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Articlc 124 (l) of the Constitution of Kcnya providcs that cach housc of l)arliamcnt may

establish committees and shall makc Standing Ordcrs lor thc ordcrly conduct of its

procecdings, including the proceedings ol its committccs.

Parliamcntary Committccs consider policy issucs, scrutinizc thc workings and

cxpcnditures of the national and county govcrnmcnts, and cxaminc proposals lor

legislation. The end rcsult of any process in Committccs is a rcport, which is tablcd in thc

I Iousc for considcration.

'l'he Senate Standing Committecs on Finance and Iludgct is cstablishcd pursuanl to scction

S (l) of the Public Finance Managemcnt Act, Cap.4l2{and standing ordcr 228 olthc

Scnatc Standing Ordcrs. 'l'hc lrourth Schcdulc to thc Scnatc Standing Ordcrs outlincs thc

subject matter assigncd to cach spccific Committcc. 'l'ho Standing Commiltcc on liinancc

and Budgct is mandated to-

a) Investigatc, inquirc into and report on all matters rclating to coordination, control,

and monitoring of thc county budgcts and cxaminc -

i. the Budget Policy Statcment prcscntcd to thc Scnatc;

ii. the report on thc budget allocatcd to constilutional Commissions and

independcnt ofliccs;

iii. thc Division of I{cvenuc l}ill, thc County Allocation ol'ltcvcnuc I}ill, thc

County Governments Additional Allocations Ilill, and thc cash

disbursement schedulc for county govcrnmcnts;

iv. all mattcrs rclated to rcsolutions and Ilills for appropriations, thc sharc of

national rcvenuc amongst the counties, mattcrs conccrning thc national

budget, including public financc and monctary policics and public dcbt,

planning. and dcvclopmcnt policy; and

b. Pursuant to Articlc 225 (6) of thc Constitution, to cxamine thc rcporl of thc

Controller of Iludget on thc implcmcntation of thc budgcts ol county

governments.

MEMBERSHIP OF THE COMMITTEE

The Standing Committee on lrinance and I]udgct was constitutcd by thc Scnatc of thc

'l'hirteenth (13th) Parliament on f'hursday, l3th Octobcr,2022 during thc First Scssion.'l'hc
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Commiffee was later reconstituted on Wednesday, l2th February,2025, during the Fourth

Session. The Commiffee as currently constituted is comprised of thc following Mcmbers-

1. Sen. (Capt.) Ati Ibrahim Roba, EGH' MP - Chairperson

2. Sen. Maureen Tabitha Mutinda, cBS, MP - Vice-chairperson

3. Sen. (Dr.) Boni Khalwale, CBS, MP - Mcmbcr

4. Sen. Mohamed Faki Mwinyihaji, CBS, MP - Mcmbcr

5. Sen. Richard Momoima Onyonka, MP - Mcmbcr

6. Sen. Shakila Abdalla Mohamed, MP - Mcmber

7. Sen. Eddy Gicheru Oketch, MP - Mcmbcr

8. Sen. Mariam Sheikh Omar, MP - Mcmbcr

9. Sen. Esther Okenyuri, MP - Mcmbcr

CHAIRPERSON'S FOREWORD

The Medium-Term Debt Management Strategy (MTDS) providcs a framcwork for

informed decision-making on public borrowing and dcbt managcmcnt. It guides thc
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national govcrnmcnt in structuring thc public dcbt portfolio to minimizc costs and risks

while ensuring sustainability and supporting thc dcvclopmcnt of thc d<lmostic dcbt markct.

'l'h5^ 2026 MTDS has bccn prcparcd pursuant to scction 33 ol- thc I'ublic liinancc

Managcmcnt Act, Cap.412A. lt was tablcd in Parliamcnt on'l'hr.rrsday, l2tl' l;cbruary,

2026, and subscqucntly committed to the Standing Committcc on [inancc and I]udgct lbr

considcration.

1'hc submission of the M'I'DS aligns with scction 33(l ) ol'thc I'ublic l;inancc Managcmcnt

Act (2012), which mandatcs thc Cabinet Sccretary rcsponsiblc lor l;inancc to submit to

Parliament a statement outlining the National Govcrnmcnt's dcbt managcmcnt stratcgy.

Accordingly, this report adheres to the provisions sct out undcr scction 33(3) of thc Ac1

and encompasscs thc following kcy clcments-

a) the stock of public debt as at thc datc of thc tabling of thc statcmcnt;

b) the sources of loans acquircd by the national govcrnmont and thc naturc of

guarantces issued by the national govcrnmcnt;

c) principal risks associated with thcsc loans and guarantccs;

d) assumptions underpinning thc dcbt managcmcnt stratcgy; and

c) an analysis of thc sustainability of both actual and potcntial public dcbt.

'l'he resolution of the Flouse on the report on the Mcdium-'l'crm I)cbt Managcmcnt Stratcgy

serves as the foundation lor dctermining thc appropriatc limits on proposcd domcstic and

cxtcrnal borrowing. Additionally, it shall inform thc approval of thc Iludgct I'olicy

Statemcnt Report.

'l'he 2026 MTDS outlines the following financing stratcgy-

a) I 8% of gross borrowing from cxtcrnal sourccs and 82Yo lrom domcstic sourccs ovcr

thc medium term; and

b) a net borrowing mix of 78oh from domestic sourccs and 22oh lrom cxtcrnal sources

over the medium tcrm, aimed at optimizing thc cost and risk prolilc of financing

fiscal deficits during thc M'I'DS period l:Y 2026127-liY 2028129.
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'l'his undcrscores the continucd reliancc on the domcstic markct as thc primary sourcc ol'

financing for fiscal deficits over the mcdium tcrm.

Irublic and publicly guarantccd (l'>l'G) dcbt stood at Kshs 12,291) billion (Kshs 12.30

trillion) at the end of Dcccmbcr 2025, cquivalcnt lo 67.5o/o o[GI)I'}. Of this total, domcstic

dcbt amounted to Kshs 6,837 billion (Kshs 6.841rillion). rcprcscnting3T.5oh ol'Gl)l'. whilc

cxtcrnal dcbt stood at Kshs 5,461 billion (Kshs 5.46 trillion), ccluivalcnt to 30.0% ol'GI)l'.

Overall, domcstic and extcrnal dcbt accounted lor 55.6Yo and 44.4oh of thc total dcbt stock,

rcspcctively.

'l'hc PV of debt-to-GDP ratio stood above thc 55'Yo thrcshold sct undcr thc I'}ublic liinancc

Managemcnt (PFM) framework in thc pcriod cnding I)cccmbcr.2025.'l'hc Dcbt

Sustainability Analysis (DSA) undcrtakcn by thc National 'l'rcasury in Scptcmbcr 2025

projccts thc PV of dcbt-to-Gl)P ratio al 65.3o/o in 2025 and 65.6o/o in 2026 and indicatcs

that the ratio will rcmain clcvatcd ovcr thc mcdium tcrm to 2030, whcrc it is projcctcd at

62.lyo, remaining abovc the prescribed thrcshold.

As at end-I)ecember 2025. thc stock of cxtcrnal dcbt stood at Kshs 5,461.97 billion (llSI)

42.34 billion), 44.4% of total debt stock. Of this amount, multilatoral dcbt accountcd lor

Kshs 3,034.03 billion, bilateral debt Kshs 998.03 billion, commcrcial dcbt Kshs I ,356.39

billion, whilc guarantccd dcbt stood at Kshs 73.51 billion. 'l'hc composition indicatcs

continucd reliance on conccssional financing lrom multilatcral and bilatcral partncrs.

On the othcr hand, as at end-l)eccmbcr 2025, thc stock of domcstic dcbt stood at Kshs

6,831.51 billion, accounting lor 55.6oh of total public dcbt.'l'hc composition rcmaincd

largely concentrated in Trcasury Bonds and l'reasury Ilills, with thc ratio of 'l'rcasury

Bonds to -Ireasury Bills standing at 84:16. Govcrnment ovcrdraft at thc Ccntral Ilank of

Kenya, bank advanccs lrom commcrcial banks, and IMI; Spccial I)rawing Itights

Allocation together accountcd lor about 2.1% of total domcstic dcbt stock during thc samc

period.
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Conscqucntly, by end-June 2025, total public debt scrvicc amountcd to Ksh | ,122.1 billion,

up lrom Ksh 1,563.3 billion in Junc 2024, rcprcscnting an incrcasc of Ksh l5tt.tt billion.

Of thc total, Ksh 1,143.1 billion relatcd to domcstic dcbt scrvicc, whilc Ksh 579.0 billion

was cxtcrnal debt service.

'l'otal dcbt scrvice as a sharc of rcvcnuc incrcascd liom 69.1 pcrccnt in l;Y2023124 lo 7l .2

percent in11Y2024125. A revicw of trcnds ovcr thc last fivc financial ycars indicatcs a

sustained upward trajectory, with thc ratio rising by 21.2 pcrccntagc points lrom 50.0

pcrccnt in IrY2020 l2l to 71 .2 pcrccnt in FY2024125.

Additionally, in adherence to Articlc 201(a) of thc Constitution. thc Scnatc conductcd

public paAicipation on thc2026 M'IDS through a call for submission ol'mcmoranda.

'l'hc Committee held a total of 3 sittings whilc proccssing lhc 2026 M'l'l)S (Annex l:

Minutes of Commtttee proceedings attached) to dclibcrate on thc Ill'S and madc scvcral

obscrvations and recommendations.'l'hcsc includc-

Observations

a) 'l'he financing strategy under lhe 2026 Mll)S consists ol- a nct borrowing structurc

of 18o/o domestic and22oh cxtcrnal.'l'his indicatcs a continucd rcliancc on domcstic

borrowing as the primary sourcc of lunding in thc mcdium tcrm cvcn though

domestic debt carries higher costs and risks comparcd to cxtcrnal conccssional dcbt.

b) 'l'hc MTDS seeks to cxpand funding sourccs by cxploring innovativc instrumcnts

such as dcbt swaps, diaspora bonds, sustainability-linkcd bonds. (irccn bonds, and

othcr Environmental, Social, and (]ovcrnance (IISG) instrumcnts to llnancc thc

budgct deficit and manage public dcbt. IIowcver, thc proposcd instrumcnts have

intrinsic costs and risks that nccd to bc carcfully cvaluatcd.

c) As of Dccembcr 2025, public dcbt stood at Ksh 12,299 billion, with thc Prcscnt

Valuc (PV) of debt+o-GDP ratio at 65.3oh. Scction 50(2u\) of the I)liM Act as rcad

togethcr with section 50(21]) prescntly providcs that thc National 'l'rcasury shall

cnsurc compliance with thc 55o/o thrcshold for public dcbt. I lowcvcr. tho public dcbt
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sustainability analysis indicatcs that I'V of dcbt to GI)I'} ratio will bc al 64.2oh by

2028. Thercforc, in the abscncc of sustained fiscal consolidation and prudcnt dcbt

management it is likely that thc country will bc in brcach ol thcir obligation undcr

scction 50(2A) of thc PIiM Act.

Arising from consultative cngagcmcnts, thc Committcc madc scvcral rccommcndalions

including-

Non-financial recommendations

a) f'hat, to mitigate the impact of rising dcbt scrvicc obligations. thc National'l'rcasury

should cnhance efficiency in public rcsourcc utilization, prioritizc cxpcnditurc

towards high-impact and growth-cnhancing invcstmcnts and cnsuro thc limcly

implcmentation and completion of projects and programmcs. 'l'hcsc mcasurcs arc

aimed at maximizing economic returns and supporting fiscal sustainability.

b) fhat, in light of thc proposcd cstablishmcnt of thc National Inlrastntcturc lfund and

thc Sovcrcign Wcalth liund, thc National 'l'rcasury should submit to Parliamcnt,

within sixty days of thc tabling of this rcport, a dctailcd rcport outlining thc

structure, governance framcwork. funding modcl, and liscal implications of thc

liunds. Further, thc rcport should includc an asscssmcnt ol'thc impact of thcsc l;unds

on dcbt sustainability potential contingcnt liabilitics. ring-l-onocd rcvcnucs, and

implications for and fiscal risk. l'hc rcport should also clarily how thc Iiunds will

be integrated within the MTDS and thc broadcr fiscal framcwork.

c) 'l-hat, thc National 'l'rcasury should submit to Parliamcnt, within sixty (60) days of

the tabling of this Report, a dctailed rcport providing full disclosuro on thc usc of

structured and new dcbt instrumcnts, including sccuritization, collatcralizcd

borrowing, liability managcmcnt opcrations (buybacks, switchcs and cxchangcs),

dcrivative instrumcnts such as intcrest ratc and cross-currcncy swaps, and thcmatic

instrumcnts including diaspora, green, and sustainability-linkcd bonds. programs

Financial Recommendations
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,. ..,

a) That, the fiscal deficit target for the medium term be approved at 5.3o/o of GDP for

the FY 2026127;3.6% of GDP for FY 2027128 and3.3o/o of GDP for IrY 2028129,

in line with the fiscal consolidation path; and

b) That, the borrowing strategy be approved at 22Yo for net external borrowing and

78oh for net domestic borrowing as contained in the 2026 Medium Term Debt

Management Strategy.
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CHAPTER ONE

OVERVIEW OF MEDIUM-TERM DEBT MANAGEMENT STRATEGY

1.0 Introduction

Articlc 201 of the Constitution rcad togcthcr with scction 62(3)(c) ol'thc I'ublic liinancc

Managcment Act, Cap 4l2A rcquires that thc burdcns and bcnclits ol'thc usc <l{'

resources and public borrowing shall bc shared equitably bctwccn prcscnt and futurc

gcncrations. Prudcnt and responsiblc usc of public rcsourccs cntails managcmcnt of

dcbt levcls and borrowing as well as minimizalion of thc cost o[dcbt.

2. l'hc Mcdium- Ierm Debt Managemcnt Stratcgy is submittcd to Parliamcnt pursuant to

scction 33(1) of thc PIrM Act, Cap 4l2A on or bclorc thc l5th l;cbruary in cach ycar.

'l'hc documcnt sets out thc dcbt managemcnt stratcgy of tho National (iovornmcnt ovcr

thc medium tcrm with rcspect to its actual and potcntial liability in rospcct of loans and

guarantees and its plans lor managing liabilitics.

3. 'l'hc Dcbt Managcment Stratcgy is submittcd alongsidc thc Iluclgct I'}olicy Stalcmcnt

(BPS) hcncc the law rcquircs that thc mcdium-tcrm dcbt managcment stratcgy bc

aligned to the broad stratcgic priorities and policy goals as sct out in thc Iludgct I'olicy

Statcmcnt. Scction 6aQ)@) of thc I'}FM Act, Cap 412A rcclr.rircs thc Mcdium-'l'crm

Dcbt Strategy (M'I'DS) to bc consistcnt with thc Iludgct I'olicy Slatcmcnt (llPS).

4. Thc Cabinet Secretary rcsponsible for matters rclating to financc is rcquircd to includc

thc following inlormation in thc M'l'DS-

a) 'l'hc stock of public dcbt as at thc datc of thc statcmcnt.

b) 1'he sourccs of loans madc to thc national govcrnmcnt and thc naturc o1'

guarantees given by thc national government.

c) Principal risks associatcd with thcsc loans and guarantcos,

d) Assumptions undcrlying thc dcbt managcmcnt stratcgy.

e) An analysis of thc sustainability of the amount of dcbt, both aclual and potcntial.

5. Scction 62 ol the PFM Act, Cap 4l2A providcs lor cstablishmcnt of a I'ublic I)cbt

Managcment Office (PDMO) domicilcd within thc National 'l'rcasury. 'l'hc corc

13 I
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objectivc of thc officc is to cnsurc minimization of thc cost ol public dcbt managcmcnt

and borrowing over the long-term taking account of risk; to promotc thc dcvelopmcnt

of thc markct institutions lor Govcrnmcnt dcbt sccuritics and to cnsurc thc sharing ol'

the bencfits and costs of public dcbt bctwccn thc currcnt and luturc gcncratitlns.

1.1 Macro-economic Assumptions (MTDS 2026)

6. 'l'he 2026 Mcdium-'l'crm I)ebt Managcmcnt Stratcgy (M'l'l)S) is anchorcd on thc

macrocconomic lramcwork outlincd in thc 2026 Budgct I'}olicy Statcmcnl (llPS). 'l'hc

key assumptions underpinning thc borrowing stratcgy includc rcal (il)I'} growth

projected at 5. I perccnt in 2025 and 5.3 pcrcent in 2026, with global cconomic growth

projected at 3.1 pcrccnt in2026.lnflation is projcctcd to rcmain stablc at 5.0 pcrccnt in

2025 and 2026, whilc the GDP dcflator is estimatcd at 4.9 pcrccnt in 2025 and 4.6

percent in2026.

1.2 The Fiscal Framework

7.'l'otal rcvenuc, including Appropriation-in-Aid (A-i-A), is projcctcd a1 KSh 3.533.8

billion (16.9% of GDI,) in IrY 2026127, whilc total cxpcnditurc and nct lcnding arc

projectcd at KSh 4,737.6 billion (22.6% of GDP), rcsulting in a fiscal dcllcit of KSh

l,l15.8 billion (5.3% of GI)l').

The Projected2026 MTDS Borrowing Strategy

8. 'l'he 2026 M'|DS aims to reducc debt costs and risks by sourcing 18% of gross

borrowing from cxtcrnal sourccs and 82Yo fr<tm domcstic soLtrccs tlvcr thc mcdium

tcrm. 'I'he proposed stratcgy indicates a net borrowing mix o[ ]8o/o liom domcstic

sources and22%o from cxternal sources ovcr the mcdium tcrm, aimod at optimizing thc

cost and risk profilc of financing fiscal dcficits during thc M'l'l)S pcriod l:Y 2026127-

FY 2028129.

Potential Sources of Funding (MTDS 2026)

g. 'l'he Govcrnment intcnds to prioritizc conccssional financing whilc minimizing rcliancc

on costly commercial borrowing, with continucd focus on traditional funding sourccs

alongside gradual divcrsification.

L4l SCF&B Report on the 2026 Medium Term Debt Monagement Strotegy



l0.Primary funding will be sourccd lrom domcstic and cxtcrnal markcts through thc

issuancc of 'l'rcasury llonds and 'l'rcasury llills lbr dc{rcit linancing and cash

managcment, as wcll as international bond issuanccs. Iixtcrnal borrowing will bc

mainly through conccssional loans lrom multilatcral and bilatcral partncrs, with limitcd

use of commercial borrowing such as syndicatcd loans.

I l.'l'he strategy also secks to divcrsily funding through instrumcnts such as (irccn and

Sustainability-Linked Bonds (SLIls), Diaspora IJonds, I)omcsti<; Itctail Digital llonds

via mobile money platforms, dcbt swaps, Samurai and Panda bonds, and othcr

llnvironmcntal, Social and Govcrnancc (lisG) instrumcnts to support dcficit linancing

and strengthen public dcbt managcmcnt.

1.3 Key Risks to the Macroeconomic Assumptions

12.'l'he kcy risks to thc 2026 M'I'I)S stratcgy includc-

a) lJnprcdictable wcathcr conditions that may alfcct agricultural output. (il)I'}

growth, and inflation;

b) Iight fiscal spacc and highcr financing nccds;

c) Global cconomic unccrtainty alfccting cxtornal dcmand and capital flows:

d) t,imitcd access to concessional financing, incrcasing rcliance on cosllicr

borrowing;

c) Underpcrlormancc of Govcrnmcnt securitics auctions. a{lccting domcstic

borrowing targcts;

0 Delays in absorbing cxternal financing, lcading to budgct shortlalls;

g) Itevcnuc underpcrformancc, incrcasing borrowing rcquircmcnls;

h) Deprcciation of thc Kenya shilling, raising dcbt scrvicc costs ancl llscal prcssurcs;

i) Materialization of liscal risks and contingcnt liabilitics liom Statc-Owncd

Enterpriscs; and

j) Credit rating downgradcs, incrcasing borrowing costs and limiting cxtcrnal markct

1sI

access.
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1.4 Public Debt Management Reform Initiatives (Proposed Measures)

13. To strengthen debt sustainability and fiscal resilience, thc Govcrnmcnt proposcs a scrics

of public debt management reforms focused on opcrational, policy and institutional

improvements.

14. Key initiatives include reviewing the Debt and llorrowing I'olicy to incorporate liability

management operations and associated instruments such as swaps, forwards, and

options, and developing a dedicated I-iability Managcmcnt Policy to guide thcir

implementation in line with the MIDS.

15.The Government will also leverage the Government securities CSD (DhowCSD) to

improve liquidity forecasting, deepen interbank and rcpo markcts, smooth domcstic

borrowing, and fast-track implcmentation of thc 'l'reasury Singlc Account to cnhancc

cash management and prevent accumulation of pending bills.

16.To reduce debt vulnerabilities, policy measures will locus on broadcning and

diversifying exports to strcngthen foreign exchangc carnings, maintaining lower fiscal

deficits, improving institutional performance indicators and sustaining adequatc

international reserves.

17. Fiscal deficits to be kept below GDP growth to moderatc dcbt accumulation, whilc ncw

borrowing will prioritize concessional external financing and cxtcnsion of thc maturity

profile through medium- to long-term bonds.

18.The National 'I'reasury will continuc pursuing liability managcmcnt opcrations to

lengthen maturities of domestic and external debt and rcduce rollovcr risks. 'I'hcsc

measures are intended to ease short-term repayment pressures, strcngthen cxternal debt

indicators, enhance investor confidence, and support long-tcrm fiscal and

macroeconomic stability.

Review of Previous MTDS Performance

19.A comparison of MTDS targets against actual outcomes for liY 2023124 and liY

2024125 confirms continued reliance on domestic borrowing. In l;Y 2023124, cxtcrnal

financing was targeted at 50% but actual borrowing was at 27o , whilc domcstic

borrowing stood at 73o/o against a target of 50%o.
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20. Similarly, in FY 2024125, cxternal borrowing was targetcd at 45Yo but actual financing

was I 7%o, while domcstic borrowing accountcd lor 83oh comparcd to thc 55Yo largcl.

'l'his persistent divcrgcncc bctwccn targcts and outcomcs indicatcs sustaincd

dcpendence on domcstic financing rclativc to cxtcrnal sourccs.

1.5 Public Debt Stock

2l.lrublic and publicly guarantccd (l'}l'}G) dcbt stood at Kshs. 12.299 billion (Kshs. 12.30

trillion) at end-Deccmbcr 2025, cquivalent to 61.5%o ol'GI)l'. Of this total, domcstic

debt amounred to Kshs. 6,837 billion (Kshs. 6.84 trillion). rcprcscnting 375% ol'(il)I'}.

whilc external debt stood at Kshs 5,461billion (Kshs. 5.46 trillion), ccluivalcnt to 30.0%

of GDI,. Overall, domcstic and cxtcrnal dcbt accountcd l'or 55.6oh and 44.4Yo of thc

total debt stock, respectively.

22. Analysis indicates that thc PV of dcbt-to-GDl' ratio stood abovc lhc 55Yo thrcshold sct

undcr the Public lrinancc Managcmcnt (l'}l;M) lramcwork in thc pcriod cnding

Dccember,2025. 'l'he Dcbt Sustainability Analysis (l)SA) undcrtakcn by thc National

'l'reasuryinSeptembcr2025projectsthcPVofdcbt-to-(il)l'ratio at65.3ohin2025and

65.6% in 2026, and indicatcs that thc ratio will rcmain clcvatcd ovcr thc mcdium tcrm

to 2030, where it is projcctcd at 62.loh, rcmaining abovc thc prcscribcd thrcshold.

External Debt

23.As at cnd-Decembcr 2025, thc stock of cxlcrnal dcbt stood at Kshs. 5,461.97 biltion

(USI) 42.34 billion), 44.4% of total debt stock. OI' this amount, multilatcral dcbt

accounted lor Kshs 3,034.03 billion, bilateral dcbt Kshs. 99tt.03 billion, oommcrcial

dcbt Kshs.1,356.39 billion, whilc guarantced dcbt stood at Kshs. 13.51 billion.'l'hc

composition indicatcs continucd rcliancc on conccssional llnanr:ing from mr-rltilalcral

and bilateral partncrs.

24.In the absence of sustaincd access to conccssional rcsourccs, thcrc rcmains a risk of

incrcased rcliance on morc cxpcnsivc commcrcial borrowing. In addition, cxtcrnal dcbt

is dcnominated in foreign currency, which exposcs thc dcbt portlblio to cxchangc ratc

risk, whereby dcpreciation of the Kenya shilling would incrcasc thc domestic currcncy

valuc of external debt and rclatcd dcbt servicing obligations.
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Domestic Debt

25.As at cnd-Dccembcr 2025, ths stock of domcstic dcbt stood at Kshs. 6.1137.51 billion.

accounting for 55.6% of total public dcbt. 'l'hc composition rcmaincd largcly

conccntrated in'Ircasury Bonds and'l'reasury Ilills, with thc ratio of 'l'rcasury IJonds 1o

frcasury Bills standing at 84:16. (iovcrnmcnt ovcrdraft at thc Ccntral Ilank ol'Kcnya.

bank advances lrom commcrcial banks, and IMI Spccial l)rawing I{ights Allocation

togethcr accounted for about 2.7o/o oltotal domcstic dcbt stock during thc samc pcriod.

Currency Composition of External Debt

26.'l'he proportion of cxtcrnal dcbt dcnominatcd in [JSD, Iiuro, Yuan, Ycn and Stcrling

Pound stood at 53.0 percent, 27.3 pucent, 12.2 pcrccnt, 4.9 pcrccnl and 2.5 pcrccnt,

rcspcctivcly.

Domestic Debt Maturity Profile and Refinancing Risk

2l.The maturity structure of domcstic debt indicatcs that2l.6 pcrccnt of thc portfolio is

maturing within onc ycar, whilc 23.1 pcrccnt will maturc within thc2 3 ycar pcriod,

bringing thc total sharc of domcstic dcbt maturing within thrcc ycars lo 44.1 pcrccnt.

l'hc dcbt portfolio maturing in 4-5 years accounts for 11.0 pcrccnt, whilc that of 6-10

ycars accounts for 23.2 percent, and thosc with maturitics abovc I I ycars account lor

2 l. I pcrccnt.

28.I'hc concentration of 44.7 perccnt of domestic dcbt maturing within thc ncxt thrcc ycars

indicatcs significant rollover rcquiremcnts in thc ncar to mcdium tcrm, which cxposcs

thc dcbt poAtolio to potcntial rclinancing risk, particularly in thc cvont ol'tightcr

domcstic liquidity conditions or higher intcrcst ratcs.

Guaranteed Debt

29.'l'he stock of Govcrnmcnt guarantccd dcbt stood at KSh 83.24 billion at cnd-Junc2025,

down lrom KSh 100.2 billion at cnd-Junc 2024. 'l'hc guarantccd liabilitics arc

conccntrated in three entities: Kcnya Ports Authority (KI'}A) accounted for KSh 46.16

billion (about 55.4%) of the total, Kcnya Illcctricity Gcncrating Company (KcnGcn)

for KSh 33.00 billion (about 39.6yo), and Kcnya Airways (KQ) Ibr KSh 9.69 billion
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(about ll.6%). This indicates a high conccntration ol guarantccd cxposurc in a lcw

state-linked cntities.

1.6 Public Debt Service

30.Ily cnd-June 2025,total public dcbt service amountcd to Ksh 1,722.1 billion, up liom

Ksh I ,563.3 billion in June 2024, rcpresenting an incrcasc of Ksh 158.8 billion. Of thc

total, Ksh l,l43.l billion rclatcd to domcstic dcbt scrvicc, whilc Ksh 579.0 billion was

external dcbt service.

31.'fotal debt service as a sharc of rcvenue increascd lrom 69.1 pcrccnl in l;Y2023124 to

71.2 perccnt in FY2024125. A rcvicw of trcnds ovcr thc last livc linancial ycars

indicates a sustaincd upward trajcctory, with thc ratio rising by 21.2 pcrccntagc points

from 50.0 pcrcent inlrY2020l2l to 71.2 percent in IiY2024125-

32. Similarly, total interest paymcnts as a proportion of rcvcnuc incrcascd lrom 36.9

pcrccnt in l;Y2023124 lo 40.8 pcrcent in IY2024125, comparcd to 31.7 pcrccnt in

FY2020121, reflecting growing pressurc of intcrcst costs on rcvcnuc ovcr thc pcriod.

33.'l'hc increase in intcrcst payment burden has largcly bccn drivcn by intcrcsts managing

lrom domcstic dcbt, which rosc from 24.9 pcrccnt of rcvcnuc in l;Y 2020121 to 32.1

pcrccnt in IrY 2024125. Extcrnal intcrcst paymcnts incrcascd lrom 6.8 pcrccnt in

I; Y 2020 I 2 | to 8.7 %o in FY 2024 I 2 5, hav ing peakcd at 9 .7 Yo in l; Y 2023 / 2 4 -

34. Although ordinary revcnuc has grown ovcr thc pcriod, it has not kcpt pacc with thc

rising debt service and intcrcst burdcn, pointing to tightcning fiscal spacc and incrcasing

prcssure from debt servicing obligations.

1.7 Risks to Debt and Debt Sustainability Indicators

35.1'hc debt sustainability indicators show thatthe Prcscnt Valuc (l'V) of public dcbt-to-

GDP ratio remains above the 55 pcrcent benchmark, standing at 65.3 pcrccnt in 2025.

'l-hc ratio is projected to rise marginally to 65.6 pcrccnt in 2026 bclorc gradually

dcclining to 62.1 pcrccnt by 2030. Although thc projcctcd trajcctory rcl)ccts gradual

modcration, the ratio remains above thc prudcntial benchmark throughout thc mcdium
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tcrm, indicating sustaincd prcssurc on fiscal spacc and limitcd bullcrs against macro-

fiscal shocks.

36.Similarly, the PV of thc public dcbt-to-rcvcnuc and grants ratio dcclincd lrom 391.5

perccnt in2024 to 379.8 perccnt in2025.lt is projcctcd to rcmain clcvated al3l9.0

pcrccnt in 2026 and moderatc to 365.1 pcrccnt by 2030. I)cspitc thc projcctcd

improvement, thc ratio rcmains high, undcrscoring continucd strain on revcnuc capacity

and the need for sustaincd fiscal consolidation to rcstorc dcbt-carrying capacity.

3T.llxtcrnal dcbt sustainability indicators prcscnt a mixcd oullook. 'l'hc I'V of I'}l'G cxtcrnal

debt-to-GDP ratio rcmains bclow thc 40 pcrccnt thrcshold, dcclining liom 30.8 pcrccnt

in2024to28.3 percent in2025, and is projcctcdto casc lurthcr 1o27.5 pcrccnt in2026

and 24.6 percent by 2030.'l'his suggests containcd cxtcrnal solvcncy risk ovcr thc

mcdium tcrm.

38.Ilowever, the PV of PPG extcrnal dcbt-to-cxports ratio brcachcd thc 180 pcrcont

threshold in2024 (l S0.3 pcrccnt) and2025 (182.2 pcrccnt). It is projcctcd to dcclinc to

161.5 pcrccnt in 2026 and rcmain bclow thc thrcshold thcrcallcr. Whilc thc projcctcd

improvcmcnt rcduccs solvcncy conccrns, thc carlicr brr:ach highlights scnsitivity to

export perlormancc and thc importancc of strcngthcning lorcign cxchangc carnings.

39.'l-hc IIPG debt scrvicc-to-cxports ratio rcmains abovc the l5 pcrccnt thrcshold, standing

at 22.5 pcrccnt in 2025.It is projcctod to dcclinc to 1t1.3 pcrccnt in 2026 and hovcr

around the bcnchmark ovcr thc mcdium tcrm. If rcalizcd, this would signal casing

external liquidity prcssures; howcvcr, thc ratio rcmaining closc to thc thrcshold

indicatcs continued vulncrability to cxport shocks and cxchangc ralc movcmcnts.

40. Similarly, the PPG dcbt scrvicc-to-rcvcnuc ratio cxcccdcd thc 18 pcrccnt thrcshold in

2024 (27.0 perccnt) and2025 (20.6 pcrccnt). It is projcctcd to dcclinc to 17.6 pcrccnt

in2026 and rcmain broadly around thc bcnchmark thcrcallcr. If achicvcd. this would

suggest gradual relicf in fiscal liquidity prcssurcs. Ncvorthclcss, thc ratio rcmaining

close to thc thrcshold implies limitcd fiscal spacc and continucd cxposurc to rcvcnuc

underperformance, rising intcrcst rates, or cxchangc ratc dcprcciation.
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41. Overall, while solvency indicators show gradual improvemcnt ovcr the mcdium term,

liquidity indicators remain tight and close to their respectivc thresholds. l'he dcbt

outlook therefore remains sensitive to macroeconomic conditions, particularly growth

performance, revenue mobilization, export dynamics, intcrcst ratcs, and cxchangc ratc

movements. Sustained fiscal consolidation and prudent debt managcmcnt remain

critical to restoring debt sustainability buffers.

42.The structure of the domestic debt portfolio prescnts rcfinancing and intcrest-ratc risks.

About 44.7 percent of domestic debt is maturing within three ycars, including2l.6

percent within one year, indicating significant rollover rcquirements in the near to

medium term. While the average time to maturity has improvcd, thc conccntration of

near-term maturities exposes the portfolio to refinancing risk, particularly undcr tightcr

liquidity conditions or rising interest rates. In addition, domestic borrowing remains

costlier than external concessional financing, contributing to highcr dcbt servicc

pressures.

43.Foreign exchange exposure remains a key risk, as a largc sharc of extcrnal debt is

denominated in foreign currency. Any depreciation of the Kcnya shilling incrcascs thc

domestic currency value of external debt and dcbt scrvicc obligations, cxcrting

additional prossure on fiscal and external accounts.
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CHAPTER TWO

2.0 OVERVIEW OF SUBMISSION FROM STAKEIIOLDERS

44. Pursuant to the provisions of Articlc 1 l8 of thc Constitution and thc Scnatc Standing

Orders, the Committcc sent invitations to kcy Stakcholdcrs inviting thcm 1o a mceting

and submit their commcnts on thc Mcdium-'l'crm l)cbt Managcmcnt Stralcgy.

Additionally, the Committec published an advcrt in two daily ncwspapcrs inviling

members of the public to submit thcir views on thc 2026 M'l'DS-(Annex 3-Public

Advert).

45. Conscqucntly, thc Committcc rcccived submissions -(lnnex 2-Stakeholders

submissions) from thc lollowing Stakcholdcrs

a) The National'l'rcasury and Ijconomic I'lanning;

b) 'l'he Commission on Itcvenuc Allocation (CI{n );

c) The Council of Govcrnors (COG);

d) The Institute of Cerlified Public Accountants of Kcnya (ICI'AK);

c) Bajcti I.Iub;

0 'fhc County Asscmbly l'orum (CAF);

g) Committee on ftiscal Studies, liaculty of Law - lJnivcrsity of Nairobi

h) Budgct Talk Global

2.1 Submissions by the National Treasury and Economic l'lanning

46. Ihc National'I'reasury submittcd thc lollowing-

a) 'l'hat the 2026 M1'DS prcsents thc optimal plan on costs and risks to achicvc a

dcsired public debt portfolio composition, with thc main objcctivc bcing to cnsuro

that Government dcficit financing nceds and public dcbt paymcnt obligations arc

met at the lowcst possiblc cost within a prudcnt dcgrcc of risk.

b) 'l'hc stratcgy aims at rcducing rc{inancing risks by rcducing ncar-tcrm rollovcr

pressurss, rcducing intcrcst ratc risk by sccuring a lixcd-ratc dcbt proportion of 93.1

pcrcent, rcducing forcign cxchangc risk by divcrsifying dcbt hcld in forcign

currencies, and promoting intcrgcnerational equity by using long-tcrm dcbt for

dcvclopmcnt projccts.

221 SCF&B Report on the 2026 Medium Term Debt Management Strategy



c) 'fhat, thc 2026 M'fDS will scrvc as a road map lor dcbt managcmcnt lrom liY

2026121 to FY 2028129, during which the National 'l'rcasury will monitor

macroeconomic and markct devclopmcnts to cxplorc divcrsifying sourccs of

borrowing without compromising dcbt managcmcnl obicctivcs.

d) Ovcr thc medium tcrm, cconomic growth in Kcnya is pro.icctcd to rcmain at 5.3

pcrcent supportcd by divcrsified privatc scctor activitics and ongoing (iovcrnmcnt

intcrventions and strategies undcr thc Ilottom-[Jp l]conomic 'l'ranslormation

Agenda (Blil'A).

c) 'l'hc Central Bank of Kcnya (CBK) continucs to managc monctary policy with thc

primary objectivc of maintaining pricc and financial stability to support sustainablc

cconomic growth with the current target sct at 5+2.5 pcrccnt. Largcly. thc inllation

ratc has rcmaincd within thc projcctcd targct rangcs.

0 I)omestic intercst rates havc cascd following a gradual rcduction of thc Clcntral

Bank Ratc lrom 13.0 pcrccnt in Augusl2024 to 9.25 pcrccnt in Octobcr 2025 lo

support private scctor crcdit and cconomic activity with ovcrnighl intcrbank ratc

(K[]SONIA) declining to 9.3 pcrccnt in Octobcr 2025 liom 12.l pcrccnt a ycar

carlier.

g) 'l'he current public debt stock as at cnd Junc 2025 stood at Ksh 11.814.5 billion

rcpresenting65.6% of GI)I'>in PV tcrms, oompriscd of a mix of l)omsstic I)ebt at

Ksh 6,326.0 billion (53.5%) and llxternal I)cbt at Ksh 5,4t18.5 billion (46.5%).

h) 'Ihc fiscal deficit for the financial year 2026127 is projcctcd at Ksh. 1.106 billion of

which Nct Ilxtcrnal Iiinancing - Ksh. 243 billion and Nct I)omcslic lfinancing -_

Ksh. 862 billion.

i) 'l'hat, the 2026 MI'DS analysis has indicatcd that costs and risks ol' funding thc

deficit will be minimized through gross borrowing mix of I [l pcrccnt cxtcrnal and

82 pcrccnt I)omcstic.

j) 'l'o financc the projccted dcficit, thc Govcrnmcnt will raisc lunds lrom thc domcstic

market through issuance of 1'rcasury bonds, conccssional borrowing liom bilatcral

and multilateral partners as well as commcrcial borrowing such as intcrnational

bond issuanccs.
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k) 'l'hc National Treasury submittcd that the (]ovcrnmcnt will also cxplorc innovativc

financing options such as Sustainability-l,inkcd Ilonds (SLIls), I)iaspora llonds,

Domcstic Retail I)igital Ilonds via Mobilc Moncy, dcbt swaps. Samurai, Panda

IJonds, Ilnvironmental, Social and Govcrnancc (liSG) dcbt instrumcnts to lund

budget deficit and manage public debt redemptions.

l) Kcnya's public dcbt in prcscnt value tcrms is projcctcd to rangc bctwccn 65.6

pcrccnt and 62.1 pcrccnt until 2030. I lowcvcr, thc (iovcrnmont aims to sustain ljscal

consolidation efforts ovcr the mcdium tcrm to creatc fiscal spacc and rcducc dcbt

relatcd risks.

m)'l'hc National 'l'rcasury submittcd in conclusion that achicving dcbt sustainability

calls lor collectivc national rcsponsibility, rcquiring sustaincd fiscal consolidation

to reduce the ratc of public dcbt accumulation, and rcducc public dobt burdcn

rclative to GDP ovcr thc coming ycars.

2.2 Submissions by the Commission on Revenue Allocation

41. The Commission on Ilcvenuc Allocation appcarcd bcforc thc Committcc and submittcd

as follows-

a) 'l'hc M'I'DS should providc a road map on achioving thc objcctivc ol'rcducing

foreign cxchange risk cxposurc through currcncy diversilication, in thc mcdium tcrm

to cnsure debt sustainability.

b) 'l'hc stock ol domcstic dcbt as at the cnd of Junc 2025 compriscd ol- prc-1997

government debt of Ksh. 16.12 billion. 1'hcy rccommcndcd that thc M'l'l)S shor"rld

cxplain thc pre- 1997 government dcbt and clarify why it has rcmaincd outstanding

for a long time.

c) 'l'hat thc domcstic dcbt instrumcnts with maturity ol lcss than onc ycar incrcascd

lrom 18.6 per cent at thc cnd of 2024 to 21 .6 pcr ccnt at thc cnd of 2025 as a rcsult

of uptake of short-tcrm instrumcnts. l'he incrcasc in short-tcrm domcstic dcbt gocs

against thc objcctivc of reducing thc rcfinancing risks and minimizing thc cost of

financing nceds; thcrcfore, that thc govcrnmcnt should shilt towards longcr tcrm

debt instrumcnts to reduce refinancing risk.
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d) 1'hc MTDS prcscnts domcstic dcbt sccuritics by maturity prolilc in tlSI) cquivalcnt,

however domcstic dcbt in Kcnya is primarily issucd in Kcnya Shillings. 'l'hcy

rccommended that the M IDS should prcscnt domcstic dcbt sccuritics by maturity

profilc in Kenya Shilling.

c) 'l'hat 18.2 pcrccnt of domcstic dcbt will maturc by cnd o1'Junc 2026 anrJ thcrclorc

thcre is necd lor clarity on how thc govcrnmcnt will managc thc maturing dcbt in

ordcr to reduce tho rcfinancing risks.

0 'l'hc stratcgy of financing 55 pcr ccnt of thc nct dcficit l-rnancing lrom domcstic

sourccs and 45 pcr cent from cxtcrnal sourccs was not achicvcd, and instcad thc

financing mix shifted to 83 pcr ccnt nct domcstic financing and 17 pcr ccnt nct

cxtcrnal financing. 'l'hat thc MI'DS should clarify on what constittttcs an optimal

mix of domcstic and cxternal financing.

g) 'l'hc CI{A submittcd that the avcragc maturity of ncw extcrnal dcbt shortcncd lrom

20.5 years in Junc 2024 to 15.6 ycars at thc cnd of Junc2025. whilc thc avcragc

gracc pcriod rcduced lrom 4.4 ycar in lunc 2024 to 3.1 ycars in Junc 2025.'l'hc

shortening of thc avcrage maturity pcriod and thc gracc pcriod incrcascs risks to dobt

sustainability and therefore thc M'IDS should articulatc spccilio stratcgics on how

risks to debt sustainability arising lrom thc shortcning of thc avcragc maturity will

bc mitigated.

h) Parliament should consider lcgislating a dcbt sustainability analysis liamcwork

bcyond the Nct Prcsent Valuc (NPV) of dcbt to GI)l'of 55 pcrccnt to limit thc uptakc

of domestic dcbt, as thcsc dcbt sustainability thrcsholds will bc morc rclcvant to

Kenya's economic status as a dcvcloping country.

i) 'l'hat, the M l'DS should considcr dcvcloping diflbrcnt catcgorics of domcstic

govcrnment financial securitics that appcal to thc divcrsc rangc ol'invcstors in Kcnya

including households to mitigatc thc conccntration of govcrnmcnt domcstic dcbt in

banks and othcr financial institutions.
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2.3 Submission by The Council of Governors

48. The CoG submitted the following-

a) 'l'hat as of 3l't June 2025, thc country's stock of public dcbt was at Ksh.ll.814

trillion which is 67.8 '/o of thc GDI' in prcscnt valuc tcrms. 'l'his implics that thc

National govcrnment brcachcd thc dcbt anchor sct at 55o/o of thc (il)P in and cvcn

cxcccded the allowablc additional limit of 5oh by 7 .8%.

b) 'l'hc continucd growth of thc stock of public dcbt and thc cost ol-scrvicing rcduccs

the rcvenue availablc for sharing bctwccn thc two lcvcls ol- govcrnmcnt. l;rom thc

2026 BPS, Public Dcbt servicing accounts lor 53%o ol thc total projcctcd ordinary

revcnue while Counties account for only 14o/o.'l'hal is Ksh. 1,542.069 billion out of

Ksh.2,901.875 billion availablc for sharing.'l'his is so dcspitc thc Countics having

not contributcd to thc public dcbt stock.

c) fhc CoG noted that Parliamcnt is yct to establish a thrcshold Ibr borrowing by

County govemmcnls and as such Counties arc constraincd to thc convcntional

budgct financing options. 'l'hat thc Scnatc should thcrcltlro initiatc thc cstablishmcnt

of a thrcshold for county govcrnmcnts borrowing cntitlcmcnts pursuant to scction

50 (5) of the PIrM Act.

d) 'l'hc National 'l'rcasury's dcbt sustainability analysis indicatcs that thcrc's a high risk

of debt distress. Dcbt servicc to revenuc ratio brcachcd thc 18% thrcshold in 2024

and2025, an indicator of the growing debt scrvice prcssurcs. Iiqually, thc prcscnt

valuc of thc total dcbt as a pcrccntagc of thc (iDI' is sct to rcmain abovo lhc 55Yo

bcnchmark ovcr thc medium tcrm. 'l'hat thc borrowing trcnds and stratcgics arc

unsustainablc and threaten thc stability and prcdictability of rcsourcc allocation to

counties in the long-term which is against thc critcria sct out undcr articlc 203 of thc

Constitution.

e) Given the projections under thc2026 Ml'l)S, thcrc's nccd lbr urgcnt action by the

National 1'reasury to put in placc measurcs to cnsurc dcbt sustainability. l;urthcr,

that the Senate should invokc section 50 (2C) of thc l'ltM Act to cxplain mcasurcs

bcing takcn to cnsurc that thc thrcshold is mct and that thc high risk ol-dcbt strcss is

addresscd within thc medium-term.

26| SCF&B Report on the 2026 Medium Term Debt Manogement Strategy



2.4 Submissions by the Institute of Certified Public Accountants of Kenya

49. I'hc ICI'}nK submittcd thc following-

a) 'l'hat, thcrc arc scvcral risks to thc 2026 cconomic outltlok, noting that although

privatc sector credit had recordcd slight growth, sustaincd domestic borrowing by

thc governmcnt particularly from commcrcial banks poscs a crowding-out risk 1o

privatc scctor acccss to crcdit. liurthcr, that rising dcbt scrvicc obligations would

significantly reduce dcvelopmcnt rcsourccs, whilc potcnlial dcmonstrations ovcr thc

cost of living and taxation, as well as pcrsistcnt corruption at both lcvcls of

govcrnmcnt, could undcrminc cconomic growth.

b) 'lhc ICPAK thcrclorc rccommcndcd prioritizing policics that cnhancc MSMIrs'

access to affordable credit and promotc public-privatc partncrships, rcfinancing

high-intcrcst dcbt alongsidc fiscal consolidation, implcmcnting targctcd subsidics

and social salcty ncts to casc cost-of-living prcssuros, and strcngthcning anti-

corruption institutions to cnhance transparcncy, accountability, and cconomic

stability.

2.5 Submissions by the County Assembly Forum (CAF)

50. CAF submittcd thc following-

a) 'l'he equitable sharc to countics should bc ring-fcnccd and protcctcd liom fiscal

adjustmcnts arising from national dcbt scrvicing prcssllrcs.

b) 'I'hc National 'l'rcasury should strictly adhcrc to thc dobt cciling liamcwork and

cnsure borrowing rcmains within sustainablc thrcsholds as providcd undcr thc I'}FM

Act.

c) 'l'he governmcnt should prioritizc conccssional cxtcrnal I-rnancing and lcngthcn

domestic dcbt maturitics to rcducc rcfinancing risks.

d) I-ink borrowing to devolved dcvelopmcnt outcomcs- borrowing plans should clcarly

dcmonstrate how financed projects will support dcvolvcd Iunctions and rcducc

vcrtical tiscal imbalanccs bctwocn thc two lcvcls ol'govcrnmcnt.
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2.6 Submissions by the Committee on Fiscal Studies, Faculty of Law - University
of Nairobi

51. ]'he Committee on Iriscal Studics submitted thc following-

a) 'l'hat, although the M'l)S aligns with thc Ill'S, thc alignmcnt is largcly proccdural

rathcr than substantivc. 'l'hcy obscrvcd that thcrc arc inconsistcncics in

macrocconomic assumptions. particularly rcgarding intcrcst ratcs and growth

projcctions, and notcd the abscnce ofjoint stress testing ol'downsidc risks.

b) 'fhe M'fDS projcctcd improvcmcnts in dcbt sustainability without addrcssing thc

dcclining rcvcnue basc outlined in thc Ill'S. liurthcr, that thc stratcgy did not

demonstrate how borrowing supportcd constitutional obligations, cspccially givcn

that debt scrvice consumcs nearly half of ordinary rcvcnuc.

c) 'l'hat the M'IDS lailed to asscss thc fiscal sustainability of largc capital prtrjccts

under thc digital translormation agenda and omittcd climatc-adjustcd dcbt strcss

testing, ISDS transparcncy disclosures, and alternativc financing options such as

Sukuk.

d) 'l'hey rccommcndcd a more intcgratcd rcvcnuc-dcbt liamcwork to cnsurc fiscal

sustainability, transparcncy, and intergcncrational cquity.

2.7 Submissions by Budget Talk Global

52. lludgct'l'alk Global submitted thc following-

a) 'that high domestic borrowing continucs to constrain privatc-scctor crcdit,

destabilise thc yicld curvc, incrcasc refinancing risks, and may crodc markct

confidencc. l'his has dircct implications for small busincsscs prcdominantly owncd

by youth and womcn, as wcll as broader private-scctor growth. 'l'hc Scnatc should

ensure that domcstic borrowing is addressed in linc with liquidity conditions and

dcbt maturitics, and in linc with thc MI'DMS stratcgics.

b) Whilc thc debt sustainability analysis indicatcs that dcbt rcmains sustainablc, thc

burden remains high. Furthcr, approximatcly 4lo/o ol' cxtcrnal dcbt is forcign

currency (FX)-denominated, exposing thc country to cxchangc-ratc risk and

incrcasing thc cost of dcbt scrvicing.

c) Rising dcbt scrvicing continucs to rcducc fiscal spacc lor dcvclopmcnt and scrvico

delivery. For instancc, in IiY 2025126,thc govcrnmcnt spont 39o/o on dcbt, comparcd
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to 14Yo of ministerial cxpenditurc on dcvclopment. Although dcbt stock incrcascs

are partly driven by rcfinancing, ncw borrowing, and cxchangc ratc cffccts, clarity

is nccded on thc drivcrs of continucd nominal growth in thc dcbt stock.

d) 'l'hat, while bonds dominatc domcstic dcbt, trcasury bills slill account lor 16.4o ,

contributing to short-term refinancing risk. Furthcrmorc, thc sharc ol'inslrumcnts

maturing in lcss than one ycar incrcascd to 21.6% at thc cnd of Junc 2025. An

increased sharc of short-term instruments could incrcasc rollovsr prcssurc. 'l'hc

Scnate should question the target rcduction in instrumcnts maturing within onc ycar

over the mcdium tcrm and thc projcctcd share of trcasury bills by YY 2021\129 undcr

the sclcctcd strategy.

e) Sustained pressurc on dcbt scrvicc ratios and shortcncd gracc pcriods may constrain

fiscal space and, indirectly, affect developmcnt spcnding and county transl'crs. 'l'hc

Senatc should holistically asscss the crcdibility of thc borrowing mix targcts and thc

timc-bound pathway for rcstoring dcbt indicators to bclow prudcntial bcnchmarks

to salcguard sustainability.

2.7 Submissions by Bajeti Hub

53. llajcti IIub submittcd thc following-

a) Parliament should institutc a lcgislativc cciling on thc annual fiscal dcficit to curb

the unsustainable 2l%o projccted incrcase in thc fiscal dclicit lrom Ksh 923.2 billion

in IrY 2025126 to thc proposcd Ksh l.ll6 trillion in FY 2026127, which conlinucs

to accclerate dcbt distrcss.

b) Kenya's public debt stock as o[scptcmbcr 2025 as highlightcd by thc CI]K stands

at 12.3 trillion. This comcs in hand with a 1.1 trillion proposcd dcbt scrvicc cost

liom a 1.45 trillion contingcncy lund which translatcs lo 30oh of thc 4.7 trillion

cstimated budget. 'l'his highlights a drop in dcbt scrvicc cost but an inorcasc in

domestic funding to 890.4 billion, which in turn adds to thc alrcady rising portion

of domestic dcbt currcntly al5loh.

c) 'l'his will narrow borrowing spacc lor thc public dcspitc thc rcduccd CI]K ratc as

most commercial banks opt to do business with thc govcrnmcnt duc to thc lucrativc
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interest rates on bonds and 'I'-bills and thc minimizcd lcvcl of risk. 'l'his wcakcns

growth due to limited and costly credit, which in turn limits govcrnmcnt rcvcnuc.

d) Kenya is exploring innovative external financing such as Samurai and Panda bonds,

as well as Sustainability-Linked Bonds (SLBs), to divcrsify its currcncy cxposurc

and attract a broader basc of international invcstors. l'his is a good movc to avoid

crowding out the domestic market coming aftcr an improvcd Moody's rating.

However, the government should be careful not to rush into dcbt with no dircct plan

into absorption to avoid thc already high amounts wc are paying in commitmcnt

fees as highlighted by the Auditor General.

e) Parliament should ensure full implcmcntation of thc Govcrnment-Owned

Enterprises Act, 2025, which requires SOIIs to operatc as commcrcially viablc

entities. This should be paired with strategic privatization and divcstiture to raisc

revenue and reduce fiscal exposure.
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CHAPTER THREE

COMMITTEE OBSERVATIONS AND FINDINGS

54. Arising from thc considcration of 2026 M'fl)S and submissions lrom stakcholdcrs, thc

Committcc madc thc following obscrvations-

a) 'l'he financing strategy undcr lhc 2026 MTDS consists of a nct borrowing

structure of 78% domcstic and22Yo cxtcrnal.'l'his indicatcs a continucd rcliancc

on domestic borrowing as thc primary sourcc ol'Iunding in thc mcdium tcrm

cvcn though domcstic dcbt carrics highcr costs and risks comparcd to cxtcrnal

concessional debt. 'l'his is primarily duc to shortcr rcpaymcnt pcriods and highcr

intcrest rates.

b) 'l'he M'tDS seeks to expand funding sourccs by cxploring innovativc instrumcnts

such as dcbt swaps, diaspora bonds, sustainability-linkod bonds, Grccn bonds

and othcr llnvironmcnlal, Social and Govcrnancc (l1SG) instrumcnts to financc

the budgct dcficit and manage public dcbt. IIowcvcr, thc proposcd instrumcnts

have intrinsic costs and risks that need 1o bc carcfully cvaluatcd.

c) As of Deccmb cr 2025, public dcbt stood at Ksh. 12,299 billion, with thc Prescnt

Valuc (PV) of dcbt-to-Gl)P ratio at65.3o/o. Scction 50(2n) ol'thc P|M Act as

read together with section 50(21]) prescntly providcs that thc National'l'rcasury

shall cnsure compliance with the 55%o thrcshold for public dcbt. I Iowcvcr, thr:

public dcbt sustainability analysis indicatcs that I'V ol'dcbt to (il)I'}ratio will bo

at64.2Yoby 2028. 'l'hcrcforc, in thc abscncc of sustaincd Ilscal consolidation and

prudent debt management, it is likely that thc country will bc in brcach of thcir

obligation undcr scction 50(2z\) of thc PIM Act.

d) 'l'otalpublicdcbtscrviceamountedtoKsh.l,T22.l billionasat30tr'Junc,2025,

incrcasing lrom Ksh.l,563billion in Junc 2024.l'his incrcasc has bccn largcly

drivcn by domcstic dcbt scrvicing. Notably, thc growth in ordinary rcvcnuc has

not kept pacc with thc rising dcbt scrvicc burdcn. I)cbt scrvicc as a sharc ol'

revonuc rosc to 71.2% in trY 2024125, rcsulting in continucd prcssurc on fiscal

space as debt servicing remains a first chargc on thc Consolidatcd Iund.
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e) 'l'hc Committce notcs that thc 2026 IIPS providcs lor thc cstablishmcnt of thc

National Infrastructurc Irund and thc Sovcrcign Wcalth Iiund to mobilizc

approximately Ksh. 5 trillion through domcstic rcsourccs, monctization of public

assets and crowding-in of privatc capital. Ilowcvcr, thc M'l'l)S docs not addrcss

thc implications on public dcbt, Iiscal risks and contingcnt liabilitics for thcsc

nascent fi nancing mcchanisms.

0 In recent years, the Govcrnment has undcrtakcn sccuritization and othcr

structurcd financing arrangcments as part of its broadcr dcbt and liability

managemcnt opcrations. Ilowcvcr, thcsc transactions and thcir implications lbr

debt structurc, fiscal risks, and futurc obligations havc not bccn adcquatcly

captured or discloscd in the 2026 Mcdium-'l'crm I)cbt Managcmcnt Stratcgy.

g) 'l'hc Committcc notcd that financing agrocmcnts in sccuritization includc a

government guarantee undertaking to rcpay thc dcbt in thc cvcnt that thc plcdgcd

rcvenues underperforrn or if thc underlying fund is abolishcd by Parliamcnt.'l'his

implics that the repaymcnt obligation ultimatoly rcsts with thc National

(iovcrnmcnt, notwithstanding that thc borrowing is structurcd around a dcdicatsd

rcvcnue strcam or spccial purposc vehiclc, thcrcby cxposing public financos to

potential fiscal risk.

h) A total of 44.7 pcrcant of domcstic dcbt maturcs within tho ncxt thrcc ycars,

meaning the Governmcnt must refinancc a substantial sharc of its obligations in

thc near tcrm. fhis creates refinancing risk, particularly i[ domcstic liquidity

tightens or intcrcst ratcs increasc, which could raisc borrowing costs and placc

additional pressurc on thc budgct.
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CHAPTER FOUR

RECOMMENDATIONS

55. Arising fiom thc observations madc abovc, thc Committcc rccommcnds thc lollowing-

4.1 Non-Financial Recommendations

a) 'I'hat, to mitigate the impact of rising dcbt scrvicc obligations, thc National'l'rcasury

should cnhance cllicicncy in public rcsourcc utilization, prioritizc cxpcnditurc

towards high-impact and growth-cnhancing invcstmcnts and cnsurc thc timcly

implementation and complction of projccts and programmcs. 'l'hcsc mcasurcs arc

aimcd at maximizing cconomic returns and supporting fiscal sustainability.

b) 'l'hat, in light of the proposcd cstablishmcnt of thc National Inliastructurc l;und and

the Sovcreign Wealth liund, thc National 'l'rcasury should submit to Parliamcnt.

within sixty days of thc tabling of this rcport, a dctailcd rcport outlining thc

structurc, governancc framcwork, Iunding modcl and llscal implications of thc

Funds. Irurthcr, the rcport should include an asscsslncnt ol thc impact of thcsc liunds

on dcbt sustainability potcntial contingent liabilities, ring-fcnccd rcvcnucs and

implications lor fiscal risk. 'l'hc rcport should also clarily how thc l;unds will bc

integratcd within thc M'I'DS and thc broadcr fiscal fiamcwork.

c) 'l'hat, the National 'l'reasury should submit to Parliamcnt, within sixty (60) days of'

thc tabling of this ltcport, a dctailcd rcporl providing lull disclosurc on thc usc ol-

structurccl and ncw dcbt instrumcnts, including sccuritization. collatoralizcd

borrowing, liability management operations (buybacks, switches and exchanges),

derivative instruments such as interest rate and cross-cllrrency swaps and thematic

instruments including diaspora, green and sustainability-linked bonds. This report

should provide-

i) Contractual agreements tbr structured and securitizedl collateralized

debts;

ii) the legal and institutional structure of each instrument and the role of

the PDMO in their design, approval, recording and monitoring;
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iii) the total borrowing costs. including interest rates. f'ees, charges.

pricing structure and the tenor and repayment profile of each

instrument;

iv) the specific revenues, assets or funds pledged, ring-fbnced or

otherwise committed as collateral, including any reserve accounts.

credit-enhancement arrangements or gttarantees;

v) the full risk profile, including refinancing risk. market risk. lbreign

exchange risk and any associated contingent liabilities;

vi) the impact of these instruments on the liscal deficit. primary balance

tra.iectory, liquidity position and overall debt sustainability;

vii) the implications for medium-term fiscal space, including any transfer

of obligations to future generations; and

viii) measures in place to ensure transparency. reporting and consistency

with the MTDS and the Public Finance Managernent framework.

d) That all guaranteed obligations be formally recognized and recorded as contingent

liabilities within the public debt fiamework. as such guarantees effectively transf-er

repayment risk to the National Government and may crystallize into direct public

debt in the event of revenue underperformance or termination of the underlying

fund. This will enhance transparency, ensure accurate assessment o1'flscal risks and

strengthen Parliamentary oversight of potential obligations on public flnances.

4.2 Financial Recommendations

a) 'l'hat, the f-rscal deficit targct for thc mcdium tcrm bc approvcd al5.3oh ol'(il)I'} lor

thc lrY 2026127 3.6% of GDP lor IrY 2027 128 and 3 .3o/o <tf (il)I'} lor l;Y 2028129.

in line with the fiscal consolidation path; and

b) 1'hat, thc borrowing strategy bc approvcd at 22o/o for nct oxtornal borrowing and

78%o for net domcstic borrowing as containcd in thc 2026 Mcdium 'l'crm I)cbt

Managcment Stratcgy.
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8. Sen. Richard Momoima Onyonka, MP
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L Mr. Christopher Gitonga
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9. Mr. Constant Wamayuyi

l0.Ms. Rose Ometere

I 1. Mr. Godana Mamo
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Chairperson
Vice-Chair (Virtual)
Member
Member
Member
Member

Member
Member
Member

Clerk Assistant

Clerk Assistant

Deputy Director
Legal Counsel

Fiscal Analyst
Fiscal Analyst
Fiscal Analyst
Fiscal Analyst
Researcher

Audio Officer
Sergeant-At-Arms

MIN/SEN/SCF& B/1480 12026 PRELIMINARIES

The Chairperson called the meeting to order at 5:46 p.m. This was followed by a word of prayer

and introductions.

MIN/SEN/SCF&B/1481 12026 ADOPTION OF THE AGE,NDA



The agenda was adopted having been proposed Sen. Mohamed Faki Mwinyihaji, CBS, MP, and

seconded by Sen. Mariam Sheikh Omar, MP, as listed-

l. Prayer;

2. Adoption of the Agenda;

3. Consideration and adoption of the report on the 2026 Budget Policy Statement;

4. Consideration of the report on the Medium-Term Debt Management Strategy;

5. Adoption of the report on the Medium-Term Debt Management Strategy;

6. Any other Business; and

7. Adjournment and Date of the Next Meeting.

MIN/SEC/SCF&B/1 48212026 CONSIDERATION OF THE REPORT ON THE
2026 MF,DII]M-TERM DEBT MANAGEMENT
STRATEGY

The Committee considered the report Chapter one (legal underpinnings, proposals in MTDS),
Chapter two- stakeholders' submissions and made several observations contained in Chapter

three.

MIN/SBC/SCF&B/I 483 /2026 ADOPTION OF THE REPORT ON THE 2026

BUDGET POLICY STATEMENT

The Committee having considered the report, unanimously adopted it having been proposed by

Sen. Boni Khalwale, CBS, MP, and seconded by Sen. Mariam Sheikh Omar, MP, with the

following recommendations-

a) That, the fiscal deficit target for the medium term be approved at 5.3%o of GDP for the

FY 2026127; 3 .6Yo of GDP for FY 2027 128 and 3.3o/o of GDP for FY 2028129, in line

with the fiscal consolidation path; and

b) That, the borrowing strategy be approved at 22Yo for net external borrowing and 78o/o for
net domestic borrowing as contained in the 2026 Medium Term Debt Management

Strategy.

M rN/SEN/SCF&B/ | 484 t2026 ADJOURNMENT AND DATE OF THE
NEXTMEETING

The meeting adjourned at 7:23 p.m. Next meeting shall be by notice

. . DArE : 2.4.i1.[.e.b.rs Ny.,.?92.6..

SEN. (CAPT.) ALI IBRAHIM ROBA, EGH, MP
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5. Mr. Milford Bett
6. Ms. Milly Luvaga

7. Ms. Angela Abei

Parliament Liaison Officer (NT)

CS's Advisor

MIN/SEN/S cF&B/1471/2026 PRELIMINARIES

The Chairperson called the meeting to order at2:23 p.m. This was followed by a word of prayer
and introductions.

MIN/SEN/SCF'&B/1472t2026 ADOPTION OF THE AGENDA

The agenda was adopted having been proposed Sen. Mohamed Faki Mwinyihaji, CBS, MP, and

seconded by Sen. Mariam Sheikh Omar, MP, as listed-
1. Prayer;

2. Introduction;

3. Adoption of the Agenda;

4. Meeting with the National Treasury and Economic Planning to deliberate on the 2026
Budget Policy Statement and Medium-Term Debt Management Strategy;

5. Any other Business; and

6. Adjournment and Date of the Next Meeting.

MIN/SEC/SC F&B/1473t2026 MEETING WITH THE, ATIONAL TREASURY
AND ECONOMIC PLANNING TO
DELIBERATE ON THE 2026 BUDGET POLICY
STATEMENT AND MEDIUM.TERM DEBT
MANAGEM STRATEGY

a) Upon invitation, the Cabinet Secretary for National Treasury and Economic Planning
presented views on the 2026 Budget Policy Statement and the Medium-Term Debt
Management Strategy.

b) The presentation covered fiscal strategy, revenue projections, expenditure plans, and debt

management for the FY 2026127.

c) Key discussions included the proposed allocation to counties, challenges with pending

bills and pension payments, and the implementation of zero-based budgeting.
d) The meeting raised concerns about the sustainability of county govemments' financial

obligations, the transition of Universal Health Covoreage (UHC) staff by counties to
permanent and pensionable terms, and the impact of securitization on public debt.

e) The meeting deliberated on the FY 2026127 division of revenue between national and

county governments, considering factors such as inflation adjustments and additional

expenditures by county governments.

0 The Cabinet Secretary responded as follows to the issues that were raised by Members-

i. Revenue Growth and Fiscal Pressure- While national revenue has shown a
substantial and projected increase, this groMh is being consistently outpaced by

Consolidated Fund Services (CFS) obligations. The debt servicing and other CFS

commitments, such as pensions, are growing faster than our revenue collection. It
is a misconception to view debt service as a purely national expense; it is a
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country-wide obligation to both external and domestic lenders that must be met to

maintain economic integrity.

Impact on County Allocations- The heavy burden of debt servicing and CFS

obligations directly impacts the government's ability to increase revenue share

releases to the counties. As a result, significant portions of additional revenue are

diverted to debt service and critical national sectors, limiting the fiscal space

available for expanded county funding.

Education Sector Investment- Education remains one of the largest beneficiaries

of the national budget, currently accounting for26Yoto28Yo of total expenditure.

With an allocation of Ksh.760 billion, the government recognizes the need for

continued support in this sector, even as we face pressure to increase these figures

fuither to meet national demands.

Transition to Social Health Authority (SHA)- The transition from NHIF to SHA

is a courageous step toward Universal Health Coverage (UHC). Primary

healthcare component is 100% government-supported with an initial Ksh.13

billion (and an additional KSh.4 billion in the supplementary budget). Ksh.2

billion specifically for maternity services at Level 2 and Level 3 facilities to ensure

mothers in rural areas are not disenfranchised by facility grading.

Natural Resources and Sovereign Wealth Fund- To ensure intergenerational

equity, the government has established a Sovereign Wealth Fund. This will ensure

that revenues from mineral exploitation, such as gold, benefit both the current

generation and future Kenyans.

Privatization of State-Owned Enterprises such as KPC- The government's policy

is to reduce its footprint in commercially viable enterprises to eliminate

bureaucracy and optimize asset value. In the case of the Kenya Pipeline Company

(KPC), privatizing 65Yo of the entity will allow it to adopt corporate governance

principles.

Utilization of Privatization Proceeds- Proceeds from the sale of government assets

will not be used to support the general budget. Instead, these funds will serve as

seed capital for the National Infrastructure Fund and the Sovereign Wealth Fund.

This strategy is designed to "crowd in" private investment and free up fiscal space

by moving commercially viable projects off the government's balance sheet.

Securitization of Road Maintenance Levy Fund- To address the backlog of
pending bills in the road sector dating back to 2005, the government increased the

road maintenance levy from Ksh.18 to Ksh.25.By securitizing Ksh.7 of this levy

through a Special Purpose Vehicle (SPV), Ksh.175 billion has been raised,

allowing payment of Ksh.160 billion to contractors. This has effectively revived

construction of stalled projects across the country.

Zero-Based Budgeting and Pending Bills: The National Government is

progressively reducing pending bills and moving toward Zero-Based Budgeting.

This is a complex transition that will take approximately three years to fully

implement. For the 2024125 financial year, significant strides have been made in

ensuring these bills are not carried over.
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County Statutory Deductions and Pensions: To solve the persistent issue of
counties failing to remit statutory deductions, the government will implement a
system by the end of March to deduct these funds at the source. This ensures that
employee pensions and other statutory obligations are secured and deducted at the

source.

Debt Sustainability and Exchange Rate Volatility: The Treasury is balancing
domestic and external borrowing to manage risk. Domestic borrowing is preferred

because it does not carry foreign exchange risk. However, domestic borrowing is
being carefully managed to avoid crowding out the private sector.

MIN/SEN/SCF&B/1 47412026 ADJOURNMENT AND DATE OF THE NEXT
MEETING

The meeting adjourned at 3:48 p.m. Next meeting shall be held on Monday,23tdFebruary,2026
at 4:00 p.m.

SIGNATURE: . . . DATE : 2..4.:L.Eehru.?.ry,.?.0.?6.

SEN. (CAPT.) ALI IBRAHIM ROBA, EGH, MP

(cHATRPERSON)
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The Council of Governors
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4. Mr. Lawi Eugine
5. Ms. Naomi Kefa
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Committee

Program Officer
Senior Legal Officer
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PRELIM INARIES

The Chairperson called the meeting to order at9.30 a.m. This was followed by a word of prayer
and introductions.

MIN/SEN/SCF&B/I46II2026 ADOPTION OF THE AGENDA

The agenda was adopted having been proposed Sen. Mohamed Faki Mwinyihaji, CBS, Mp,
and seconded by Sen. Shakila Abdalla Mohamed, Mp, as listed-

l. Prayer;

2. Introduction;

3. Adoption of the Agenda;

4. Confirmation of minutes of the 2501h, 249th, 248th, 247th, 246th, 245th, and 236th Sittings;
5. Matters arising from the minutes of the previous sittings;
6. Meeting stakeholders to deliberate on the 2026 Budget Policy Statement and Medium-

Term Debt Management Strategy -(Committee Poper No. 16I);
- The Commission on Revenue Allocation;
- The Council of Governors; and

- The National Treasury and Economic Planning.
7. Any other Business; and

8. Adjournment and Date of the Next Meeting.

MIN/SE C/SCF&B/1 46212026 CONFIR TION OF'MINIIT ES OF THE
24grtt- 24grtt. 247'rn. 246rH. 245rn AND 236rH
SITTINGS

The agenda item was deferred to the subsequent meeting.

MIN/SEC/SCF &811463t2026 MEETING WITH STAKEHOLDERS TO
DELIBERATE, ON THE 2026 BUDGET POLICY
STATEMENT ANT) EDIUM-TERM DEBT
MANAGEMENT ST TEGY- rcOMMITTEE
PAPER NO. 16II
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1. Upon invitation, the Commission's Chairperson submitted as follows regardingthe2026

Budget Policy Statement-

a) The expansion of the Community Health Promoters programme from the current

107,831 to 120,000 does not have a corresponding increase in the budget

allocation. During the FY 2025126, Ksh. 3.23 billion was allocated for transfer as

conditional grants to county governments, and a similar amount has been allocated

in FY 2026127.

b) More information is needed on number of CHPs that have been recruited, budget

implication of the additional CHPs and level of government that will pay the

stipends.

c) There is need for clarity on whether the National Cybersecurity Agency, the

National Security Operations Centre, and seven Sectoral Security Operation

Centers have been completed and operationalised, as outlined under the pillar on

digital superhighway.

d) The 2026 BPS states that the revenue for the FY 2025126 to December, 2025

underperformed by Ksh. 136.1 billion, while recurrent expenditure went up by

Ksh. 10.9 billion resulting in worsening of the fiscal deficit which leads to

increased public debt; thus the government needs to operationalise its policy on

fiscal consolidation.

e) There is need for clarifications on the total revenue target as at December, 2025,

that is whether it is Ksh. 1,637 .7 billion as stated in paragraph 184, or Ksh. 1,636,7

billion in Table 2 since the two figures result in a variance of Ksh.l billion,

0 The Commission recommended county equitable share of Ksh.458.94 billion for

the FY 2026127 (an increase of Ksh. 43.94 billion) rather than the Ksh. 420 billion
proposed in the 2026 BPS, an increase of Ksh.5 billion from Ksh. 415 billion

allocated in the FY 2025126.

g) The above was based on the projected revenue growth of Ksh.157 .5 billion, with
revenue projection of Ksh. 2,901.9 billion for the FY 2026127 from a target of
Ksh.2,744.4 billion in the FY 2025126. Also, the additional resources will be

required to enhance service delivery especially in healthcare and hire of adequate

personnel in this critical sector.

h) The 2026 BPS in paragraph 240 provides projected expenditure for FY 2025126

as Ksh. 4,532.8 billion, for FY 2026127 as Ksh 4,703.9 billion and Ksh. 4,931.4

billion for the FY 2027128, while the summary of budgetary allocations for the FY

2026127-2028129 in Table 2 presents different as Ksh. 4,301.8 billion, Ksh.

4,737.5 billion, and Ksh. 5,199.59 respectively. Therefore, there is need for clarity

on the expenditure projections.

i) Under county financial management, and division of revenue, the Commission

proposed that-
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i. The national government adherence to fiscal responsibility principles

should also be a substantive section in the 2026 BPS, rather than annexing

it.
ii. The section should include the analyses of transfers to county government

from the nationally raised revenue.

iii. County governments are unable to adhere to fiscal responsibility measures

since the national government fails to adhere to the disbursement schedule.

iv. The 2026 BPS should provide details of National Government pending

bills, which is available from the Controller of Budget reports.

v. The National Assembly should expedite the approval of audited accounts,

or Parliament should amend Article 204 to provide that the allocations to

the Equalization Fund are based on only the Audited accounts. This is
because, the FY 2021122 audited and approved accounts may not give an

equitable allocation to the Fund for the FY 2026127.

vi. The Ksh.8.93 billion for the remuneration of the Universal Health

Coverage (LIHC) workers in the FY 2026127 be part of equitable share

rather than as an additional conditional allocation.

vii. Additional allocations to counties for FY 2026127 should be revised to

provide for additional conditional allocations of 0.5oh of Housing Levy
Fund to the County Rural and Urban Affordable Housing Committees,

pursuant to Section I l(a)(c) and I l(5) of the Affordable Housing Act.
2. With regards to the 2026 Medium Term Debt Management Strategy (MTDS), the

Commission submitted as follows-
a) One of the objectives of the 2026 MTDS is to reduce the foreign exchange risk

exposure. However, MTDS should provide a roadmap on the achievement of this

objective to ensure debt sustainability.

b) The MTDS should explain and provide clarity on the pre-1997 debt that has

remained outstanding for a long time.

c) The2026 MTDS indicates that debt instruments with maturity of less that one year

increased from 18.6% in 2024 to 2l.6Yo in 2025 due to uptake of short-term

instruments. The Commission proposed that government should shift towards

long-tern instruments to reduce refinancing risk.
d) The domestic debt securities by maturity profile is presented in USD equivalent,

however domestic debt in Kenya is primarily issued in Kenya Shillings.

e) There is need for clarity on how the government will manage maturing debt, since

182% of domestic debt will mature by end of June, 2026.

0 The financing mix shifted to 83Yo net domestic and lToh net external, a deviationa

from financing strategy of 55Yo net domestic and 45Yo net external financing.

g) The MTDS should speciff strategies to mitigate the risk to debt sustainability

arising from the shortening of average maturity of new external debt lrom 20.5%

years in June 2024 to I 5.6 years at end of 2025.
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h) Parliament should consider legislating a debt sustainability analysis framework

beyond the Net Present Value of debt to GDP of 55o/o, which is an IMF/World

Bank threshold. This is because the IMF/World Bank analysis is universally

applied in all economies, yet advanced economies react differently to shocks as

compared to developing economies.

i) The 2026 MTDS aims to reduce debt costs and risks by sourcing 18% from

external sources and 82o/o from domestic sources over medium term. Commercial

banks and financial institutions account for 82o/o of domestic debt. Therefore,

MTDS should develop different categories of domestic financial securities to

attract diverse range of investors

Following deliberations, the Committee observed that-

a) although the 2026 BPS indicates that the number of Community Health Promoters

(CHPs) will be expanded to 120,000, the conditional additional allocation for the CHPs

programme has been allocated Ksh.2.34 billion, similar to the amount that allocated in

the FY 202512026 for 107,831 CHPs. Thus, there is need to provide funds for the

additional CHPs.

b) the Commission proposed and endorsed inclusion of Ksh.8.93 billion for the

remuneration of the Universal Health Coverage (UHC) workers in the equitable share

for the FY 2026127 rather than as an additional conditional allocation indicated in the

BPS. However, the Committee expressed concern over sharing of the amount using the

fourth basis formula, which would not consider the number of CHPs in each county.

c) The Commission has been supporting counties through targeted training on revenue

collection, county revenue target setting, promoting adoption of integrated revenue

collection management systems; initiatives aimed at helping counties maximize Own

Source Revenue potential. Case example is Busia, and Wajir.

d) The Intergovernmental Relations Technical Committee identified and gazetted the

transfer of devolved functions and had in the first phase identified Ksh. 65.97 billion for

transfer to county governments.

e) In the FY 202512026, the Commission's allocation was reduced to Ksh. 370 million,
which is insufficient to support the three critical technical subprogrammes in carrying

out their constitutional mandate. The Committee informed the Commission that the

matter will be brought to the attention of National Treasury when they appear.

Meetins th the Council of rnors

1. Upon invitation, the Council submitted the following comments on the 2026 BPS-

a) The projected baseline ceilings of the National government's sectoral budget

allocations for the FY 2026127 is set to increase by Ksh.317.88 billion while all

47 Counties are projected to get a Ksh.5 billion increase.
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b) The Health Sector alone is set to get a Ksh.29.30 billion budget increase yet it is a

largely devolved function. Also, there is no policy pronouncement on transition of
UHC Workers to Counties on permanent and pensionable basis as resolved during
the l2th National and County Governments Coordinating Summit.

c) The Council proposed that the Ksh.8.94 billion required for the transition of UHC
workers should be part of the county equitable share for FY 2026127 as opposed

to the funds being transferred to counties as conditional grant. Additionally, to
ensure smooth transition, the Ministry of Health should also address the pending
payment of the UHC Workers service gratuity before they are transferred.

d) Regarding the fiscal responsibility and prudence there is need to review the 35Yo

threshold wage bill to revenue ratio taking into consideration the current trends

and its practicability over the long-term.

e) The Council proposed that Ksh.534.96 billion be allocated to counties in the FY
2026127 as equitable share. This comprised of-

i. Ksh.35 billion as an adjustment for revenue growth;
ii. Ksh.8.94 billion budget requirement to transition of the UHC Workers,
iii. Ksh.l0.06 billion budget requirement to implement the outstanding 3rd ur6 4th

remuneration and benefits review cycles; and

iv. Ksh.65.97 billion identified for transfer under the first phase of delineated and

gazetted dev olved functi ons.

0 The proposed additional allocations to county governments be amended to include
the Ksh.l.8 billion under the Kenya Watershed Services Improvement Project
(KEWASIP); expected to be implemented in l2 Counties in FY 2026127.

g) The Council informed the meeting about the partial or non-disbursement of funds

by the National Treasury to counties, especially additional allocations. In FY
2023124, Ksh.29.37 billion out of Ksh.46.36 billion was disbursed leaving a

balance of Ksh.16.99 billion. In the FY 2024125,Ksh.27.84 billion out of the

Ksh.50.54 billion allocated was disbursed.

h) Regarding the intergovernmental agreements in respect of the Additional
Conditional Allocations, the Council proposed that-

i. Parliament should fast-track the Bill seeking to repeal Sections l9lA-E
of the PFM Act

ii. The Senate engages with the Attorney General to gazette an amendment

to the County Governments Additional Allocations (No.2 Act) 2025 to

exempt proceeds of loans and grants funds from development partners

from sections l9lA of the PFM Act.
i) Regarding the National Treasury's proposal to split the County Governments

Additional Allocations Bill (CGAAB) into two separate laws; one for additional

allocations from the National government's share of revenue and the other for

additional allocations from development partners, the Council proposed that, the

draft Bill that seeks to amend section 42 of the PFM Act be withdrawn to allow
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for the alternative mechanism that will ensure County Governments Additional

Allocations Bill is passed alongside the County Allocation of Revenue Bill.
2. The Council submitted as follows regarding the 2026 Medium Term Debt Management

Strategy-

a) The Council noted that as of 31't June 2025, the stock of public debt stood at

Ksh.11.814 trillion, which is equivalent to 67.8 Yo of the GDP in present value

terms. This implies that the national government has breached the debt anchor

threshold set at 55Yo of the GDP provided for under section 50(2A) of the Public

Finance Management (PFM) Act and has exceeded the allowable additional limit
of 5Yoby 7.8%.

b) The continued growth of the stock of public debt and the cost of servicing it

reduces the revenue available for sharing between the two levels of government.

The 2026 BPS stipulates that Public Debt servicing accounts for 53o/o of the total

projected ordinary revenue. That is, Ksh.1,542.069 billion out of Ksh.2,901.875

billion will be available for sharing.

c) County governments' borrowing entitlement thresholds: Article 212 of the

Constitution provides for borrowing by county governments with a guarantee from

the national government. However, Parliament is yet to establish threshold for

borrowing by counties as stipulated under Section 50(5) of the PFM Act.

d) Kenya's Debt Sustainability: The National Treasury's debt sustainability analysis

indicates that there's a high risk of debt distress. Debt service - to- revenue ratio

breached the 1 8% threshold in 2024 and 2025.

e) The Council submitted that the borrowing trends and strategies are unsustainable

and threaten the stability and predictability of resource allocation to counties in

the long-term, which would be against the criteria set out under Article 203 of the

Constitution.

f) There's need for urgent action by the National Treasury to put in place measures

to ensure debt sustainability.

The Committee observed that-

a) Community Health Promoters (CHPs) will be expanded from 107,831 to 120,000.

However, the additional resources for additional CHPs had not been provided for. The

allocation of Ksh.3.24 billion in FY 2026127 is similar to the allocation in FY 2025126.

That, the national government currently provides allocation for 100,000 CHPs and the

county governments meets cost for the extra number of CHPs.

b) Counties should put in place measures and mechanisms to enhance collection of Own

Source Revenue and reduce overreliance on the equitable share.

c) the Commission proposed and endorsed inclusion of Ksh.8.93 billion for the

remuneration of the Universal Health Coverage (UHC) workers in the equitable share for

the FY 2026127 rather than as an additional conditional allocation. However, the

Committee expressed concern that this amount would be shared using the fourth basis
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formula for sharing of revenue among counties and, which would not consider the

number of CHPs in each county

d) The Committee observed that the National Rating Act has not been fully operationalized
since the National Land Commission is yet to develop regulations under Section 20(2) of
the Act to enable the payment of CILOR to counties by the national government.

The Committee praised the Council for their thorough and data-based submissions and thanked

them for their continued collaboration.

Meetins with the National Treasurv and Economic Plannins

The Committee considered National Treasury's request for rescheduling of the meeting to
Monday,23'd February,2026 at2.00 p.m. The Cabinet Secretary stated that he was unable to
attend the meeting since he was attending Eurobond roadshows that were scheduled on 18th and

19th February,2026. The Committee acceded to the request.

MIN/SEN/SCF& B/1 46412026 ANY OTHER BUSINESS

The meeting was reminded about the retreat scheduled to take place in Machakos County from
22d and23'd February,2026,to consider and adopt reports on the 2026Budget Policy Statement
and Medium-Term Debt Management Strategy. The specific venue was to be communicated in
due course.

MIN/SEN/SCF&B/I 465 12026 AD.IOIIRNMF],NT A DATE OF THE
NBXTMEETING

The meeting adjourned at 12:40 p.m. Next meeting shall be held on Monday, 23'd February,

2026 at 9:00 a.m.

:=-
. . . DATE : .2..9.:L.ne.b.r.q.ery,..?Qz.f .SIGNATURE:

SEN. (CAPT.) ALI IBRAHIM ROBA, EGH, MP

(cHATRPERSON)
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BRIEFING NOTES FOR THE CABINET SECRETARY, THE NATIONAL

TREASURY FOR USE DURING THE MEETING WITH THE SENATE

STANDING COMMITTEE ON FINANCE AND BUDGET TO DELIBERATE

ON THE 2026 BUDGET POLICY STATEMENT AND THE MEDIUM'

TERM DEBT MANAGEMENT STRATEGY, 2026

A. INTRODUCTION

1. Hon. Chairperson and HOn. Members, thank you for inviting us to

this meeting to consider and deliberate on the 2026 Budget Policy Statement.

B. LEGAL BASIS AND OBJECTIVES FOR 2026 BUDGET POLICY

STATEMENT

Z. The Budget policy Statement (BPS) is prepared in accordance with the
public Finance Management Act, 20L2. Section 25 of the Act, requires the

National Treasury to submit the Budget Policy Statement approved by

Cabinet to Parliament, by the 15th February in each year.

3. In compliance with the PFM Act and Regulations, the 2026 Budget Policy

Statement:

i)presents an assessment of the current state of the economy and

the financial outlook over the medium term'

ii) presents the financial outlook with respect to Government
revenues, expenditures and borrowing for the FY202612027 and

over the medium term.

iii) Sets the proposed expenditure limits for the national government,

and indicative transfers to county governments.

iv) presents the fiscal responsibility principles and financial
objectives over the medium term.

4. The document forms the basis for the preparation of the FY 2026127

and medium-term budget.

C. HIGHLIGTITS OF THE 2026 BUDGET POLICY STATEMENT

i) PolicY Priorities

5. Hon. Chairperson, he2026 Budget Policy Statement, the fourth to be

prepared under the Kenya Kwanza Administration, sets out the
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Government's policy priorities, fiscal strategy, for implementation in the FY

2026127 and over the medium-term.

6. In part, the Government will consolidate the gains realized under BETA

through a value chain approach, to scale their impact, bridge urban-rural

divides and ensure sustainable bottom-up transformation. Special emphasis

will be placed on:

i)Agricultural Transformation - To enhance food security and farmer

incomes by modernizing value chains through County Aggregation and

Industrial Parks, promoting crop diversification, strengthening

livestock productivity, and expanding climate-resilient support

services.

ii) MSME Economy - To boost inclusive economic growth by expanding

affordable credit, formalizing enterprises, establishing MSME hubs, and

empowering youth through the NYOTA programme'

iii) Healthcare - To achieve Universal Health Coverage by strengthening

primary care, expanding community health services, deploying medical

personnel, and improving digital health and medicine supply systems'

iv) Housing and Settlement - To promote affordable, climate-resilient

housing- and planned urban-rural settlements through expanded

finance, cooperative support, and upgraded infrastructure'

v) Digital superhighway and creative Economy - To drive

innovation, jobs, 5nO eionomic diversification by expanding digital

connectivityi Oigitizing Government services, building youth digital

skills, and supporting the creative economy'

7. Hon, chairperson and Members, building on the achievements

realized over the past three years under BETA, the Government's next phase

of transformation will focus on four priorities:

i) Scaling up investment in people through education, skills

development, scientific training, and innovation;

ii) Transforming the economy from a net importer to a- net exporter of

goods and services, with emphasis on agricultural and

ma nufactu red Products;
iii) Ensuring abundant, reliable, and affordable energy as the

- 
foundation of a modern economy; and
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iv) Developing efficient transport and logistics infrastructure toconnect markets, lower the cost of doing business, and strengthen
Kenya's position as the aviation and commercial hub of East and
Central Africa.

8' This roadmap emphasizes long-term industrial planning, expansion ofproductive capacity, large-scale investment in human .upiti, and strategic
i nfrastructure development.

9' To sustainably finance this transformation agenda, the Governmentapproved the establishment of the National Infrastructure Fund and theSovereign Wealth Fund.

i) The National Infrastructure Fund, established with initialcapitalization from privatization proceeds, will serye is the centralvehicle fol aligning public finances with national developmentpriorities. The Fund will crowd-in large-scale private sector through
domestic resources mobilisation, monetising 

'mature 
public assets,

leveraging capital markets white reducing on borrowing and taxation.
To establish the Fund, the National Infrastructure rund- Bill, 2026 was
tabled in parliament last week.

ii) The Sovereign Wealth Fund will prudently manage mineral andpetroleum revenues, returns from pubiic investments. JnO a portion oiprivatisation proceeds to promote inter-generational equity, flscal
resilience, and strategic commercial investments. Anchored on Article20L of the Constitution, the Fund will strengthen fiscal discipline,protect the economy from external shocks, and enhance long-t"rm
nationa I competitiveness.

ii) Economic Developments and OuUook
Global Economic Environment
10. Hon. Chairperson and Members, the 2026 Budget poliry Statement
is prepared against a backdrop of a resilient global economic environment.
Global growth is projected to remain at 3.iolo in 2026, before easin!marginally to 3.2o/o in 2027 from the estimated 3.3olo in 2O25. Thesustained global growth reflects:

' Continued investment in technology, particularly artificial
intelligence;

. More flexible private-sector supply chains; and
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. Generally accommodative financial conditions.

11. Sub-Saharan Africa is expected to expand by 4.60/oin2026and2O27
from the estimated 4.4o/o in 2025. This growth outlook will be supported

by macroeconomic stabilization, improving domestic demand, easing

inflationary pressures, and continued reform efforts in several key

economies.

Domestic Economic Performance and Outlook

12. Hon. Chairperson, against this global backdrop, the Kenyan economy

continues to demonstrate strong resilience despite facing multiple challenges

arising from both domestic and external environments.

13, The economy expanded at an average annual rate of S.Lo/o (4'9o/o in

2022,5.7o/o in 2023, and 4.7o/o in 2024). This performance reflects the

implementation of sound and deliberate macroeconomic policies, alongside

the continued diversification of the economy, which has reduced reliance on

any single sector. The strong growth momentum was sustained in the first

three quarters of 2025:

. Growth stood at 4.9o/o in Q1, 5,Oo/o in Q2 and 4.9o/o in Q3 of 2025

(Table 1).

. Drivers: strong agricultural pefformance (good weather, subsidized

inputs), indultrial recovery (construction and manufacturing), and

robust services (ICr, financial services, tourism).
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Quartely Growth RatesSectors/Sub-sectors
2024 Qt 2024 Q2 2024 2025 Ql 2025 Q2 202s Q31. Primary sector

l.l. Agdcrrltue. Forestry aud Fishing
1.2 Mining and Qrrarrying

2- Secondary Sector (Industry)
2.1. Mamrfachuing
2.2. Electricig aud Water supply
2.3. Construction

3. Tertiary sector (Services)
3.1. Wholesale and Retail trade
3.2. Accoruodatiou and Restaruaut
3.3. Transport arrd Storage
3.4. Infonuation and Corurmuricatiou
3.5. Financial and Instuance
3.6. Ptrblic Aduriuistratiou
3.7. Others

of which: Professioual. Adruilr &
Support Services

Real Estate
Education
Healtli

Taxes less subsidies
Real GDP

4.5
5.6

(16.1)
l-5
1.9

2.8
o.4
6.8
3.6

38. I
4.1
9.2
9.6
7.5
5-8

9.4

6.9
2.4
5.4
2.9
4.9

4.0
4.5
(5.s)
0.5
3.2
1.2

(3.7)
6.2
2.5
35.0
3.4
6.7
8.0
9.0
5.6

6.7

5.9
3.2
8.1

3.8
4.6

2.9
4.0

(12.2)
o-3
2.3
0.9
(2.6)
5.7
2.6
)1 0
4.6
6.9
7.3

7.3
4.9

4._s

4.8
4.8
6.2
6.3
4.2

6-2
6.0
10.8
2-6
2.t
3.6
3.0
4.8
5.4
4.1
3"7
5.8
5.2
6.5
4.4

4.6

5.3
2.9
4.8

-5.7

4.9

4-9
4.4
15.3
3-3
1.0

5.7
5.7
5.5
4.t
7.8
5.4
6.0
6.7
6.0
s.2

8.5

s.5
3.2
6.8
J.-t
s.0

4-0
3.2
16.6
4.1
2.5
3.6
6.7
5.4
4.8
t7.7
5.2
4.5
5.4

-s.l
5.2

6.t

5.7
3.4
4.t
3.7
4.9

Table 1: Sectoral GDp Peformance

Saurce of Data: Kenya National Bureau of Stailstics
14. Kenya's economic outlook is expected to strengthen, with real GDp
projected to grow by 5.3o/o in 2O26 and 2027 froi an estimated growth
of 5.Oo/o in 2O25. The recovery will be anchored by a robust agricultural
sector, steady expansion in services, and a gradual rebound in industry.
15. Macroeconomic Stability: Stability in key indicators has fostered a
conducive investment environment:

i)rnflation: stood at 4.4o/o in January 2026 from 3.3o/o in January
2025, staying within the 5.0r2.5% target, reflecting easing oi
monetary policy, lower energy costs, and easing food price.

ii) Interest rates have declined in line with the easing of the
monetary policy.
. central Bank Rate reduced to g.lso/o (Februa ry 2026) from

13.0 o/o (August 2024).
. 91-day T-bill rate decrined to 7.7o/o (January 2026) from

9.60/o (January 2025).
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o KESONIA (the overnight interbank rate) declined to g.oo/o
(January 2026) from L!.Zo/o (January 2OZS).

. Commercial banks' average lending rate eased to L4.go/o
(December 2o25) from L7.2o/o (lvovember 2o24) and are
expected to ease further in line with the accommodative monetary
poliry stance.

iii) Credit to private sector has begun to recover, with a growth
reaching 5,9o/o (December 2O25) compared to a contraction of
l.4o/o ( Decem ber 2024).

iv) The external position has improved characte rized by a stable exchange
rate, improved goods exports and services receipts, and resilient
diaspora remittances.

' Exchange rate: Shilling relatively stable against the US Dollar at
Ksh 129.0 /usD (January 2026) compared to KSh Lzg.4lUsD
(January 2025).

. The official foreign exchange reserves stood at usD L2.l
billion (5.2 months of import cover) by end Decembe r 2025
compared to USD 10.1 billion (4.4 months of import cover) over the
same period in 2024, giving the economy a robust buffer against
external shocks.

. Current account deficit stood at USD 3,298.9 million (2.4 o/o
of GDP) in December 2O25 on account of strong exports, higher
service receipts, net primary income and remittances.

Fiscal Peformance for Fy ZOZSIZ6

16. Hon. Chairperson and Members, implementation of the Fy 2025126
budget has faced several emerging pressures, primarily driven by persistent
revenue underperformance and rising expenditure demands.
L7. By the end of December 2025, total revenue collected includi ng A-I-A
amounted to KSh 11525.1 billion against a target of KSh 636,7 bi n
(Table 2). The revenG collection was below target by biil
largely from ordinary revenue. The underperformance is to
slower-than-projected tax receipts largely due to compliance gops,
administration chal lenges, and the impact of revenue reducing measures in

7
I

the Finance Bill 2025.
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Table 2: Tota I Revenue as at 31st December 2025 KSh Millions

Source: The National Treasury

18. The total expenditure and net lending for the period ending December

2025 amounted to KSh 2,019.8 billion, against a target of KSh 2,097.O

billion (Table 3). The below target expenditure of KSh 77,1 billion is

largely attributed to below absorption in domestic interest, foreign interest,

and pensions PaYments.
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Table 3: Expenditure and Net Lending as at 31st December 2O25
KSh Millions

Source: The National Treasury

19. The fiscal performance during the first half has necessitated revision of
the FY 2025126 budget, in order to safeguard budget implementation while
maintaining fiscal consolidation path. Actordingly,hscal projections for the
FY 2025126 have been revised in the 2026 Budlet poliry 'staiement:

. Total revenues are projected at Ksh 3,gs2.r biflion (L7.6
percent of GDP), an increase of KSh 30.5 billion from the
approved budget. Of this, ordinary revenue is projected to decline
by KSh 10.3 billion to KSh 2,744.4 billion'1ti.+ percent of
GDP), while Ministerial Appropriations-in-Aid are projected to
increase by KSh 40.8 billion to KSh 607.7 billion (Tabie i, Annex
Table 1 and 2).

o Total expenditure is projected at Ksh 4,sgz.g billion (23,9
percent of GDP), representing an increase of KSh 262.g Oittion
from the approved budget.
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. The resultant fiscal deficit for FY 2025126 is projected at KSh

L,L4O.7 billion (6.0 percent of GDP), up from KSh 901.0 billion

G.7 percent of Cbn; ih tne approved Budget, and will be financed

t0 irlrouoh net externaifinancing of KSh 254.8 billion (1'3 percent

"-I,':fl 

of C6p) and net domestic financing of KSh 885.9 billion (4.7
v percent of GDP).

o These adjustments will be tabled before Parliament during the

supplementary budget process later this financial year.

iii) FY 2026127 and Medium-Term Budget

20. Hon. chairperson, in the FY 2026127 and medium term budget, the

Government wili continue to pursue a prudent fiscal strategy aimed at

reinforcing macroeconomic stability while safeguarding priority development

expenditure.

21. Medium-term fiscal consolidation will be anchored on sustainable
domestic revenue mobilization through targeted tax policy and

administrative reforms, rationalization of non-essential expenditure,
strengthened expenditure control and improved spending efficiency'

Fiscal Projections for fY 2026127 Budget

22. Total revenue inclusive of Appropriation in Aid for the FY 2026127 is

projected at KSh 3,593.7 billion (16.9 percent of GDP). This revenue

includes:

. Ordinary revenue of KSh z,g0L,g billion (13'9 percent of GDP);

and

. Appropriation in Aid of KSh 631'8 billion'

23. Expenditures and net lending are projected at KSh 41703.9 billion
(22.5 percent of GDp) in FY 2026127. The expenditure outlook comprises:

. Recurrent spending of KSh 3,456.9 billion (16.5 percent of
GDP)

. Development expenditure of KSh 749.5 billion (3'6 percent of
GDP)

. Transfers to County Governments amounting to KSh 495'5
billion;
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' And an allocation of KSh 2.0 billion to the Contingency Fund
24. Fiscal deficitjncluding grants is expected to reach KSh 1,115.g billion(5.3 percent of GDP) in FY 2o26t)7, from the projected deficit of KShl,L4o-7 billion (G.o percent of GDp) in Fy zozslio.
25' The FY 2026127 fiscal deficit witl be financed through net external
borrowing amounting to KSh 2zs.s billion (1.1 p"r"""nt of GDp) andnet domestic financing of Ksh ggo.4 billion (4.i percent of coe;,

26. Revenue Reforms in Fy 2026127 wilt involve:
i) Full implementation of the National Tax Policy and Medium-

Term Revenue Strategy to progressively strengthen tax revenue
mobilization by simpliflTing and harmonizing tax i-aws, rationalizing
and targeting tax expenditures, and creating a simple, predictabl6
and fair tax system;

ii) Strengthening tax administration through sustained
investment in technology to modernize the tax syitem, improve
compliance, broaden the tax base, strengthen customs valuation,
and seal revenue leakages; and.

iii) Expansion of non-tax revenues by enhancing the capacity of
MDAs to effectively generate income from pu-btic seruices and
strengthen their operational systems to improve service-based
revenue performance.

27. To enhance expenditure control and value for money, the Government
will continue to implement a number of expenditure reforms including full
operationalization of the e-procurement system, automation of puUic
investment management processes, and digitization of pension, payroli, and
human resource management systems.

28. Other expenditure reforms include:
. Phased implementation of the Treasury single Account;

' Accelerated transition from cash-basis to accrual accounting;
. Adoption of Zero-Based Budgeting principles;
. Optimization of national assets and liabilities;

11



Scaling up the use of Public-Private Partnerships for commercially

viable projects; and

Accelerati ng i mplementation of SOE reforms, i ncl uding privatization,

partial divestiture, and strategic partnerships.

Budgetary Allocation for FY 2026127

Hon, Chairperson and Members,

Zg. Resource allocation will follow five clusters: Finance and

production; Infrastructure; Environment and Natural Resources; Social

Sectors; and Governance and Public Administration - anchored on value

chain development (Leather; cotton; Dairy; Edible oils; Tea; Rice; Blue

Economy; Natural Resources (including Minerals and Forestry); and Building

Materials) to enhance competitiveness, jobs, and exports.

30. Ministerial budget ceiling for FY 2026127 budget is set at KSh 2,867.4

billion. This comprises of KSh 2,A2L.L billion in recurrent expenditure;

and KSh 846.3 billion in development expenditure.

31. Sectoral allocations are as follows:

' Education: KSh 767'3 billion (26.80/o)

o Energy, Infrastructure & ICT: KSh 594.6 billion (20.8olo)

. Public Administration: KSh 354.9 billion (12.4o/o)

o Governance, Justice, Law & Order: KSh 329.9 billion (11'5o/o)

o National Security: KSh 299.9 billion (10'5%)
. Health: KSh 167.4 billion (5.8%)
. Environment, Water & Natural Resources: KSh 106.7 billion

(3.7o/o)
. Agriculture & Rural Development: KSh 97.0 billion Q.ao/o)
. Social Protection, Culture & Recreation: KSh 87.2 billion

(3.0olo)
o General Economic Affairs: KSh 62.2 billion (2.2%o).

32. The hard sector ceilings provided in the 2026 Budget Policy

Statement will form the basis of the detailed budget allocations for

submission to Parliament by 30th April 2026.

o

a
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D. DrvrsroN oF REVENUE BrLL zo26t couNTyALLocATroN oF
REVENUE BILI-, 2a26, AND coUNTY GOVERNMENTS
ADDTTTONAL ALLOCATTON BILL, 2026

i) county Financial Management and Division of Revenue

33. Hon. chairperson and Members, in the Fy 2026127, we have
proposed a total allocation to County Governments of KSh 495.7 biltion
(Table 5). This is made up of:

' KSh 42O.O billion to County Governments as equitable share of
revenue share which translates to 21.9 percent of the most recent
audited and approved revenue; and

' KSh 75.7 billion as an additional allocation (both conditional and
unconditional). Of this, KSh 18.3 billion will be financed from the
National Government's share of revenue, and KSh Sl.4 billion will
be financed from proceeds of loans and grants from Development
Paftners.

Table 5: Disaggregation of County Governments'Allocation for Fy
2026 27

Source: The National Treasury

34. Details of the allocations are captured in the Bills as follows:
Division of Revenue Bill, 2026

35. In line with the 2026 Budget Policy Statement, the Division of Revenue
Bll, 2026 has a projected total shareable revenue of KSh ZpOL.g billion
for the FY 2026127. out of this, the Bill proposes an allocation of:

' KSh 42O.O billion to County Governments as equitable share of
revenue'

20Dno 30ilnt 302181 1n )n1 2023,?{ 202q2a 20!Sfl( 2026D7
A ('ouugEquihble Sbrre 316.500 316,500 370.000 370,000 335,4!5 387,{25 {1i.000 420,000

B *lditioml.lllocatious to Couuty Goveruuerts {5,59S 30,!0{ 39,330 22JS9 46362 42,00! 70i66 75.693

n nc ondil ion al oll o r otou sol t0,! !i 1,946 ,,.osi
c onditionol olloc oilonsbt o;.;0.i 7,5J7 i,:00 3,4* 1,5E4 9,9E4 16,312

oud 19,090 10,201 t? ict 17,t59 33,201 .1.i,6.i9 57,735 57,400

c Iotrl Counh Allocrtions (.{+B) 362.095 3{6,70{ 409J80 39!3s9 {31,787 429,427 {85,666 {95,693
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. KSh L1,zbillion for Equalization Fund, being the sum of KSh 9.6
billion (0.5 percent allocation for FY 2026127), and KSh 5.6
billion (as contribution of arrears to the Equalization Fund).

36. The proposed allocation of KSh 42O,O billion as County equitable share

translates to zL,g percent of the most recent audited and approved

revenue of KSh L,g2O.4 billion for FY 202L122 as required by the

Constitution.

37. Hon. Chairperson, the proposed allocation to County Governments'

equitable revenue share in FY 2026127 is informed by the following

circumstances:

i)Overall revenue shortfalls against targets over the years as well as

expenditures pressures. Specifically, ordinary revenues

underperformed by KSh 110.6 billion as at end of December 2025;

ii) Over the years, the National Government has continued to solely
bear shortfalls in revenue in any given financial year except for FY

ZOZ4IZS. Over the years, Counties have always received full allocation

of equitable share of revenue despite shortfalls in performance of
ordinary revenue. The National Government Ministries, Departments

and Agencies, therefore, have continued to bear the full burden of
revenue shortfall through budget cuts. In cases where there is delay

in disbursement of revenue during the financial year, the arrears have

always been disbursed in subsequent financial year.

iii) The macroeconomic assumptions outlined in 2026 Budget Poliry

Statement, including anticipated growth rates, inflation, and other

economic performance indicators, which influence the resources

available for allocation;

iv) The need to finance mandatory expenditures under Afticle 203
(1) of the Constitution. Over the years, after taking into account all

the mandatory expenditures contemplated under Article 203(1) of the

Constitution, there has always been minimal and sometimes, no

resources left to finance other National Government obligations, such

as defence, roads, energY etc.

In Fy 2025126, Consolidated Fund Services (CFS) is taking about 48.5

percent of ordinary revenue in the FY 2025126, up from just 16.4

percent in 2013/14, pensions and interest payments tripling their share

t4



of revenues to 8.7 percent and 39.8 percent from Fy 2ol3l14 to Fy
2025/26. This trend is expected to remain the same in Fy 2026127.
Table 6 below shows the breakdown of these mandatory expenditures
in FY 2026127;

Table 6: summary of considerations under Articte 203 (1) of the
Constitution

v) The need to reduce public debt vulnerabilities and improve
debt sustainability. The spending allocation for FY 2026127 and
medium-term budget is guided by the Government's fiscal
consolidation plan aimed at reducing the fiscal deficit inclusive of

S/N
o

ITEM DESCRIPTION (KSh Millions) FY
2026127

ORDINARY REVENUE (EXCLUDING AIA) 2,901,9
t)

A

B

National Interest Article 203 1 a 136,430

Public debt (Art. 203 [Utb])
1,542,0

69
C
D

E

Other National obligations (Article 203 l lll-bl) 876,111
Eme Article 203 1 2,000

ualization Fund Articie 203 1 and . Of which: 15,163
a. Allocation in FY 2026/27 9,602
b. Arrears 5,561

F
Total Mandatory Expenditures under Article 203(l)
(A+B+C+D+E)

2,571,7
73

G
BALANCE TO BE SHARED BY THE 2LE.YELS OF
GOVERNMENT 330,101

H

County Government allocation from reyenue raised
nationally of which; - 438,293

a) Equitable Share of Revenue
420,000

b) Additional conditional ollocations Jinanced from
revenues roised nationally. Of which, 18,293

i) Unconditional Additional Allocations 1,98 1

ii) Conditional Additional Allocations 16,312

I Balance left for the National Government (108,19
2\
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grants from 6.0 percent of GDP in FY 2024125 and FY 2025126, to 5.3
percent of the GDP in FY 2026127.

vi) Increased expenditures for National Government for purposes
of debt seruicing. This is largely due to a relatively stable but still
high exchange rate to the dollar, as well as high interest rates in the
domestic markets. Public debt service in FY 2026127 will account for
52 percent of ordinary revenue which is higher than the average (41
percent) observed over the period FY 20L6lL7 to 2024125; and

County Allocation of Revenue Bill, 2026

38. The County Allocation of Revenue Bill, 2026 distributes the proposed

county allocation of KSh 42O.O billion for the FY 2026127 equitably to all

47 County Governments.

39. The horizontal allocation of revenue to counties is in accordance with
the Fourth determination of the basis of the division of revenue among
counties approved by Parliament pursuant to Article 2L7 (7) of the
Constitution.

40. The Fourth Basis formula which is applicable from financial year 2025126
to financial year 2029130 has taken into account the following parameters:

1) The Baseline Allocation Ratio; 2) Affirmative Action Allocation; and 3) The

Fourth Basis indices namely: (i) Population (45o/o); (ii) Basic Share index
(35o/o); (iii) Poverty Index (LZo/o); and (iv) Geographical Size (8%).

County Governments Additional Allocation Bill, 2026

41. The County Governments Additional Allocation Bill, 2026 proposes an

additional allocation (both conditional and unconditional) of KSh 75.7
billion to County Governments in the FY 2026127 pursuant to Article 202

(2) of the Constitution (Table 7). Out of this:

. KSh 18.3 billion will be financed from the National Government's
share of revenue, and

. KSh 57.4 billion will be financed from proceeds of loans and
grants from Development Partners.
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Table
2026

7= Additional Allocations to county Governments in Fy
27

E. THE MEDIUM-TERM DEBT MANAGEMENT STRATEGY (MTDS),
2026

Hon. Chairperson and Members,
r. INRODUCTION

1. !{on. chairperson and Hon, Members, thank you for inviting the
National Treasury to this session to deliberate on the 2026 MTDS. It is
my pleasure and honor to present to you a brief on the 2026 MTDS which
was submitted to the National Assembly pursuant to Article 201 of the
Constitution, Section 64(2Xc) of the Public Finance Management Act,
Cap 4l2A and Regulation 200 of the Public Finance Manag"runt
(National Government) Regulations, 2015.
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2. The Debt Management Strategy (DMS) presents the optimal plan on

costs and risks that the National Treasury will implement over the

medium term in order to achieve a desired public debt portfolio

comPosition.

3. The main objective of the DMS is to ensure that the Government deficit

Financing needs deficit reflected in Budget policy statement and public

debt payment obligations are met at the lowest possible cost within a

prudent degree of risk.

4. Hon. Chairperson and Members, the 2026 MTDS aims at:

i.Reducing refinancing risks by reducing near-term rollover pressures'

fhis mitigates the vulnerability to occasional market disruption and

ensures smoother cash flow requirements for public debt

redemPtion;

ii.Reducing the interest rate risk by securing the highest proportion of

fixed-rate debt at 93.7 percent and extending the average time

before debt is subject to interest rate re-fixing to 7'8 years;

iii.Reducing the foreign exchange risk by diversifying debt hetd in foreign

currencies; and,

iv.Promoting intergenerational equity by using long term debt to finance

develoPment Projects'

5. Hon. Chairperson and Members, the 2026 DMS will serve as a rOad

map for management of the country's public debt for the FY 2026127 to

FY 2028129.

6. During the implementation period, the National Treasury will continue to

monit-or and assess macroeconomic and market developments both

domestic and global, exploring opportunities for diversifying sources of

borrowing or"-r the medium term without compromising on the debt

ma nagement objectives.
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rT. ASSUMPTIONS

7. Hon. chairperson and Members, over the medium term, economic
growth in Kenya is projected to remain at 5.3 percent supported by
diversified private sector activities and ongoing Government
interuentions and strategies under the Bottom;Up Economic
Transformation Agenda (BETA).

8. The central Bank of Kenya (cBK) continues to manage monetary poriry
with the primary objective of maintaining price and frnancial stabiiity to
support sustainable economic growth with the current target set at 5+2.5percent. Largely, the inflation rate has remained within tlre projected
target ranges.

9' Domestic interest rates have eased following a gradual reduction of the
Central Bank Rate from 13.0 percent in August zoz4 to 9.25 percent in
October 2025 to support private sector credit and economic activity with
overnight interbank rate (KESONIA) declining to 9.3 percent in October
Z0Z5 from 12.1 percent a year earlier. -tC.lO

Ls

1O' Hon. Chairperson and Members, the current public debt stock asat end June 2025 stood at Ksh 11,814.5 biltion representing 65.6 o/o of
GDP in pV terms.

The public debt stock of Ksh 11,914.5 billion is comprised of a mix of:
o Domestic Debt: Ksh 6,326.0 billion representing 53.5 o/o of total

debt

a External Debt:
debt

Ksh 5,488.5 billion representing 46.5o/o of total

19



11. Hon, Chairperson and Members, the fiscal deficit for the financial
- y.u,- zoz;tzi ls projeaed at Ksh. 1,106 billion of which Net External

Financing - Ksh . i+z biltion and Net Domestic Financing - Ksh' 862

billion.

The 2026 MTDS analysis has indicated that costs and risks of funding the

deficit will be minimized through gross borrowing mix of 18 percent external

and 82 percent Domestic.

12. Hon. Chairperson and Members, to finance the projected deficit,

the Government will raise funds from the domestic market through

issuance of ireasury bonds, concessional borrowing from bilateral and

multilateral paftners as well as commercial borrowing such as

international bond issuances.

The Government will also explore innovative financing options such as

sustainability-Linked Bonds (SLBs), Diaspora Bonds, Domestic Retail Digital

Bonds via Mobile Money, debi swaps, Samurai, Panda Bonds, Environmental'

Social and Governance (ESG) debt instruments to fund budget deficit and

manage public debt redemPtions.

related risks.

CONCLUSION

14, Hon. Chairperson and Members, Kenya's public debt is at 65'6

percent to GDF in present value terms. To achieve debt sustainability

calls for collective national responsibility requiring sustained fiscal

consolidation.

15. There is need sustain fiscal consolidation to reduce the rate of public

debt accumulation, the goal, for which we seek support of the senate so

as to reduce public debt burden relative to GDP over the coming years.

Hon. ChairPerson and Members, Kenya's public debt in present

ue termsrs projected to range between 65.6 percent and 62.1 percent

until 2030. However, the Government aims to sustain fiscal consolidation

efforts over the medium term to create fiscal space and reduce debt

20



I thank you once again, Hon. chairperson and Hon. Members for giving methis opportunity to engage you on the 2026 MTDS. We remain available tosupport the Committee whenever called upon.

16' To safeguard debt sustainability, the National Treasury will continue to
sustain fiscal consolidation measures anchored on expenditures
controls and revenue mobilization. As part of the process, the National
Treasury will explore innovative financing instruments, diversify
borrowing sources, prioritize concessional external financing to
lower financing costs, and strategically extend the maturity profile ofpublic debt through the issuance of medium- to long-term debt
instruments.

17. The National Treasury will also sustain push for more domestic debtmarket reforms, aimed at lowering borrowing costs and enhance the
effectiveness of public debt management operations.

18. Collectively, these actions will enhance Kenya's debt management
outcomes and support long-term fiscal and external stabitity.

19. I thank you once again, Hon. Chai rperson and Hon. Members, forgiving us this opportunity to engage with you on the 2026 Budget policy
Statement and the Medium-Te rm Debt Management strategy. We remain
available to support the Committee when called upon during this approval
process

HON. FCPA JOHN MBAD 'oNGO, EGH
CABINET SECRETARY
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Issue

(%), June zozo to June 2oz'

E,ND

Recommendation

Table t: Domestic Debt Investor

Source: Annual Debt Management reports

No.

The MTDS should consider developing
different categories of domestic
government financial securities that
appeal to the diverse range of investors in
Ken.va including households.

This will help in mitigating the
concentration of government domestic
debt in banks and other financial
institutions.

a

o

The zoz6 MTDS aims to reduce debt costs and risks by
sourcing rB per cent from exterrral sources and Bz per cent
from domestic sources o\:er the inediunr rerm.
Commercial banks and other financial ir-rstitutions hold a

substantial proportion of the Bz per cent domestic debt as

shown in Table r.
This interconnection betneen banks and governments
securities (the sovereign-bank nextts), may expose the
country's financial sector to such rislis as, government debt
restructurings and defaults rvhich mav in the medium to

a

a

a

term a banki CNSIS

c; Paragraph 1: Overall
debt management
strategy on page 14

34.749.O 47.L 43.4 29.5
2.O

32.7 14.L

2

?o.7

2

32.8

1

13.9

1

.7, 12.7 t2.66.7 .7,

L7.2 13.B
6.o6.2
4.46.o

1r.4 11.511.3 11.O tz.6
1()() 1()0100 1()() 100
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4. Table 4 on page 7 The table
profile, in

presents domestic debt securities by maturity
USD equivalent, however domestic debt in

o

Ken ls issued in

The MTDS to present domestic debt
securities :y maturity profile in

a

Kenya

5 Paragraph B,pageT r8.z percent of domestic debt will mature by end of June
20.26.

a There is need for clarity on how the
government will manage the mafuring
debt in order to reduce the refinancing
risks.

6 Paragraph z on page 8 strateSr of financing 55 per cent of the net deficit
financing from domestic sources and 45 per cent from
external sources was not achieved.

a The

domestic
theInstead mlx toshifted tcen netfinancing per8g

and 1 tcen externalnet

The MTDS should clarifiz on what
constitutes an optimal mix of domestic
and external financing.

a

7 Paragraph S, page 9 average mafurity of new external debt shortened from
2o.5 years in June 2cz4 to 15.6 years at the end of June
2o.25. While at the same time the average grace period has
reduced from 4.4 year in June 2cr24 to 5.7 years in June
2025.
The shortening of the average maturity period and the
grace period increases risks to debt sustainability.

The The MTDS should articulate specific
strategies on how risks to debt
sustainability arising from the
shortening of the average maturity will
be mitigated.

a

8 Table 8 and Table 9:
Public debt
sustainability
analysis on page 10

exports.
The framework is universally applied in all economies, yet
Advanced Economies respond differently.to economic
shocks compared to Emerging and Developing economies.

a

debt blic sustaina

rMF/W sustainability analysis

The external and debt bitipu ty analysis
thresholds the areMTDS influencedreported by heavily by
the orld SBank' debt

thatframework onfocus domestic andgross product

Parliament should consider legislating a
debt sustainability analysis framework
beyond the Net Present Value (NPV) of
debt to GDP of 55 percent, which is an
IMF/World bank threshold to limit the
uptake of domestic debt.

These debt sustainability thresholds will
be more relevant to Kenya's economic
stafus as a developing country.

a

Page 2 of 3
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ATTACHMENT oz

COMMENIS ON THE z oz6 MEDIUM TERM
DEBT MANAGEMENT STRATEGY

Promoting an Equitable Society

The MTDS to provide a roadmap on the
achievement of the objective on
reducing public debt foreign exchange
risk exposure. This is important in

a

debt sustaina

Paragraph 4 page 1:

Objectives of the zoz6
Medium Term Debt
Management Strategy

Objective, d, of the MTDS is to reduce the foreign exchange
risk exposure through currency diversification, however
the MTDS has not provided the road map on how this
objective will be achieved in the medium term.

aI

The pre-r997 has remained outstanding
for a long time. The MTDS should
explain the pre-r997 government debt
and clarifu why it has remained

o

for a time

D Table r on page 3:
Public and Publicly
Guaranteed Debt in
the MTDS end June
2025

The stock of domestic debt as at the end of June 2o.25,
comprised of pre-r997 government debt of IGh. r6.L2
billion.

a

The government should shift towards
longer term debt instruments to reduce
refinancing risk.

oParagraph z on page 6 The domestic debt instruments with maturity of less than
one year increased from 18.6 per cent at the end of zoz4to
zr.6 per cent at the end of zoz5 as a result of uptake of
short-term instruments.
The increase in short-term domestic debt goes against the
objective of reducing the refinancing risks and minimizing
the cost of financing needs.

a3
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lntroduction
The Council of Governors appreciates the continued collaboration with the Senate and

especially the cordial relationship with the committee on Finance and Budget over the years.

The Council underscores the Committee's criticalrole on matters of Budget, Revenue Sharing,

Laws allocating money to Counties among others and looks forwards to strengthened

engagement. Following the Committee's invitation, the Council of Governors, on behalf of the

47 County governments, submits the following comments on the 2026 Budget Policy

Statement (BPS).

1.r. GeneralComments

Macroeconomic outlook: - The Council takes note of the projected positive

macroeconomic outlook with GDp set to grow at 5A% in zoz6 and remain stable over

the medium-term. This is underpinned by favorable weather conditions, improved

agricultural productivity, increased climate-smart investments among others'

Macroeconomic stability and predictability should therefore inform resource

allocation between the two levels of government'

Agriculture sector contribution to GDP Growth: Kenya's economic growth in zoz5

remained resilient with agriculture being the primary factor underpinning the strong

performance. Agriculture being a devolved function places Counties at the centre of

the country,s economic growth and stability. However, despite their contribution to

economic growth Counties continue being viewed as spending units as opposed to

centres of development and service delivery. This is evidenced by the arbitrary nature

in which the National Treasury projects County transfers in their fiscal policy

documents. Going forward, all fiscal proiections on County transfers should be

informed by various cost drivers, the need to spur economic growth and enhance

productivity in various sectors on devolved functions such as Agriculture'

3. Revenue sharing framework for FY 2c,2fl272 - We further note that on the resource

allocation framework, the County government share of the ordinary revenue is not

consistent with general growth trends such as ordinary revenue growth and GDP

growth. Arbitrary allocations and numerous revisions of ordinary revenue proiections

2
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by the National Treasury that are not informed by objective criteria undermine the
integrity of the revenue sharing framework. The National Treasury should, onwards,
provide a detailed description that reflects current realities, cost drivers/non-
discretionary budget items and emerging needs all grounded in objective data in the
same way they itemize national interest expenditures.

4' Consideration of County governments'views on the BpS: Section 25 (SXU) of the
Public Finance Management (PFM) Act, cAP 4rzA obligates the National Treasury to
seek and take into account the views of the County governments during preparation
of the BPS. The Council of Governors submitted comments on the draft zoz6 BpS on
behalf of the 47 county governments. However, having reviewed the Bps submitted
to Parliament, we note that the National Treasury did not consider the Counties, views
or provide feedback for non-consideration. We therefore request the Senate to ensure
that issues raised by counties are considered in the final zoz6 Bps.

1.2. Specific Comments
Below are the detailed specific comments on the zoz6 Bps;

2.4.2 FiscalPolicy and Outlook
Table 2.7: Fiscal Framework

From the fiscal framework, the Council notes a worrying trend regarding the National
Treasury's Fiscal Policy and outlook. As pointed out in the previous year,s BpS, the Counties
proiected transfers as a share of the GDP are on a consistent declining trend over the medium
term as shown in table t below. This poses a risk towards the continuity, stability and
sustainability of the devolved units in the long term if the trend is not reversed. Given the
Counties contribution to the GDP, Counties allocations should be commensurate with the
projected growth.

Table r: County Transfers as a share of GDp
FY zoz'lz6 zoz6lzT zozTlz& zozSlzg zozgBo
County

Transfers as a

share of GDP

2.6% 2.4% z.'t% 1.9% t.8%

2

Source: National Treasuryrs zoz6 BpS



COG's Proposal

also the projections reversed to protect Counties' continuity and guarantee

sustainabilitY.

3.3 Budgetary Allocations for the FY zoz6lzT and the Medium-Term

3.4 Details of Sector Priorities

The projected baseline ceilings of the National government's sectoral budget allocations for

the FY zoz6lzT is set to increase by Ksh.3r7.88 billion as shown in table z below'

Table z: Analysis of Nationalgovernmen t SectoralAllocations for the FY zoz6lzT

Sector Approved t 2e26127 Variance/lncrement

BPS

Proiection

Agriculture, Rural and Urban

Development

eCod

o10

48 Gowrnmahta I X.tlon

r38.tt

703.o7
, 283.o4

25).77

78.99

, 594.60

',62.'t9

t67.4r

767 31

)29.99

299.98

87.22

2025126

Budget

82.4o t4.6t.o197

, o20

030

Commercial Affairs

o4o Health

o5o Education

o6o Governance, Justice, Law and

, Order

o7o Public Administration and

I lnternational Relations

o8o National SecuritY

o9o Social Protection, Culture and

Recreation

oloo Environmental Protection,

Grand Total
Source:2026 BPS

Energy, lnfrastru5ture, and, lCf 5_34.63

i General Economic and : 58.16

59.97

4.43

I zg'lo
6q.24

46.95

+6.2t

B.zl

354.995o321 49)3

95.87 to6.7t ro.B4

2,549'54 2,867.42 3t7.BB

3
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On average, there's a Ksh.3r.79 billion increase in the nationalgovernment sectoralallocation
for the next FY while all 47 counties are projected to get a Ksh.5 billion increase. The
increments especially on the largely devolved sectors such as Agriculture, Health and water
are unjustified vis a vis the counties' projected allocation.

Health Sector

The Health sector alone is set to get a Ksh.z9.3o billion budget increase yet it,s a largely
devolved function. The Council also notes that in the details of the Health Sector,s priorities
for the next FY and the medium-term there's no policy pronouncement on transition of UHC
workers to counties on permanent and pensionable basis as resolved during the rzth National
and County Governments Coordinating Summit. The Council further notes that the National
Treasury has recommended that the Ksh.8.94 billion required for the transition be transferred
as a conditional grant to Counties through the County governments Additional Allocations
Bill' This negates the principle of resources following functions and does not guarantee
predictability and sustainability after the transfer.

COG's Proposal

of UHC Workers and the corresponding cost of Ksh.g.94 billion.

transferred as a conditional grant.

service gratuity before they are transferred to ensure a smooth transition.

COUNTY FINANCIAL MANAGEMENT AND DIVISION OF REVENUE

4.t-4 Expenditure on wage Bill as a percentage of Total Revenue

ln the FY zoz4lz5 Counties spent 41.4% of the total revenue on average on wages and benefits
which exceed the PFM threshold of 352. only g counties met this threshold which points to a
material fiscal responsibility challenge that the Country's policy ought to address. While the
revenues are growing marginally, Counties continue to experience increased demand for
service delivery and growing citizens expectations. This in turn necessitates enhancement of
counties' human resources in terms of numbers and capacity. The high wage bill is also partly

4
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due to population growth, inflationary pressures, capacity gaps which make the 35% threshold

untenable.

COG's Proposal

threshold wage bill to revenue ratio taking into consideration the current trends and

its practicability over the long-term. The fiscal policy on this threshold should therefore

be reviewed while highlighting the following:

i. whether there is a scientific basis of the 35% threshold.

ii. The fiscal policy underpinning this principle and whether it is feasible and or

sustainable in the long run based on the revenue growth trends as compared

to exPenditure needs.

iii. A comparative analysis of applicability of this principle with other iurisdictions.

iv. The classification of recurrent vs development items in view of human capital

development's contribution such as expenditures on Education and

Healthcare.

4.5 Division of Revenue for the FY 2e.26127

The Council of Governors notes the NationalTreasury's projected Ksh.4zo billion as equitable

share to counties for Fy 2cl26127 out of the total sharable revenue of Ksh.z,9or.9 billion. This

represents a t.z%increase and Ksh.5 billion in absolute terms from the current FY's allocation.

The increment has been attributed to an adjustment for revenue growth. The Council notes

that the National Treasury's projection lacks a basis and is not informed by any cost drivers

for the next FY and therefore reiects the proposal.

COG Proposal

The Council proposes that Ksh.534.96 billion be allocated to Counties in the FY zoz6lzT as

equitable share. This represents a Ksh.to6.97 billon increment comprised of Ksh.35 billion

being an adjustment for revenue growth, Ksh.8.94 billion budget requirement to transition

of the UHC workers, Ksh.ro.o6 billion budget requirement to implement the outstanding 3'd

and 4th remuneration and benefits review cycles and Ksh.65.97 billion identified for transfer

under the first phase of delineated and gazetted devolved functions'

5
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Justification for the council of cor"rnolr, RElF"ndations
1' Revenue growth: The Kenyan economy is projected to expand by S.lZ and remain

stable in zoz6 and zoz7. With a projected revenue growth of Ksh.z6z.z billion in
absolute terms and the expected macroeconomic stability, Counties allocation of
Ksh.35 billion as recommended by CRA on account of an adjustment for revenue
growth is fair given that the National government will get Ksh.217.6 billion increment.

2' Transition of UHC workers to Counties on Permanent and pensionable Terms: UHC
Workers contracts will lapse between April zoz6 and September zoz6. The Ministry of
Health in consultation with the Council of Governors, agreed that the workers will be
transitioned to County governments in the FY zoz6lzT on permanent and pensionable
terms and the budget transferred through Division of Revenue in perpetuity to ensure
sustainability. As such, the MOH confirmed availability of the attendant cost of
Ksh.8.94 billion to be transferred to County governments (conf rmation letters
attached)- This was ratified during the tzth National and County governments
Coordinating summit. This is therefore a non-discretionary expenditure item and
should be provided in the Division of Revenue Bill as a matter of priority.

3' Budget requirement on Review of Remuneration and Benefits for State Officers and
Public officers in County Governments for the 3'd and 4th Cycles: The Salaries and
Remuneration Commission vide a letterto the Council Ref. No. SRCIrS/z+/6VOL.It (rog)
dated zgth August 2025 (attached) confirmed that County governments are in arrears
regarding implementation of the 3'd and 4th Remuneration and Review Cycles. The final
phase of the 3'd Cycle requires Ksh.4.77 bitlion while the first phase of the 4th Cycle
requires Ksh.5.z8 billion to implement as per table 3 below. The National government
has already implemented all cycles leaving behind the Counties. This is discriminatory
and has already triggered industrial action from various County public Officers and is
expected to escalate if not implemented. This is therefore a non-discretionary
expenditure that should be given priority in the zoz6lzT Division of Revenue.

Table 3: Budget Requirement for Respective County Governments for the 3.d and 4th
Remuneration and Benefits Review Cycles

5/No. County
Arrears of FY

zoz4lzoz5 - G'd
Review Cycle)

Arrears of FY

zoz5lzoz6 (4,h

Review Cycle)

Total Budget
Requirement for FY

zoz5lzoz6 onwards

6



1 16715301565Baringo 79,553,o14 87,977,55'r

t6Srzztrzo58834o,23679,88o,969
2.

Bomet

3o5r2481768t6o,299,34ot44,949,4283 Bungoma

166,684,79281,53i,39979'151,393
4. Busia

t3or8o7rz7o68,692,5596zr'n4,7t'tElgeyo-Marakwet5

t39,968,62r73,5o3,58't66,465,o4oEmbu
6

2OO19921151to',549,67895'442'473Carissa
7

254,17)t94)133,477,739lzo,696,zo4Homa Bay
8

tzo,8t414z66),444,88457369,542lsiolo9

214,9O9r4))tt2,858,245tozro5trt88Kajiado
10.

323,523'437t69,896,'t6ot53,627,277
11

Kakamega

r57,973,26582,958,59975,ot4,666
12.

Kericho

414,1911137z't7,6t4,722t96,776,4'r5Kiambu
13

239,t66,827't25,596,853t8,569'974Kilifi
14.

t25,177,OO+65,7j5,86)59,441,141Kirinyaga
15.

249'543'9)6'r3r,o463zzt't8,497,6't4
r6.

Kisii

7



al Corrnmant. I X.tloh

17
Kisumu t28,998,94o t42,659,7>'t z7r1658r66t

r8.
Kitui 96,567,'t69 151,O29,414 287,596,583

19
Kwale 85,83r,6r8 94,92l,o48 t&o,7521666

20
Laikipia 71,925,914 79,542,75) r5t1468,667

21
Lamu 44'273,245 48,96l,7'to 93,234,955

22
Machakos 16),o19,291 l8o,z8z,77z 743r3OzrO63

23
Makueni 'too,o86,543 rto,685,548 21Or772,O91

24.
Mandera 95,710,323 to5,845,893 zot,556,zt6

25.
Marsabit 84343,8o't 9),275,675 r7716191476

26.
Meru 'n9,769,67't l32,453,o87 z5zrzzz1758

27
Migori 7z'999,78o 8o,73o,34o 153,730,12O

28.
Mombasa tzl,3o5,z63 t34,t5t,z96 2551456rr59

29.
Murang'a 97,8jo,623 lo8,t9o,7z9 zo6roztr35z

lo.
Nairobi 395,76't,z8z 437,67t,768 833,43i,o5o

31. Nakuru 't48,t7z,z6o t63,863,464 312,O35,724

32
Nandi 69,558,724 76,924,88t r46,48316o5

8
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33 Narok 1)9,944'423 154,764313 294,70,817)6

9

146,610,82776,991,69169,6't9,'t36Nyamira34.

1121219173558,9)1'44o53,288,295Nyandarua)5.

217,317r58)114,122,869Nyeri 1O1,194,71436

121,27),]3863,685,81857,587,46e
)7 Samburu

r25r976,o4366,t55,473Siaya 59,82o,57o
38

rt41458r47r6o,'to7,o9754,351,374
39 Taita-Taveta

tot,836178453,478,9C'348857,88l
40.

Tana River

t3zr88z,43t69,7823t663,'too,'t't541. Tharaka-Nithi

t6or6t5,73884346,27676,269,462
42. Trans Nzoia

z84,978rrz8'r49,654,35o1)5323,77843. Turkana

2831598,796t48,93o,oo3t34,668,793Uasin Gishu
44.

t28,8t7,18867,647,7966't169,992Vihiga45

zt4rtoz16oTtt2,434,546tot,668,o6t+6. Wajir

r59,674,54883,852,ot675,822,532
47. West Pokot

to,o55,542,8795rz8o16oo,79741774r94zro8zTotal

Source: SRC Circular
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4. Financial Resources related to ttt" unuundled and delineated functions: The first

phase of identification of financial resources indicated that Ksh.55'92 billion is

available for transfer to Counties from various National government MDAs as shown

in table 4 below.

Table 4: Consolidated Available Budget for Transfer to Counties
ESTIMATED

RESOURCES

AVAITABLE FOR

TRANSFER

(KsH.)

STATE DEPARTMENTS AND AGENCIES
SECTORSS/No.

tz,8z7,o67,z4otureulcforntD AgritateS epartmeAGRICULTUREI
2,58orooo,oooState DePartment for Livestock

4,377,52o,639
State DePartment for Fisheries and Blue

EconomY
19,784,587,879

Sub-Total
454,OOO,OOOrksuP Worcbfont rDe rtmeatateS PLands2

),06),865,251
State DePartment for Housing and Urban

Development
3,5t7r865,25t

Sub-Total
5,53o,oooState DePartment for TradeTrade and lndustrY)
4,72lrooo,ooofort dnen ustryrtmtta DeS epa
41726r5)o,ooo

Sub-Total
589,t8o,692State DePartment for TransPort (NrsA &

NAMATA)
Transport4

589,r8or692
5ub-Total

783,322,886
State DePartment for Culture, the Arts

and Heritage
Culture5

't,652,5't3,433
State DePartment for Youth Affairs and

Creative EconomY
87l,265,232NACADA
198,991,24OExecutive OfFce of the Presi dent

31506,o92,791
Sub-Total

14,o12,2O1,O5OState DePa rtment for TourismTourism6
14rO12r2O1rO5O

Sub-Total

10
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7 Water State Department
Sanitation

andfor Water

9,293,816,151
rrigatiState De rtmea font rp on 517,OOO,OOO5ub-Total

9r8to,8t6rt5t8 Environment r Environment andState Depart ment fo
Climate Change

439,796,186
epartment ForestryteSta D for

4OTOOOTOOOSub-Total
479,796,186

9 Disaster

Management
State Department fo
(NDoc)

r Special programs -
355,962,46c/

Development -
for ASALs

(NDMA)

State Department

357,304,296Sub-Total
lt,irz66175610 Health taS et D rtm en fortepa eM d tca Servlces 815gorooorooo

State Departme Public Health and
Professional Standards

nt for

235,5OO,OOOSub-Total
818z515ooroooGRAND TOTAL
65,965,836,756Source: rGRfC Report on Resources tdentifiedfrom delineated devolved functions.The rzth Summit adopted the interim report and resolved that the CRA and NationalTreasuryshould verify and include in the zoz6lzT Fy DORB financial resources identified so farfrom thedelineated devolved functions.

COG Proposal:

The council further notes that ldentification of resources is incomplete in the sense that othernational government MDAs' budgets are yet to be analyzed. They inctude; Energy andPetroleum; Roads; Fisheries and sports. Analysis of budgets of National semi AutonomousGovernment Agencies' (sAGAs) was also not concluded. They include: Agriculture, BlueEconomy, Arts and curture, Water, Transport, Housing and Deveropment, Lands, Forestry,Health and wildlife' Non-financial resources such as assets and human resources are yet to beidentified in ail nationargovernment MDAs performing devorved functions.

and transferred to counties in the FY zoz6lzT through the Division of Revenue Act.

L1_
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addressed conclusively by 3rst March 2026'

not later than 3oth June zoz6'

4.5.2.+AdditionalAllocations 
to County Governments in FY 2c,26127

Table 4.9: AdditionalAllocations to County Governments in FY zoz6lzT

The council notes that the Kenya Watershed Services lmprovement Proiect (KEWASIP) has

been omitted from tabre 4.g. The proiect is active and is expected to be impremented in rz

Counties beginning the zoz6/27 FY'

t"t; t;ffilt 
0," 4.g isamended to incrude the Ksh.r.8 bilrion under the Kenya Watershed

Services lmprovement Proiect (KEWASIP)'

4.6 Intergovernmental Fiscal Transfers

on rntergovernmentar fiscar transfers the councir notes with concern the partial or non-

disbursement of funds to counties, especiaily additionar ailocations, by the National Treasury'

rn the Financiar year zoz3/24, the Nationar rreasury disbursed onry Ksh'29'37 billion of the

total allocation of Ksh.46.36 billion leaving a balance of Ksh.r6.99 billion' ln the financialyear

zoz4|z5,theNationalTreasurydidnotdisburseKsh.zT.84billiontoCountiesoutofthe
Ksh.5O.54 billion atlocated. The Attorney General noted that the matter of late and or partial

disbursement of additionar ailocations to counties raises questions of Public Finance

Management, Fiscal Policy and Donor obligations which the NationalTreasury is obligated to

address. The councir of Governors has ,.d. severar forow ups for disbursement to no avail

and reiterates the issues raised by the AG'

t"tJ"l[]'.1,"* 
the deraved, partiar.a"d.:-'-.1"-1lo'::::::I"?: ".:*Sffi:'',l'Tlllli; 

tii
council i".orr.nds that the National r"asutv is compelled to disburse all

outstandingbalancesinaccordancewiththelawspassedbytheSenate.

senate to cause the National Treasury to prepare a supplementary Appropriation Bill

t2
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(within powers bestowed ,".du;ffiff", the constitution) to regurarize thererease of the barances as advised by the Att-orney Generar.

4'6't lntergovernmental Agreements in respect of the Additionat conditionalAltocations

we note that imptementation of sections rgrA to E of the pFM Act has further compoundedthe challenges associated with the additional attocations'funds flowframework. currently thecontroller of Budget is not approving requisitions for withdrawal of conditional grants untillntergovernmentalAgreements are executed. However, due to the challenges noted cabinetapproved a Bill seeking to repeat the sections. The Bill was introduced at the NationalAssembly' Application of these sections had been suspended for the last Fys. However, forthe current FY only additional allocations from the National government,s share of revenuewere suspended' As such, counties are unable to access the deveropment partnersconditional grants which form the bulk of the money.

COG Proposal:

funded conditional grants as exempt from application of sections 191A -E which wasomitted in the county Governments AdditionalAllocations (No.z Act), zoz5s to securetheir release to Counties.

4'6'Z Mechanisms to tsotate Donor-funds from GoK funds for Additional Altocation
The council notes the National Treasury's proposat to sprit the county GovernmentsAdditional Allocations Bill (GGAAB) into two separate raws; one for additionar ailocations fromthe National government's share of revenue and the other for additional allocations fromdevelopment partners' The council notes.that the proposal to split the 6GAAB into two will
ilI"T:ffrbate 

the existing issue of delayed p*r"g[, hence the need Jo. 
"n 

arternative

COG Proposal:
The draft PFM Amendment Bill on section 42 that is before the Attorney ceneral to bewithdrawn to allow for the alternative mechanism that will see the development of a legal
m: rYjj:t Tjrlt"t[rr:h 

e c o u n tv G o ve rn m e n ts A d d it i o n a l An o c a t i o n s a t o n gs i d e t h e c o u n ty
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BUDGET ON lgrH FEBRUARY 2026

Council of Governors Comments

The council of Governors Makes the following comments on the zoz6 Medium-term Debt

Management StrategY PaPer (MTDS):

1. Debt Anchor: - Section 5o (zn) of the Public Finance Management (PFM) Act, CAP 4tzA

provides that borrowing by the national government shall not exceed fifty'five

percent (55fi of the gross domestic product (CDP) in present value terms. This is the

Country,s debt anchor established in the FY zoz)124. The PFM Act further provides that

notwithstanding subsection (zA), the national government may, in exceptional

circumstances, exceed the threshold set under that subsection by not more than five

percent (5%).

The Council notes that as of 3rst June zoz5, the Country's stock of public debt was at

Ksh.rr.gr4 trillion which is 67.8 % of the GDP in present value terms. This implies that

the National government breached the debt anchor set at 55% of the GDP in and even

exceeded the allowable additional limit of 5%by l'8%'

2. lmpact of Public debt on County governments: The continued growth of the stock of

public debt and the cost of servicing reduces the revenue available for sharing

between the two levels of government. From the zoz6 BPS, Public Debt servicing

accounts for 53% of the total projected ordinary revenue while Counties account for

only.r4%.That is Ksh.r,54z.o69 billion out of Ksh.z,9ot.875 billion available for sharing'

This is so despite the Counties having not contributed to the public debt stock'

county governments, borrowing entitlement thresholds: Article 212 of the

Constitution provides for borrowing by County governments with a guarantee from

the National government. Section 50 (5) of the PFM Act provides that Parliament shall

provide thresholds for the borrowing entitlements of the national government and

county governments and their entities. However, the Council notes that Parliament is

set to establish a threshold for borrowing by County governments and as such

Counties are constrained to the conventional budget financing options'

4. Kenyars Debt Sustainability: The National Treasury's debt sustainability analysis

indicates that there's a high risk of debt distress. Debt service - to - revenue ratio

breached the rg% threshold in zoz4 and zoz5 an indicator of the growing debt service

pressures. Equally, from the analysis the present value of the total debt as a

3
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percentage of the GDP is set to remain above the 55% benchmark over the medium
term. The Council notes that the borrowing trends and strategies are unsustainable
and threaten the stability and predictability of resource allocation to Counties in the
long-term which is against the criteria set out under Article zo3 of the Constitution.

The Council is cognizant of the provisions of Section 5o (zC) of the pFM Act which
provides that the Cabinet Secretary, National Treasury shall, not later than five years
from the date of the coming into force of subsections (zA) and (zB), take measures to
ensure that borrowing by the national government complies with the threshold
prescribed in subsection (zA). With the projections underthe 2026 MTDS, we note that
there's need for urgent action by the National Treasury to put in place measures to
ensure debt sustainability.

COG's Proposal

borrowing entitlements pursuant to Section 50 (5) of the pFM Act.

taken to ensure that the threshold is met and that the high risk of debt stress is
addressed within the medium-term.
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CAF MEMORANDUM ON THE 2O26BUDGET POLICY STATEMENT
(BPS) TH,E 2026 MEDIUM-TERM DEBT MANAGEMENT

STRATEGY (MTDMS)
1. INTRODUCTION

1.1 The County Assemblies Forum [CAF] is thc coordinating bocly of thc 47

County Assemblies in Kenya. CAF secks to institutionalizc the law

making, reprcscntation and oversight capacitics for thc County

Assemblics in Kcnya and form linkagcs with othcr arms of govcrnmcnt.

The primary mandate of CAF is to promotc nctworking and syncrgy

amongst the 47 Assemblies, coordinatc intergovernmcntal rclations and

cnhancc good practicc in lcgislativc dcvclopmcnt.

1.2 The 2026BPS has been preparcd pursuant to Scction 25 of thc I']FM Act,

CAP 472A, for submission to the Cabinet for approval, aftcr which thc

approvcd BI1S will be submittcd to Parliament by 15th llcbruary 2026.

1.3 In line with the PFM Act and Ilcgulations, thc' 2026 IJI\ contains: an

assessment of the current statc of thc cconomy, including

macroeconomic forecasts as well as thc prioritics of the Govcrnmcnt

current pillars of growth and stratcgic dircctions;

1.4 The County Asscmblies Forum (CAF) prcsenls this mcmorandum to thc

Senate Standing Committce on Financc and Budgct to providc insights

on the 2026 Bre.

2.I OVERVIEW OF THE 2026 BPS

Economic Outlook and Budget implemetation for FY 2025/026

2.1,.1, In 2026, global growth will be driven by the continucd boom in

tcchnology and artificial intelligcncc (AI) invcstmcnt, which is boosting

productivity and busincss activity, particularly in NorLh Amcrica and

parts of Asia.

2.1..2 In 2025, growth was supported by improved financial conditions, and

strong consumer and business spcnding, particularly in thc Unitcd

Statcs.

2.1.9 The global economy ovcr 2020-2024 moved from a dccp COVID-19

2



2.1.4

2."t.5

2."t.6

2.1.7

2.'t.8

2."t.9

2.1."t0

2.1.7'l

rcccssion (2020) to a strong but uncvcn rccovcry (2021), then slowcd by

Ilussia-Ukrainc war (2022), inflation, and high intercst rates (2023),

bcforc scttling into modcst yet resilient growth amid rising debt, trade

tensions, and gcopolitical risks (2024).

Growth in conrmcrcial banks' Icnding to thc privatc scctor continued to

improvc and stood at 5.9o/o in December 2025 compared to -1-.4% in

Dcccmbcr 2024.

Iludg,ct cxccution in IiY 2025/26 has progrcssed wcll but constrained by

slclw adoption oI c-procurcmcn! rcvcnuc shortfalls against targets as wcll

as cxpcnditurcs pressurcs.

Ily end Dcccmber 2025, rcvenuc collcction was below targct by Ksh L36.L

billion mainly on account of short{alls in ordinary revenues of Ksh 115.3

billion whilc Ministerial AiA was also below targct by Ksh 20.8 billion.

l'otal rcvcr-rucs grcw by 12.4o/o by end December 2025 compared with a

g,rowth of 1.6% by cnd Dcccmbcr 2024 whlle ordinary revenues grew by

6.8(X, comparcd with a growth of 6.3% ovcr the samc period.

Expenditures by cnd Decembcr 2025 werc below target by Ksh 72.6

billion larg,cly on account of below target absorption of developmcnt

cxpcnditurc (Ksh 33.0 billion) whilc rccurrent cxpenditure was above

targ,ct bc Ksh 10.9 billion.'l'ransfcr to counties recordcd a shortfall of Ksh

50.4 billion.

Iludgct cxccution in FY 2025/26 has progresscd wcll but constrained by

slclw adoption of c-procurcmcnt, revcnue shortfalls against targcts as well

as cxpcnditurcs prcssurcs.

Ily cnd Dcccmbcr 2025, revenuc collcction was below target by Ksh 136.1

billion mainly on account of shortfalls in ordinary revenues of Ksh 1L5'3

billion wl'rilc Ministcrial AiA was also bclow targct by Ksh 20.8 billion.

'l'otal rcvcnucs g,rcw by 72.4% by cnd Deccmber 2025 compared with a

growth of 7.6% by cnd Dcccmbcr 2024 whlle ordinary revenues grew by

6.t3% comparcd with a growth of 63% over thc samc period.

3



2.1..12 Expenditures by end December 2025 were bclow target by Ksh 72.6billion

largely on account of below target absorption of developmcnt cxpcnditure

(Ksh 33.0 billion) while recurrentexpenditure was above target bc Ksh 10.9

billion. Transfer to counties recorded a shortfall of Ksh 50.4 billion.

SUMMARY OF THE 2025/2027 BPS

In the Fy 2026/27, total revenue including Appropriation-in-Aid (AiA) is

projected at KSh 3,533.7 billion (76.9% of GDI').

Of this, ordinary revenue is projected at KSh 2,90L.9 billion (73.9% of GDP).

This revenue performance will be underpinned by the on-going reforms in

policy and revenue administration.

The overall expenditure and net lending is projectcd at KSh 4,703.9 billion

(22.5% of GDP) comprising:

Recurrent expenditure of KSh 3,456.9 billion (16.5% of GDP);

Development expenditure of I<S.h749.5 billion (3.6% of GDP);

Transfer to Counties of KSh 495.5 billion and Contingcncy lrund of KSh 2.0

billion.

The resulting fiscal deficit including grants of KSh 1,1.L5.8 billion (5.3% of

GDP) in FY 2026/27 will be financed by:

a net external financing of KSh 225.5 billion (1.1% of GDP) and a net

domestic financing of KSh 890.4 billion (4.3 percent of GDP).

In FY 2026/27, the KSh 4.7 trillion Budget allocated 60.5"1' to the National

Government. Of this allocation:

Executive accounted for 58.9"/u, while Parliament and the Judiciary rcccived

1,.0% and 0.6%, respectively.

Consolidated Fund Services, amounting to KSh "L,450.1billion, rcprescnted

30.6% of the total Budget.

The County Governments' equitable share of KSh 420 billion accountcd for

8.9% of the Budget.

2.4.1

2.4.2

2.4.3

2.4.4

2.4.5

2.4.6

2.4.7

2.4.8

2.4.9

2.4.10

2.4.11

2.4.1.2
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3.1 THE MINISTERIAL BUDGET CEILING FOR THE Fv 2026/27

3.L.L. The ministrial budget ceilings is projected at KSh 2,867.4 billion. This

comprises of KSh 2,021,.1, billion in recurrent expenditure and KSh 846.3

billion in development expenditure. Sectoral allocations are as follows:

a) Education: KSh 767.3billion (26.8%)

b) Energy, Infrastructure & ICT: KSh 594.6 billion (20.7'/.)

c) Public Administration: KSh 355.0 billion (12.4%)

d) Governance, Justice, Law & Order: KSh 330.0 billion (11,.5%)

e) National Sccurity: KSh 300.0 billion (10.5%)

0 l-Icalth: K9h167.4 billion (5.8%)

g) Environmcnt, Water & Natural Resources: KSh 106.7 billion (3.7%)

h) Agriculturc & Rural Development KSh 97.0 billion (3.4%)

i) Social Protcction, Culturc & Recreation: KSh 87.2 billion (3.0%)

i) General Economic Affairs: I<Sh 62.2 billion (2.2y")

3.2 TRANSFERS TO COUNTY GOVERNMENTS FOR THE W 2Or9/20 TO

Fv 2026/27

3.2.7 Transfcrs to County Governments in FY 2026/27 is proposed to be KSh

495.7 billion. Of this amoun! KSh 420.0 billion is equitable revenue share

whilc KSh75.7 billion is additional allocations to County Governments.

9.2.2 'I'hc additional allocations include: KSh 18.3 billion financed from the

National Govcrnmen(s share of revenue and KSh 57.4 billion from

proceeds of loans and grants from Development Partners.

5



Smmarised DORA 2026

Source: National Treasury

CAF POSITION ON THE PROPOSED DORA 2026

9.2.3 The Commission on Revcnue Allocation (CRA) mandated to

rccommcnded shareablc rcvcnuc bctwccn thc two lcvcls of g,ovcrnmcnt

accordancc with Articlc 21,6 ('l)(a) rccommcnds that Ksh.458.94 billion

be allocated to Counties as equitablc sharc for IrY 2026/27.I'his is a

Ksh.43.94 billion incrcmcnt.

3.2.4 The COG proposes that Ksh.534.96 billion bc allocatc.d to Countics in

the FY 2026/27 as equitablc sharc rcprcscnting a Ksh.'106.97 billon

increment comprised of Ksh.35 billion being an adjustmcnt for rcvcnuc

growth, Ksh.8.94 billion budgct requiremcnt to transition of thc UIJC

Workcrs, Ksh.10.06 billion budget rcquirc.mcnt to implcmcnt thc

outstanding 3'd and 4th remuneration and bcncfits rcvicw cycles and

Ksh.65.97 billion idcntificd for transfcr undcr thc first phasc of

delineated and gazettcd devolvcd functions.

9.2.5 While National Treasury proposcs Ksh 420 billion, an incrcamcnt of Ksh

5 billion from last FY.

3.2.6 As such, CAF proposcs that the Senatc considers sharcablc rcvcnuc to

Counties of not lcss than 500 billion as opposc'd to thc rccommcndations

by both CRA and National 'l'rcasury. This is to catcr for thc budgct

6

Typy'level of
allocation

Amount in KSh.

Percentage ('2,) of
2021/22 audited and
approved Revenue
i.e., KSh.
1,920,434,085,078

A. Total Sharable
Revenue

2,90T,874,758,144

B. National
Government

2,472,272,587,719

C. Equalization
Fund

9,602,170,425 0.5,,/u

D. County
equitable share

420,000,000,000 2-1,,91'lt



3.2.7

3.3.1

3.3.2

3.3.3

3.3.4

3.3.5

4.7

4.1.1

4.1.2

rcquircmcnt to transition of thc UHC, 3'd and 4th rcmuneration and

bcncfits rcvicw cyclcs, among others unavoidable matters.

Furdtcr, thc Forum urges this house to bc considerate in the manner that

cvcn if wc wcrc doing badly cconomically, an additional allocation of 5

billion would scrvc no purpose with approximatcly a fcw countics

gaining from thc incrcamcnt whilc othcrs even getting zeto.

GOVERNMENT PRIORITIES OVER MEDIUM -TERM

I'hc IiY 2026/27 and thc Mcciium-Tcrm Framcwork continucs to support

implcmcntation of thc Bottom-up Economic Transformation Agcnda

(BEI'A) to achievc cconomic turnaround and inclusive growth.

Thc Agcnda aims to incrcasc investments in the five core pillars

cnvisagccl to havt-, thc largcst impact to thc economy as wcll as on

houschold wclfarc. 'l'hcse arc:

Agricultural 'l'ransformation and Inclusive Growth, Micro, Small and

Mcdium Iintcrprisc (MSMII), Housing and settlcment, Universal

I Icalthcarc, ancl I)igital Supcrhig,hway and Creativc Industry

'l.hc kcy cnablcrs include: Infrastructure; Manufacturing; Blue Economy;

Scrviccs Iiconomy, Environmcnt and Climate Change; Education and

'l'raining; Womcn Agcnda; Social Protection; Sports, Culture and Arts;

Youth Iimpowcrmcnt and Dcvclopmcnt Agenda; Governance; and

Forcilln I'olicy and Regional Intcgration.

CAF COMMENT ON THE MINISREAL ALLOCATION

'l'hc projcctcd ministcrial budgct ccilings of KSh 2,867.4 billion rcveal a

sig,nificant conccntration of rcsources at the national level, particularly

in scctors whosc corc scrvicc dclivcry functions are constitutionally

dcvolvccl unclcr Lhc lrourth Schcdulc of thc Constitution of Kenya, 2010.

Norably, Agriculturc (KSh 97.0 billion), Hcalth (KSh1,67.4billion), water

and Natural Rcsourccs (KSh 106.7 billion), and aspects of Social

Protcction (KSh87.2billion) rcmain heavily funded at thc national level

7



4."1.3

4.2.1.

4.2.2

4.2.3

4.2.4

4.2.5

despitc counties bcaring primary implcmcntation rcsponsibility. Whilc

national policy formulation and rcgulatory ovcrsight arc lcgitimatc

national functions, the disproportionate allocation toward national

ministries risks undcrmining thc "fundir-r11-follows-functions" principlc.

Countics are directly rcsponsible for agricultural cxtcnsion scrviccs,

county health facilities, watcr service provision, and local dcvelt>pmcnt

initiativcs, yet their cquitablc sharc rcmains constrainc'cl. 'l'his in-rbalancc

places pressure on county budgcts whilc national allocations continuc to

expand in sectors where scrvicc delivcry is predominantly dcvolvcd,

thcreby weakcning the effectivcncss and sustainability of dcvolution.

CAF POSTION ON MINSTREAL ALLOCATION

Adherence to Funding-Follows-Functions Principle: Iluclgct

allocations must strictly align with constitutional functional assignmcnts

to avoid duplication and undcrfunding of countics.

Rationalization of National Expenditure in Devolved Sectors: National

ministries should progrcssivcly rcducc opcrational cxpcnditurcs in fully

devolved functions and redircct rcsourccs to countics through cquitablc

sharc or conditional grants.

Increased Equitable Share to Counties: 'l'hc cquitablc sharc must bc

enhanced to reflcct the actual cost of dclivcring dcvolvcd services in

hcalth, agriculture, water, and rural dcvelopmcnt.

Clear Functional Delineation and Conditional Grants Framework:

Whcrc national govcrnment rctains stratcgic or rcgrulatory r<lles,

funding should bc channeled transparcntly through conditional grants

with clcar accountability and coorciination mcchernisms to avoid

duplication and fiscal incfficicncics.

5.L.MEDIUM TERM DEBT MANAGEMENT STRATEGY (2026/27 -
2028/291

5.2.Thc Mcdium-Tcrm l)cbt Manag,cmcnt Stratcgy (M'l'l)S) is an annual

publication that guidcs public borrowinlr, and public clcbt managcmcnt

B



by thc Govcrnmcnt cognizant of public debt sustainability, costs and

risks minimization ovcr thc mcdium term.

5.3.'l'hc 2026 M'I'DS has been prepared pursuant to Section 33 of the Public

Iiinancc Managcmcnt AcL CuP 412A. Thc Strategy recognizes

divcrsification of thc public dcbt shucture and deepcning of the

domcstic clcbt markct as a neccssity in mitigating exchange ratc risks.

5.4.'l'hc Mcdiunl-l'crm Dcbt Managcmcnt Stratcgy (MTDS) 2026 has becn

prcparcd pursuant to Articlc 20'l of thc Constitution of Kenya, 2070,

which sct.s out the principlcs of public finance, including prudence,

transparcncy, and responsible financial managemcnt. It is further

anchorcd undcr Articlc 214 and 22't of thc Constitution, which provide

lor borrowing, by the national govcrnmcnt and thc budgct-making

proccss rcspcctivcly.

5.5.'Ihc 2026 M'I'DS is anchorcd on the macroeconomic assumptions

outlincd in thc 2026 Budgct Policy Statemcnt. Over the medium term,

cconomic growth is projcctcd to rcmain at 5.3 perccnt, supported by

cnhanccd agricultural productivi|y, a resilient services sector, and

ongoing implcmcntation of priority programmes under Bottom-Up

Ilconomic'l'ransformation Agcnda (llETA).

5.1.KEY SUMMARY HIGHLIGHTS OF THE MTDS 2026

6.2.As at cnd June 2025, thc stock of public and publicly guaranteed debt

was Ksh. "11,814.47 billion (67.8 pcrccnt of GDP), equivalent to USD 91.42

billion in nominal tcrms.

6.3.Of this amount, domestic debt accounts for approximately KSh 6.3

trillion, rcprescnting slightly over half of the total public dcbt stock.

6.4.llxtcrnal clcbt stancls at approximatcly KSh 5.4 trillion, comprising

multila tcral, bilatcral, and commcrcial loans, including Eurobonds.

POTENTIAL SOURCES OF FINANCING

6.5.'Ihc Govcrnmcnt relics primarily on both domestic and external

markcts for doficit financc.
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6.6.Domestically, the Government will continue raising funds through thc

issuance of Treasury Bonds and Treasury Bills.

6.7.The external borrowing will be majorly through conccssional loans from

multilateral, bilateral and limited commercial loans such as syndicatcd

loans and international bond issuances.

6.8.The Government will explore innovative financing options such as

Green & Sustainability-Linked Bonds (SLIls), Diaspora Ilonds, Domestic

Retail Digital Bonds via Mobile Money, debt swaps, Samurai, Panda

Bonds, Environmental, Social and Governance (ESG) dcbt instruments

to fund budget deficit and manage public dcbt.

6.9.The overall objectivc of the MTDS is to anchor dcbt sustainability

through fiscal consolidation, improvcd revcnuc mobilization, and a shift

toward cost-effective borrowing instruments.

7.1..CAF POSITION ON THE MTDS 2026

7.Z.Concern on Rising Debt Servicing Burden. CAIi notcs with conccrn

that the growing debt servicing obligations continue to crowd out

equitable revenue allocation to countics, thcreby constraining thc

performance of devolved functions undcr thc Fourth Schcdulc of the

Constitution.

7.3.Need to Protect Equitable Share to Counties. Whilc fiscal consolidation

is necessary, it must not disproportionatcly affcct county govcrnments

whose mandates include health, agriculfure, watcr, and othcr critical

devolved services directly impacting citizcns.

T.A.Prioiinzation of Development Over Recurrent Borrowing. Borrowed

funds must demonstrably support productive capital invcstmcnts rathcr

than recurrent expenditures, to cnsurc long-tcrm cconomic rcturns that

benefit counties and reduce fiscal Prcssure.

8.1.CAF RECOMMENDATIONS ON MTDS

8.2.Ring-Fence County Allocations

The equitable share to counties should bc ring-fenccd and protected

10



from fiscal adjushnents arising from national debt servicing pressures.

S.3.Strengthen Fiscal Responsibilify Compliance

The National Treasury should strictly adhere to the debt ceiling

framcwork and cnsurc borrowing remains within sustainable thresholds

as providcd undcr the PFM Act.

8.4.Shift Toward Concessional and Long-Term Financing

Thc govcrnment should prioritize concessional external financing and

lengthcn domcstic debt maturities to reduce refinancing risks.

8.5.Link Borrowing to Devolved Development Outcomes

Borrowing plans should clearly demonstrate how financed projects will

support dcvolved functions and rcduce vertical fiscal imbalances

betwccn the two levels of government.

Thank you.

Yours sinccrcly,

HON. SETH KAMANZA

. CAF
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Read together. however, th€ two documents reveal structuml disconnections that undermine the credibility ofthe medium-term fiscal path. The

revenue trajectory disclosed in the BPS cannotsustaih the debt sustainability improvements projected in the MTDS. Neitherdocument integrates

extmctive sector rcvenue potential into the fiscal framework despite a mapped mineral endowment of970 occurrences and estimated annual

revenue potential of USD 3 billion. Constitutional entitlements under Article 43 are committed to in programme terms but lack a costed

progressive realisation framework compatible with the fiscal constmints both documents disclose. Digital transformation is prioritised as a

BETA pillar but without a comprehensive financing plan, data centre strategy, or environmental assessment. The outcomes ofsuccessful ISDS

proceedings remain fiscally invisible. County fiscal dislress is documented but excluded from the debt sustainability analysis. Climate risks are

modelled in the BPS but abs€nt from the MTDS.

Section 33(3) ofthe PFM Act requires alignment between the MTDS and the BPS. These submissions demonstrate that the alignment is more

formal than substantive: the MTDS adopts the BPS's macroeconomic pammeterc but does not engage with the fiscal realities those parameters

disclose. The Committee is respectfully invited to require the National Treasury to address the structural gaps identified herein, so that Kenya's

fiscal and debt management framework achieves the intemal coherence and extemal credibility that sustainable public finance demands.

Su

Dr. Lyla Latif

Chair, Committee on Fiscal Studies.

Faculty of Law. University of Nairobi

latif@uonbi.ac.ke
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Sixth, a contingency financing protocol. The MTDS should incorporate explicit trigger mechanisms for adjusting the domestic-
external financing mix when external disbursements fall short, including T-bill issuance ceilings, private sector credit impact thresholds.
and market capacity assessments. The BPS should complement this with an analysis of the structural causes of external disbursement
delays.

Seventh, a sub-national fiscal risk annex. The MTDS should include a county fiscal risk assessment capturing pending bills, wage

bill compliance, pension contribution arrears, and contingent liability exposure. The PFM Act's framework for managing the levels and

composition of national public debt cannot be operationalised coherentl,v without accounting for intergovernmental fiscal risks.

Eighth, climate-debt integration. The Q-CRAFT modelling in the BPS should be extended into the MTDS through climate-adjusted

debt sustainability scenarios. a costed green fiscal fiarnervork linked to NDC comrnitments, and a credible roadmap for green and

sustainability-linked bond issuance including institutional infrastructure.

Ninth, Sukuk inclusion. The MTDS should include sovereign Sukuk in its financing assessrnent, consistent with the CMA's regulatory

framework and the growing Islamic finance sector.

Tenth, a development expenditure protection mechanism. Given tlrat debt service consumes 48.5 per cent of ordinary revenue and

development expenditure has fallen below constitutional thresholds, the MTDS should include a development expenditure floor: no

additional borrowing should be contracted unless the corresponding expenditure allocation meets the 30 per cent development spending

threshold.

Eleventh, gender and disability budgeting. Both documents should include gender-responsive and disability-responsive budget

statements, consistent with Articles2T and 54 of the Constitution.

Twelfth, joint stress testing. The National Treasury should produce a joint BPS-MTDS stress test subjecting both documents'
projections to common adverse scenarios (groMh shortfall. revenue underperformance, exchange rate depreciation, external financing
failure, climate shock), demonstrating how the combined fiscal framework performs under stress.

XIV. CONCLUSION

Read in isolation. the 2026 BPS and the MTDS each present a plausible fiscal narrative within their resp€ctive domains. The BPS articulates

the macroeconomic context, revenue and expenditure fmmework, and sectoralpolicy priorities with aeasonabl€ comprehensiveness. The MTDS
applies standard cost-risk optimisation methodology to the debt portfolio and selects a strategy that addresses the most pressing portfolio risks
in a technically competent manner.



Transparency Deficient No gender budgeting, tax expenditure statement, ISDS disclosure, or geographic
impact analysis.

XIII. RECOMMENDATIONS

On the basis of this assessment, the following recommendations are respectfully submitted for the Committee's consideration

First, an integrated revenue-debt sustainability framework. The National Treasury should produce, as a supplementary annex to the

MTDS, an analysis that explicitly links revenue mobilisation with the borrowing programme. This should quantify the borrowing
reduction achievable through tax expenditure rationalisation, HNWI taxation. comprehensive digital economy taxation, extractive sector

revenue development. and IFF recovery. The MTDS cannot credibly project debt sustainability improvements whilst the BPS discloses

a declining revenue-to-GDP ratio.

I Second, a natural resources revenue integration strategy. The BPS should be supplemented with a minerals fiscal framework that

projects extractive sector revenue over the medium term, identifies the fiscal regime applicable to the 970 mapped mineral occurrences,

and integrates these projections into the MTDS's financing strategy. Civen the IEA's estimate of USD 3 billion in potential annual

mining revenue, this represents a material alternative to debt financing that both documents should address.

Third, a progressive realisation framework for Article 43 rights. The BPS should establish minimum core expenditure allocations

for health. education, social protection. and housing, benchmarked against international standards (Abuja Declaration for health:

UNESCO benchmarks for education; ILO Social Protection Floor). The MTDS should demonstrate how the borrowing programme

suppofts these allocations and assess whether debt service levels are compatible with their progressive realisation.

Fourth, a comprehensive digital transformation financing plan. A consolidated investnrent plan for data centre development

(Naivasha. Ruaraka. Konza) should be prepared, including total capital and operational expenditure. energy requirements and associated

costs. revenue generation models (user fees. colocation. PPP structures). cybersecurity infl'astructure sequencing, and the return-on-

investment analysis necessary to justify borrowing for these programmes. The MTDS should assess whether digital infi'astructure bonds

or PPP-backed instrunrents can reduce the sovereign borrowing requirement.

Fifth, ISDS transparency. The Governrnent should disclose the total costs incurred in def-ending ISDS proceedings (Cor-tec Mining,
World Duty Free. and any pending claims). the costs awards recovered. and how recovered amounts have been applied. The fiscal

lessons of these proceedings particularly the environmental regulatory framework affirmed in Cortec Mining should inform both the

BPS's approach to extractive sector and digital infrastructure governance and the MTDS's assessment of investment clirnate risks.



Geographic Impact

Disability Budgeting

Tax Expenditure
Disclosure

ISDS Expenditure
Disclosure

No geographic distribution analysis
beyond county allocation formula

No disability-responsive allocations
identified

No statement published

No disclosure of litigation costs or
awards recovered

Silent

Silent

Silent; financing gap assumes zero tax
expenditure visibility

Silent

Article 20 I (bXii) requires equitable
developrlent. neither provides geographic
impact analysis.

Article 54 obligations unaddressed in both
docurnents.

IMF Fiscal Transparency Code breach.
Both documents operate rvith incornplete
tiscal picture.

Public fi nance transparency requires
disclosure of sovereign litigation outcomes
rvith fi scal irnplications.

XII. CONSOLIDATED ASSESSMENT

Thematic Area Coherence Rating Key Finding

Macroeconomic Assumptions

Revenue-Financing Nexus

Sectoral Financing (Art. 43)

Digital Tra nsformation

Financing Composition

Debt Sustainability

Natural Resources

Partially Aligned

Misaligned

Weakly Addressed

Partially Addressed

Weakly Aligned

Superfi c ially Consistent

Disconnected

Sarne baseline but interest rate trajectories contradict; nojoint stress tests.

Revenue decline undermines MTDS sustainability projections. No revenue recovery
strategy. Natural resource potential and ISDS outcomes unaddressed.

Health, education. social protection commitments lack costed progressive realisation
framework. Debt service crowds out entitlement delivery.

Infrastructure targets ambitious but uncosted. Data centre strategy absent.
Environmental and energy implications unassessed.

MTDS adjusts targets downward but provides no contingency for continued extemal
shortfalls.

Circular reasoning: MTDS improvement depends on revenue/export growth BPS
cannot credibly deliver.

970 mineral occurrences mapped but not integrated into fiscal framework. Potential
USD 3B annual revenue unexploited.

County, climate, digital, and extractive risks acknowledged in isolation; not
integrated across documents.

Risk IVlanagement Fragmented



Geothermal

Blue Economy

KenGen geothermal training
centre 980%; Olkaria rehabil itation
90%;20OMWhbattery 4oh

BPS mentions maritime sector
peripherally

KenGen guaranteed debt KSh
83.24B included in MTDS

Silent

Geothermal as energy asset well-developed; but not
monetised beyond electricity generation. No
geothermal-linked green bond framework.

Coastal and oceanic resources unquantified despite
Kenya-Somalia maritime boundary resolution at ICJ
conferring expanded exclusive economic zone.

Neither the BPS nor the MTDS presents a natural resource mobilisation strategy capable of contributing to deficit reduction, revenue

diversification, or debt sustainability. The Non-Financial Indicators disclose active petroleum exploration in Lamu and Kilifi Counties and

preliminary activities on the Kenya-Tanzania gas pipeline at 50 per cent completion, as well as coal exploration and geological data collection.
Yet the BPS does not articulate the fiscal regime that would govern petroleum revenue and as a result there is no mention of production sharing

agre€ments, royalty structurcs, sovereign wealth fund architecture, or stabilisation mechanisms, nor does the MTDS factor potential petroleum

revenues into its medium-term financing projections.

The omission of a mining fiscal strategy is equally consequehtial. Kenya's Mining Act 2016 establishes the regulatory liamework for mineral
extraction, but the BPS does not quantify projected mining revenues or articulate how the fiscal regime interacts with the broader revenue

mobilisation agenda. This is panicularly notable given that Kenya successfully defended its sovereign regulatory authority over mineral
resources in the Cortec Mining ICSID arbitration (discussed in Section VIII below), confirming its right to regulate mining in the public interest.

Having vindicated its regulatory sovereignty, the logical next step is to develop a fiscal strategy that monetises that sovereignty through

transparent and equitable extraction agreements.

The blue economy represents a further missed opportunity. The ICJ'S 2021 ruling in the Maritime Delimitation in the tndian Ocean (Somalia
v. Kenya) case. whilst politically contentious, confirm€d Kenya's claims over a substantial maritime zone. The fiscal implications of this

expanded exclusive economic zone (fisheries revenue, seabed mineral rights, hydrocarbon exploration licences) are absent from both

documents.

XI. TRANSPARENCY AND CONSTITUTIONAL COMPLIANCE

Dimension BPS Position MTDS Position Constitutional Assessment

No gender-responsive budget
statement

Both fail Article 27 (equality) and Article
201 (equity) obligations.

Gender Budgeting Silent



Green/SlB Bonds Q-CRAFT modelling; NDC
conrmitnrents

Diaspora Bonds Diaspora remittances acknowledged
as significant inflorv

Digital economy discussed; mobile
rnone)' penetration high

Digital Retail Bonds

Mining Revenue Bonds Mining Strategic Plan; 970 mineral
occurrences mapped

ISDS Cost Recovery Not referenced

Listed as frontier diversification
instrument

Listed as diversification option

Listed as frontier (dornestic retail via
mobile money)

Not referenced

Not referenced

Aspiration without infrastructure. No
verification framervork, pricing mechanisrn.
or institutional roadmap.

Neither provides market assessment,
pricing structure, or regulatory pathway.

Promising but undeveloped. No assessment
of retail investor appetite or M-Pesa
integration.

Revenue-backed bonds against future
extractive receipts could diversify financing
without increasing sovereign credit risk.

Costs awards tiom successful ISDS defence
should be disclosed and allocated
transparently.

Active exploration and pipeline development with
no fiscal regime for revenue capture articulated. No
sovereign wealth fund or stabilisation mechanism
discussed.

Mining Act 2016 provides fiscal framework but BPS

does not quantify projected mining revenues or
articulate a mining fiscal strategy.

Kenya has confinned rare earth deposits of strategic
global significance but no extraction or revenue
strategy is disclosed.

The omission of Sukuk is the most conspicuous gap. Kenya s Capital Markets Authority has established a regulatory framework for Islamic
capital market instruments. The BPS acknowledges that Islamic banking is a growing segment of the financial sector. The global sovereign

Sukuk market has expanded substantially, with issuances by both Muslim-majority and non-Muslim-majority sovereigns. A sovereign Sukuk
programme would access investor pools not cunently participating in Kenya's conventional govemment securities market, diversify the

domestic creditor base, and align with the MTDS's own objective ofdeepening the domestic capital market.

Petroleum Exploration

Mining Sector

Blocks in Lamu and Kilifi
Counti es (L8); Kenya -T anzania
gas pipeline 50% preliminary
activities; Lokichar Basin
development

Not substantively addressed;
agricultural minerals mentioned

Silent

Silent

Not addressed despite Mrirna Hill Silent
deposits (Cortec case)

Resource Sector BPS/Non-Financial Indicators MTDS Implication Assessment

Rare Earths



Climate Fiscal Risk

Private Sector
Crowding Out

FATF Grey-Listing

Natural Resource
Governance

Digital Infrastructure
Risk

Q-CRAFT:4.2pp GDP loss by 2100;
debt-to-GDP rises under non-Paris
scenarios

Green bonds mentioned as frontier
instrument; no climate-adjusted DSA

BPS models the risk; MTDS ignores it
entirely.

Mining Strategic Plan referenced;
geophysical survey completed

Digital Superhighway targets

ambitious; cybersecurity threats noted

Silent on extractive sector risks or
revenue

Silent on digital infrastructure
financing or risk

Credit growth recovering (-1.4%o to
5.9o/o); monetary easing supporting

Acknowledged; compliance timeline
noted

82olo domestic financing assumed; no
absorptive capacity analysis

Silent on implications for external
market access

Directly contradictory: BPS wants credit-
led recovery; MTDS plans to absorb
domestic savings through government
securities.

BPS flags the risk; MTDS does not assess

how grey-listing affects external borrowing
costs or access.

Neither document assesses the fiscal risk of
under-govemed extractive sector or the
opportunity cost of delayed monetisation.

Substantial capital commitments without
integrated financing plan. Technology
obsolescence risk not assessed.

Omission unjustified given CMA
regulatory framework, growing domestic
Islamic finance sector, and global sovereign
Sukuk market.

The risk management comparison reveals a pattem of parallel but disconnected acknowledgments. The BPS identifies risks that the MTDS does

not incorporate inlo its analytical framework, and the MTDS identifies portfolio risks that the BPS does not address in its fiscal projections.

The most consequential disconnections concem county fiscal risks, climate-fiscal integration. and the emerging risks associated with large-

scale digital infrashucture investment.

On county fiscal risks, the BPS provides detailed data on the distress indicators-pending bills, wage bill breaches, pension contribution
arrears-but the MTDS excludes county fiscal dynamics entirely from its debt sustainability analysis. ln a devolved system where counties

account for approximate ly I 8 per cent of the national budget, this exc lusion is analytically indefensible.

X. FINANCING INSTRUMENTS AND NATURAL RESOURCE MOBILISATION: WHAT BOTH DOCUMENTS MISS

Sovereign Sukuk Islamic banking acknowledged as

growing sector
Absent from financing source
assessment

Instrument BPS Refcrcnce MTDS Reference Assessment



rationalisation, extmctive sector rcvenue mobilisation, or IFF recovery. th€ projected improvement is aspirational rather than evidence-based

The two documents. read together, reveal a gap between what debt sustainability requires and what the revenue framework can deliver.

VIII. EXPENDITURE FRAMEWORK: DEBT SERVICE VERSUS DEVELOPMENT

Dimension BPS Position MTDS Implication Achievabilitl'

Development
Expenditure

Intergenerational
Equity

3.6% GDP ; actual ministerial 25.lYo
(belorv 30% floor)

Not addressed; interest 5.9% GDP
crorvding out development

CFS Ratio 48.5% of ordinary revenue

BETA Transformation Five pillars: agriculture, MSMEs,
housing. healthcare, digital

Projects interest declining to 5.4Yo

GDP by 2029

No mapping of borrowing to BETA
expenditure priorities

Incompatible: debt service consumes nearly
half of revenue. leaving insufficient room
for the 30% development floor.

Even at 5.4%, CFS will exceed 40Yo of
revenue given BPS revenue trajectory.
Development remains squeezed.

Critical gap: MTDS cannot demonstrate
that borrowed funds generate returns
sufficient to service the debt.

Verbally aligned but operationally hollow:
no framework linking borrowing to
productive investment outcomes.

Article 20 I (a); equitable burden
across generations

Stated as strategic objective of MTDS

The constitutional test is straightforward: bon'owing that imposes repayment obligations on future t xpayers without corresponding productive

capital formation violates Article 201(a)'s principle that the burden oftaxation shall be shared equitably between present and future generations.

The BPS'S development expenditure data suggest that the bulk of bonowed resources are absorbed by recurrent expenditure and debt service,

aconsumption pattem that transfem costs to futurc genemtions without transferring benefits. The MTDS's intergenerationalequity claim cannot

be sustained without evidence that the debt is financing investment rather than consumption.

IX. RISK MANAGEMENT: PARALLEL OMISSIONS

Risk Categorl' BPS Treatment MTDS Treatment Gap Analysis

County Fiscal Risk Pending bills KSh 176.98; wage
4l.4Yo (vs 35%); pension arrears

Silent on county risks; mentions only
SOE contingent liabilities

Major gap: county distress can transmit to
national level. MTDS analytical framework
incomplete.



The environmental dimension is particularly relevant in light ofthe BPS'S own Q-CRAFT climate modelling. Data centres are energy- and

water-intensive facilitieswhose environmental footprint must be assessed consistently with the environmental regulatory framework that Kenya

successfully defended in the Cortec Mining ICSID proceedings. lfKenya's right to enforce environmental impact assessment requirements was

upheld at the intemational level as a basis for revoking a mining licence, it follows that equivalent rigour should apply to data centrc

developments, particularly those with sign ificant energy and water consumption profiles. Neither document addresses this regulatory coherence
question.

VII. DEBT SUSTAINABILITY: DO THE TWO DOCUMENTS TELL THE SAME STORY?

PV Debt/GDP 55%

Debt Svc/Revenue l8o/o

Debt Svc/Exports 15%

Interest/GDP

Refinancing Risk

6 5 .3% (2025); traj ectory
declining

CFS 48.5% ofrevenue; revenue
13.9% GDP

65.3% (2025); projects 58.2%
(202e)

20.6% (2025); projects below
l8Yofrom2026

Aligned but remains above benchmark
throughout medium term.

Tension: MTDS improvement assumes
revenue growth BPS does not credibly
pro.iect.

MTDS denominator (exports) depends on
trade outcomes BPS does not address.

BPS confirms crowding-out but does not
quantifo the constraint.

MTDS identifies deterioration; BPS provides
no cornplementary response.

Current account deficit rvidening;
no export strategy

CFS dominates expenditure

22.5% (2025); projects belorv
l5o/o from 2026

5.9%; projects 5.4o (2029)

Not addressed Debt maturing <lyr: 13.3%o total,
10.0% GDP: deteriorated from 7 .5oh

Th€ debt sustainability indicators present a superficially consistent picture. both documents cite the September 2025 DSA. but the underlying
logic is circular. The MTDS projects improvements in the debt service-to-revenue and debt service-to-exports mtios that depend upon revenue

growlh and export earnings growth, both ofwhich are contingent upon macroeconomic outcomes the BPS does not credibly underwrite. The

BPS discloses a declining revenue-to-CDP ratio, a widening currcnt account deficit, and no specific strategy for either revenue recovery or
export diversification. The MTDS's projected return to sustainability thereforc rcsts on assumptions that the BPS s own data contradict.

This circularity is most acute in the debt service-to-revenue ratio. The MTDS projects this ratio declining below l8 per cent lrom 2026, but this
requires the revenue denominator to grow at rates that the BPS'S 13.9 per cent ofGDP baseline does not support. ln the absence ofexplicit
revenue enhancement measures, such as an HNWI taxation programme, a comprehensive digital economy framework. tax expenditure

Indicator Threshold BPS Disclosure MTDS Disclosure Verdict



Dimension BPS Position Gaps Identified Fiscal Implication

Data Centre Strategy Konza Data Centre: KSh 3.1B
allocation. Private sector investment
growing (Digital Realty, IXAfrica,
PAIX, AWS Edge).

Fibre Infrastructure Target 100,000 km fibre under Digital
Masterplan. 13,590 km achieved by
202s.

Energy Requirements Kenya's geothermal advantage noted
for data centres. Renewable energy at
600Z of generation.

Revenue Generation Digital economy projected to
contribute 9.24% of GDP. DST at
l.5olo of gross transactional value.

Environmental Impact Not assessed

No comprehensive data centre policy.
No analysis of sovereign data hosting
requirements, energy costs, or water
consumption. No assessment of data
soverei gnty irnpl ications.

86,410 km gap. No costed
implementation plan. No analysis of
per-krn deployrnent cost in
underserved areas vs. urban corridors.

No analysis of incremental energy
demand from data centres and digital
infrastructure. No assessment of grid
capacity constraints.

No comprehensive digital economy
taxation framework. DST is unilateral
measure subject to OECD/G2O
Inclusive Framework negotiations. No
:rssessment of digital economy's
contribution to the tax base.

Data centres are water and energy-
intensive. Environmental irnpact
assessment requirements (affi rmed in
Cortec Mining) apply equally to
large-scale digital infrastructure.

Capital-intensive infrastructure requires
long-term financing the MTDS does not
specifically provision. Recurrent costs
(energy, maintenance, security) not
pro.iected.

Substantial capital expenditure requirement
over rnediunl term. Neither BPS nor MTDS
quantifies the total financing need or
identifies the borrowing component.

Energy infrastructure investment to support
digital transformation not integrated into
either document's expenditure or financing
framework.

Revenue potential from digital economy
taxation could reduce borrowing
requirements, but neither document
quantifies this.

Climate-fiscal integration absent from both
documents extends to digital infrastructure.
Green bond eligibility of digitalprojects
not assessed.

The absence ofa comprehensive data centre strateg]i is particularly consequential given the convergence of several developments. Kenya is

positioning itselfas East Africa's data centre hub, with multiple private operators expanding capacity in Nairobi and the govemment investing
in the Konza Smart City. Hyperscale operators including Amazon Web Services are establishing regional presence. Yet the fiscal framework
does not address the sovereign data hosting implications (where govemment data is stored and under whose jurisdiction), the energy

infrastructure investments required to power an expanding data centre ecosystem (despite Kenya's geothermal advantage, grid stability remains

a constraint), or the water consumption requirements ofcooling systems in a country that experiences periodic drought.



Cybersecurity

Energy Implications

Revenue Model

SOC 30% complete; 20,000 data
controllers to be registered; 700
officers to train

Not addressed

Not addressed

Silent

Not addressed

Not addressed

Regulatory infrastructure incomplete whilst data
centre expansion accelerates-sequencing risk.

Data centres are energy-intensive. No assessment of
power supply adequacy, cost, or carbon footprint.

Neither document articulates how data centre and

digital infrastructure investments wil I generate fi scal
retums to service associated debt.

The digital transformation programme disclosed in the BPS and the Non-Financial Indicators is among the most capital-intensive commitments
in th€ fiscal framework, yet it is entirely absent from the MTDS's financing analysis. Three data centre programmes: Naivasha (0 per cent
operationalised), Ruaraka (30 per cent expansion), and Konza (80 per cent €-Govemment onboarding) are pmceeding simultaneously without
a consolidated cost analysis, public-private partnership framework, or relenue generation model. The 37,645 kilometres of fibre optic cable,

300 digital hubs, and 27.516 Wi-Fi hotspots represent tmnsformative infrastructure, but neither document addresses the capital expenditure

requirements, the opemtional expenditure for maintenance, or the fiscal retums that would justify borrowing to finance these progmmmes.

Several critical questions remain unanswered. First, what is the total capital cost ofthe data centre prcgramme and what proportion is to be

financed through borrowing veEus private investment or PPP structures? Second, what are the energy requirements ofthe planned data centres,

and has the BPS accounted for the associated powergeneration and tmnsmission costs within the energy sector allocations? The Non-Financial
lndicators disclose that the 200MWh Baftery Energy Storage System is only 4 per cent installed and the 80.3MW Olkaria VII geothermal plant
is at 8 per cent completion, suggesting that the energy infrastructure needed to support data centrc operations is itselfat an early stage. Third,
what revenue model underpins the data centre investments-will they generate user fees, attract private colocation tenants. or serve exclusively
govemment functions? Without this analysis. neither the BPS nor the MTDS can demonstrate that the digital transformation programme is
fiscally sustainable or that the associated bonol!ing satisfies the intergenemtional equiry rest.

The National Treasury allocated KSh 12.7 billion to the ICT sector under the digital superhighway initiative in FY202526, with an additional
KSh 3.1 billion for the Konza Data Centre and Sman City. The Kenya Digital Economy Acceleration Project (KDEAP), a USD 390 million
World Bank-funded pnogramme, provides additional financing alongside an estimated USD 100 million in private capital mobilisation.
However, the fiscal framework raises several concems that neither the BPS nor the MTDS adequately addresses.



The most significant gap is the absence ofa progressive realisation framework connecting constitutional entitlements with fiscal allocations.
Article 2l (2) ofthe Constitution requires the State to take legislativs, policv. and other measures. including the setting ofstandards, to achieve
the prcgrcssive realisation ofthe rights guaranteed under Article 43. Neither the BPS nor the MTDS establishes a framework that quantifies the
minimum core obliSations for each entitlement, identifies the fiscal resources required to meet them, and demonstrates how the borrowing
programme conributes to (rather than detracts t'ro,n) their realisation. The Suprcme Court's jurisprudence in the context of socio-economic

rights demands evidence that the State is making measurable progress torvard full realisation: the BPS provides programme descriptions but not
a costed progressive realisation framework, and the MTDS is entirely silent on the relationship between its financing strategy and service
delivery outcomes.

The health sector illustrates this gap most acutely. The BPS discloses the establishment ofthe Social Health Authority and the enrolment of27
million persons, the deployment ofover | 07,000 community health promoters. and facility construction. But it does not disclose the total health

allocation as a proportion ofthe national budget, plecllrding assessment against the Abuja Declaration benchmark of l5 per cent. The MTDS,
for its part. does not assess how health infrastructure borrowing generates retums sufficient to service the debt, a critical question for
intergenerational equity, since health investment yields productivity gains over decades, not fiscal yea$.

VI. DIGITAL TRANSFORMATION: INFRASTRUCTURE, DATA CENTRES, AND FISCAL IMPLICATIONS

Fibre Infrastructure

Data Centres

Konza Smart City

Digital Hubs

37,645 km to be installed; 27,516
Wi-Fi hotspots targeted

Naivasha: 0o% operational ised
(target 131%); Ruaraka: 30o%

expansion; Konza: 80o/o e-Gov
onboarding

Conference facilities 80%
complete; core utilities
maintenance 100/300

100 digital hubs targeted; 0/300
managed and maintained
currently

I million youth; 155,000 online
jobs linked; 34.000 digital
devices

Silent

Silent

Silent

Silent

Silent

Massive capital programme with no financing source
identified in either document.

Three concurrent data centre programmes at
different stages; no consolidated costing, no PPP
framework. no revenue model.

lnfrastructure advancing but no fiscal sustainability
analysis or revenue generation projections.

Scale of ambition (300 hubs) vastly exceeds current
management capacity (0).

Employment-linked training at scale; no unit cost
analysis or return-on-investment assessment.

DigitalComponent BPS/Non-Financiallndicators MTDS Implication Assessment

Youth Digital Skills



shrinking, not expanding. The MTDS's concessional targets should reflect this structural reality, and the BPS should articulate the altemative
concessional or quasi-concessional sources----climate finance, green bonds, blended finance-thar would substitute for declining IDA access.

V. SECTORAL FINANCING: CAN THE CONSTITUTIONAL ENTITLEMENTS BE DELIVERED?

A.ticle 43 ofthe Constitution guamntees every person the right to the highest attainable standard ofhealth, accessible and adequate housing,

reasonable standards ofsanitation, freedom from hunger, clean and safe water. social security, and education. The BPS articulates expenditure
priorities across these sectors, but the question that neither document answers is whether the fiscal envelope constrained by debt service
consuming 48.5 per cent ofordinary revenue can credibly deliver these entitlements over the medium term.

BPS Allocation /
Commitment

International Benchmark Financing Gap Analvsis MTDS ImplicationSector

Education

Health

Social
Protection

Housing

KSh 658.58 (15.7oh of
budget); 30,000 teachers;
20,000 classrooms; school
meals for 3 rnillion

UHC:27 million enrolled in
Social Health Authority;
community health promoters
I 07,83 I ; facility construction

I.INESCO: 44o/oGDP or 15-
20% of public expenditure

Abuja Declaration: 15oh of
national budget to health.
WHO: USD 86 per capita for
essential package

Meets the l5oZ expenditure
share but no analysis ofper-
pupil spending adequacy,
infrastructure backlog, or
transition to competency-based
curriculum costs.

Health allocation not separately
quantified in BPS as %o of
budget. Per-capita health
spending not disclosed. No
progressive realisation
framework.

No comprehensive social
protection budget line.
Programmes scattered across
ministries. No costed floor.

No costed financing plan for
housing programme. PPP

structure unclear. Tax incentive
framework for housing not
quantified in tax expenditure.

Debt service of 5.9% GDP
exceeds education's share. No
ring-fencing of education from
fiscal consolidation.

Interest payments crowd out
health investment. MTDS does
not assess how borrowing for
health infrastructure generates
fiscal returns.

Fiscal consolidation targets in
MTDS may compress social
protection transfers. No
expenditure f'loor mechanism.

Housing bonds rnentioned in
BPS but not integrated into
MTDS fi nancing instrument
assessment.

2.49 million vulnerable
households sponsored; school
meals programme

ILO Social Protection Floor:
basic income security for
children, rvorking age, elderly

BETA priority; affordable
housing programme referenced

250,000 units annual target
(government stated objective)



2006, holding that the underlying contmct had been procured through bribery and was therefore unenforceable as a matter of intemational
public policy.

Neither the BPS nor the MTDS discloses the costs incurred by the Covemment in defending these proceedings, the costs awards recovered, or
how any recovered amounts have been or will be applied. This is a tmnsparency deficit. The defence ofsov€reign r€gulatory authority in ISDS

proceedings is a legitimate public expenditure, but the fiscal framework should account for it. More importantly, the outcomes ofthese cases,

particularly the Cortec Mining decision, which affirmed the primacy ofenvironmental impact assessment rcquircments and thc Statc's right to
revoke irregularly issued licences, carry fiscal implications for the mining sector's investment climate that should inform the BPS's approach

to extracti!e sector govemance and revenue projections.

IV. FINANCING STRATEGY: TARGETS, OUTTURNS, AND CREDIBILITY

MTDS Ext.
Target

Concessional
Target

Concessional
Actual

BPS LinkFY Actual External Deviation

202012r

2021t22

2022t23

2023t24

2024125

2026 MTDS

28%

27%

25Yo

50o/o

45Yo

22%

190

lsYo

22%

27%

17%

,

-9pp

-l2pp

-3pp

-23pp

-28pp

,)

r5%

l00h

5.6%

?

Revenue shortfall noted

No contingency framework

The five-year recod of systematic and widening deviation between MTDS extemal financing targets and actual outtums is the single most

significant credibility challenge facing the 2026 Strategy. The deviation has widened fiom 9 percentage points irl FY2020/21 to 28 percentage

points in FY2024l25. The MTDS attributes this to delays in extemal disbursements, but the BPS provides no complementary analysis ofwhy
these delays recur or what institutional reforms address them. The 2026 MTDS targets 22 W cent extemal gross borrowing; a belated

acknowledgment of the structural constraint. But the absence ofa contingency framework means that when extemal financing falls short, the

domestic market must obsorb the shortfall without pre-authorised limits, market capacity assessment, or T-bill ceiling constraints.

The concessional financing paradox compounds this concem. Both documents express a preference for concessional financing, but neither

establishes a credible pathway to achieving it. The MTDS targets l0 per cent concessional extemal borrowing; the 2024 MTDS targeted l5 per

cent and achieved 5.6 per cent. The BPS references Kenya's IDA graduation trajectory, which means the pool ofconcessional financing is



The central tension in the fiscal framework is that the BPS discloses a revenue base that has contracted to 13.9 per cent of GDP, one ofthe
lowest ratios in the East African Community, while the MTDS must finance a deficit generated in part by that very contraction. If ordinary
revenue had been maintained at the l8.l per cent ratio, approximately KSh 730 billion per annum in additional revenue would be available,
reducing the bonowing r€quirement corespondingly. Neith€r document confronts this arithmetic. The BPS contains no explicit revenue

recovery strategy with quantified targets and timelines, and the MTDS proceeds as though the revenue trajectory is an exogenous pammeter.

This disconnection is compounded by the absence ofa tax expenditure statement. Untilthe fiscal cost ofexemptions, incentives, and preferential
regimes is quantified and disclosed, it is impossible to determine whether the deficit that the MTDS finances reflects a genuine revenue capacity
constraint or a policy choice to substitute borrowing for taxation. The IMF Fiscal Transparency Code, which Kenya has committed to in
principle, requires the publication oftax expenditure data. Both documents are silent on this obligation.

A. Natural Resources: An Uncosted Revenue Frontier

Kenya's mineral endowment represents a significant but largely unintegrated rcvenue source. The BPS references the Mining Strategic PIan

2023-2027 and noles the comprehensive geophysical survey that idenlified 970 mineral occurences across l5 counties, including titanium in
Kwale, rarc earths at Mrima Hill. gold in western Kenya, and soda ash in the Rift Valley. The Institute of Economic Affairs estimates that
annual revenues fmm mining, excluding oil and gas, could reach approximately USD 3 billion through .oyalties, taxes, and fees. Against this
potential, actual mineral production revenue stood at KSh 35.23 billion in 2022, with titanium ore accounting for 80 per ce.t. This gap between
potential and realised revenue is one ofthe most consequentialomissions in the fiscal framework.

Neither the BPS nor the MTDS integrates extmctive sector.evenue projections into the medium-term fiscal path. The MTDS'S financing
strategy calculates the borrowing requiaement against curnent revenue baselines without accounting for the revenue uplift that a sructured
minerals fiscal regime could deliver, The BPS references value addition initiatives, including a gold refinery in Kakamega County, but provides
no fiscal impact assessment, royalty revenue projections, or analysis ofhow mining receipts would be allocated between national and county
govemments under the Mining Act 2016. A fiscal framework that borrows at 67.8 per cent ofCDP whilst leaving a potential USD 3 billion
annual revenue source subslantially undeveloped warants explanalion.

B.ISDS Awards: FiscalTransp.re cy on Litigation Outcomes

Kenya has been involved in several investor-state disputes, two of which have concluded in the State's favour. In Cortec Mining Kenya
Limited v, Republic ofKenya (lCSlD Case No. ARB/ l5/29), the tribunal dismissed allclaims in October 2018, finding that the mining licence
had been issued contrary to Kenyan law and did not qualiry as a protected investment under the UK-Kenya BIT. The claimants were ordered
to pay Kenya halfof its legal costs plus all ICSID arbitration costs. The annulment application was dismissed in March 2021. ln world Duty
Fre€ Comprny Limited v. Republic of Keny, (ICSID Case No. ARB/00/7), the tribunal dismissed the USD 500 million ctaim in October



The most consequential inconsistency lies in the interest rate tmjectory. The BPS presents the monetary easing cycle as a positive development
supporting economic recovery and private sector credit growth. The MTDS. however, projects the implied interest rate on the debt portfolio
rising from 8.8 per cent to 9.5 per cent by 2029. The likely explanation is that the shift toward longer-dumtion fixed-rate instruments carries a

term premium that offsets the policy rate reduction, but this interaction is nowhere analysed in either document. Neither document subjects the

5,3 per cent growth assumption to a downside scenario, despite both acknowledging climate risk. global deceleration, and domestic

uncertainti€s. A one percentage point shortfall in groMh would raise the debt-to-CDP ratio by approximately two to three percentage points

over the medium term and reduce revenue collections proportionally.

III. THE REVENUE-FINANCING NEXUS

Dimension BPS States MTDS Assumes Coherence Assessment

Ordinary
Revenue/GDP

Tax Expenditure

HNWI Taxation

Digital Economy Tax

Adopts BPS revenue baseline for
fi nancing gap computation

Silent; financing need computed on
gross deficit

Silent

Silent; no IFF recovery factored into
financing

Silent on extractive revenue potential

Not mentioned

Consistent but alarming. No revenue
recovery strategy in either document.

Critical gap: borrowing may be financing
foregone revenue. Neither quantifies the
problem.

Missed revenue rnobilisation opportunity in
both documents.

Both fail to address a fast-growing tax base.

BPS acknowledges the problem; MTDS
ignores its fi nancing implications.

IEA estimates potential mining revenue at
USD 3 billion annually; current yield KSh
35.23 billion (2022). Neither document
integrates extractive fiscal potential into
revenue strategy.

Kenya has successfully defended multiple
ISDS claims (Cortec Mining, World Duty
Free). Costs incurred in defence and any
costs awards recovered are not disclosed or
allocated in either document.

1.5% DST mentioned; no

comprehensive framework

FATF grey-listing noted; no
quantified programme

M i ning Strategic Plan 2023-2027
referenced; mineral mapping of 970
occurrences across l5 counties

13.9%. declined from 18.1%

No tax expenditure statement
published

No dedicated HNWI unit or strategy Silent

IFF Recovery

Natural Resources
Revenue

ISDS Award Proceeds Not mentioned



I.INTRODUCTION

These submissions are made in response to the invitation by the National Assembly for public memoranda on the 2026 Budget Policy Statement

and the Medium Term Debt Management Stratery QO26l27-2028129), tabled on I I February 2026 pursuant to Sections 25 and 33 ofthe Public
Finance Management Act, Cap. 412A. The two instruments are assessed togeth€r because theyjointly constitute the fiscal framework within
which Kenya's rcve.ue, expenditure, borrowing, and debt service obligations are determined over the medium term. Section 33(3) ofthe PFM
Act requires that the MTDS be aligned to the broad stmtegic priorities and policy goals set out in the BPS. These submissions test wh€ther such

alignment has been achieved, whether the commitments in both documents a.e intemally consistent and mutually achievable, and where

structural gaps undermine the cr€dibility ofthe medium-term fiscal path.

The analysis proceeds from the premise that debt management is not a technocmtic exercise separable from the broader political economy of
public finance. The composition, cost, and risk profile ofthe public debt portfolio bears directly upon the fiscalspace available fordevelopment
expenditure, the prcgrcssive realisation of socio-economic righls guaranteed under Article 43 of the Constitution, and the intergene.ational

equity obligations that the MTDS itselfidentifies as a strategic objective. The memorandum therefore examines both documents thrcugh a lens

that integrat€s technical fiscal analysis with constitutional obligations, political economy considerations, and the practical questiod ofwhether
Kenya can finance its stated commitments within the resource envelope disclosed.

II. MACROECONOMIC ASSUMPTTONS: CONSISTENCY AND REALISM

Both documents opemte on the same macroeconomic baseline, which is structurally necessary given the PFM Act's alignmenl requirement, but
also means that any fragility in the assumptions cascades through both frameworks simultaneously.

Indic:rtor BPS Position MTDS Position Assessment

GDP Growth

CBR / Interest Rates

Exchange Rate

Global Growth

5.3%o mediurn-tenn average; BETA
transformation pillars

Eased I 3.loh to 9.25% (Aug 2024-
Oct 2025); further easing expected

KSh depreciation risk acknorvledged;
reserves 4.1 months import cover

3 .2% (2025), 3 .1o/o (2026);
deceleration

Adopts BPS baseline for cost-risk
modelling

Weighted average IR 8.8%; projects
implied rate rising to 9.5yoby 2029

FX debt 47oh oftotal; projecrs
reduction to 39.9%oby 2029

Acknowledges extemal demand risk
but no scenario analysis

Consistent but ambitious. No stress test
against lower growth.

Contradiction: BPS expects easing; MTDS
pro.iects rising implied rate.

Consistent direction but no joint stress test
ofdepreciation on both revenue and debt.

Both note risk; neither quantifies the fiscal
impact.

A
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Submission on the Budget Policy Statement (BPS) 2026 and

the Medium-Term Debt Management Strategy (MTDMS)
2026127 -2028129.

To: Date: 20'h10212026

The Clerk of the Senate.

P.O Box 41842-00100,

Main Parliament Building,

Nairobi.

Email: clerk.senate@parliament.go.ke

fi nancebudgetcom m.senate@parliament.go.ke

From:

Muthoki NyamaiJ.W.

Budget Talk Global (BTG)

Email: budgettalktlobal@gmail.com

https://bu d getta I kglo bal. o rgl

lntroduction
Budget Talk Global is a social enterprise dedicated to advancing citizen-centred, inclusive public

budgets through technology-driven, innovative solutions that enhance sustainable livelihoods.

Budget Talk Global is pleased to submit this memorandum following the invitation by the Senate

pursuant to article I I 8( I )(b) of the constitution and sections 25(2) and 33( l) of the Public Finance

Management Act (PFMA), on the Budget Policy Statement (BPS) 2026 and the Medium-Term

De bt M an age m e n t Strategy (M TD M S) 2026 I 27 -2028 I 29 .

The first part of the submission (A) focuses on the BPS 2026, particularly the fiscol fromework,

expenditure fromework ond reforms, deficit ftnoncing, debt servicing costs, County finonciol monogement,

division of revenue, state-owned enterprises, contingent liobilities, pending bills, and equity, gender and

vulneroble. The second part (B) focuses on the Medium-Term Debt Management Strategy 2026,

porticularly the debt portfotio, refinoncing risks, interest risks, foreign exchonge risks, debt sustoinobility

indicators, deviotions from previous MTDMS torgets, ond the overoge terms of new externol debt

Page I of I0
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A. Budget Policy Statement 2026

Key Submissions

!. Revenue projections for 2026127

The government targets a total of Kshs.3,533.7 billion in revenue, Kshs.2,90l.9 billion

from ordinary revenue (tax and non-tax) and Kshs. 63 I .8 billion from ministerial

appropriation in aid (AlA). Analysis shows that, overall, the government plons to collect

Kshs. / 8 t .6 bittion more in totol revenue, from Kshs.3,352. I billion projected in 2025126. Out

of the Kshs.l8l.6 additional billions prolected for collection in FY 2026127, Kshs.l57.5

bitlion will come from ordinary revenue, specifically tzx revenue, while Kshs.24.l billion

from AlA.
Concern: Although the national treasury is implementing the Medium-Term Revenue

Strategy (MTRS) and revenue administration through KRA, revenue proieaions hove

consistent/y follen short of torgets. For instance, by the first half of 2025126, ordinary revenue

underperformed by Kshs. I 15.3 billion, with mojor underperformonce in income tox (Kshs. 84.5

bitlion), VAf (Kshs. 28.4 billion) ond excise duty (Kshs. I 4 billion) (Toble 2.5, poge 52).

Persistent revenue shortfalls can widen the fiscol deficit" necessitote odditionol borrowing, ond

undermine overoll budget credibility ond implementotion.lt is therefore important to assess

whether projected increases are policy-driven, assumption-driven, or based on optimistic

macroeconomic forecasts.

Ask: The parliament ought to require the national treasury to provide a detailed

breakdown of revenue-increasing measures and their expected outcomes. lmportantly,

establishing ochievoble revenue torgets grounded in past performonce and macroeconomic

assumptions will be crucial.

2. Expenditure framework and reforms
The total expenditure and net lending for 2026127 are estimated at Kshs. 4,703.9 billion,

compared with Kshs. 4,269.9 billion budgeted for 2025126, representing an additional 434

billion in spending. BPS 2026 has linked consolidation to expenditure oPtimisation,

including e-procuremeng zero-bosed budgeting, the Treosury Single Account (TSA), occruol

occounting, ond the digitisotion of poyrolllpensions, os well os SOEs reforms.

On the other hand, the BPS hos noted thot budget execution hos been constroined by slow e-

procurement odoPtion, underperformonce in revenue, ond emerging expenditure pressures in the

Page2ofl0
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ftrst hotf of 2025t26. (BPS 2026, Poge 5l). ln FY 2024125, the totolgross octuo, expenditure

omounted to Kshs. 4,O3t.ttbitlion, tGhs. 545.80 billion on development or copitol

expenditure, Kshs. t,669.39 bittion on ministeriol recurrent expenditure ond Kshs. 1,8t5.94

bittion on consolidoted fund Services/, representing I 4%, 4l%, ond 45% of the totol oauol

gross expen ditu re, resPectiv ely.

Concern: Revenue shortfalls and in-year budget revisions continue to undermine

development spending and overall budget credibility. Although the national treasury has

emphasised fiscal consolidation and expenditure rationalisation, recurrent expenditure

continues to rise, and development spending remains vulnerable during adiustments.

Asks: We implore the Senate to ask the National Treasury the followint question: What

is the binding plan to cushion development spending in mid-yeor budget revisions? lf fiscal

consolidation is aimed at reducing spending in non-core oreos, which specific areas are

targeted? Can the Treasury publish a clear expenditure rotionolisotion fromework showing

where reductions ore being mode?

3. Financing deficit

Historically, government spending has exceeded available resources, leading to perennial

deficits. \n2026127, total financing is estimated ot Kshs. /, 115.8 billion, representinga 24%

increase over the budgeted deficit in FY 2025126 of Kshs.90l.0 billion. To finance the

deficit, the government will borrow Kshs. 890.4 billion (4.2% of GDP) from domestic

sources and Kshs. 225.5 billion ( l.l % of GDP) from external sources. Although the

national treasury/ aims, through the fiscal consolidation plan, to reduce the deficit to 3.5%

of GDP in the medium term, net financing remains elevated.

Concern: High domestic borrowing continues to constroin privote-sector credit, destobi/ise the

yield curve, increose reftnoncing risks, ond moy erode morket confidence. This has direct

implications for small businesses predominantly owned by youth and women, as well as

broader private-sector growth.

Ask lf the government is working in line with the fiscal consolidation plan to reduce the

budget deficit to 35% of GDP, why is the deficit still very high, particularly net domestic

I Consolidated fund services comprise the public debt interest and redemption and pensions, Salaries and allowances of Civil

servants
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borrowing? Ihe Senote should ensure thot domestic borrowing is oddressed in line with liquidity

conditions ond debt moturities, ond in line with the MTDMS strotegies.

4. Public debt stock and debt servicing
The total debt stock as of June 2025 stood at Kshs. 11,810.8 billion (68.9% of GDP) and

is projected to be Kshs.l2,95l.6 billion (68.2% of GDP) in2025176 and Kshs. 14,067.4

billion in FY 2026127, in nominal terms, representing 67.2% of the GDP. The BPS has

noted a rise in debt servicing costs, from Kshs I ,437.9 billion in FY 2025126 to Kshs I ,542.1

bitlion in FY 2026127, an increase of Kshs 56.0 billion. lnFY 7024125, expenditure towards

debt interest and principal amounted to Kshs. 1.59 trillion

Concerns: While the debt sustainability analysis indicates that debt remains sustainable,

the burden remains high. Secondly, approximately 47% of external debt is foreign-

currency (FX)-denominated, exposing the country to exchonge-rote risk ond increosing the cost

of debt servicing. Thirdly, rising debt servicing continues to reduce fiscol spoce for development

ond seruice delivery. For instonce, in FY 2025126, the government spent 39% on debt, compored

with t4% of ministeriol expenditure on development Although debt stock increoses ore poftly

driven by reftnancing, new borrowing, ond exchonge rote effects, clority is needed on the drivers

of continued nominol growth in the debt stock.

Asks: The Senate should demand that the national treasury ensure domestic borrowing is

monoged in line with liquidity conditions ond debt moturities, in line with the Medium-Term Debt

Monogement Strotegy. Most importantly, the Senate should demand Sreater transParency

into debt rollovers, refinancings, and repayment schedules.

5. County financial management and division of revenue

The BPS 2026 has allocated counties a total of Kshs.420 biilion as an equitable share, based

on the recentty audited FY 207ll22accounts. lt has also allocated Kshs.9.6 billion to an

egualisation fund, Kshs. 5.6 billion for equalisation fund arrears, and Kshs. 18.3 billion for

additional allocations. Tobte 4.6 on poge 9l of BPS 2026 presents a financing gap of

Kshs.l08.2 billion, further stating that this gap will affect the financing of key national

functions and would "occasion additional borrowing," potentially distorting the fiscal

framework.

Concerns: Delays in approving audited national accounts distort revenue-sharing

calculations, which is unfair to counties. The Kshs. 108.2 billion financing gaps may affect
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national commitments and potentially distort the fiscal framework. Lastly, the

predictability of county transfers remains critical for planning and service delivery'

Asks: The Porlioment is mondated to opprove oudited notionol occounts. What is the stotus of

pending oudi* of notionolly roised revenue? Can the Kshs. 108.2 billion financing gaps can be

addressed without undermining deficit targets or county allocations?

6. State-owned enterprises (SOEs) and contingent liabilities.
The 2025 Budget Policy Statement has acknowledged that SOEs/GOEs remain a significant

source of contingent liabilities, with exposures including Kshs 83.2 billion in oustanding

guarantees (as at 30 June 2025), Kshs 44.9 billion in non-guaranteed SOE debt, an on-lent

loan portfolio of Kshs l,O5l.l billion, of which Kenya Railways accounts for Kshs 547.4

billion (52%), indicaring concentration risk, over Kshs 25 billion in SOE pending bills, and

a PPP portfolio comprising 36 projects with long-term contractual fiscal commitments.

Concerns: Contingent liabilities may crystollise into direa fiscol obligotions. lmportantly,

weak governance in SOEs can lead to bailouts, increased public debt, and reduced funding

for counties and other essential services.

Asks.. Ihe notional ossemb/y should push for the periodic publicotion of a comprehensive

Contingent Liability Register ond for onnuol repofing on Public Private Portnerships (PPPS)

ftnonciol commitments. Finolly, the notionol ossembly should strengthen oversight of

guarantees and on-lent loans.

7. Pending bills and arrears
Pending bills at the national and county levels remain high, straining fiscal credibility. The

BPS 2026 has referred to enforcement provisions, including Section 9a( l)(a) of the PFMA,

Section 96 of the PFMA, and Article 225 of the Constitution.

Asks: The notionolossemb/y should demond thot the treosury develop and publish a multi-

year plan for the liquidation of pending bills ond strengthen the enforcement of PFMA

provisions to prevent further occumulotion.

8. Equity, gender, children, and disadvantaged SrouPs
The BPS 2026has recognised that the division of revenue criteria must consider'the needs

of disodvontoged groups ond oreos" (Poge 82, poragroph 341). However, fiscal policy

commitments to equity and inctusion of vulnerable groups have often remained at the
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principal level, without clear tagging or measurable targets. The Senate must demand

compliance with the constitutional principles of equity and inclusiveness, as well as the

public finance principles set out in Article 201 .

Concern: Without explicit tagging and reporting, allocations thot offect women, children,

youth, persons with disobilitieq ond morginolised communities ore difficult to trock, debote, ond

defend, especiolly within the fiscol consolidotion plon.

Ask: Require the notionol treosury ond MDAs to introduce ond publish explicit

genderlchildlequity budget togging in reports and the programme-based budget, beyond

narrative mainstreaming.
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B. Medium Term Debt Management Strategy (MTDMS) 2026127-

2028129

The Medium-Term Debt Management Strategy (MTDS) is prepared in accordance with Section

33 (2) of the Public Finance Management (PFM) Act, Cap.4l2A.The MTDMS 2026127-2028179

has outlined the Governmenr's stratet), to manage cost and risk in the public debt portfolio'

While the Strategy has set out clear objectives, severol risk indicotors in the document require

closer parliamentary scrutiny.

l. Composition of the existing debt portfolio

As of June 2025, total public debt stood at Kshs. I 1,553.82 billion, with domestic debt at Kshs.

6,326.01 billion (53%) and external debt at Kshs. 5,488.46 billion (47%). (Toble l,poge /3). The

domestic debt is composed of Treasury Bonds (80.8%), Treasury Bills (16.4%), IMF SDR

Allocation (l 3%), and others (1.6%). (Figure 2, poge I 5).

Concern: While bonds dominate domestic debt, Treasury bills still account for 16.4%,

contributing to shoft-term refinoncing risk. Furthermore, the share of instruments maturing in less

than one year increased to 21.6% at the end of June 2025. An increased share of short-term

instruments could increase rollover Pressure.

Ask We implore the Senate to question the torget reduction in instruments moturing within one yeor

over the medium term ond the projected shore of Treosury Bills by FY 2028129 under the selected

stratety.

2. Refinancing risks
The Average Time to Maturity (ATM) for total public debt was 8.3 years in 2025, while that for

domestic debt was 6.4 years (Table 3, page l6). Additionally, 17.6% of domestic debt was

projected ro mature within one year in 2025 (Table 3, page l6). The redemption profile further

shows that 18.2% of domestic debt will mature by the end of June 2026, largely due to Treasury

Bills (Figure 3, page l7).

Concern: The lower ATM for domestic debt relotive to totoldebt suggests hrgher rollover risk in the

domestic portfolio. The concentration of maturities within a short time frame, Particularly in 2026,

could creote tiquidity pressures ond expose the government to refinoncing ot potentiolly higher interest

rotes.
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Ask The Senate should question the projected ATM for domestic debt under the selected

straregy by FY 2028129 and the speciftc liability monogement operotions plonned to smooth the 2026

moturity spike, including switches, buybocks, or reproftling.

3. lnterest Rates Risk

The weighted average interest rate on domestic debt stood at 13.0% in 2025, compared with

4.0% on external debt. The Average Time to Refixing (ATR) for total debt was 7.4 years, while

the ATR for domestic debt was 6.4 years. Further, the fixed-rate debt accounted for 86.6% of

total debt in 2025 (Table 3, poge l6).

Concern: White o high shore of fixed-rote debt could reduce interest rote volotility, the higher weighted-

overage interest rote on domestic debt would increose overall debt service costs. lmportantly, rising

domestic yields could significantly increase refinancing costs and further compress fiscal space for

development spending and county transfers.

Asks: The Senate needs to interrogote the projeaed weighted-overoge interest rote on domestic debt

under the 2026 MTDMS, os well os the measures being implemented to reduce domestic

borrowing costs over the medium term.

4. Foreign Exchange (FX) risk
Foreign-currency-denominated debt accounted for 47.0% of total public debt in 2025, while

external debt as a percentage of reserves stood at 40.5% (Table 3, page 16). The Strategy

proposes sourcing 82% of borrowing domestically and l8% externally over the medium term

(page I 0).

Concern: Despite the proposed shift towards domestic borrowing, legacy FX exposure remains

high. Secondly, depreciotion of the exchonge rote would increase the shillingvolue of the external debt

stock ond debt-servicing obligations. lmportantly, a high FX share can expose the debt Portfolio to

mocroeconomic volotility beyond the control of domestic outhorities.

Ask The Senate should question the projeaed FX shore of totol debtby FY 2028129 ond whether

debt stress-testing hos been conducted under exchange rate depreciation scenarios.
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5. Debt sustainability indicators
The Present Value (PV) of Public and Publicly Guaranteed (PPG) external debt-to-GDP stood at

28.3% in 2025, against a threshold of 4O%. However, the debt service-to-revenue ratio breached

the l8% threshold in 2074, reaching 27.0%, and remained elevated ar20.6% in 2025 (Table 8,

page 20).

The PV of total public debt-to-GDP was prolected at 65.3% in 2025, exceeding the 55%

benchmark, while the PV of the public debt-to-revenue ratio stood at379.0% in 2025 (Table 9,

page 20).

Concerns:
o Afthough the external debt-to-GDP ratio remains below the PV threshold, the breoch of

the debt seryice-to-revenue rotio indicotes ftscol stroin. Additionally, debt servicing limits fiscal

flexibility and increases vulnerability to shocks' Particularl)' during periods of lower

revenue performance.

o Although the debt sustainability analysis indicates that debt remains sustainable, key

indicators remain above the prudential benchmark. The sustained deviation from the 55%

benchmark continues to reduce fiscol headroom ond limit the government's obility to respond to

economic shocks.

Asks: The Senate ought ro examine the proleAedtrojectory of the debt seryice-to-revenue rotio over

the medium term, the meosures being token to sustoinobly restore it below the 18% threshold, the

credible ond time-bound pothwoy for reducing the PV of public debt-to-GDP below the 55?6 benchmork,

and the fiscal adjustments required to achieve this.

6. Deviation from previous MTDMS Targets.
The previous MTDMS targeted 72-75% domestic financing; however, actual outcomes reached

83% in FY 2024125. Similarly, gross domestic borrowing was targeted at 75%, but actual

borrowing reached 82% (Table 6, page l8).

Concern: Repeated deviations from borrowing targets signol implementotion chollenges ond

increose domestic reftnoncing ond interest-rote risks. Notably, over-reliance on domestic borrowing

may undermine private-sector access to credit and increase debt-servicing costs.

Asks: The Senate needs to interrogate the structural constraints that led to deviations from

exrernal borrowing rargets and the corrective measures proposed under the MTDMS 2026 to

ensure adherence to financing plans.
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7. Average terms of new external Debt
The average maturity of new external debt declined to 15.6 years in 2025, while the grace

period fel! significantly to 3.7 years, down from 10.3 years in 2018. The average interest

rate stood at 4.3% in 2025. (Toble 7, poge l9).

Concern: Shorter grace periods could increase near-term debt-service pressure.

Notably, although interest rates remain moderate, reduced concessionol terms moy increose

medium-term fiscol stroin.

Ask: The Senate should interrogate the projected share of concessional versus

commercial external borrowing under the selected strategy, and the measures being taken

to prioritise longer grace periods.

Conclusion
The MTDMS 2026177-7028129 has set clear objectives to reduce refinancing, interest

rate, and FX risks. However, key indicators, including elevated domestic refinancing

pressures, FX exposure at 47%, deviations from borrowing targets, and the PV of public

debt-to-GDP remaining above the 55% benchmark, clearly suggest that vulnerabilities

persist.

Sustained pressure on debt service ratios and shortened grace periods may constrain

fiscal space and, indirectly, affect development spending and county transfers. The Senate

should holistically assess the credibility of the borrowing mix targets and the time-bound

pathway for restoring debt indicators to below prudential benchmarks to safeguard

sustainability.

Budget Talk Global will continue to engage regularly with the Senate and other

stakeholders to enhance debt transparency, promote fiscal sustainability, and safeguard

devolution.

Sincerely,

Muthoki NyamaiJ.W.

PFM Analyst & Researcher

Tel: 0706860793
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consolidation
measures; reallocate
racntt? as fa

The increase in debt service will hive off a huge chunk of development resources

Continued or potential demonstrations over the cost of

Failing to weed out cormption at both levels of government could impact
negatively on growth.

prioritize essential
developmental
projects
Implement targeted
subsidies, social
safety nets, and
wage adjustments to
address cost of living
concerns without
distorting market
incentives.
Strengthen anti-
cormption
institutions, ensure
transparency in
government
transactions, and
enforce stricter
penalties for cormpt
practices to improve
public trust and
economic stability.

a
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DISCUSSION & ISSUE OF CONCERIT ICPAII RTCOMMEITDATIONS

Additionally, the 2026 BPS does not include risk mitigation measures planned or
put in place by the government to mitigate the fiscal risks posed by state
corporations for the year.

at 3oth.htne 2O25,
comprlslng 77o/o oJ
the nqtlono'l
Goaerttment's
pendtng bllls. The
major components of
these pending bills
include unpaid
contrq.ctors' fees for
capital projects,
undischarged tqx
obligations qnd
unremitled employer
pension
contibutions qs well
6rs utilities,
partianlarly taater
charges"
Inclusion of an
additional
paragraph on risk
mitigation
measures.

V. Statement of
I Specifrc Fiscal

Risks The Institute also notes several factors that pose a risk to the economic outlook
for 2026;

Despite the slight growth of nominal private sector credit by 5.0% in September
2025, reversing the 2.9oh contraction recorded in January 2025 and continuous
decline throughout 2024, the persistent increase in domestic borrowing by the
government to finance its local deficit poses a threat to the availability of private
sector credit.

While mobilizing resources within the local economy has reduced reliance on
external financing, the sustained growth in government borrowing from domestic
sources continues to raise concerns about crowding out private sector's access to
credit, with the commercial banks accounting for 42.6oh of total domestic debt.

The Institute recommends
the following;

Prioritization of
policies that improve
access to credit for
MSMEs and reduce
interest rates;
encourage public-
private partnerships
to spur private
sector investment.
Refinance high-
interest debt and
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economic
circumstances
Kenya.
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Issues of concern

The Institute notes that the last audited accounts ot2O2Ol21 might not
be a true reflection of the total national government collection.
Therefore, the proposed Equitable Share for financial year 2026127 of KSh
420 billion is equivalent to 21.87% of the most recent audited and
approved actual revenues, and not a true reflection of count5r allocation to
total sharable revenue.
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21. 5.3.2.1 State
Corporatlons/
Government
Owned
Enterprises,

Under paragraph 375, the quotation of total pending bills among State
Corporations amounting to "over KSh 25 billion as at 30th June 2025" is
inconsistent w'ith other public records and falls way below the Kshs. 379.816
billion in 2024 quoted by the 2025 BPS and the Kshs.404.33 billion comprising
77 per cent of total National Government pending bills as of June 2025, quoted
by the controller of Budget. There is therefore a need to relook the figure for
consistency and accuracy in reporting.

The institute proposes:

Amendment of
paragraph 375 to
read: "Pending bills
qmong State
Corporations remqin
eleuated, uith
outstanding
obligations
amounting lo Kshs.
404.33 billion tzs
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Issues of concern

a. Inability of county governments to adhere to the Public
Procurement Act resulting in high outstanding pending bills

b. Low development budget absorption
c. Under-performance in own-source revenue
d. Non-adherence to fiscal responsibilitv principles

management and
expenditure control.
There is a need to
build capacity in
macroeconomic
forecasting (revenue
and expenditure
forecasting) macro
fiscal sensitivity
analysis, Iiscal
impact analysis and
economic analysis.

20. 4.5.2 Divisioa
i of Revenue for

FY 2026127
Article 218(2) of the Constitution requires division of revenue between the two
Ievels of government and across county Governments.

The table below shows the of the division of revenue
R@[
o tharc

BPA
,.ut6

IX)RB
2g2tt

DORA
liloE.
12,ol4

IrcRE
N23

rx)
NA
2C2
2

IX)RA 2021 DORA
2UtO

DORA
20t9

IX)RA
2018

Total
Sharabi
c

2,982
.3 2,835.0 2,602

I
2,571.2 2,t

41.
o

1,77
5.O 1,856.0 | ,877.O t,688.0

There is a need to
expedite the
approval of audited
accounts to give a
clear reflection ofthe
total government's
collection. This will
increase the
allocation to the
counties in tandem
with the prevailing
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Fanancial Y6ar

Approved Audlted
Rovonuos

{K3hs-l

Amount of Equalbrtlon
Fund Entltlomont

(K3hi I

Amount
Tran3fergd to tho

Fu.d
,Xrhr I

2Ct11n()tz 458,15r.970,000 2,340.759,E50
2012t2013 523.300.000,000 2.646.500.000
2013t2014 529.300.000.000 2.646.500.000
m1412015 776.900.000.000 3.884.500.000 6.400.000.000
201st2016 776.900.000.000 3.884.500.000
2016t2017 776.900.0@,000 3,884,500.000 6.000,oo0.000
2017t2018 776.900.000.oo0 3.884.500.000
2018/2019 776.900.O00.000 3.884.500.000
m19t2020 776.900.0@.000 3,884,500,000
2o2ot2021 1.3s7.698.000.0O0 6,788,490.OOO
2021t2o22 1 .357.698.000.000 6.788.490.000
2022t2023 1 .413.694.840.000 7.06,8.474.200
m23t2024 1 .673.7 1s.000.000 8.368.574.O00 1,O30.000.ooo
Totrl I I,99O,9/.a,E{ 0,OOO 59,954,788,050 13,r13O,OOO.00O

Issues of concer[

i. The 2O-year period designated for the Equalization Fund under Article
204 is approaching its conclusion, yet there is limited evidence of new
projects being initiated.

ii. Of the total 51 billion allocated since 2011, only 12.4 billion from two
financial years has been transferred to the fund. Though one billion has
been paid into the account for the financial year 2023 124, there is still
a huge outstanding deficit. Though The National Treasury proposes to
allocate an additional KSh 5.56 billion in FY 2026127 as partial
payment to arrears for Equalization Fund.

19. 4.5.1
Performance of
Shareable
Revenue

Ordinary revenue collected over the past ten years has been below target except
for FY 2O2l /22 when the target was surpassed.

Adhering to existing
provisions of
existing policies,
legislations,
regulations, and
guidelines guiding
economic planning,
public finance
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through professional
development
programs.
Counties are urged
to comply with their
pending bills
payment plan for FY
2024125, 2025126
and the Senate
resolutions, which
were communicated
in a letter to all the
47 County
Governors Ret
SEN/RESOLS/Os/2
024(03) dated 9 May
2024.

4.4
Equallzatlon
Fund

It
lnF-Y 2O2a /25 The National Treasury allocated KSh 9.6 billion to the Equalization
Fund, representing O.5% of the national revenue based on the FY 2O2l /22 atdited
and approved revenues.

As of 30 June 2O24,The National Treasury had not remitted the outstanding
balance of Kshs 46,524,788,050.This contrary to Article 2o4(ll of the constitution
of Kenya , 2010 which requires 0.5% of all the revenue collected by National
Government each year, calculated on the basis of the most recent audited
accounts.

The government
should bridge the
implementation gap
through l0oo/o
allocation of the
entitled funds.
The Equalization
Fund Advisory
Board should
establish project
implementation
units (PIUs) at the
divisional level with
the intention of
directly transferring
funds to them. This
\vill improve
efficiencv.
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Inefficient revenue collection systems that lead to under collection and
leakages.
Under utilised revenue potential as they collect less than their projected
OSR
Lack of updated valuation rolls especially in property taxes where they
have a huge potential to yield high revenues to county governments but
are hindered by outdated valuation rolls and computation of rates as
reported by the Public Financial Management Reforms Secretariat.

As of 30th June 2025, County Governments reported outstanding pending bills
amounting to KSh 176.9O billion marking a 3%o decrease from Kshs. 181.98 billion
inFY 2023/24. This comprises KSh 126.86 billion for recurrent activities and KSh
50.05 billion for development activities. The total pending bills for the County
Executive are KSh 17 1.75 billion, while those for the Assemblies amount to KSh
5.16 billion. with over half being under three years old.

County pending bills are mainly composed of:

. Unpaid contractor certificates for development projects

. Outstanding supplier invoices for goods and services

. Accrued but unpaid statutory deductions and utilities

These obligations often accumulate due to over-commitment available resources,
and unrealistic revenue projections.

Issue ofconcern

Article 225 of the Constitution, read together with Section 96 of the PFM
Act gives the Cabinet Secretary responsible for Finance powers to stop
transfer of funds to the concerned State Organ.
Despite it's responsibility to article 225, no clear measures have been
undertaken to address the issue of pending bills.

a and historical
performance.

3. County governments
should invest in
capacity building for
revenue officers,
including training
on revenue
administration.
County
Governments should
ensure pending Bills
are prioritized as
first charge in the
budget cycle.
Given that in some
instances pending
bills occur because
of procurement and
accounting officers'
lack of expertise on
how to capture
pending bills at the
beginning of every
financia-l year and
make payments
from the authorized
list of pending bills
from subsequent
budget allocations,
Government
institutions should
employ accountants
who are members of
ICPAK with the
requisite and
continually build

17. 4.3 County
GoverEmeD,t
Pendiag BiIl*
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a

Development Plans
(ADPs) and the
budget.
There is a need for
both levels of
government to
migrate their
payrolls to the
Human Resource
Information System-
Kenya. Further,
manual multiple and
stand-alone payroll
systems to cease.
This will monitor
and ensure that the
wage bill to revenue
ration does not
exceed the 35o
threshold.

t6.i, 4.2.1
r Performance of
I

] Owu Souree
Revenue

I egainst Target.
I

County governments recorded significant underperformance in Own Source
Revenue for FY 2024125, where they missed their target of Kshs.87.67 billion by
23 oh.collectively generating Kshs 67.3 billion.

OCOB reports that there was an overreliance on the Facility Improvement
Fund(FIF), which accounted for over 50 % of OSR for many counties; this poses a
risk to financial sustainability for the county governments. For ordinary revenue
performance, counties were able to generate KS}e 42.7 billion against a target of
KSh 66.9 billion which represents an average of 64 percent of the targeted OSR.

Counties are mandated to collect revenues from local taxes and levies such as
land rates, business permits, parking fees, market charges, and other service fees
yet they often collect far below their potential.CRA Estimates that County
Governments have the potential to collect up to 216 Billion in revenue from their
key revenue streams. Low OSR in counties can be attributed to :

1. County governments
should fast-track the
automation and
integration of
revenue collection
systems across all
revenue streams to
minimize leakages,
enhance
transparency, and
improve efficiency.

2. Adopt realistic,
evidence-based
revenue projections
grounded in
economic activity
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The government
should ensure that
borrowed funds are
directed towards
capital projects that
can generate
significant future
returns in
adherence with the
PFM Act, 2012.

4.1.1 County
Governmeats
Overall
Expenditure for
Fv 2024125

1. The budgeted development expenditure represented 36.4 % of budgeted
total expenditure which is as per PFM Act.However ,there was an
absorption rate of 26.3o which indicates an underspending on projects
that promote long-term growth and infrastructure development.For this
financial year only 18 counties met the PFM Act, 2012 threshold based on
actual spending relative to their total budgets.

2. The budgeted recurrent expenditure accounted for 63.60/o of the total
budget.The absorption rate in recurrent expenditure was 73.7% meaning
that counties are heavily reliant on these funds, suggesting a need to
reduce recurrent costs in favour of development priorities.

3. Additionally, the expenditure on wages was 4l.4oh which is above the total
required threshold of 35%. signaling a high wage burden that may limit
spending flexibility.

Recommendations
. Establish tighter

controls and
monitoring
mechanisms to
ensure that wage
expenditures do not
surpass the set
regulation and in
compliance with
regulation 25(1) (b)
of the PFM County
Government
Regulation, 2015.

. Ensure timely
disbursements of
exchequer releases.

Policy considerations
. County governments

need to prepare
sectoral strategic
plans that are in line
with the County
Integrated
Development Plans
and link them to the
Annual
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Recurrent expenditure was 105.2% of the target due to higher operations &
maintenance and domestic interest costs, while development expenditure reached
llO.2o/o of the target.

Responsibility
Principles as
stipulated under
Section 15 of the
Public Finance
Management Act,
20t2
It is the Institute's
considered opinion
that if government
had enforced these
principles, the
nation will already
have dealt with the
concerns on run-
way expenditure and
accountability of
public resources.

a

14, Flscal2.3
De{lclt

In the period July-October 2025, the frscal defrcit stood at Kshs 328.7 billion
(1.7%o of GDP), above the targeted 1.1%, with heavy relialce on domestic
borrowing (Kshs 310.0 billion)

The fiscal deficit is projected to widen to Kshs 1,106.1 billion (5.3% of GDP) in FY
2026 / 27 , up from Kshs 90 1 .0 billion (4 .7o/o of GDP) in FY 2025 I 26.

This increase signals potential pressure on fiscal sustainability, especially if
revenue mobilization does not improve or if expenditure overruns persist. Heavy
reliance on borrowing, particularly domestic could crowd out private sector credit
and limit fiscal space for priority development programs.

The government
should avoid
overreliance on
costly commercial
loans like
Eurobonds and
instead prioritize
concessional
financing.
Government
spending must be
aligned with revenue
projections,
prioritizing high-
impact investments
while rationalizing
recurrent
expenditures.
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consular services
and mission
operations.

By the end of October 2025, the total revenue collected amounted to Kshs 942.0
billion against a target of Kshs 1,049.5 billion, achieving 89.7o/o of the target, a
shortfall of Kshs 107.5 billion.

The underperformance was driven by ordinary revenue, which collected Kshs
766.8 billion against a target of Kshs 874.5 billion, achieving 87.60/o of the target.

12. 2,3 Revenue
Performance

t3 2.3 &rpenditure
Performance

By the end of October 2025, total expenditure and net lending amounted to Kshs
1,274.6 billion against a target of KSh 1,269.6 billion, achieving lOO.4o/o of the
target.

The Institute
proposes adherence
to Fiscal

I l. According to the Budget Review and Outlook Paper 2025, FY 2026127, total
revenue including Appropriation-in-Aid (AiA) is projected at KSh 3,583.4 billion,
of this, ordinary revenue is projected at KSh 2,998.3 billion. This revenue
performance will be underpinned by the on-going reforms in policy and revenue
administration.

The government
should expand its
tax base by
modernizing tax
administration,
leveraging digitaf
platforms for
compliance, and
curbing leakages in
revenue collection.

Formalize the
informal sector
Kenya's informal
sector contributes
over 30%o of GDP but
pays a
disproportionately
small share of taxes.

Budget for FY
2026127 and
the Medium
Term

Para
Revenue

228

!

Rationalise
Expenditures
Exemptions
reviewing the
and Income
exemptions

Tax
and

by
VAT
Tax

Expand Data-Driven
Compliance by fully
integrating Itax and
eTims.
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safeguard credibility
and influence.
Prioritize strategic
engagement in
multilateral forums
aligned with Kenya's
development,
climate, and
frnancing priorities.

Budgetary Considerations
for BPS 2O26

. Aligr foreign policy
and regional
integration
allocations with
clear, measurable
outcomes under the
Medium-Term
Expenditure
Framework (MTEF).

. Protect funding for
high-impact
economic diplomacy
and regional trade
facilitation
initiatives.

. Explore cost-
sharing,
partnerships, and
pooled funding
arrangements with
development
partners and
regional institutions.

. Integrate digital
solutions to improve
efficiencv in
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and impact of
foreign poUcy
expenditures.

Support Peace, 9ecurlt5r,
arld Reglorat Stabilfty

. Allocate sufficient
resources to
peacebuilding,
mediation, and
conflict prevention
initiatives within the
region.

. Strengthen Kenya's
role in regional
securit5r
mechanisms and
multilateral peace
operations.

. Enhance
coordination
between diplomatic,
defense, and
development actors
in promoting
regional stability.

Strengttea Uultilateral
Engagement and
Conpllaace

r Ensure irnely
remittance of
Kenya's assessed
contributions to
regional and
international

to
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While these commitments present significant economic and strategic
opportunities, frscal constraints require that budget allocations to the sector be
well-targeted, outcome-oriented, and subject to strong parliamentar5l oversight.

Challenges

Inadequate financing for economic diplomacy and trade promotion
initiatives.
Limited capacity for effective coordination of regional integration programs
across MDAs.
Underfunding of Kenya's obligations to regional and international
organizations, leading to arrears and reputational risks.
Weak monitoring and evaluation frameworks to assess the impact of
foreign policy and regional integration expenditures.
Insufficient support for peacebuilding, mediation, and conflict prevention
initiatives in the region

a

a

programs aligned to
AfCFTA
implementation and
export
diversification.

Enhance Regional
Integration and ArcFTA
Implementation

. Provide adequate
budgetary support
for Kenya's
participation in
EAC, COMESA,
IGAD, and AfCFTA
processes.

' Support
harmonization of
trade, customs, and
regulatory
frameworks to
facilitate cross-
border trade.

Improve Efficiency and
Accountability tn Foreign
Policy Speuding

. Rationalize Kenya's
diplomatic footprint
by aligning missions
with strategic
economic and
geopolitical
priorities.

. Strengthen
monitoring and
evaluation systems
to track outcomes
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9. 1.3.7 Women
Agenda The Constitution of Kenya guarantees equal treatment for both men and women

and is anchored in Article 81 (b) of the constitution that provides that not more
than two-thirds of the members of elective public bodies shall be of the same
gender. The concern is the implementation of this requirement; currently neither
in the Elections Act nor the Political Parties Act to provide an effective mechanism
for the implementation of Article 81 (b) of the constitution.

The Institute acknowledges the government's initiatives in the FY 2026 that
includes:

1. The planned disbursement of Kshs 12 billion to 16,850 Affirmative Action
Groups, from the previous Kshs 3.33 billion to 10,785 Affirmative Action
Groups between F\ 2022 I 23-2024 I 25.

2. The provision of bursaries and scholarships to 178,500 needy students,
from the previous 155,580 needy students with bursaries and scholarships
through the National Government Affirmative Action Fund (NGAAF).

3. Efforts to keep girls in school will be supported through the provision of
sanitary towels to 11.1 million girls, alongside 7,500 dignity kits for GBV
survivors.

Amend article 90 of
the constitution to
accommodate
changes to Articles
97 and 98 to
promote the
implementation of
the gender principle.
Amend the
constitution to add
special seats for the
under-represented
gender in
parliament.
IEBC to reject non-
compliant party
nomination lists or
require adjustments
on the not more than
two thirds gender
rule before
approvals.

I KEY BUIrcET
IUPERATIVES

DISCUSSIOil & ISSUE OF CONCERI{ ICPAI( RECOMMENDATIONS

1.3.12 Foteign
Policy and
Regional
Integration

l0 Foreign policy and regional integration are critical pillars for advancing Kenya's
economic interests, regional stability, and international standing. Investments in
economic diplomacy, regional trade facilitation, peacebuilding, and multilateral
engagement have direct implications for export growth, investment inflows,
employment creation, and national security.

Kenya's foreign policy and regional integration agenda is anchored in:
. Vision 2030
. Bottom-Up Economic Transformation Agenda (BETA)
. Commitments under the East African Community (EAC), IGAD, COMESA,

African Union (AU), and the African Continental Free Trade Area (AfCFTA)

Strengthen Economic and
Trade Diplomacy

. Prioritize funding for
foreign missions to
support trade
promotion,
investment
attraction, tourism,
and diaspora
engagement.

. Allocate resources
for targeted
economic diplomacy
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TREHDS IN APPROVED BUDGET ESTIMATES
FOR THE EDUCATION SECTOR

adopt robust data
systems to align
resource allocation
with emerging needs
across education
levels.
Enhance
Governance,
Accountabilit5z, and
Financing by
building capacity of
school Boards of
Management and
Parent-Teacher
Associations and
improve
transparency and
accountability in
education financing
through digital fund
management
systems.
Align Education with
Labour Market and
Skills Demand by
Expand and
modernize Technical
and Vocational
Education and
Training (TVET)
institutions.
Strengthen public-
private partnerships
to support
infrastructure
development and
skills training.
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should be facilitative
rather than punitive

E. 1.3.6 Education
and Training

I

Over tlre S-year period FU 2027122 to FY 2023/24, the approved budget
for the education sector rose by 187o, from Ksh. 567.9 billion to Ksh. 689.9
billion. This increase was primarily driven by a l9ok growth in recurrent
expenditure, which expanded from Ksh. 533.9 billion to Ksh. 657.3 billion.
According to the 2025 KNBS Economic Survey, the education sector
remains a key employer in the public service, accounting for 45.2o/o of total
public sector employment.
However, the sector faced a projected budget contraction inFY 2024 125,
with overall expenditure expected to fall from Ksh. 601.5 billion to Ksh.
594 .2 billion. This includ es a | .7ok reduction in recurrent spending to KSh
566.1 billion, while development spending is projected to rise by 9.8% to
Ksh 28.1 billion.

The following trends were observed in FY 2O2l122 - 2023124

ICPAK recommends the
following for the Education
Sector;

. Given that recurrent
expenditure
continues to
dominate the
sector's budget,
measures should be
instituted to
enhance its
efficiency and
ensure value for
money, particularly
in personnel costs
which are the
primary driver.

. Given the declining
share of
development
expenditure, a
strategic review is
necessary to
prioritize capitai
investments that
support
infrastructure
growth, especially in
the expanding TVET
and junior school
subsectors.

. With the significant
growth in
institutions and
student populations,
the Ministrv should
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A notable milestone, includes the initiation of 18 County Aggregation and
Industrial Parks and the modernization of machinery at Rift Va11ey Textile
(RIVATEX), which achieved a 99%o implementation rate, among other
accomplishments.

However, according to the OAG report, in FY 2023 12024, the 18 counties targeted
under the CAIPs project experienced a funding shortfall of Kshs.3.3 billion, having
been allocated Kshs.4.5 billion but receiving only Kshs. 1.2 billion. This represents
a74oh deficit. With continued underfunding and irregular monitoring, the actual
progress of industrial park construction remains uncertain. This indicates
challenges with either disbursements or internal inefficiencies.

On the other hand, there have been delays in project execution. Whereas the
CAIPs initiative was structured to be implemented over a two-year period from FY
2023 124, this was later revised to three years. The Budget Policy Statement (BPS)
2025 indicated that the entire project will have been completed by FV 2025126.
However, this appears highly unlikely and unrealistic given that only 18 industrial
parks have been completed, with 29 still pending; with only 6 months to the
closure of the financial year - 2025 126. According to the Medium-Term
Expenditure Framework Report FY 2025 126, this was attributed to budgetary
constraints, as several performance targets were stated to have been missed due
to budget cuts.

The sector has in the past 3 years faced aggressive tax administration measures
by the KRA; in terms of special tables, e-TIMs, legacy balances issues, arnong
others.

intensive industrial
projects.
In addition, the
State department
should innovate new
strategies of fund
mobilization either
through levies, fees
or charges imposed
on importation of
finished products
that can be locally
malufactured to
encourage growth of
the manufacturing
sector.
Align Budget
Allocations with
Realistic Timelines
aud Execution
Potential: Review
and revise
implementation
timelines for CAIPs
and other industrial
projects based on
actual realities and
current absorption
capacity. Ensure
that budget
allocations are
aligned with project
readiness, to avoid
overcommitting
limited resources
The government tax
policy and
administration
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Manufacturiag
Sector

7. t.3.2 The The manufacturing sector, housed within the State Department for Industry,
contributes about 7o/o to the country's GDP and is expected to rise to 15% by
2027 alrd 2Ooh by 2O3O. However, recent performance signals modest progress
towards these goals.

The sector grew by 2.1'h in the first quarter of 2025 compared to | .9oh in the first
quarter of 2024. This has been supported by strong increases in coffee auctions
and milk deliveries and increased production in cement and galvanized sheets.

Despite this, the growth is still subdued compared to 4 years ago, reflecting
structural and financial constraints within the State Department of Industry
(sDr).

The Fourth Medium-Term Plan aims to implement a value chain approach to boost
production and strengthen value chain and improve market access through
various projects; Special Economic Zones, Export Processing Zones, Industrial
Parks, and County Aggregation Industrial Parks (CAIPs).

Euhance Resource
Mobilization
through Strategic
Partnerships and
build capacity for
internally-
generated fuuds:
The State
Department should
priorit2e the
expansion and
diversification of
funding sources by
proactively engaging
in Public-Private
Partnerships (PPPs)
to support capital-

be enacted, creating uncertainty around the legal, institutional and governance
framework for its operationalization.

Additionally, the target of mobiLzing up to Ksh.S trillion in development projects
over ten years is ambitious, particularly in a constrained fiscal environment.

There is also need for clarity on how these new funds will be harmonised with
existing public finance and infrastructure financing frameworks, including such
as the PPPs. Without clear policy coherence, there is a risk of duplication,
fragmentation, and inefficiencies.

from Public Private
Partnerships and
not additional taxes
from Kenyans.
Clearly delineate the
roles of the NIF vis-
a-vis existing PPP
structures.
Adopt a Phased and
Realistic Investment
Approach
Prioritize completion
of PPP Pipeline
Projects before
initiating new ones,
ensuring timely
financial close and
delivery of high-
impact
infrastructure.
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Target higher value-
added jobs such as
software engineering
and AI Development
to grow or enhance
the low wages
accrued from micro
tasks which can be
easily replaced by AI.
A forward look into
the country's digital
economy in 2026
promises growth and
expansion backed by
the investment in
fiber networks,
public Wi-Fi, and
digitization of
services in
alignment with
Kenya's Vision 2030
alongside private
sector growth in AI,
e-commerce, and
FinTech.

6. I 1.3. 1
i Infrastructure

The Enerry, Infrastructure and ICT sector remains a critical enabler of economic
growth, productivity, and structural transformation.

Under the FY 2025 126 approved budget, the Energr, Infrastructure and ICT
sector was allocated Kshs 534.6 billion, accounting for 2l.Ook of total expenditure,
making it one of the largest spending sectors. Medium-term projections under the
BPS indicate a further increase in allocations by ll.2% to Kshs 594.5 billion in
FV 2026 127, signaling continued prioritization of infrastructure-led growth.

In addition, the Government has proposed the establishment of the Kshs 5 Trillion
National Infrastructure Fund and a Sovereign Wealth Fund as key instruments
for mobilizing long-term financing to support infrastructure expansion and
energy-driven industrialization. However, the Sovereim Wealth Fund Bill is yet to

t There is a need to
fast track enactment
of the Sovereign
Wealth Fund Bill to
establish a clear
legal mandate,
governance
architecture and
accountability
mechanisms.
Ensure the National
Infrastructure Fund
(NIF) is solely driven
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The sector has engaged approximately 1.9 million Kenyans, including 1.2 million
gig workers proving to be quite critical towards driving the national agenda of
employment and poverty reduction.

The Institute takes note of and commends the government for the following
milestones.

. Enactment of the Kenya Artificial Intelligence stratery 2O25-2O3O and The
National BPO Policy 2025 which needs a mention in the BPS as it positions
Kenya as a regional leader within the space and provides a roadmap for
responsible AI development

. Growth in digitally delivered service exports from Kenya. Kenya exported
$t.Sa billion in digitally delivered services in 2024, rising from $i.78+
billion in 2023, signifying a growing sector from $ 1 billion in 2015.

' Removal of the 30% local ownership requirement for ICT companies to
attract greater FDI and enhance competitiveness in the sector.

. Additionally, the Tatu City Business Process Outsourcing hub is projected
to create more than 5,000 jobs in the short term and is a notable example
of infrastructure-backed investment to support outsourcing.

However, several issues still persist that slow down the gains attained from the
sector

. AI and Automation: WEF reports reveal that 86% of employers in Kenya
expect AI to change their businesses by 2030. Up to 52% of jobs in Kenya
may be automated with most of the automated jobs being key drivers of
digital job creation.

. Inequitable access to digital jobs and skills affected by factors such as
electricity reliability. The Enerry and Petroleum Regulatory Authority
(EPRA) has revealed that Kenyans have so far experienced an average of
more than nine hours of power blackouts per month.

. Overally, only 35o/o of the Kenyan population use the internet according to
KNBS with disparities in usage rates from 64.7oh in Nairobi City to 9.1%
in West Pokot.

. Wage instability is a core concern. Average hourly earnings on microtask
platforms are Kshs 125, falling below Kenya's statutory hourly minimum
wage of Kshs. 135.9

policy guidance has the
potential to rapidly
accelerate growth within the
digital economy. The World
Economic forum in its
September analysis of
Kenya's digital economy
recommends.

. Modernizing labour
laws to better reflect
the realities of digital
and platform work
through initiatives
such as;

digital economy
workers in the
Employment
Act to ensure
adequate
labour
protections.

protection with
flexibility and
growth.

. Using regional
platforms such as
the East African
Community and
African Continental
Free Trade Area to
advocate for
common digital
labour and
standards.

glPage



houses under construction as of 2025 represents a delivery rate of less
than 10% annually.

votes required to
demonstrate
quantified
contributions
toward this target.

Require that
housing projects
meet minimum
readiness criteria
before funds are
appropriated, to
prevent a repeat of
the 32.60/o
absorption rate
recorded in
FY2O23/24.

Undertake a
targeted redesign of
the Social Housing
Programme to
address
underperfoflnance
of only 57.7o/o of
planned units
delivered, including
revising delivery
models,
implementation
partnerships, and
beneficiary targeting
mechanisms.

5. 1.2.5 Dtgttal
Superhighway
aad Creatlve
Ecoaomy

Kenya's Digital and creative economy is undergoing rapid expansion with the
sector expected to reach an estimated Kshs. 2.96 trillion by the end of 2025 which
accounts for 9.24o/o of GDP.

Given tJle critical juncture
tJre country stands when it
comes to AI and
automation, the 'right'
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DISCUSSION & ISSUE OF CONCERN ICPAK RECOMMEITDATIONS

1. L.2.4 Housing
and Settlement

While the proposed initiatives under par.32 are critical to reducing housing costs,
their successful delivery will require enhanced parliamentary oversight and
regular monitoring to minimize implementation risks and prevent misuse of
resources.

Additionally, pa.ragraph 35 as currently worded is ambiguous and begs the
question of whether the 428,000 jobs created is a cumulative, current or projected
figure. There is need for clarification of that and further disaggregation of whether
these jobs are;

o direct jobs offered on employment sites, or
o Indirect jobs through the supply chains

This is necessary for policy evaluation since it brings out clearly, through
comprehensive analysis, whether the programme is a temporal or lasting solution
to the unemployment menace.

o Furthermore, the sector report for Enerry, Infrastructure and ICT for FY
2025 126 and various program-based budgets reveals a shortfall from the
intended 25O,OO0 housing units per year. However, the 250,000 annual
target was not embedded in budgetary estimates.

o Instead, the government set out far smaller targets within the financial
years 2O2l I 22 to 2023 I 24

o Against the administration's public promise of 250,000 units annually in
its first two years, compounding to 500,000 units by 2024, the 214,O57

Fully implement the
proposed
Appropriate
Building Materials
and Technolory
Centres and ensure
TOok of materials are
locally sourced as
appropriate and in
line with the Public
Procurement and
Assets Disposal Act.
Use 2026 as a reset
year to implement
reforms and set
realistic targets
based on previous
performance.
Embed the 250,000
Annual Housing
Target in the MTEF
and annual
programme-based
budgets, with all
housine-related

2. Human Resources for Health (HRH) - Shortages and maldistribution of
health workers coupled with frequent industrial actions disrupting service
delivery

3. Health Infrastructure and Medical Supplies - Inadequate and unevenly
distributed health facilities

4. Governance and Accountability - Weak coordination between national and
county governments and Political interference in health sector
management

5. Equity and Access to Health Services - Persistent geographic and
socioeconomic disparities and limited access in informal settlements and
remote areas

I

Strengthening
public participation
in health planning
and budgeting
Enhancing audit
follow-up and
oversight in the
health sector
Reduce political
interference in
facility management
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Medi:al Doctors. Deotists and COHO

Pharmaosts and Ptrarmlechs

Regastered Nurses

c_rlnrca] !{Srs
Pyb!:c He?kh gfels 11! regnni)ars
Med'ca! Laborllgry T:3=
Nutrrttorlrsts and Dretlcrans

PhysrotheraFists

13,8a1
national and count5r
levels
Fully implement the
Community Health
Promoters (CHP)
program
Equip health centres
and dispensaries
with essential MNCH
commodities

Stabilize and Strengthen
Human Resources for
Health by:

. Resolving health
worker payroll,
dispute and contract
issues

. Harmonizing HRH
management
between national
and county
governments

. Recruiting health
workers to
underserved areas
such as refugee
camps and informal
settiements.

Strengthening
Governance and
Accountability by:

. Ensuring timely
disbursement of
funds to counties
and facilities

10,1't2
7s_,.o43

19-1996

?.?67
1!.t!s
14.261
2.684

Health is pnmarily a devolved function under the Fourth Schedule of the
Constitution of Kenya 20 10. The health sector is responsible for providing and
coordinating health policy formulation, ensuring quality service delivery, and
regulating health care at the national level.

According to KNBS economic survey 2025, in October 2024, Kenya launched the
Social Health Authority (SHA) to drive universal health coverage, registering 16.9M
members.

i nXtftSHl Pdncipal llembers by Sector, 2A2Om - 2021125 ('000)

FormalPnvate

FormalPublrc

lnfonrpl

Total

3 28s

1 r54

s.061

9,50,|

3,476

1.170

9.46

13,942

3,531

1.376

r0.637

15,544

3.608

1 394

11.248

16,250

3.6ss

1,403

t1,802

16,860

Challenges
1. Health Financing and Financial Protection - Insufficient and unpredictable

public financing for health
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ensure the Financial
Inclusion Fund (FIF)
program meets its
intended goa1s.

The National
Treasury to require
the State
department in
charge of MSMEs to
monitor, document
and publish the
going-concern
status of atl the
businesses
supported under the
various progr€uns,
outlining the
challenges that they
still continue to face
and the steps
towards resolving
them.

a The Government to
simpliff the tax
regime, create
awareness on the
regulatory and tax
landscape for
MSMEs

3. L.2.3
Healthcare The doctor-to-patient ratio in Kenya stands at 1:17000, far offthe 1:1000 ratio

recommended by the World Health Organisation (WHO) and has compromised the
delivery of quality healthcare services. The figure below shows Licensed Health
Personnel by Profession 2024;

Prioritize Primary
Healthcare (PHC) aad
Community Health by:

. Increasing PHC
budset allocations at
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implementation of the management framework to oversee the projects
such as the Constituency Industrial Development Centres

. Irregularities in the management of the initiatives such as the Hustler
Fund

. delay in operationalization

. Budgetaryconstraints

. Financiai skills challenges
Further, paragraph 24 indicates the achievements of the government in this pillar
- As per December 2024, KSh 6.43 billion had been advanced to 4,198 MSMEs
across 46 counties and 12 economic sectors through the Credit Guarantee
Scheme, supporting 26,7 14 jobs. Between 2022 and 2025, the Government
disbursed KSh 72 billion through the Financial Inclusion Fund and KSh 4.86
billion in industrial credit via Stawi and Inua Biashara, creating thousands ofjobs
in manufacturing and value-added agricultural processing.

However, there is absence of documentation showing whether the MSMEs that
have benefitted are still in existence; given that statistics indicate that most
MSMEs do not see their fifth birthday.

The sector is also over-regulated with a myriad of charges and fees, overlapping
across counties.

development
initiatives.

The State
department of
MSME to partner
with the Institute
(ICPAK) through its
branch networks at
the count5r to train
MSMEs on financial
literacy.

The Government
should streamline
disbursement
processes by
simpliffing
application and
approval procedures
which will encourage
greater access and
uptake of funds by
MSMEs

The National
Treasury and the
National Assembly
should require the
State Department in
charge of MSMEs to
establish strong
monitoring systems
by regular
evaluation and data
analysis which will
help refine
implementation and

a
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representing a740 funding shortfall, leaving many facilities idle and significantly
limiting the impact of the BETA value-chain approach.

enhance
implementation of
the projects.
Prioritize climate-
resilient and food
security-oriented
investments to
reduce vulnerability
to recurrent
droughts and
external shocks.

2. L.2.2
Transforming
the Micro,
Saall and
Medium
Enterprise
(MSMEI
EcoBomy

Kenya's development blueprint recognizes the Micro, Small and Medium
Enterprises (MSMEs) as vital to Kenya's economic development and job
generation. According to the KNBS 20 16 MSME Survey, Kenya has over 7.4
million MSMEs, which employ over 14.9 million Kenyans across all sectors of the
economy. It accounts for roughly 4Ooh of the country's GDP.

Furthermore. MSMES are a significant driver of inclusive economic growth and a
key department in the attainment of the goals of the government under BETA,
since they cover a wide variety of activities in nearly all sectors of the economy.

In cognizance of the above, the Government has over the years rolled out various
initiatives to support the growth of the MSME sector including:

. Constituency Industrial Development Centre: A project conceived under
t}:^e 2OO9 110 Economic Stimulus Programme to provide facilities such as
workshops fitted with tools and equipment for start-ups and individuals
in the Jua Kali sector across the 210 constituencies

. Credit Guarantee Scheme: Rolled out in 2O2O to enhance access by
MSMEs to quality and affordable credit

. Hustler Fund: rolled out in November 2022; a digital {inancial inclusion
initiative designed to improve financial access to finance by individuals
and MSMEs.

Despite the roll-out of the above, the projects have faced various challenges
ranging from

. Inadequate planning at the initial stages and inefficiencies in
which has resulted in ln and

The accounting
officer of the
Ministry should
strengthen budget
execution and
oversight
frameworks to curb
rising deviation rates
and promote
adherence to
approved
expenditure plans.

The State
Department in
charge of MSMEs in
conjunction with the
National Treasury to
enhalce revenue
mobilization
strategies such as
getting into PPPs
with development
partners to bridge
the budget shortfall
and support critical
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1.O INTRODUCTION

The Institute of Certified Public Accountants of Kenya (ICPAK) is a statutory body of accountants with the mandate to
develop and regulate the accountancy profession in Kenya. The Institute is further mandated under Section B of the
Accountants' Act CAP 531 to advise the Cabinet Secretarlr for Finance on matters relating to governance and
accountability in all sectors of the economy.

The FY 2026127 Budget is anchored on the Bottom-Up Economic Transformation Agenda (BETA) and the Fourth Medium-
Term Plan of Vision 2O3O, with a shift toward frscal consolidation amid persistent revenue pressures. The medium-term
strategr prioritizes productivity, job creation, and inclusive growth while restoring debt sustainability.

Globally, growth is projected at 3.0% in 2025 and 3.loh in 2026, while Sub-Saharan Africa is expected to grow by 4.Ooh
in 2025 and 4.3o/o in 2026, shaping Kenya's macro assumptions for the medium term.

The Institute reviewed the Draft Budget Policy Statement 2026 and developed the following submissions for further
consideration by Parliament.

2.OSUMMARY OF ICPAK SUBMISSION ON BPS 2026

t XEY BUDGEf,
IMPERATryES

DISCUSSION & ISSUE OI. CONCTRN ICPAIT RECOMMEIIDATIONS

The agricultural sector is the cornerstone of Kenya's economy, contributing22.Sok
to the country's Gross Domestic Product (GDP) in2024.

Despite its strategic importance under MTP IV and BETA, the budgetary outlook
for the Agriculture, Rural and Urban Development (ARUD) sector under the BPS
2026 reveals persistent under-allocation. Under the FY 2025 I 26 approved budget,
the ARUD sector was allocated KSh 82.4 billion, representing 3.2o/o of total
ministerial expenditure. In the BPS projections, allocations to the sector are
projected to increase to KSh 97.0 biilion inFY 2026127 (3.4%1.

These levels remain significantly below the Maputo Declaration of allocating at
least 10% of public expenditure to agriculture.

According to the Auditor General's Report 2023 124, 18 counties were each
allocated Kshs 250 million for County Aggregation Centers and Industrial Parks,
totaling Kshs 4.5 billion. However, only Kshs 1.152 billion was remitted,

Increase the
agriculture sector's
share of total budget
to align with the
Maputo Declaration
and better reflect its
role as a key driver of
economic growth.
Ensure fu1l
disbursement of the
remaining Kshs.
3.348 Billion
allocated funds to
County Aggregation
Centers and
Industria-l Parks to

t.2.1
Agricultural
Trausformation
for Inclusive
Green Groqrth.

a

a

t
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Pursuant to sections 25[2] and 33flJ of the Public Finance Management Act, Cap. 412A, the
Cabinet Secretary for the National Treasury and Economic Planning submitted the 2026 Budget
Pollcy Statement and the 2026 Medlum-Term Debt Management Strategy for consideration
and approval by the Senate.

The 2026 Budget Pollcy Statement and the 2O26 Medium-Term Debt Management Strategy
weretabled inthe SenateonThursday,l2th February,2026 and subsequently referred tothe Standing
Committee on Finance and Budget for consideration and facilitation of public participation.

The 2026 Budget Pollcy Statement sets out the broad strategic priorities and policy goals that
will guide the national government and county governments in preparing their budgets for Financial

Year 2026/2027 and over the medium-term.

The 2026 Modlum-Term Debt Management Strategy outlines the strategies and initiatives that
will inform Government borrowing, minimize costs and risks of the current public debt portfolio.

ln compliance with the provisions of Article il8flJ[b] of the Constitution and standing order 
.l86[6)

of the Senate Standing 0rders, the Committee now invites interested members of the public to
submit any representalions that they may have on 2026 Budget Policy Statement and 2026
Medlum-Term Debt Management Strategy by way of written memoranda.

The memoranda may be submitted tothe Clerkof the Senate, P.0. Box 41842-00100, Nairobi, hand-

delivered to the Office of the Clerk of the Senate, Main Parliament Buildings, Nairobi or emailed

to clerk.senate@parllament.go.ke and copied to financebudsetcomm.senate@oarliament.
go.ke, to be received on or before Frldan 20th February 2026 at 5.00 p.m.

The2026 Budget PollcyStatementand 2026 Medlum-Term Debt Management Strategy may

be accessed on the Parliament website at http://www.parliament.go.kelthe-senate/house-
busl ness/paoers-lald.

J.M. NYEGEilYE,CBS,
CTERK OF THE SEIIATE.

INVITATION FOR SUBMISSION OF MEMORANDA


