ensure fair
competition in the market. The inspections revealed that 90% of
the licensees inspected were compliant with the licence conditions.
Appropriate warnings were issued to non-compliant licensees
some of whom have since complied. The Commission has initiated
enforcement actions on those who have not responded.
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The number of operators and service providers inspected during the year under review are as shown in Table 4.1

Table 4.1: Number of Licensees Inspected

) 0
No Category No. Inspected No. of Licensees
1. Data Carrier Network Operators 3 12
2. Local Loop Operators 15 23
3. Private VSATs 58 588
4. Premium Rate Service Providers 26 57
5.  Internet Service Providers 13 82
6.  Internet Backbone and Gateway operators 3 3
7.  Cable Television Networks 6 15
8.  Vendors 9 718
9. TV and Radio Broadcasters \ 27 ) \ 82 )

Source: Communications Commission of Kenya

Following industry concerns over alleged unfair competition from the deregistered Internet Service Providers (ISPs), the Commission
carried out inspections on the 29 ISPs deregistered in October 2006. The exercise established that none of the deregistered ISPs was
in operation.

(b)  Network Standards and Equipment Inspections

The Commission’s regulatory mandate includes enforcement of network standards. This responsibility entails inspection and certification
of ICT installations including terminal equipments and wiring to ensure compliance to set installation standards. Additionally, the
Commission carries out inspection of licensees seeking numbering resources to determine compliance to standards and type approval
requirements prior to assigning them with the resources (for instance during the year, three (3) DCNOs, two (2) ISPs and two (2) PRS
providers were inspected).

As indicated in Table 4.2, a total of 111 installations including terminal equipment and wiring were inspected. Out of the 111 inspected,
73.9% conformed to the set safety and installation standards. This showed an improvement in conformity from the 64.4% recorded
in 2006/07. This was attributed to improvement in the standard of installations done by private contractors in Nairobi and Mombasa,
increased inspection activities by operators, combined with increased sensitization and inspection work by the Commission.

=@
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Table 4.2 Summary of Network Standards and Equipment Inspections

Inspections Number inspected Number conformed to standards | Percentage of conformi's
Inspections done 84 65 77.4%
VSAT Licenses 27 17 63.0%
Grand Total 111 82 73.9% )

Source: Communications Commission of Kenya

On the other hand, as depicted in Figure 4.1, declining performance was noted in the North Rift and Central Rift regions. This depicts
lack of an effective routine inspection mechanism on the part of the network operators in line with the requirements set out in the
Commission’s installation and maintenance guidelines. The Commission intends to redouble its efforts towards ensuring increased
compliance during the next financial year.

Figure 4.1: Regional Inspections Status
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(i) Non-compliance with Standards of Installations

The certification inspections carried out revealed that, about 25%
of the licensed contractors did not comply with the regulatory
requirements in regard to installations standards. In order to
remedy this situation and update the licensees on regulatory
requirements, the Commission held 13 seminars across the country
for the contractors and operators. The Commission also initiated
the process of updating the contractor licence to introduce
specific conditions and penalties with a view to improving on
the compliance levels.

(c)  Postal Compliance

The Commission carried out inspection exercises on postal/
courier operations and found three (3) firms operating without
the mandatory licences. In an effort to promote a level playing
field in the industry, the unlicensed operators were taken to court,
where they were fined for operating courier services illegally.
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4.1.2 Frequency Monitoring and Inspections
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(a) Frequency Monitoring and Interference Resolution
The Commission continued to enhance surveillance of the
broadcasting band (FM Radio & TV). The surveillance was carried
out on a weekly basis in Nairobi and Mombasa and periodically
during the inspection visits countrywide. In total, 47 and eight (8)
weekly broadcast surveillance exercises were performed in Nairobi
and Mombasa, respectively. In addition, 12 and five (5) monthly
measurements of technical characteristics of all FM sound broadcast
stations were performed in Nairobi and Mombasa, respectively.
In order to enhance efficiency in monitoring and surveillance,
the Commission outsourced connectivity services to its remote
monitoring stations.

In the HF and V/U/SHF bands, monitoring of the spectrum was
performed during frequency clearance, occupancy and interference
resolution tasks. In this regard, a total of 30 clearance cases
were concluded. Of these, two (2) cases were in the HF while
the remaining 28 cases were in the V/UHF band as shown in the
Table 4.3.

Table 4.3: Clearance and Interference Resolution (2007/2008)

Nature of Work Band

1 Clearance V/U/SHF
HF

2 Interference V/U/SHF
HF

Source: Communications Commission of Kenya

Brought Forward New Total Finalized

Number of Cases

0 28 28 28
1 1 2 2
5 39 44 34

0 \ 9 ) 9 \ 7 J

During the period under review, six (6) interference cases were carried over from the 2006-/2007 period, comprising 1 HF and 5 V/U/

SHF cases. A total of 45 new cases of interference were received, consisting of nine (9) HF and 36 V/U/SHF cases. The Commission
handled a total of 51 cases, made up 10 HF and 41 V/U/SHF cases. Out of these, 41 cases were resolved and comprised 7 HF and 34

40 O O Ensuring fair play

V/U/SHF cases, respectively.

Ensuring fair play Q O 41



@ @ Annual Report 2007-2008

(b)  Field Inspection of Radio and Broadcasting
Installations

The Commission carried out countrywide inspection exercises in
Nairobi, South Rift, Coast, Nyanza, Western, Eastern, North Eastern
and Mt. Kenya regions. These inspections were on installations
of licensees in the HF and V/U/SHF frequency bands. Inspections
were not conducted in the North Rift areas during the year due to
security concerns in the aftermath of the post-election violence,
leading to a decrease in the number of inspections relative to
the previous year. In total, the Commission carried out 417
inspection cases in the year. The Commission also carried out
on-site inspection of 72 broadcast transmitters and 27 broadcast

studios countrywide. Out of the total inspected cases, 68 were
found to be violating some of the frequency licence conditions.
The Commission instructed the affected broadcasters to rectify
the anomalies accordingly.

The monthly on-site inspections in the land mobile service were
carried out are illustrated in Figure 4.2.

The decrease in inspections in January and March was as a result
of suspension of inspection activities arising from insecurity
witnessed around the country as a result of the post-election
violence. In February, inspection activities were concentrated in
Nairobi where the situation was relatively calm.

Figure 4.2: Monthly Field Inspection of Radio and Broadcasting Installations
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4.1.3 Quality of Service Measurements on Mobile Networks

The Commission carried out country-wide Quality of Service
measurements on the networks of the two operational mobile
operators using the Quality of Service Measurement equipment
(Q-voice). These measurements were carried out in all provincial
headquarters (Nairobi, Nakuru, Kisumu, Nyeri, Kakamega, Mombasa,
Garrisa and Embu), major roads connecting these towns and other
urban centres along the main highways.

The Commission also used the Q-voice to address specific complaints
raised by the members of the public on poor quality of service.
Through the Q-voice measurements, it was possible to confirm those
complaints and subsequently inform the operators for remedial
action, resulting into improved quality of service.

The results of the measurements carried out revealed that the two
mobile operators registered low quality of service in a number
of parameters, including completed calls, call success rate, speech
quality, call block rate, signal strength and signal quality. However,
the operators performed well in such areas as call drop rate and
call set up time.
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In an effort to address low quality of service, the Commission
directed the mobile operators to improve on quality of service.

4.1.4 Type Approval

Type approval of network/terminal equipment is vital in ensuring
compliance with specified technical standards and safety requirements
in addition to guaranteeing network integrity. In this fiscal year,
129 type approval applications were handled and successfully
completed compared to 78 in the previous year. The 65.3% increase
is attributed to the wide adoption of wireless systems during the
year. Generally, the global trend is towards implementation of
wireless systems which are more convenient compared to fixed
systems. Additionally, because of convergence and technological
advancement most devices come with inbuilt wireless modules
that are brought to the Commission for type approval.

Table 4.5 shows the number of equipment type approved/accepted

during the year under review.
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Table 4.5: Type Approval Applications Handled

Equipment Type

Data Routers

Least-Cost Router
Gateway/Switches/PABX
PSTN/IP Server Equipment
Wireless Terminals/Systems
Transceiver-VHF/UHF
Transceiver-HF
Transceivers-CB

Low Power Wireless Terminals
Satellite Terminals

Alarm Transmitters
Broadcast Equipment

VSAT Equipment (Transceiver, BUC, HPA, etc)
GSM Interface

CDMA Interface

VOIP Terminals

Telephone Sets

Payphone

GSM mobile phone

CDMA Telephone sets

Fax

Accepted

Rejected

Total cases

Source: Communications Commission of Kenya

(ro0372000)
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47
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13

15

14

75

78
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2007/2008

6

11

11

16

129
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4.1.5 Compliance Returns

Licensed operators are required to submit quarterly compliance returns, bearing information on the licensee performance. As shown
in Table 4.6, the Commission received compliance returns from a total of 73 licensees, which represented 37% of the 194 licensees.
Analysis of compliance returns forms the basis for industry evaluation and enables the Commission to monitor the development
of the telecommunications/postal sub-sector. This helps the Commission in developing investor-friendly policies and in protecting
consumers.

Table 4.6: Compliance Returns Status

Licence Category Number of Licensees | Number that submitted returns |Level of Complianca
Mobile Operators 2 2 100%
International Voice & Gateway Operators 3 3 100%
National Long Distance Operator 1 1 100%
Local Loop Operators 23 9 39%
Data Carrier Network Operators 12 7 58%
Public Data Network Operators 11 9 81%
Internet Service Providers 91 27 29%
Premium Rate Services 42 10 23%
Business Process Outsourcing \_ 18 ) 5 \_ 28% J

4.2 Empowering the Consumer

The Commission, in recognition of the need to focus more elaborately on consumer protection, created a Consumer Affairs division to
spearhead this effort.

4.2.1 Consumer Education

During the year under review, the Commission embarked on the design and implementation of a national Consumer Education Outreach
Programme (CEP) to equip consumers with skills, information and knowledge to enable them make informed decisions regarding the
choice of products and services in the communications market. The programme, which is to be implemented through a comprehensive
communication campaign and distribution of materials, is targeted at a wider audience including the youth, parents/guardians and
opinion leaders.
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The first phase of the programme entailed the development and
dissemination of content along pre-selected themes: safe mobile
use/technologies, responsible Internet use, buyer awareness,
premium rate services, tariffs and quality of service.

The Commission has so far developed education materials (fact
sheets, press articles and drama scripts, glossaries of ICT terms)
and uploaded the same onto the Commission’s website. The next
phase of the programme entails road shows, public lectures and
other consumer events during which the education materials will
be distributed.

In the process of carrying out routine inspection and certification
exercises, there was sensitization of licensees and consumers on
their rights and obligations with regard to the services offered.
Further, the Commission requested for feedback on the challenges
facing the licensees.

4.2.2 Service Charter

The Commission, having developed the Service charter in the
previous year, undertook the task of implementing the charter
during the year under consideration. Towards this end, the
Commission published, printed and distributed over 2,000 copies
of the Charter at various public forums. The Commission initiated
the evaluation of the charter in order to establish the performance
levels on service delivery commitments.

The Commission also carried out an extensive feedback evaluation
exercise that was meant to measure its performance against
service standard commitments made in the charter amongst its
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employees and other stakeholders. This effort was initiated to
assist in reviewing and improving the Charter.

4.2.3 Environmental, Health and Safety Issues

Consumer awareness in the communications field continued to
increase during the year under review. Against a backdrop of
massive growth in infrastructure, there was an increase in consumer
concerns in health and safety in regards to base stations and towers.
The Commission encourages co-location and facility sharing on
a commercial basis. The Commission initiated, through a multi-
stakeholder effort consisting of Government agencies, residential
associations, industry players and licensees, the development
of draft guidelines for siting of communications infrastructure
(towers, masts, antennas and cable ducts). The development of
the guidelines underwent a consultative process which culminated
in the publishing of an industry Code of Practice on siting of
communications masts.

4.2.4. Consumer Protection

The Commission continued discharging its mandate of consumer
protection by facilitating the resolution of consumer complaints.
The number of formal complaints received during the year under
review was 29, which was an increase of 70.6% over the previous
period. However, the Commission recognizes that the rate of
complaint resolution remains extremely low. This is anticipated to
dramatically increase after the launch of the Consumer education
campaign. There are on-going efforts to upload consumer complaints
forms onto the website and also to have an integrated complaints
handling procedure for the entire Commission.

Figure 4.3: Complaints Distribution by Category
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The Commission participated in the development of the Consumer
Protection Bill 2007. This legislative instrument alongside
the proposed Consumer protection regulations and the Kenya
Communications (Amendment) Bill 2008 will all go a long way in

safeqguarding consumer interests in the ICT arena.

4.2.5 Engaging with Consumer Groups

During the year under review, the Commission hosted a number of
consumer organizations to deliberate and share on its consumer
protection agenda. The objective was to appreciate the consumer
issues from the perspective of the respective organizations.
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Universal access and effective use of ICTs are goals at national
level, and globally in the context of the resolutions of the World
Summit on Information Society (WSIS). In spite of growth in
access to ICTs especially through mobile telephony, many high cost
areas continue to remain beyond reach in the foreseeable future.
Access to telephony, in itself, is not enough. Many developments
require ICTs beyond the capabilities of current forms of mobile
telephony, and indeed telephony could itself be provided more
cost-effectively in some instances through taking advantage of
convergence, open access approaches and community-driven
infrastructure models. According to ITU estimates, 55 per cent of
the total rural population of sub-Saharan Africa remains without
access to ICTs - a sector that is a cornerstone for socio-economic

development of any country (ITU 2008).

ICT is seen as the missing link in poverty alleviation and
development which can only be achieved through affordable
access. Despite multiple efforts, many African countries - including
Kenya, are yet to achieve the widespread access to ICTs needed
to spur progress towards meeting the WSIS connectivity and UN
Millennium Development Goals by 2015.

The Commission carried out the following universal access

initiatives during the year.

5.1 School Based ICT Centres Project

During the year under review, the Commission implemented
16 school-based ICT centres across the eight provinces of the
country. The Commission adopted the World Bank model which

provides ICT access, capacity building and connectivity to school
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community and the surrounding population. The model is built
on the premise of using a school as the host of the ICT facilities,
to take advantage of the organizational and administrative
capacities of the institution in planning and making the services
accessible to the beneficiaries. In this project, the Commission
supplied furniture and networked five computers and a printer
to each of the beneficiary schools. The project has provided ICT
access to more than 5,404 students and 301 teachers, and the

neighbouring communities.

Apart from equipping the schools with computers, the Commission,
in partnership with telecommunication operators, ensured that
all the schools had unlimited connectivity. The project received
one-year Internet connectivity support from Safaricom Ltd to
nine (9) schools through EDGE / GPRS technology while Jamii
Telecom and Afsat Ltd supported two (2) schools and one school
respectively through VSAT technology. The Commission further
supported VSAT Internet connection in four other schools. In
addition, the Commission facilitated IT training for 40 teachers

from schools under the Universal Service Access Programme.
5.2 Community Telecenters Project

In addition to supporting School-Based ICT centres, the Commission
funded the establishment of community ICT access points.
These centres provide ICT access and training, and are expected
to promote information exchange and capacity building, thus
improving the livelihoods of communities in the target areas (e.g.
through daily market price for livestock and agricultural products

to the beneficiary communities).
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The centres are as follows:

e Sabatia Farmers Co-operative Society in Eldama Ravine
which basically deals with dairy farming products.

e Mavuli Self help Group in Chwele, Bungoma West District,
which mainly handles income generating activities for
small scale entrepreneurs.

e Mutomo Mission Hospital which provides access to ARVs
adherence information and other public health information
including reproductive health concerns and environmental
issues e.g. vegetable irrigation in the arid lands of Eastern

province.

The model involves grassroot communities (beneficiary), the
implementing partners (facilitative role) and the Commission
as the financier. The Commission ensured that the telecentres
are provided with Internet connectivity and were supplied with
requisite hardware and software. The Commission supported VSAT
connectivity in Sabatia (Koibatek) and Chwele (Bungoma West)
while Safaricom Ltd supported Internet connectivity in Mutomo

Mission Hospital.

As part of the project, the beneficiary communities and the
implementing partners have developed web portals with relevant
local content to the respective communities based on their
socio-economic needs. During the year under review the African
Centre for Women in Information and Communications Technology
(ACWICT) and the Sabatia Farmers Cooperative Society developed
a portal for the community (www.wakulimakenya.co.ke). The
other portals have been developed in conjunction with Arid

Land Information Network (ALIN) and Community Research in

SOOO

Envoronment and Development Initiatives (CREADIS) for Mutomo
Mission Hospital (http://alin.or.ke/home/ckcmutomo.html) and

for Chwele Telecentre, respectively.
5.3 Public - Private Partnership

Any universal access strategy should be a concerted effort by all
stakeholders in the sector. To achieve this goal, the Commission
has sought to strengthen synergies by working with other
stakeholders in the delivery of ICT services. The Commission
developed guidelines on collaborative framework to be used
when engaging other stakeholders in the development of ICT
in the country. Towards this end, the Commission entered into
partnerships with Safaricom Ltd, Jamii Telecom Limited and
Afsat Communications to provide Internet connectivity to the

Commission’s supported ICT centres.
5.4 Payphones Access Points

Community payphones came into being as a way of addressing
inaccessibility and providing alternative means of communications
especially due to run down/vandalized telephone booths/cable
and high costs of owning a mobile phone. While a lot has changed
since the introduction of cheap mobile handsets in the market,
community payphones have continued to play a major role as
a means of providing alternative communication services to
the public. In spite of this and as indicated in Figure 5.1, the
number of community payphones has generally been declining.
This could be mainly due to affordability of mobile and wireless

phones coupled by reduction in call charges.
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5.5 Incentives for Rural Connectivity

The Commission continued to support the universal access initiative by giving 50% discount on annual frequency fees for microwave

links installed in rural areas. This incentive encourages the major operators such as mobile companies to increase their coverage in

rural areas, thus supporting the socio economic development in the localities.
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Chapter 6

6.1 Capacity Development
6.1.1 Human Resources

Human Capital is the most important resource in any organization,
hence the need to maintain a highly skilled and motivated
workforce. In this regard, the Commission endeavoured to build
the capacity of its staff by setting aside a budgetary allocation
for training and development.

The Commission partnered with a number of institutions in knowledge
and skills transfer through various programmes. These institutions
include the Commonwealth Telecommunications Organization
(CT0), International Telecommunication Union (ITU), United
States Telecommunications Training Institute (USTTI), Eastern

Figure 6.1: Staff Training Activities for 2007/08

CAPACITY BUILDING AND
SYSTEMS IMPROVEMENT

and Southern Africa Management Institute (ESAMI), United States
Agency for International Development (USAID) and Directorate
of Personnel Management (DPM). The training covered inter lia
policy and regulation programmes, professional courses, short
management skills development, attachments to regional and
overseas utility regulators and other in-house programmes.

As depicted in Figure 6.1, policy and regulation courses accounted
for 32%, which were mainly carried out overseas and included
benchmarking visits to other regulatory bodies. Professional courses,
which are more academic and involve a longer training duration,
stood at 8%. Management and Organizational Change training
accounted for 26%, while Other Courses accounted for 34%.

As at June 2008, the Commission’s staff stood at 141, of which

Policy & Regulation

Other Courses
(partially sponsored
by the Commission)

34%

Professional
8%
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32%

Management &
Organizational Change

26%

40% were women. Six staff members retired from the services of
the Commission while three (3) members of staff were recruited.
The Commission appointed two (2) gender officers to mainstream
and ensure gender parity in the workplace.

6.1.2 ICT Sponsorship

The Commission is concerned with capacity building in the
industry, since this has a significant impact on the overall growth
in the ICT sector. In this regard and in collaboration with CTO,
the Commission facilitated the training of 40 professionals from
various operators. The Commission also conducted attachment/
internships for 21 students from various colleges and universities,
and facilitated one-day exposure training visits for 143 students.
The training visits were part of knowledge-transfer linkage between
the industry and academia.

6.1.3 Kenya College of Communications Technology

During the year under review, the Government appointed new board
directors to run the affairs of the Kenya College of Communications
Technology (KCCT). Ownership of KCCT transferred from Telkom
Kenya Ltd to CCK last year following the restructuring of the
phone utility in readiness for privatization. CCK has since been
proving an oversight role in running KCCT affairs. Apart from the
continued budgetary support to KCCT during the review period,
the Commission facilitated the recruitment of four (4) senior
management staff to provide strategic leadership in the college
and ensure provision of quality training for the industry.

6.1.3 Occupational Health and Safety

In line with the Occupational Safety and Health Act, 2007 and
the Commission’s Health Safety and Environment (HSE) Policy,
the Commission embarked on various initiatives to ensure a
healthy, safe and conducive working environment for staff. These
activities involved equipping of the staff gymnasium, landscaping
of the CCK Centre grounds, creation of a fire assembly point and
construction of emergency entry and exit gates.

6.1.4 Risk Assessment and Management.

The Commission conducted a risk assessment exercise on its systems.
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The exercise entailed identifying, analyzing and addressing the
risks that the Commission is exposed to with a view to finding
mitigating factors and/or eliminating them so as to improve on
the Commission’s overall risk control. The Commission is in the
process of implementing recommendations of the risk assessment
exercise and will regularly monitor progress of implementation.

6.1.5 Campaign Against HIV/Aids

To ensure increased awareness and behaviour change on HIV/
Aids, the Commission conducted a seminar for staff, where on-site
Voluntary Counselling and Testing (VCT) services were provided.
The Commission also distributed Information, Education and
Communication (IEC) materials to staff.

6.1.6 Anti-Corruption Strategies

In accordance with the Commission’s core value on Integrity, the
Integrity Assurance Committee was trained on Fraud Prevention.
An awareness campaign was carried out on corruption eradication
and integrity enhancement for all staff.

As part of the fight against corruption and in keeping with the
Government's policy of zero tolerance to corruption, the Commission
developed a policy on Corruption and Fraud prevention in the
workplace. This policy outlines the Commission’s comprehensive
fraud control programme that covers prevention, detection,
investigation and reporting strategies.

6.2 Automation of the Commission’s
Processes

As part of streamlining the Commission’s Information Accessibility,
the Commission engaged consultants to work together with staff
in developing terms of reference for an Integrated Management
Information Systems (IMIS). The objective of the IMIS is to centralize
information, enhance efficiency and access to information by both
internal and external stakeholders. The Commission finalized the

award of the tender for implementation of IMIS.
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In order to enhance data security, a data encryption software
for laptop users (Safeboot), and an Internet access audit trailing
software (Websense) were identified, procured and implemented.
Further, an off-site data back-up and software storage site was
operationalized. As part of its commitment to reduce costs, the
Commission procured and installed six (6) multifunctional duplex

printers/photocopiers.

The Commission implemented a Virtual Private Network (VPN),
which enables senior management staff to access the Commission’s
systems while away from the office. The system enables staff to

access the server resources as if they were in their offices.

6.3 Procurement Services

The Commission continued to procure goods and services in
line with the Public Procurement and Disposal Act 2005 and the
Regulations (2006) which were effected on 1st January, 2007.
The procurement is also guided by its policies and performance
targets. The main task is to ensure that the Commission gets
value for money through transparent and accountable tendering

process.
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6.4 IS0 9001:2000 QMS

In order to improve efficiency in service delivery, the Commission
continued standardizing processes of all activities through
the implementation and enhancement of the developed ISO
procedures. To meet this objective, the Commission organized a
training workshop for the ISO team. The training covered review
of procedures, development of six Mandatory procedures and

Quality of Service Manual, among others.

During the year under review, the Commission carried self assessment
in all departments/units to identify the level of conformity to
the procedures. The exercise has prepared the Commission for

ISO certification, which is scheduled for the next financial year.

6.5 Internal Communication

To enhance internal communication, the Commission launched
an e-based weekly newsletter. The publication, which covers
official and other issues of interest to staff, has become a useful
platform of keeping staff abreast of key events and developments
within the Commission. The form and content of the weekly
will be enhanced in the coming financial year to make it more
interactive and to ensure that it caters for the information needs

of the CCK community.

paaaquadrte
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Chapter 7

The Commission has a Corporate Social Responsibility (CSR)
Policy which clearly outlines the areas of focus. These include
ICT related initiatives, community relations, disaster mitigation
programmes, and national events.

7.1 Support to the Community

As a good corporate citizen, the Commission was involved in a
number of Corporate Social Responsibility initiatives during the
year. To educate persons living with disabilities on the opportunities
presented by ICTs, the Commission organized a disability fair and
conference in Nairobi. The fair, which was organized in collaboration
with industry players and the entire special needs ecosystem in
the country, showcased the various ICT products and solutions for
persons living with disabilities. The exhibition and the conference
served as a platform for the special needs community to bring
their access concerns to the attention of industry players, policy
makers and government. The fair was one of the commemorative
activities for the World Telecommunication and Information Society
Day, which is celebrated on May 17 annually.

In response to the post-election violence that rocked the country,
the Commission donated a total of Kshs4million in support of the
Internally Displaced Persons. The Commission also donated ICT
assistive equipment worth Kshs1.6million to the Thika School for
the Blind and the Machakos Technical Institute. In addition, the
Commission launched a school fee scholarship fund worth Kshs1.68
million in aid of needy secondary school students. During the
year under review, a total of 16 needy secondary school students
in the eight provinces of the country were awarded scholarships
worth Kshs204,000.

In addition, the Commission extended support to the national

CORPORATE SOCIAL RESPONSIBILITY AND
INTERNATIONAL POLICY DEVELOPMENT

fundraising initiative in aid of the national team to the 2008
Beijing Olympics. To this end the Commission donated a total of
Kshs1.0 million to the National Olympic Fundraising Board. The
Commission also co-sponsored live transmission of the Beijing
Olympic Games and the Africa Cup of Nations tournament by the
national public broadcaster, the Kenya Broadcasting Corporation
(KBC).

7.2 Image Building

The Commission continued to deploy a number of public awareness
initiatives. The most notable was the production of a corporate
documentary and its subsequent airing through the main television
networks in the country. The documentary, entitled Touching
Lives, highlighted the Commission’s achievements and impact
on the Kenyan society.

The Commission hosted the second annual corporate golf tournament
for its stakeholders. The tournament was part of the activities for
marking the World Telecommunication and Information Society
Day. The golf event, which is now a fixture in the CCK calendar,
is aimed at creating an annual forum for interacting informally
with all stakeholders, including industry players.

The Commission, in collaboration with the Kenya ICT Board,
participated in promotional activities aimed at positioning Kenya
as a Business Process OQutsourcing (BPO) and investment hub. In
this regard, the Commission joined the Government and the private
sector at Qutsource New York, a leading outsourcing conference and
exhibition in the United States of America. Participation in this
event was important in introducing Kenya to the North American
market and showcasing the country’s comparative advantage in
Business Process Outsourcing.

7.3 International Fora

In the international scene, the Commission participated in various
meetings and fora in accordance with its role as the designated
government representative to various intergovernmental organizations
dealing with ICTs. The Commission also met all its obligations to
the said organizations during the period under review.

7.3.1 Visits and Benchmarking

The Commission hosted key personalities, delegations and meetings
in the country during the year.

i) Visit by ITU Secretary General

The Secretary General of the International Telecommunication
Union (ITU), Dr. Hamadoun Toure, visited the Commission during
the year and presided over the groundbreaking ceremony of the
National Backbone connectivity project, branded as the Fibre
Optic National Network (FONN).

ii) Benchmarking Visits

During the year under review, the Commission received a delegation
from Sierra Leone’s Ministry of Information and Communications.
In addition, a delegation from Japan’s Ministry of Communications
and Japan Post paid a visit to the Commission. The Commission
also hosted the board of directors and officials from the Uganda
Communications Commission (UCC) and Tanzania Communications
Regulatory Authority (TCRA) officials.

7.3.2 World Radiocommunications Conference (WRC)
2007

The Commission played a leading role in representing the country
in the Radio Assembly, World Radiocommunications Conference-
2007 (WRC-07) and the Conference Preparatory Meeting (CPM-
11) meeting held in October and November 2007 in Geneva. The
Conference was organized by ITU to update the International Radio
Regulations in spectrum usage. The WRCs are held approximately
every four years. The Commission held various consultations
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prior to the Conference with Government departments and a

wide range of stakeholders to identify Kenya's priorities ahead
of the Conference.

The Conference identified new frequency bands for 3G systems and
certified WiMax technology as a 3G technology. The technology will
facilitate an increase in wireless access services to users once it is
implemented. The resolution on use of ICT in disaster management
was discussed and approved. Further, spectrum management
guidelines were developed for use of radiocommunication in
emergencies and disasters. The Conference also identified new
frequency bands for modernization and improvement of security in
the civil aviation sector while reviewing international requlations
dealing with maritime mobile services in line with technological
changes.

In order to enhance services that monitor the planet, the
Conference approved expansion of frequency allocations for
the Earth Exploration Satellite Services in order to predict and
monitor natural disasters, meteorology and climate change. The
Conference resolved to harmonize spectrum bands for the High
Altitude Platforms that would, if implemented, greatly supplement
satellite and terrestrial services with high capacity and wide
coverage connectivity.

The Conference called for enhancement of the international
spectrum regulatory framework, spectrum harmonization for use
by terrestrial Electronic News Gathering (ENG) and use of Short
Range Radio Devices, including devices using ultra-wideband
(UWB) technologies, Radio-frequency identification Devices
(RFID), and other similar applications that generate and use
radio frequencies locally.

Following WRC-07, the Commission initiated the revision of the
national table of frequency allocations in order to incorporate
the outcome of the conference among other developments in
frequency spectrum management arena. The review is expected
to be completed in the next financial year.



@ @ Annual Report 2007-2008

SSOO

7.3.3 Extraordinary EARPTO Congress

The Commission participated in the Extraordinary East African
Regulatory, Posts and Telecommunications Organization (EARPTO)
Congress that was held in Dar-es-Salaam, Tanzania, from 28th
April to 2nd May 2008.

The meeting resolved to form a task force, to be chaired by Kenya,
to study and recommend the way forward on Network Security
issues. The task force was tasked to develop its own Terms of
Reference covering, among other issues, cyber crime and misuse
of telephones, SMS, TV and Radio content. Further, the Congress
constituted a Committee to handle consumer issues to be chaired
by Kenya. The Congress formed another Committee to handle
issues relating to siting and sharing of infrastructure, including
communication masts, towers and ducts. The Committee, to be
chaired by Tanzania, will develop its Terms of Reference.

The Congress adopted 110 as the short code for emergency rescue
services in Lake Victoria and invited Member States to reserve
the same code for maritime emergency services in other areas as
appropriate. Similarly, the Congress adopted the Interconnection
guidelines to be used within the region.

7.3.4 UPU/PAPU/CTO

During the year under review, the Commission continued to
participate actively in the preparatory activities for the 24th
Universal Postal Union (UPU) Congress. The Congress is the supreme
organ of the UPU that brings together plenipotentiaries of all

member countries. The 24th UPU Congress, which was scheduled to
be held in Kenya, was relocated to Switzerland in the wake of the
uncertainties engendered by the post-election violence. In spite of
the change of venue and in recognition of the efforts it had made
in organizing the Congress, Kenya was offered the opportunity to:
chair the Congress in Geneva (planned to take place in August/
September 2008); to chair the Council of Administration (CA) of
UPU for the next four year after the Congress; and to preside over
the opening ceremony of the Congress. The CA normally carries
out the activities of the UPU Congress in between Congresses.
Further, Kenya was requested to allow the use of the name “Nairobi
Postal Strategy” on the UPU’s four-year (2009-2012) Strategy -a
big marketing tool for the country. The Strategy provides a road
map for postal development for the next four years after the
Congress. During preparation for the Congress, the Commission
hosted various stakeholder forums to gather inputs and support
which involved the industry and member countries of the Pan
African Posta Union (PAPU).

The Commission further hosted the 26th Ordinary Session of the
Pan African Postal Union (PAPU) Administrative Council, and
Conference of the Commonwealth Telecommunications Organization
(CTO) on Connecting Rural Communities.

Similarly, Kenya successfully proposed a candidate, Mrs. Rodah
Masaviru, for seat of the Secretary-General of the Pan Africa
Postal Union (PAPU). She became the first lady to head the
organization.

Chapter 8

The draft annual accounts for the 2007/08 financial year are
currently under audit. The finance report contained herein is the
audited report for 2006,/07.

8.1 Income

A total of KShs3.176 billion was earned by the Commission during
the financial year 2006/07. This is an improvement on the income
reported in the year 2005/06 of KShs2.207 billion. Frequency
spectrum management fees comprised the Commission’s main
income stream as it accounted for 75% of total income.

Income from annual operating licence fees amounted to KShs414
million, representing an increase of KShs45 million over that of
the previous year.

KShs83 million was realized from interest compared to KShs73 million
in the 2005/06 financial year. This increase was brought about
by an increase in the cash balances held by the Commission and
a stabilization of the interest rates on Treasury Bills in which the
Commission invests cash that is not required for immediate use.

8.2 Operating Expenditure

During the financial year 2006/07, KShs1.025 billion was spent
on operations of the Commission compared to KShs. 952 million
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during 2005/06 period. The increase in operating expenditure
reflected an increase in the activities of the Commission. The
expense items included in the operating expenditure are salaries
and allowances, travelling, training, professional fees, subscriptions,
universal access obligation, National Communications Secretariat,
corporate affairs, printing and stationery, medical expenses,
postage and telephone and other expenses incurred in the day-
to-day operations.

8.3 Surplus

The resultant surplus before tax for financial year 2006/07 was
KShs2.152 billion. This reflected an increase of 71 % over surplus
for the 2005/06 financial year of KShs1.256 billion.

The Commission paid a total of KShs646 million as corporate tax
with respect to the financial year 2006/07 and a provision of
KShs.784 million has been made for year 2007/08.

The surplus after tax for financial year 2006/07 grew from
KShs879 million to KShs1.507 billion, representing a growth of
71 %. A dividend of Kenya Shillings one billion was approved
to be remitted to the Treasury. Net surplus after the dividend
amounted to KShs507 million.
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The audited income and expenditure statement for the financial year 2006/2007 are reproduced below: The balance for the financial year 2006/2007 is reproduced below:
Communications Commission of Kenya Communications Commission of Kenya
é 2007 2006 ) Balance Sheet as at 30 June 2007
Kshs’000 Kshs'000
Income 3,176,291 2,207,482 4 2007 2006 )
. Kshs'000 Kshs'000
Operating expenses 1,024,646 951,678
ASSETS ( \ ( \
Surplus for the year 2,151,645 1,255,804 Non Current Assets
Less Corporation Tax 645,494 376,741 Property, plant and equipment 1,513,380 1,299,297
Investment In KCCT 2,304,266 -
Less Proposed dividends 1,000,000 = S S
3,817,646 1,299,297
&Net surplus 506,152 879,063 ) Current Assets
Debtors 444,979 1,907,988
Cash and cash equivalent 1,689,127 1,512,922
8.4 Balance Sheet 2 134,105 3,420,910
The total assets of the Commission amounted to KShs5.983 billion (during 2006/07) comprising net non-current assets of KShs. TOTAL ASSETS 5,951,751 4,720,207
1.513 billion, investment in KCCT of KShs2.304 billion, cash and cash equivalent of KShs1.689 billion and net debtors of KShs. 445 EQUITY AND LIABILITIES
million. Capital and Reserves
The increase in the net assets of the Commission was mainly attributed to revaluation undertaken during the year under review. The Owners equity 741,965 741,965
investment in KCCT represents the amount for which Telkom Kenya ceded control of the training institute to CCK in exchange for the Revaluation reserve 380,681 161,138
debt owed. Under International Financial Reporting Standards, the Commission is required to consolidate the financial statements of Retained surplus 3,500,434 3,643,888
the two organizations in the financial year ending June 2008. —_——— —_——
4,623,080 4,546,990
Trade debtors of the Commission amounted to KShs445 million, reflecting a decrease of KShs1,463 million from financial year 2005/06 Current Liabilities
trade debtors of KShs1,908 million. The decrease is mainly due to the Telkom (K) Ltd’s debt swap, which amounted to KShs2.304 Proposed for dividends 1.000.000 R
billion.
Corporation Tax for the year 231,078 58,061
8.5 (Capital and reserves Creditors 97,593 115,156
The revaluation reserve increased to 390 million as a result of revaluation surplus recognized after valuation of assets exercise carried 1,328,672 173,216
out during the 2006/07 financial year. QOTAL EQUITY AND LIABILITIES 5,951,751 4,720,207 Y.

Retained surplus had a net increase of KShs858 million after adjusting for 600 million remitted to Treasury as dividends. The accounts were anbroved by the Board of Directors on 20th September 2007 and were signed on its behalf by:

The Commission at the close of the year had total current liabilities amounting to KShs1.329 billion mainly comprising tax payable, Chairman @Fﬂ Director-General Gﬁ_ﬂn\
suppliers’ liabilities and proposed dividend to the Treasury. (T

Joseph N. Kagau Eng. John N. Waweru
Jole R ;
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8.6 Annual Budget Estimates and Revised

Budget Chapter 9
In accordance with section 19 of the Kenya Communications Act, of Information and Communications. The total budgeted income is FU TU R E O U TI_O O K
1998 and the provisions of the Exchequer and Audit regulations, the KShs3.56 billion, while expenditure is KShs1.71billion. The total
estimates of revenue and expenditure of the Commission for the budgeted capital expenditure is KShs1.12 billion.
year 2008/2009 were prepared and submitted to the Ministry In the coming years, the Commission regulatory work will be guided by its Strategic Plan for 2008-2013 and Vision 2030. Some of the

issues the Commission is expected to focus on include:

1. Implementation of Unified Licensing Framework

During the next financial year, the Commission intends to implement the Unified Licensing Framework (ULF). In that regard, all
future licences will be issued under the framework and existing licensees will be encouraged to migrate to ULF. The ULF will not only
streamline regulatory interventions in the telecommunications industry but will also open up opportunities for operators and service
providers to provide end-users with innovative products and services.

2. Implementation of Telecommunications Cost Study Recommendations

In an effort to ensure that tariffs are cost-based, the Commission will implement the last phase of the recommendations of
Telecommunications Cost Study during the next financial year. With the implementation of this phase, it is expected that the
interconnection rates will continue declining, leading to a reduction in end-user tariffs. The said reduction is expected to spur an
increase in mobile telecommunications traffic, and thus enhance accessibility of services to majority in Kenya.

3. Management of Competition

It is anticipated that the next financial period will witness an increase in the level of competition due to rollout of communications
services by Econet and Telkom Kenya as well as continuing growth in licensed courier operators. To effectively manage the increasing
competition, the Commission intends to carry out a review of competition level in the communications industry.

4. Implementation of the Postal and Courier Study Recommendations

The Commission is expected to implement the recommendations of the Postal and Courier Market study carried during the year under
review. Implementation of the recommendations will influence the development of the postal and courier sub-sector thereby leading

to provision of quality postal services and enhancement of service accessibility.

: : : 5. Spectrum Management
Presentation of Safaricom 3G frequency licence fee to the Government

During the next financial year, the Commission intends to initiate review of the existing pricing guidelines for spectrum licences
in Kenya. This process will involve benchmarking with global best practices. Further, the review is proposed to include mapping
frequency assignment zones in the country, recommending rules, guidelines and models for assigning frequencies on market based
mechanisms.
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Annex 1: SELECTED KEY COMMUNICATIONS AND ECONOMIC INDICATORS

Communications Statistics

2001/02
Fixed telephony capacity 490,000
Connections 328,116
Payphones 9,264
Mobile telephony capacity | 1,500,000
Connections 944,128
Payphones 805
Postal services
Total postal Outlets 891
Private letter boxes 394,121
Letter posting boxes 1,137
Public counter positions 1,429
Stamp vending licenses 299
Stamp vending machines
Private operator outlets \ 320 )

*Includes Community payphones

Economic indicators 2007

Indicator

Population (Millions)

Growth of GDP at Constant (2001) Prices (%)
GDP Per Capita (in 2001 Prices) (KShs)
Consumer Prices, Annual Average

[Index numbers October 1997=100]

CPI Inflation Rate (Overall) %

:

2002/03 2003/04 2004/05
508,000 508,000 513,820
328,358 299,225 278,867
9,964 9,978 8,915
2,00,000 3,935,000 | 6,800,000
1,590,286 | 2,546,157 | 4,479,375
814 2,955* 14,240*
890 872 861
397,731 395,811 399,667
1,138 1,120 1,049
1,394 1,378 1,377
4,466 3,733 4,088
330 \ 341 437
2001 2002 2003
30.9 31.8 33.2
4.5 0.6 2.9
31,825
131.0 133.6 146.7
5.8 2 9.8

2005/06 | 2006/07
516,993 505,103
293,364 339,229
7,232 5,045
10,600,000 | 18,200,000
6,484,791 | 9,304,818
29,888* 19,755*
768 721
400,016 411,716
1,049 966
1,388 1,388
4,242 4,125
264
521 554
2004 2005 2006
34.2 35.1 36.1
5.1 5.8 6.4
32,458 | 33,402 | 34,556
163.7 180.6 206.7
11.6 10.3 14.5

2007/08
512,281
527,064
5,513
25,964,700
12,933,653

15,194*

744
414,616
827
1,390
4,609

246

\ 606

2007*
37.2
7.0
35,939

226.9

9.8






