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CHAIRPERSON'S FOREWORD
The 2023 Medium Term Debt Management Strategy (MTDS) was submitted to Parliament

on Wednesday l5'h February 2023 pursuant to Section 33(l) of the Public Finance

Management Act, 2012 and standing order 232A of the National Assembly Standing Orders.

In line with slanding order 232A(3), the 2023 MTDS was commitled to the Public Debt and

Privatization Committee to examine and make recommendations for approval by the House. I

am happy to inform this House that the committee has adequately fulfilled its mandate. It is
therefore my honour and privilege lo present to this House, the committee's reporl on the

2023 Medium Term Debt Management Stratery.

The Medium Term Debt Management Stratery provides the strategies and initiatives thal will
be undertaken by the National Treasury in FY 202312024 to meet the fiscal deficits for the

period FY2023/24 - 2025126 as proposed in the 2023 Budget Policy Statemenl. For FY

2023124, the fiscal deficit is estimated at Ksh.720.l billion with expenditure estimaled at

3,663.1 billion and revenue estimated at 2,894.9 billion.

The 2023 MTDS has been prepared at a time when the global economic outlook remains

uncertain due to ongoing geo-political tensions, lingering effects ofthe Covid-19 pandemic,

supply chain disruptions, projected global economic slowdown and global inflationary

pressures which has led to rising interesl rates thereby tightening the intemational capital

markets and reducing the government's access to long-lerm funding. Domestically, the

govemment seeks to revive the economy through lhe bottom-up economic transformation

agenda which largets investments in key priority programmes geared lowards economic

tumaround even as fiscal consolidation is pursued in order to limit bonowing and debt

accumulation. Furthermore, high inflation domestically has led to high interest rates and this

may limit the government govemment's capacity to adequately undertake liability
management operations on its debt portlolio.

To this extent, the 2023 MTDS has considered four alternative funding strategies taking into

account inherent costs and risks of the existing public debt portfolio. It proposes a balanced

domestic-extemal financing strategr which envisages 50 percent net domestic borrowing and

50yo net external borrowing. Under this strategy, the govemment expects to maximize

concessional and semi-concessional bonowing while rolling over commercial debt from

extemal sources; and to lenglhen maturity and deepen the domestic markets through issuance

of medium to long term debt securities under the benchmark bond programme.

The MTDS further provides that changes in global economic and market conditions may

necessitate devialion from the optimal strates/.

Examination of The 2023 Medium Term Debt Management Strategy

In reviewing lhe 2023 MTDS, the Committee held productive deliberations with key

stakeholders and received lheir submissions. These include the Office of the Controller of



Budget, the OIfice of the Auditor General and the Central Bank of Kenya. The commiflee
also held discussions with the Nalional Treasury before the reporl was finalized.

Further, in line with Article 201(a) of the Constitution, the commiftee undertook public
participation on the MTDS. This was done through request lor memoranda which was

submilted to the committee for consideration. The recommendations arising from these

deliberations have been incorporated into this report.

Once approved, the 2023 MTDS is expected to inform the country's borrowing strategy in

the coming financial year and over the medium term.

Key Recommendations

Arising from these consultative engagements, the Committee has made the following
recommendetions:

a) Policy recommendations

I ) That, any borrowing undertaken by the National Treasury in FY 2023/24 should not
exceed the Ksh. I0 trillion approved debt ceiling set by Parliament.

2) That, to enhance liquidity management and help reduce unnecessary short-term
domestic borrowing occasioned by govemments inability to access surplus funds held

in numerous Ministries, Departments and Agencies (MDAs) bank accounts, lhe

National Treasury spearheads the integration of MDA banking arrangements into a
single treasury account system as provided for in Section 28(2) of the PFM Act and

lhe PFM regulations. This should be submined to Parliament within six months.

3) That, as indicated in our report on the Consolidated Fund Services (CFS)

expenditures for supplementary estimates No. I ofFY 202?123, the National Treasury

should within six months, table regulations for the establishment of a sinking fund
dedicated to public debt servicing as provided for under Section 50(8) of the PFM

Act,2012.
4) That, in order to safeguard against shocks with regard to extemal interest payments,

the National Treasury adopts hedging mechanisms on foreign exchange risks and/or

negotiating lending agreements in Kenya shillings.
5) That, the National Treasury undertakes a review of all undisbursed loans amounting

to Ksh. I .l 79 trillion and submits to the National Assembly within one month, a
report with information on terms, status, reasons for non-disbursement and proposals

on any loans that can be cancelled to save spending on commitment fees.

6) That, in adherence to the Accra Agenda for Action 2018, donor support MUST be

aligned to the country's budget cycle to facilitate proper planning by the

implementing agencies and reduce occurrence ofundisbursed loans.



7) That, within two months, the National Treasury submits to this House, a strategy for
resolution of non-performing loans linked to various Stale Owned Enterprises (SoEs)

including Kenya Airways.

8) That, the Office of the Auditor General expedites the audit of project loans under the

water sector and the Ksh. 9.9 billion loan bonowed on behalf of KPLC and submits

this report to the House within the next two months.

9) That, in the next budget cycle, the National Treasury aligns the borrowing slrategy

proposed in lhe Budget Policy Statement with the bonowing strategy in the MTDS in

order to ensure credibility of the govemment's planning documenls.

l0) That, in the next budget cycle, the National Treasury undertakes public participation

on the MTDS in line with Article 201 of the constitulion.

I I)That, going forward, the MTDS should live up to its expectation as a medium term

document by showing consistency in proposed debt management strategies including

deficit financing on a three year rolling framework, from one MTDS to another.

l2)That, the National Treasury undertakes a sensitivity analysis on the 2023 MTDS and

submits to this House, within two weeks, a contingency plan on measures to be

undertaken in the event of revenue shortfalls or underperformance of loans.

b) Financial recommendations

l) That, the fiscal deficit target for the medium term is approved and set at no more than

4.4oh of GDP for FY 2023124; 3.9% of GDP for FY 2024125, and 3.6Yo of GDP for
FY 2025/26 in line with the fiscal consolidation path.

2) That, the country's borrowing stratery is approved at 50 percent net extemal

bonowing and 50 percent net domestic bonowing as contained in the 2023 Medium

Term Debt Management Strategy.

3) That, any deviation from the approved borrowing stratery will require the approval

of the National Assembly.

Stock of domestic and foreign public debt including guarantees
Further, pursuant to standing order 232A(5)(a), information on the stock of foreign public

debt is hereby attached in the first Schedule; and information on the stock of domestic public

and publicly guaranteed debt is attached in the second Schedule.
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I. PREF'ACE
l.l.Establishment and Mandate of the Committee

The powers of each House of Parliament to establish commitlees and to make standing orders

for the orderly conduct of its proceedings are provided for under Article 124 of the

Constitution of Kenya, 2010. For critical oversight over matters relating to public debt and

debt guarantees, public-private partnerships and privatization of national assets, standing

order 207,{ establishes the Public Debt and Privatization Comminee with specific mandales

among which is to:

Oversight public debt and guarantees, pursuant to Article 214 ofthe Constitution

Examine matters relating to debl guarantees by the National govemment;

Oversight Consolidated Fund Services excluding audited accounts;

Examine reports on the status ofthe economy in respect ofthe public debt;

Oversight public-private partnership progriunmes by the national govemmenl in
respect of the public debt; and

Oversight privatization of national assets

This committee is lherefore mandated, among other functions, to examine the medium-term

debt management stratery and propose recommendations to the House for adoption.

l.2.Membershlp of the Committee

The Public Debt and Privatization Committee as currenlly constituted, comprises of the

following honourable members: -

CHAIRPERSON
Hon. Abdi Shurie, M.P.
Balambala Constituency

Jubilee Partv

VICE-CHAIRPERSON
Hon, (Dr.) Makali Mulu M.P

Kitui Central
Wioer Partv

l.

ii.
iii
iv

Hon. Junet, Mohamed S.N. CBS. M.P
Suna East Constituency
ODM Party

Hon. Omboko Milemba M.P
Emuhaya Constituency
ANC Party

Hon. (Dr.) lrene Kasalu M.P
Kitui County
Wioer Partv

Hon. Kwenya, Thuku Zachary, M.P
Kinangop Constituency

Hon. Mohamed, Abdikadir Hussein, M.P
Lagdera Constituency
ODM Party

Hon. Suleka, H. Harun. M.P
Nominated
UDM Party

Hon. Chege Njuguna M.P
Kandara Constituency
UDA PartY

Hon. Abdi Ali Abdi, M.P
Ijara Constituency



Hon. (Dr.) Daniel Manduku, M.l
Nyaribari Masaba Constituency
ODM Party

l.3.Committee Secretariat

In the preparation of this report, the commiftee was facilitated by the following staff:

Jubile€ Pertv

Hon. Kipkoros, Joseph Makilap M.P
Baringo North Constituency
UDA Partv

Hon. Aden Daud, EBS, M.P
Waj ir East Constituency
Jubilee Party

Mr. Chacha Machage
Fiscrl Analyst V Lead Clerk

Mr. Fridah Ngari
Medis Relstions Officer III

Ms. Yasmin Hassan
Assistrnt Serj€rnt-at-Arms

Ms. Millicent Makina
Fiscsl Analyst I

Mr. Joseph Lekisima
Fiscal Analyst llI

NAP-K

Hon. Letipila, Dominic Eli, M.P
Samburu North Constituency
UDA Partv

Hon. Kirwa, Abraham Kipsang, M.P
Mosop Constituency
UDA Psrty

Mr. Job Mugalavai
Fiscal Anslyst llI/ Assistant Clerk

Mr. Eugene Luteshi
Audio Officer III

Ms. Florence Mbuthi
Protocol Olficer III

Ms. Julie Mwithiga
Fiscsl Analyst I

l.4.Parliamentary Budget OIfi ce

The Committee also received technical support from the following staffof the Parliamentary
Budget Office:

Dr. Martin Masinde
Ag. Director, Parliamentary Budger OIIice (PBO)

Mr. Robert Nyaga
Ag. Senior Deputy Director, Parliamentsry Budgct Oflice (PBO)
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II. REVIEW OF THE 2023 MEDIUM TERM DEBT MANAGEMENT
STRATEGY

2.l.lntroduction
l. The Medium-term Debt Management Strategy (MTDS) is a framework that was

developed by the World Bank and the IMF to guide countries in debt management

decisions and operations. It links the country's borrowing with macroeconomic policy and

outlines how the government intends to borrow and manage its debt in order 1o minimize

cosls and risks while meeting financing needs.

2- The 2023 Medium{erm Debt Management Stratery was developed in accordance with

arlicle 201 of the Constitulion which calls for transparency and accountability in public

finance matters. The article also provides that the burdens and benefits of the use of
resources and public bonowing should be equitably distributed between present and future

generations. Additionally, section 62 ofthe Public Finance Management (PFM) Act,20l2,
sets out the country's debt management objectives as follows: -

a) Minimize the cost of public debt management and borrowing over the long-term

taking account of risk.

b) Promote the development of domestic market institutions for government debt

securities.

c) Ensure the sharing of the benefits and costs of public debt between the current and

future generations.

3. ln line with Section 33 of the PFM Act, the MTDS should contain the following
information:-

a) the total stock ofdebt as at the date ofthe statement;

b) the sources of loans made to the national government and the nature of guarantees

given by the national govemment;

c) the principal risks associated with those loans and guarantees;

d) the assumptions underlying the debt management stralegy; and,

e) Analysis ofthe sustainability ofthe amount ofdebt, both actual and potential.

2.2.Public debt stock and debt ceiling
4. As at December 2022, the total debt stock amounted to Kshs 9.15 trillion; comprising of

Kshs. 4.47 trillion domestic debt and Kshs.4.67 trillion extemal debt. Given the estimated

fiscaf deficit ofKsh. 833 billion for FY 2022/23, it is projected that by June 2023, the total

debt stock will amount to Ksh. 9.42 trillion.
5. In June 2022, Parliament set a debt limit of Ksh. l0 trillion to enable the government to

fully finance the FY 2022/23 budget without breaching the debt limit. However, from the

available statistics, if the FY 2022123 fiscal deficit of Ksh. 833.9 billion is fully funded

through borrowing, then the borrowing space available for the next financial year is less

than Ksh. 587 billion. This is against a projected fiscal deficit of Kshs. 720.1 billion in FY

2023124.

6. Changes in the composition and structure of public debt as a result of its expansion have

also altered the costs and risks associated with the debt portfolio. Currently, the ratio of
domestic to extemal debt is equal at 50:50, and cosls have risen over time. To illustrate,



total debt service expenditure has experienced a tenfold increase over lhe past decade to
reach lo Ksh. 917.7 billion (47.9%o of revenues) in June 2022, up from Ksh. 98.5 billion
(l6.2Vo of reventes) in June 201 I . This increase in debt service costs is largely accounted

for by an increase in domestic debt interest. As at June 2022, domestic debl service

accounted for 670/o of all debt service costs, while extemal debt service accounted for
34o/0.

7. To slow down debt accumulation, the government proposes to implement a fiscal
consolidation strategy targeted at reducing the fiscal deflcit to 3% ofGDP 6y FY 2026127.

This is to be achieved by ensuring lhat revenue projections do not exceed the average

revenue groMh in the previous three years; that expenditure growth is limited to 75% of
revenue growth; and that there is budget neutrality, that is, new programs are funded by

releasing resources from another projecl that is completed or closed. Under this strategy,

the budget deficit is expected to reduce from 5.'1Yo in FY 2022123 to 4.4oh in FY 2023124

and even further to 3.6% in FY 2026127.

2.3.Review of Previous Medium-term Debt Management Strategi€s
8. A review ofthe previous borrowing strategies indicates that the govemment has frequently

deviated from the approved borrowing stratery in recent times. Since 2019, the MTDS
target for gross extemal financing has not been met thereby necessitating increased

domestic borrowing beyond the MTDS target. Failure to comply with the approved

borrowing mix of domeslic and exlemal debt presents a risk to the achievement of debt

management objectives as set out in the medium-term debt management stralery.
9. It is worth noting that the domestic debt portfolio has consistently displayed the highest

vulnerability due to its higher interest rates, shorter average time lo maturity (ATM) and

higher portion of debt servicing cosls. As a result of deviation from the approved

bonowing mix, domestic debt risk indicators have progressively worsened, making it
more costly and elevating domestic debt related risk. It is crucial therefore, that the

medium-term debt management strategy is strictly adhered to in order to accomplish the

desired results.

10. For FY 2022/23, the Medium-Term Debt Management Stralery envisaged a net borrowing
mix of32:68 in extemal and domestic loans respectively. This is despite the obvious costs

and risks associated with domestic debt. Thus it is expected that by end of FY 2022/23, the
stock of domestic debt will have increased even further, along with attendant costs and

risks.

2.4. The Borrowing Strategy flor FY 2023124

I l. The national governmenl considered four altemative strategies to finance the fiscal deficit
for FY 2023/24 and ultimately proposed a balanced domestic-extemal financing strategy

targeting a 50:50 ratio of net domestic and net extemal borrowing.
12. This proposed bonowing stratery is based on a number of macroeconomic assumptions

outlined in the Budget Policy Statement (BPS). These include a GDP growth projection of
6.1 percent and inflation of 5.8 percent in 2023/24. Further, revenue is projected at Ksh.



2,894.9 billion and expenditure al Ksh. 3,663.1 billion; translating to a projected liscal
deficit ofKsh. 720.1 billion. Thus, the proposed 50:50 strategy will translate to borrowing
ofKsh. 360 billion each fbr both domestic and extemal loans.

13. It is important to note thal in the preparation of lhe 2023 MTDS, a Sensilivily Analysis
was not undertaken with regard to economic and revenue performance. As such, the

strategy does not provide any corrective measures to be undertaken in case of a failure of
an assumption such as revenue shortfalls or underperfonnance of loans. This therefore

indicates that should downside risks to economic growth and revenue performance

materialize, liquidity constraints will adversely affect budget implementation.

2.5,Potential Sources of Financing
l4.The 2023 MTDS indicates that domestic debt financing will be met lhrough issuance of

treasury bills and bonds, Kenya shilling syndicated debt, foreign currency denominated

domeslic bond, private placement among others. Further, the govemment seeks to

reengineer the issuance of the M-Akiba bond to provide accessible altemative investment

opportunities for the informal sector. Other interventions are targeted at the non-bank

financial institutions such as pension, insurance and mutual funds with plans to initiate
new financial products such as post retirement and contributory pension schemes,

diversified assel classes, privale equity and venture capital.

15. With regard to extemal financing, the govemment will prioritize concessional financing
from multilateral financial institutions and bilateral lenders. Plans are also underway to

explore issuance of green and blue bonds to finance climate related or environmental

sustainability projects as part of instrument diversification.

2.6.Risks and costs associated with the current stock of debt
16. As at December 2022, Kenya's Present Value (PV) of public debt was at 60 percent of

GDP of which the domestic debt was 33.2 percent of GDP and extemal debt was 26.8
percent of GDP. The scope of the MTDS covers outstanding debt of Ksh. 8,907.7 billion
comprising of domestic debt of Ksh. 4,400.5 billion and extemal debt of Ksh. 4,509.2

billion. The costs and risks associated with debt are with regard to interest rate payments,

refinancing and exchange rate exposure.

17. With regard to interest rate risk, domestic debt portrays higher vulnerability lhan extemal

debt. Notably, a reduction in the average time to refixing (ATR) of domestic debt from 8.6

years as at Jlux.e 2022 to 8.1 years as at December 2022 indicates an escalation of the

inlerest rate risk. On the other hand, lhe average time to refixing (ATR) of external debt

has been increasing from June 2018 to December 2022 signalling a reduction in interest

rate risk on external debt. Statistics available as at December 2022 also indicates that tolal
interest payments as a percentage of GDP was at 5.3 percent comprising of 3.9 percent for
domestic debt and 1.4 percent for extemal debl. Interest rate payment for domestic debt is

almost triple the level paid on extemal debt even though their respective stocks are the



same. This reflects the high cost of domestic debt due lo high interest rates and shallow

domestic debt market attracting minimal capital inflows.

18. ln terms of relinancing risk, debt maturing in I year (for total stock of public debt)

declined from I 5.5% to I 1.704 between December 2020 and December 2022. This shows

an overall improvement in the debt profile and reduced refinancing risk which is critical
for cash flow management. However, wilh the payment of the Eurobond issued in 2014

falling due in FY 2023124, there is significant refinancing risk given the tight global

financial conditions. Further bullet payments on Kenya Eurobonds are expected in FY

2026127 and FY 202'7128.

19. With regard to exchange rate risk, as at December 2022,49 percent of total public debt

was in foreign cunencies and thus exposed to foreign exchange rate volatility risk. In
terms of composition, 68% of the debt was denominated in the United States Dollars

(USD) followed by the Euro and Yen at l9.8oA and 4.2oh respectively. Civen that the

extemal debt stock is predominantly denominated in United States dollar, sustained

appreciation of the USD against the local currency signals an elevation of the exchange

rate risk.

2.7.Public Debt Sustainability Analysis (DSA)

20. The public debt sustainability framework assesses a country's debt portfolio and projects

total debt to examine the inherent vulnerabilities against set thresholds and determine the

country's debt carrying capacity. lt is noted that Kenya's debt carrying capacity was

downgraded in 2019 from strong to medium with a high risk ofdebt distress.

2l . The recent debt sustainability analysis shows that the country has breached 3 ratios out of
the 7 debt sustainability indicators. These are PV of debt to GDP Ratio; PV of Public &
Publicly guaranteed extemal debt to exports; and Public and publicly guaranteed external

debt service to exports. Further, it is projected that the country will breach the Public and

Publicly Guaranteed (PPG) debt service to revenue ratio in 2024. This indicates that the

counlry is at high risk of debt distress.

2.S.Macroeconomic framework underpinning the 2023 MTDS
22. The 2023 MTDS is anchored on macroeconomic assumptions outlined in the 2023 Budget

Policy Statement (BPS). These include a growth projection of 6.1 percent over the

medium term supported by private sector groMh, recovery in agriculture, labour market

recovery, improved consumer confidence and resilient remittances. Further, it is expected

thal implementation of the govemment's priority programmes through the Bottom-up

Economic Transformation Agenda Strategy geared will result in economic turnaround and

inclusive groMh.

23. Inflation is projected to ease in the near term due to muled demand pressures and policy

intervenlions and is estimated at 5.8 percent in 2023124. Other key macro variables include

interest rates which have increased in the recent past owing to an increase in the CBR rate

but are expected to stabilize in the coming months; and the exchange rate which has



declined significantly owing to an increase in the USA Federal Reserve policy rate but is

expected to improve going forward.

24.'l'here are risks to lhis outlook which primarily emanate globally from ongoing
geopolitical tensions, global inflation pressures and supply chain disruptions.

Domestically, conlinued drought conditions pose the greatest risk to inflation and

economic growth outlook.

III. SUBMISSIONS FROM KEY STAKEHOLDERS

i. Office of the Controller of Budget (OCOB)
The Office of the controller of budget m.de the following submissions to the committee:

25. Public debt stock: The public debt stock recorded an I 1.8 percent gowth from Ksh. 8.21

trillion as at 30'h December 2021 to Ksh. 9.17 trillion as at 31" December 2022. This was

attributed to new loans acquired as well as the effect of a depressed shilling against major

currencies.

26. Receipts from borrowing: there is a high likelihood lhat the govemment may not realize

the planned borrowing to implement the budget. Between July 2022 and lantary 2023,

cumulative borrowing realized from domestic and extemal sources was Ksh.497.48
billion, forming 35.8 percent oflhe annual estimates ofKsh. 1.39 trillion.

27. Debt service cost: debt service is highest in 2023 coupled with spikes in 2024. This is

primarily attributed to maturing short-term govemment securities and maturities of
intemational sovereign bonds. Additionally, in the past three years, lhe country's debt

carrying capacity has been downgraded from strong to medium while the risk of debt

distress has moved from moderate to high. The debt service to revenue ratio of 37.9

percent ofthe total revenue is above the Intemational Monetary Fund (lMF) recommended

threshold of I8 percent for medium Debt Carrying Capacity (DCC) countries. High debt

service cost has constrained fiscal space.

28. Commitment fees on undisbursed loans: In the first half of 2022/2023, the National
Treasury paid commitment fees of Ksh. 680.03 million on undisbursed loans. These

paymenls can be avoided if implementing agencies are fully prepared to execute their
programmes.

29. Overdraft facility: the overdraft limit for FY 2022123 was raised to Ksh. 80 billion from
Ksh. 75 billion in FY 2021/22 and is charged an interest rate of Ksh. 7olo per annum on the

outstanding amount at the end of each month. ln the period July to December 2022, lhe
total charge on the overdraft facility was Ksh. 2.04 billion.

Issues in public debl manogement

30. Interest rate risk: interesl rate risk is higher on domestic debt than exlemal debt since the

rates are market determined. It is also Iikely to rise further if the Central Bank of Kenya
(CBK) increases its Central Bank Rate (CBR) rate to curb inflation.



31. Exchange rate fluctuation: approximately 50 percent of Kenya's debt is denominated in

foreign currencies with a high proportion denominated in US dollars. The Kenya shilling
has depreciated significantly againsl the US dollar due to rising interest rales in the USA.

Kenya is also a net importer of goods and services which means higher forex outflows,

further depreciating the Kenya shilling.

32. Liquidity constraints: investor preference locally has been on shorl term bills to avoid

duration risk canied by bonds. A shorter maturity period for loans means increased debt

servicing at higher rates expected sooner, thereby piling more pressure on revenue groMh

as a large chunk of revenue collected goes 10 debt servicing. Given that debt payment is a

first charge on the Consolidated Fund, more revenue is spent on debt payment at the

expense of recurrent and development expenditure. This liquidity shortage for critical
govemment expenditures will adversely impact economic growth. A longer repayment

period will ease the refinancing pressure and improve the country's liquidity position.

33. Liquidity risk: some of the cash call-up for the Treasury bonds have not been funded on

time. Furthermore, the National Treasury has failed to disburse funds towards monthly and

lumpsum pensions payment in a timely manner. The government has also failed to raise

adequate funds through Treasury Bills and Bonds and the M-Akiba bond.

34. Proposed securitization of pending bills: this presents a dilemma; on one hand it will
solve the problem of pending bills and on the other hand it will increase the debt stock

repayment.

35. Borrowing by county governments: County governments have been making local

arrangements with commercial banks to get short-term borrowing at a cost which isn't
budgeted for.

36. Cunently many ofthe loan repaymenls cannot be traced 10 existing projects.

37. The Office ofthe Controller ofBudget proposed the following recommendations:
(a) Establishment of a sinking fund: this will enable the country to contribute to the

fund in the years leading up to debt maturity in order to soften the hardship when the

debt falls due.

(b) Fiscal consolidation: the budget deficit should be reduced in order to slow down debt

accumulation.

(c) Loan disbursements: Loan disbursements should be enhanced in order to curtail

annual commitment fees.

(d) Regular review of costs and risks emanating from domestic and extemal debt in

order to balance these risks.

(e) Regular progress reports on capilal projects financed through debt in order to

enhance oversight.

(Q All bonowing by the county govemments should be guaranteed by the National

Treasury.



ii. Office of the Auditor General (OAG)
38. Whereas the Office of the Auditor General could not substantively critique the proposed

2023 MTDS on account ofsection 42 of the Public Audit Acl. 2015 which bars the olTice

from questioning the merits of govemment's policy objectives, they submitted the

following concerns:
39. On the increasing public debt stock, it was indicated that over the past five years, the

outstanding amount of public debt has increased by Ksh. 3,677,533,114,275 (77 percent

increase); from Ksh. 801,416,851,482 in FY 2017l18 to Ksh. 8, 478,949,965,757 in FY

2021/22. The outstanding amount as al Fy 2021122 represents 84.8 percent of the

approved maximum ceiling of Ksh. 10,000,000,000,000. Further, by FY 2021122, public

debt expenditure accounted for 87% oftotal CFS expendirure.

40. Audit issues on public debt: audits undertaken by the Auditor-General reveal the

following concems:

a) There are no specific financial statements prepared to show the country's debt

position. Consequently, it isn't possible to ascertain the amount redeemed and current

value; and therefore validity, of the public debt expenditure.

b) There is non-disclosure of all GoK guaranteed obligations in the statement of
obligations guaranteed by the government of Kenya. There is also non-disclosure of
loans and overdrafts, if any, held by other national and county govemment entities.

Furlher, other govemmenl liabilities or obligations such as pending bills/ accounts

payable and pension areas are not fully disclosed.

c) The govemmenl continues to pay commitment fees incurred on undrawn amounts in

respect of loans signed between the national govemment and foreign lenders. In FY

2021122, a lotal of Ksh. 1,486,813,083 was paid as commitment fees for undrawn

amounts.

d) The cost of domestic debt has become more expensive than the cosl of extemal

borrowings. In the FY ended 30 JlJx,e 2022, interest debt on intemal debt stood at 760lo

of the total finance costs, including loan interest. This is three times the cost of
extemal debt which stood at 24yo of the total finance cosls.

e) There are dormant/ non-performing loans where the recipients have defaulted on the

repayment obligations. This has exposed the government to risks of legal suits that

may lead to punitive penalties and subsequent loss of public resources. As al June

2022, the portfolio of non-performing loans was at Ksh.2l8.8 billion.

Q Debt servicing is prone to foreign exchange loss exposure on payment of extemal

debt.

The OfJice of the Auditot General proposed lhe Iollov'ing rccommendolions:

41. As the overall supervisor of MDAs, the National Treasury should ensure that programmes

and projects are ready for execution before commining the govemment to loan

agreements. Key stakeholders should also be involved during pre-loaning stages lo enable

lhem recognize the significance of some of the processes and the importance of adhering

lo the agreed loan condilions.



42. The National Treasury should put in place measures to guard against the excessive intemal
borrowings which may have a negative impact on the country's interest rates, inflation
rales and may lead to crowding out of private investors due to reduced loanable funds in
the market.

43. The govemment should consider hedging mechanisms on foreign exchange risks to
reduce the risks associated with exchange rate fluctuations between the Kenya shilling and

lenders'currencies.
44. To reduce risks and costs of existing stock of debt, the following conditions should be

enforced before signing new external debt:

i. Acquisition of land and compensation

ii. Relocation of utilities
iii. Timelydisbursementofcounterpartfunding
iv. Updating and proper design studies and feasibility studies

v. Establishment of debt sinking fund to be used for debt repayment in order to address

foreign exchange rate fluctuations, varialion of prices and increasing interest rates.

vi. Use solid negotiation strategies that do nol lead to large concessions.

vii. Signing of new loans should be based on public need as opposed to supply driven
projects.

viii. Non-drawn loans in the debt portfolio to be restructured or cancelled.

iii. The Central Bank of Kenya (CBK)
The central bank of Kenya gave the following submissions to the committee:

45. Macroeconomic assumplions: The 2023 MTDS is based on lhe assumption that over the

medium term, the economy will recover with stable macroeconomic variables, revenue

collections will improve, and fiscal balance will decline.

46. Feasibility of proposed strategy: The prefened financing strategy of bonowing 50%

from domestic and 50%o from extemal sources is feasible as it provides flexibility to the

national govemmenl to adjust domestic or external borrowing depending on market
condilions. Further, the improved borrowing terms reflect a strategy to maximize

concessional and semi-concessional loans.

47. Expected outcomes of the preferred strategy: Improved outcomes are expected in the

cost and risk ofdebt. This is in lerms of reduced refinancing risks, lower debt to GDP ratio
and lengthening of time to maturity. Indeed as at end of2026, under the preferred stratery,
the following indicators are expected to perform as follows:
a) Nominal debt as a percent of GDP is expected decline from lhe current 67 percent to

59.8 percent;

b) Present value ofdebt as a percent ofGDP is expected to improve from the current 60

percent to 53.1 percent;

c) Interest payment as a percent of GDP is expected to decline from the current 5.3

percent to 4.4 percent; and



d) Implied interest rate is projected to increase from 7.6 percent in 2022 to 7.9 percent as

at end of 2026.

48. The government's fiscal consolidalion path is expected to bring the debt down

gradually; with lhe deficit as a percent of GDP estimated at 3.6 percent and the total debt

PV as a percent of CDP estimated at 52.5yo by end of 2027. The MTDS is aligned to

ongoing fiscal consolidation measures aimed at reducing fiscal deficits and lowering debt

costs.

49. Soundness of the 2023 MTDS: MTDS objeclives are consislent with the key priorities of
domestic debt managemenl. Despite the current vulnerabilities, public debt will remain

sustainable.

50. The proposed plan by the national government to diversi! the investor base and explore

new sources of financing such as green and blue bonds is a welcome move.

The CBK indicated thal il has made the lollowing contributions lo domeslic debt markel
development:

51. Modernization of markel infrastructure: the Dhow CSD system which is scheduled to

go live in March 2023 will enhance efliciency of domestic debt operalions, improve

market liquidity, promote capital market groMh and position the country as the preferred

financial hub in the region.

52. Automation of access lo government securities: the CBK rolled out TMD in February

2002, a digital channel for retail investors to access government securities through mobile
phones. Also, an intemet/mobile banking platform is expected to be launched later in the

year lo facilitate access to govemment loans by individual inveslors, institulional investors

and persons in the diaspora. This should expand the investor base and address low bids for
govemment domestic issuance.

53. Sustained market engagement and stakeholder collaboration: there is enhanced

coordination with the national treasury on debt and market development initiatives
including debt reprofiling through switch operations. Further, market engagement through

the Bond Market Forum (BMF) initiative started back in 2001 has been instrumental in

developing one ofthe fastest growing markets in Africa.

lv. The National Treasury and Economic Planning

The National Treasury gave the following submissions to the committee:

54. The stock of public and publicly guaranteed debt grew from Ksh. 8.03 trillion (61.6% of
GDP in PV terms) by end of December 2021 ro Ksh. 9.14 trillion (60% of GDP in PV

terms) as al end of December 2022. This comprises Ksh. 4.67 trillion in external debt and

Ksh. 4.47 trillion domestic debt. Public debt stock remains suslainable but with a high risk
of debt distress and a medium debt carrying capacity.

55. Extemal debt comprises of Ksh. 2.21 trillion multilateral debts (47%o); Ksh. | .21 trillion
bilateral debts (26%) of which China accounts for 67Yo; and Ksh. 1.25 trillion commercial



debt (27%) with the Eurobond accounling for 87 billion (19%). Low export groMh has

increased extemal debt vulnerability.
56. Domeslic debt comprises Ksh.3.7l trillion Treasury bonds (84%); Ksh. 67 billion

Treasury bills (14%); and Ksh. 9 billion others - mainly overdrafi from the Central Bank

of Kenya (CBK).

57. In FY 2023/24, net foreign financing will be through commercial borrowing (Ksh.270

billion); programme loans (Ksh. 65 billion); and project loans & A-i-A (Ksh.239 billion).
58. The National Treasury projects a decline in the present value of debt as a percentage of

GDP from 60 percent in 2023124 to 53.1 percent inFY 2025/26. This will be achieved

through following a fiscal consolidation path as outlined in the 2023 BPS.

59. The National Treasury has initiated a process of amending the debt ceiling from a

numerical number ofKsh. l0 trillion to a debt anchor of55 percent ofdebt to GDP in
present value terms. This will be submitted to parliament for approval after public
participation to enable the National Treasury to fully finance lhe budget deficit in FY

2023/24.

60. The ratio of total debt maturing in one year as a share of GDP has been gradually

declining over time, thus reducing the refinancing and resefllement risk. It is worth noting
however that the redemption profile is characterized by large maturities of extemal debt in

2024 and 2028 which increases the refinancing and resettlement risk.

6l.There are expected bullet payments for Kenya Eurobonds that will fall due in 2023/24
(Ksh.254.16 billion maturing); 2026127 (Ksh. I14.37 billion maturing); and 2027 /28 Ksh.
127.08 billion maturing). The National Treasury has indicated thal it will undertake

liability management operations targeting lhe 2024 Eurobond maturity to smoothen the

maturity structure of public debt over the medium term. Establishment ofa sinking fund is

another way of managing debt maturities.

62. The proposed stratery of 50:50 domestic to extemal is prefened due to the flexibility to

adjust depending on evolving domestic and intemational market conditions. Further, the

govemment inlends to maximize use ofconcessional borrowing as opposed lo commercial
debt.

63. The deficit financing mix of 50 percent each from external and domestic sources aims to
achieve the following:
a) Minimizing of Interest payments as a ralio of GDP and the implied percentage interest

costs are projected to be minimized in the medium term by maximizing use of
concessional sources and reducing use of commercial borrowing from extemal

sourcesi

b) Minimizing refinancing risks by lenglhening the total portfolio Average Time to

Maturity through issuance of longer tenor debt instruments and use of concessional

debt whose terms include longer maturities;
c) Maximizing the use of fixed interest rate debt in order to minimize interest risks in

terms of average time to refixing;
d) Promote the development of the domestic debt market through issuance of more

medium to long lenor inslruments as the main source of domestic financing; and



e) The strategy may be adjusted towards either extemal or domestic borrowing targets

depending on prevailing market conditions.

64. The national govemment is currently implementing the following reforms to develop the

domestic market:

a) Facilitation ofan electronic bond and bills auction;

b) Implementation of a new Central Securities Depository (CSD) to enhance market

infrastructure;
c) Separation ofthe retail and wholesale markets;

d) Annual publishing ofthe Issuance calendar;

e) Re-energizing and enhancing lhe effectiveness of a horizontal repo market and the

securities lending and short-selling for key market particjpants; and

f) Strengthening monthly stakeholders meeting and feedback.

65. Public debt sustainability is projected to improve as a result of reforms under the ongoing
Extended Fund Facility/Extended Credit Facility (EFF/ECF) supported by the IMF which
embeds implementation of the proposed fiscal consolidation strategies for macroeconomic

stability over the medium term. To pursue debt sustainability, the govemment will
optimize use of concessional extemal funding sources, lengthen the maturity profile of
public debt through issuance of medium to long dated bonds and deepening the domestic
debt market to be able to finance more of the budget deficits and reduce reliance on

external sources.

v. Public participation
66. In line with arricle 201 of the Constitution, the committee undertook public participation

on lhe 2023 Medium-term Debt Management Strategy through request for memoranda
from the public. The period provided was seven days as from February lSth 2023, and the

advertisements were placed on the Daily Nation and The Standard newspapers.

67. Notable contributions were received from the Institute of Public Finance as well as from
Mr. Bemard Muchere, a Fraud Risk Management Consultant.

68. The submissions touched on key concems with regard to the country's debt management

over the years, notably the huge variance in choice of debt strategies from year to year, the

difficulty in accessing extemal financing especially on concessional terms, the

implications of deviation from the fiscal consolidation path and the proposed debt anchor.

There were also audit concems particularly with regard to how much debt has been spent

vis-ri-vis what was approved and various submissions were made to mitigale risks in
public debt management.

(Received memoranda are in Annex 6.)



IV. COMMITTEE OBSERVATIONS AND FINDINGS

69. Arising from the above deliberations, the committee made lhe following
observations:

i) The liscal deficit for FY 2022123 is estimated at Ksh. 833.8 billion and that of FY

2023124 is estimated at Ksh. 720.1 billion. lf the govemment fully funds the 2022/23

fiscal deficit through borrowing, it will lead to a breach of lhe Ksh. l0 trillion debt

ceiling in FY 2023124 as the available fiscal space will be Ksh. 587 billion only.

ii) The National Treasury's proposal to amend the debt ceiling from the numerical number

of Ksh. l0 trillion lo a debt anchor of 55 percent of GDP in present value terms could

reduce transparency in debt oversight due to monitoring challenges. Further, curent
stalistics indicate that the present value of debt as a percentage of GDP is at 60 percent

which is already in breach ofthe proposed 55 percent. The commitlee is caulious that

unless fiscal consolidation is undertaken aggressively, the debl anchor may not be

achieved.

iii) The proposed bonowing ratio in the 2023 Budget Policy Statement (BPS) is 72 percent

domestic and 28 percent extemal borrowing which diflers from the proposed ratio in the

2023 MTDS of 50 percent domeslic and 50 percent external borrowing. The commiftee

is concemed that there appears to be a disconnect in policy formulation and the proposed

debl management objectives.

iv) The country is at a high risk of debt distress as demonstrated by a breach of 3 of the 7

debt sustainability indicators and an expected breach of a fourth indicator, the PPG debt

service to revenue ratio, in FY 2023/24.lndeed, the most recent credit rating for Kenya

undertaken by Standard and Poor downgraded Kenya's rating to B with a negative

outlook. Deterioration ofthe credit rating will have an adverse impact on the country's

borrowing costs.

v) Continued depreciation of the Kenya shilling against the US dollar has significantly
worsened the country's debt position. Data availed to the committee indicates that in FY

2021122, Ksh. 5.4 billion was paid in debt service as a resuh of exchange rate fluctuation

and another Ksh. 3.4 billion was incuned in the first half of FY 2022123. h is further

estimated that by end of the currenl FY 2022/23, this sum will exceed Kshs. 6 billion.

The committee is concemed that this will significantly strain the foreign exchange

reserves, thereby rendering the Kenya shilling even more vulnerable to extemal shocks.

vi) High inflation poses a significant risk to domestic borrowing. This is because higher

inflation trends may require CBK intervention through increasing the central bank rate

(CBR) which would cause a further increase in interesl rales. The committee notes that

domestic debt service is the largest component of debt service expenses. As such,

increased domestic borrowing against a background of higher interest rales will
significantly increase debt payment expenses. Conversely, tight global financial

conditions due to a surge in global inflation continue to limil the country's access to

extemal financing and this may push the country towards domestic borrowing.



vii) The government is incurring significant losses through the payment of commitment fees

on undisbursed loans. Data availed lo the comminee puts this loss at Ksh. 680.03 million
in the firsl half of FY 2022123. The total amounl of undisbursed loans is at Ksh. L I 79

trillion. The committee notes that lhere is a lack of preparedness by some implementing
agencies lo execute programmes funded through loans within reasonable timeframes

which has led to slow drawdown of the loans.

viii) MDAs keep multiple bank accounts with commercial banks and this has denied the

national govemmenl access to these funds. The committee noted that because of this

scenario, with regard to domestic borrowing, the national govemmenl is borrowing its

own money lhrough commercial banks where some govemment institutions hold

deposils. This is costly to the govemment.

ix) The expected reduclion in fiscal deficit and consequently debt accumulation is

contingent on the success ofthe fiscal consolidation program. The committee notes with
concem lhat given the expenditure pressures emanating from the government's economic

transformation agenda, welfare spending, wage demands as well as the likelihood of
revenue underperformance, the fiscal deficit target may not be achieved and this may

lead to higher bonowing.
x) The 2023 MTDS has not addressed non-performing loans to state corporations and their

impact on the fiscal framework. The committee noted that there were significant
challenges with regard to debt guaranteed for Kenya Airways (Ksh.88.3 billion) and the

KPLC (Ksh.9.9 billion). The loan to Kenya Airways is in default and govemment is

currently servicing the debt. With regard to the debt guaranteed for KPLC, information
availed to the committee is that the KPLC is unaware ofthe existence oflhis loan raising
questions on the purpose and application ofthe loan.

xi) There isn't enough details on certain project loans and the progress and performance of
the projects which the loans were supposed to finance. The committee will await the

audit by the audilor general to address any discrepancies in the earmarking of loans to

their respective projects.

xii) The intemalional sovereign bond of USD 2 billion issued in 2014 is falling due in FY
2023124. The committee is concemed that the proposed strategy to refinance it through

commercial borrowing contradicts the policy inlentions of the National Treasury to

favour concessional and sem i-concessional borrowing over commercial debt in order to
reduce extemal borrowing costs.

xiii)The proposal to establish a sinking fund in order to mitigate against high debt

repayments has taken too long to be implemented.

xiv) The National Treasury appears not to have undertaken public participation on the 2023

MTDS contrary to article 201 of the constitution. Information on public participation
should include newspaper notices, details of submissions received and the National
Treasury's response.

xv) The MTDS does not show consistency from one year lo another. There are glaring
changes in the proposed borrowing ratios from one MTDS to anolher. This indicates lack



of stability in the country's debt management stralegy which should be undertaken from

a medium term perspective.

xvi) Sensitivity analysis with regard to economic and revenue performance has not been

undertaken on the 2023 MTDS. As such, the strategy does not provide any correclive

measures that will be undertaken in case there are revenue shortfalls or

underperformance of loans. If this is not addressed now and should the risks to economic

growth and revenue performance materialize, liquidity constraints will adversely affect

budget implementation.

V. COMMITTEE RECOMMENDATIONS

70. In view oflhe foregoing, the commiltee has made the following recommendations:

Policy recommendations
i. That, any borrowing undertaken by the National Treasury in Fy 2023124 should not

exceed the Ksh. l0 trillion approved debt ceiling set by Parliament.

ii. That, to enhance liquidity management and help reduce unnecessary short-term

domeslic borrowing occasioned by governments inability to access surplus funds held

in numerous Ministries, Departments and Agencies (MDAs) bank accounls, the

Nalional Treasury spearheads the integation of MDA banking arrangements into a

single treasury account system as provided for in Section 28(2) of the PFM Act and

the PFM regulations. This should be submitted to Parliament within six months.

iii. That, as indicated in our report on the Consolidated Fund Services (CFS)

expenditures for supplementary estimates No. I ofFY 2022/23, the National Treasury

should within six months, lable regulations for the establishment of a sinking fund

dedicated to public debt servicing as provided for under Section 50(8) of the PFM

Act,20l2.
iv. That, in order to safeguard against shocks with regard to extemal interest payments,

the National Treasury adopts hedging mechanisms on foreign exchange risks and/or

negotiating lending agreements in Kenya shillings.
v. That, the National Treasury underlakes a review of all undisbursed loans amounting

to Ksh. 1.179 trillion and submits to the National Assembly within one monlh, a

report with information on lerrns, status, reasons for non-disbursement and proposals

on any loans that can be cancelled to save spending on commitment fees.

vi. That, in adherence to the Accra Agenda for Action 2018, donor supporl MUST be

aligned to the country's budget cycle to facilitate proper planning by the

implementing agencies and reduce occurrence ofundisbursed loans.

vii. That, within two months, the National Treasury submits to this House. a strategy for
resolution of non-performing loans linked to various State Owned Enterprises (SoEs)

inc lud ing Kenya Airways.



vl

lx

xl.

xll

x

That, the Office of the Auditor General expedites the audit of project loans under the

water seclor and the Ksh. 9.9 billion loan borrowed on behalf of KPLC and submits

this report to the House wilhin the next two months.

That, in the next budget cycle, the National Treasury aligns the borrowing strategy

proposed in the Budget Policy Statement with the bonowing stralegy in the MTDS in

order to ensure credibility of the govemment's planning documents.

That, in the next budget cycle, the National Treasury undertakes public participation

on the MTDS in line with Article 201 of the constitution.

That, going forward, the MTDS should live up to its expectation as a medium term

documenl by showing consistency in proposed debt management strategies including

deficit financing on a three year rolling framework, from one MTDS to another.

That, the National Treasury undertakes a sensitivity analysis on the 2023 MTDS and

submits to this House, within two weeks, a contingency plan on measures to be

undertaken in the event of revenue sho(falls or underperformance of Ioans.

Financial recommendations
71. The committee further recommends that this House resolves as follows:

i. That, the fiscal deficit target for the medium term is approved and set at no more than

4.4%o of GDP for FY 2023124: 1.9% of GDP for FY 2024125, and 3.6Vo of GDP for

FY 2025/26 in line with the fiscal consolidation path.

ii. That, the country's borrowing strates/ is approved at 50 percent net extemal

borrowing and 50 percent net domestic borrowing as contained in the 2023 Medium
Term Debt Management Strategy.

iii. That, any deviation from the approved bonowing shatery will require the approval

of the National Assembly.

Stock of domestic and foreign public debt including guarantees
72. Further, pursuant to slanding order 232A(5)(a), information on the stock of foreign public

debt is hereby attached in the first Schedule; and information on the stock of domestic

public and publicly guaranteed debt is attached in the second Schedule.

SIGNED

HON. ABDI SHURIE, MP.
CHAIRPERSON PUBLIC DEBT & PRIVATIZATION COMMITTEE
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ANNEX 4: Debt Guaran tees Provided to State Owned Gon orations

Kenya Aliways Unlted States 14 Nov 2017 s GuaranteeKe USO

re
750,000,000 462,550 ,7 ',t4

reffi
78.656,863,065

16 Nov 2010
Rehabalitation and Expansion of the
Hydropower Plant Kindaruma EUR 78,200,000 1 1,730.000 1.539.741.969

G6rmany

3 May 201'l
Rehabilitation and Upgrade of the
Geothermal Plant Olkaria EUR 60.000,000 22,963.113 3.0'14.259,939

24 Mat '1995 Mombasa Diesel Generatinq Power Plant JPK 10.716.000 1.701.2U 1,569.923.019
3 Ma|l997 Sondu Miriu Hydropower Proiecl JPK 6.933,000 1.860.067 1.716.466,107

20 Feb 200/' Sondu Miriu Hvdro Power ll JPK 10,554,000 7.785.675 7. 't 84.605. 31 4

23 Jan 2OO7

Sondu - Miriu Hydropower Proiect Sangoro
Power Plant JPK 5.620,000 3,610,086 3,33'1,380.143

31 Mar 2010
Olkaria 1 Unit 4 and 5 Geothermal Power
Proieci JPK 29,516,000 18.278.5't5 1 6. 867.376.840

Kenya Electrlclty
Generatlng
Company

Japan

'l Jan 2021 DSSlJapan For KenGen Loans Phase I JPK 1.457.132 1.344.638.539

1 Jan 2007 Mombasa Port Oevelopment Proqramme JPK 53,422.O00 21,659,424 '19.9A7 .273.O44

I Mar 2015 Kenya Port DeveloDment Proiecl - Phase ll JPK 64.232.OOO 30.966,193 28.575.U1.204

1 Jan 2021
DSSI Japan-Kenya Porc Authority (KE-
P25) JPK 407.213 375,775.616

Kenya Ports
Authority

Japan

'l Jul2O21
DSSI Japan-Kenya Ports Authority (KE-
P25) -Phase ll JPK 452.395 4',t7.468.782

'FX=Fot*2n Cunonct

'JPK; Japan€se Ycn
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S*'+. r: j.; ;rii.Stsi sii: :.

as st Doccobcr 31, 2022.
!&

2,484,502,891.50 8.95202Jan-23 2493/091 91 03-oct-22 2,s39,9s0,000.00

9.03624941091 91 10-oct-22 8.3s8,300,000.00 8,114,757,912.2209-Jan-23
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REPUBLIC OF KENYA
I3-NI PARLIAMENT

NATIONAL ASSEMBLY - SECOND SESSION - 2023

PUBLIC DEBT AND PRIVATIZA TION COMMITTE,E,

ADOPTION SCHEDULE FOR THE COMMITTE E REPORT ON THE 2023 MEDIUM TERM DEBT
MANAGEMENT STRATEGY

DATE.9 l.?,J.1e..+ l.....TIM u, .. jp..',.: r''.r:. SITTING ...."?i ]...

No. NAME, SIGNATURE
I The. Hon. Abdi Shurie, M.P - Chairperson

)

J

The. Hon. Dr. Makali Mulu, M.P. - Vice-Chairperson

The. Hon. Junet Mohamed S. N. CBS, M.P.

4 The. Hon. Omboko Milemba. M.P.

5 The. Hon. (Dr.) Irene Kasalu, M.P.

rl





No. NAME SIGNATURE
6 The. Hon. Kwenya, Thuku Zachary, M.P.

7 The. Hon. Joseph Makilap, M.P.

8 The. Hon. Aden Daud, EBS. M.P

AT cu--

9 The. Hon. (Dr.) Daniel Manduku, M.P.

10. The. Hon. Mohamed, Abdikadir Hussein, M.P

11. The. Hon. Suleka H. Harun, M.P.
f\..,'-

l2 The. Hon. Chege Njuguna, M.P.

.4)zZ-z
l3 The. Hon. AbdiAli Abdi, M.P.

l4 The. Hon. Letipila, Dominic Eli, M.P. I

NA
l5 The. Hon. Kirwa, Abraham Kipsang, M.P.
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REPUBLIC OF KENYA

THE NATIONAL ASSEMBLY

l3rrr PARLIAMENT - sECoND sESSIoN

MINUTES OF THE 26.h SITTING OF THE SELECT COMMITTEE ON PUBLIC DEBT
AND PRIVATIZATION, HELD ON 9TII MARCH, 2023, AT IO.OO AM, AT THE MEDIA
CENTRE . MAIN PARLIAMENT BUILDINGS.

MEMBERS OF PARLIAMENT PRESENT.

l. Hon. Abdi Shurie M.P. - Committee Chairperson
2. Hon. (Dr.) Makali Mulu M.P. - Committee Vice-Chairperson
3. Hon. Omboko Milemba. M.P.
4. Hon. Kwenya, Thuku Zachary, M.P.
5. Hon. (Dr.) Daniel Manduku, M.P
6. Hon. Mohamed, Abdikadir Hussein, M.P
7. Hon. Joseph Makilap, M.P
8. Hon. Abdi Ali Abdi, M.P
9. Hon. Aden Daud, EBS. M.P
10. Hon. Suleka H. Harun, M.P
I l. Hon. Kirwa, Abraham Kipsang, M.P.
12. Hon. Chege Njuguna, M.P

MEMBERS OF PARLIAMENT ABSENT WITH APOLOGY

l. Hon. Junet, Mohamed S.N, CBS. M.P.
2. Hon. (Dr.) lrene Kasalu, M.P.
3. Hon. Letipila, Dominic Eli, M.P

THE COMMITTEE SECRETARIAT
l. Dr. Martin Masinde
2. Ms. Millicent Makina
3. Mr. Chacha Machage
4. Mr. Job Mugalavai
5. Mr. Eugene Luteshi
6. Ms. Samuel Nyambei

- Ag. Senior Deputy Director, Parliamentary Budge Office
- Ag. Senior Fiscal Analyst
- Lead Clerk/Fiscal Analyst I
- Assistant Clerk / Fiscal Analyst lll
- Audio officer Ill

- Sergeant at Arms

MINAIO.NA/PDPC 12023125.r : PRELIMINARIES

The Vice-Chairperson, Hon. (Dr.) Makali Mulu M.P., called the meeting to order at 10.20 a.m.
and requested Hon. Abdi Shurie M.P. to lead the committee in opening prayers. Afterwards, the
V ice-Chairperson invited the Committee members and the secretariat to introduce themselves.
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MINAIO.NA/PDP C /2023 126.2t CONFRIMATI ON OF MINUTES

The Vice- Chairperson presided over confirmation of the minutes as follows:

l. The minutes for the 251h sitting held on 7'h March 2023 at 3:00 pm. were confirmed after
being Proposed by Hon. (Dr.) Daniel Manduku, M.P and seconded by Hon. Abdi Ali Abdi,
M.P

MINNO.NA/PDPC12023126.3: CONSIDERATION OF THE REPORT ON THE 2023
MEDIUM.TERM DEBT MANAGEMENT STRATEGY

The considered the Report on lhe 2023 Medium Debt Management Strategy with the following
observations and recommendations:

a) Policy recommendations
2) That. any bonowing undertaken by the National Treasury in FY 2023124 should not

exceed the Ksh. l0 trillion approved debt ceiling set by Parliament.

3) That, to enhance liquidity management and help reduce unnecessary short-term domestic

borrowing occasioned by govemments inability to access surplus funds held in numerous

Ministries, Departments and Agencies (MDAs) bank accounts, the National Treasury

spearheads the integration of MDA banking arrangements into a single treasury account
system as provided for in Section 28(2) of the PFM Act and the PFM regulations. This

should be submitted to Parliament within six months.

4) That, as indicated in our report on the Consolidated Fund Services (CFS) expenditures

for supplementary estimates No. I of FY 2022/23, the National Treasury should within
six months, table regulations for the establishment of a sinking fund dedicated to public

debt servicing as provided for under Section 50(8) ofthe PFM Act,2012.
5) That, in order to safeguard against shocks with regard to extemal interest payments, the

National Treasury adopts hedging mechanisms on foreign exchange risks and/or

negotiating lending agreements in Kenya shillings.
6) That, the National Treasury undertakes a review of all undisbursed loans amounting to

Ksh. 1.179 trillion and submits to the National Assembly within one month, a report with
information on terrns, status, reasons for non-disbursement and proposals on any loans

that can be cancelled to save spending on commitment fees.

7) That, in adherence to the Accra Agenda for Action 2018, donor support MUST be

aligned to the country's budget cycle to facilitate proper planning by the implementing

agencies and reduce occurence of undisbursed loans.

8) That, within two months, the National Treasury submits to this House, a strategy for
resolution of non-performing loans linked to various State Owned Enterprises (SoEs)

including Kenya Airways.
9) That, the Office of the Auditor General expedites the audit of project loans under the

water sector and the Ksh. 9.9 billion Ioan borrowed on behalf of KPLC and submits this

report to the House within the next two months.
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l0)That, in the next budget cycle, the National Treasury aligns the borrowing strategy

proposed in the Budget Policy Statement with the borrowing strategy in the MTDS in

order lo ensure credibility of the govemment's planning documents.

I l) That, in the next budget cycle, the Nalional Treasury undertakes public participation on

the MTDS in line with Article 201 of the constitution.

12) That, going forward, the MTDS should live up to its expectation as a medium term

document by showing consistency in proposed debt management strategies including

deficit Iinancing on a three year rolling framework, from one MTDS to another.

l3)That, the National Treasury undertakes a sensitivity analysis on the 2023 MTDS and

submits to this House, within two weeks, a contingency plan on measures to be

undertaken in the event of revenue shortfalls or underperformance of loans.

b) Financial recommendations

l4) That, the fiscal deficit target for the medium term is approved and set at no more than

4.4% of GDP for FY 2023124;3.9% of GDP for FY 2024125, and 3.6V:o of GDP for FY

2025126 in line with the fiscal consolidation path.

l5)That, the country's borrowing strategy is approved at 50 percent net extemal borrowing

and 50 percent net domestic borrowing as contained in the 2023 Medium Term Debt

Management Strategy.

l6)That, any deviation from the approved borrowing strategy will require the approval of
the National Assembly.

17. The Committee Report was adopted as per the signed adoption schedule. It was proposed
by Proposed by Hon. Kwenya, Thuku Zachary, and M.P. and seconded by Hon. Aden
Daud. EBS. M.P

18. The adoption minutes were confirmed after being Proposed by Hon. Kirwa, Abraham
Kipsang, M.P. and seconded by Hon. Abdi Ali Abdi, M.P

MIN/NO.NA/PDPCl2023 126.3 : ADJOURNMENT

There being no other business, the meeting was adjoumed at I l:30 a.m. with the next meeting to
be communicated at a later date.
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DATE 9.93

SIGNED

HON. ABDI SHURIE, MP
(CIIAIRPERSON, PUBLIC DEBT & PRIVATIZATION COMII'IITEE)

a',
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REPUBLIC OF KENYA

THE NATIONAL ASSEMBLY

I3TH PARLIAMENT - SECOND SESSION

MINI]TES OF THE 25Ib SITTING OF THE SELECT COMMITTEE ON PUBLIC DEBT
AND PRIVATIZATION, HELD ON 7'I'II MARCH, 2023, AT 3.OO PM, AT COMMITTEE
ROOM 9 - MAIN PARLIAMENT BUILDINGS.

MEMBERS OF PARLIAMENT PRESENT.

1. Hon. Abdi Shurie M.P. - Committee Chairperson
2. Hon. (Dr.) Makali Mulu M.P. - Committee Vice-Chairperson
3. Hon. Omboko Milemba, M.P.
4. Hon. Kwenya, Thuku Zachary. M.P.
5. Hon. (Dr.) Daniet Manduku. M.P
6. Hon. Mohamed, Abdikadir Hussein, M.P
7. Hon. Abdi Ali Abdi. M.P
8. Hon. Suleka H. Harun, M.P
9. Hon. Letipila, Dominic Eli, M.P
10. Hon. Kirwa, Abraham Kipsang, M.P.
I l. Hon. Chege Njuguna, M.P

MEMBERS OF PARLIAMENT ABSENT WITH APOLOGY

l. Hon. Junet. Mohamed S.N. CBS. M.P.
2. Hon. (Dr.) lrene Kasalu, M.P.
3. Hon. Aden Daud, EBS. M.P
4. Ilon. Joseph Makilap, M.P

THE COMMITTEE SECRETARIAT
1. Mr. Robe( Nyaga
2. Ms. Millicent Makina
3. Mr. Chacha Machage
4. Mr. Job Mugalavai
5. Mr. Eugene Luteshi
6. Ms. Yasmin Hassan

- Ag. Senior Deputy Director. Parliamentary Budge Ollicc
- Ag. Senior Fiscal Analyst
- Lead Clerk/Fiscal Analyst I
- Assistant Clerk / l"iscal Analyst lll
- Audio ofllcer III
- Sergeant at Arms

MIN/NO.NA/PDP C 12o23 125.1 : PRELI MINARI ES

l. The Vice-Chairperson, Hon. (Dr.) Makali Mulu M.P., called the meeting to order at 3.20. p.m.

and requested Hon. Mohamed, Abdikadir Hussein. M.P. to lead the commiltee in opening
prayers. Atierwards, the Vice-Chairperson invited the Committee members and the secrctariat
to introduce themselves. The agenda ofthe meeting was read out and adopted: it was Proposetl

by Hon. Kirwa. Abraham Kipsang. M.P. and seconded by Hon. (Dr.) Daniel Manduku, M.P
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M IN/NO.NA/PDP C 12023 125.2: CONFRIMATION OF MINUTES

'l'he Vice- Chairperson presided over conflrmation of minutes as lollows:

l. The minutes fbr the l6th sitting held on l6th February 2023 at 10.30 a.m. were confirmed after
being Proposed by Hon. (Dr.) Daniel Manduku, M.P and seconded by Hon. Letipila, Dominic
EIi. M,P.

-1. 'fhc minutes tbr the I 7th sitting held on l6rh February 2023 at 2.30 p.m. were confirmed afier
being Proposed by Hon. Abdi Ali Abdi, M.P and seconded by Hon. (Dr.) Daniel Manduku,
M.P

.1. The minutes fbr the lgth sitting held on 27s February 2023 at 10.00 a.m. were confirmed after
being Proposed by Hon. Letipila, Dominic Eli, M.P and seconded by Hon. (Dr.) Daniel
Manduku. M.P

5. The minutes lbr the 20'l'sitting held on 27'h February 2023 a|2.30 p.m. were confirmed after
being Proposed by Hon. Letipila, Dominic Eli, M.P and seconded by Hon. (Dr.) Daniel
Manduku, M.P

(r. The minutes Ibr the 2l't sitting held on 28th February 2023 at 10.00 a.m. were confirmed afler
being Proposed by Hon. Kwenya, Thuku Zachary, M.P. and seconded Hon. Mohamed,
Abdikadir I Iussein, M.P.

7. The minutes lbr the 22'd sitting held on 28'h February 2023 at 2.00 p.m. were confirmed after
being Proposed by Hon. Kwenya, Thuku Zachary, M.P. and seconded by Hon. Abdi Ali Abdi,
M.P.

ll. The minutes tbr the 23'd sitting held on 2nd March 2023 at 10.00 a.m. were confirmed after
being Proposed by Hon. Kirwa, Abraham Kipsang, M.P. and seconded by Hon. Mohamed,
Abdikadir Hussein, M.P

9. The minutes lbr the 24'h sitting held on 6rh March 2023 at 10.00 a.m. were confirmed after
being Proposed by Hon. Omboko Milemba, M.P. and seconded by Hon. Kirwa, Abraham
Kipsang. M.P.

M I NAIO.NA/PD P C I 2023 125,3 :

PARTICIPATION ON THE
STRATEGY

CONSIDERATION OF MEMORANDA ON PUBLIC
FY 2023124 MEDIUM TERM DEBT MANAGEMENT

l'he committee was informed that:

10. On l8'r'February 2023, upon approval by the Clerk ofthe National Assembly, advertisements
were placed in the Daily Nation newspaper and The Standard newspaper, calling for
submission of memoranda as part of Public Participation on the 2023 Medium Term Debt
Management Strategy in line with Articte 201 of the Constitution of Kenya 2010.

I l. As a result, two memoranda had been received. These included:
i. Submission fiom the institute of Public Finance signed by the CEO Mr. James

Muraguri.
ii. Submission liom Mr. Elenard Muchere, a Fraud Risk Management Consultant.

I 2. The submission by the Institute of Public Finance indicated that:
a) That slowed global and regional growth. tighter linancing conditions and appreciating

[JSD, could affect the capacity of meeting the extemal financing target leading to
deviation in the proposed debt mix.
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b) That the shift from the 2022 MTDS to 2023 MTDS indicated an increase of extemal debt

tinancing from 32%o to 507o and reduces domestic financing lrom 68% to 50%

c) Rising interest rates for both domestic and external debt posed a significant risk with

adverse implications on debt servicing

d) There were deviations in the borrowing strategy i.e. the MTDS proposed annual

borrowing of 4%(of GDP) while the Budget Policy Statement (BPS) proposed 4.4%

e) That while the proposed climate/nature swaps program to finance investment in waler

dams could improve economic resilience without triggering crises and compromising

development spending, it was not a universal solution for countries facing both debt and

climate change challenges.

13. The submission by Mr. Benard Muchere indicated that:
a) The memoranda was based on a review of pubtic debt over an 8-year period, from IrY

20l4ll5 to FY 2021/22.

b) Public debt register required cleansing to establish eligibility of loans and to expungc

ineligible/inauthentic loans such as Pre-1997 Govemment Overdraft, and the loans signed

but not disbursed and interest payments had been incurred.

c) Public debt portfotio should be classified into appropriation -in-aid (AIA) loan and

revenue and that all loans should be deposited in the Consolidated Fund in line with

Article 206 of the Constitution of Kenya 2010. This would firm up the foreign exchangc

position, among other factors.

d) There is need to address the conversion ofinvestor loans under Public Private Partnership

contracts, into GOK commercial loans.

During Committee deliberations, it was noted that:

14. The receipt of only two memoranda was an indication that the public was not aware of the

creation and functions of the Public Debt and Privatization Committee. As such, there was

need to conduct more public awareness on Public Debt and on the Committee, to ensure that

the public was infbrmed on the opportunities available to comment on public debt managemenl
policies in Kenya.

15. There was a need tbr the development of a Public Participation Framework to guide thc
Committees' engagement with the Public. The secretariat was instructed to come up witl.t

innovative ways to enhance the outreach of the Committee. This will also involve use of
appropriated language when undertaking public participation.

16. Atongside the Newspapers advertisements, documents related debt management that have

been tbrwarded to the Committee lbr consideration, should be fbrwarded to institutions such

as think tanks, Kenya Institute for Public Policy Research and Analysis (KIPPRA).
universities, trade urions, and other appropriate research institutions. to expand public
participation outreach.

17. The memoranda by Mr. Benard Muchere had raised crilical issues relating to public debt

management in Kenya and the Committee resolved to invite him to share more information ott

his submission.
18. That issues raised by the Institute of Public Finance were similar to issues observed by lhe

Committee and these were to be captured by the Committee report that was to be tabled on t)'l'

March 2023.



MIN/NO.NA/PDPC|2023|25.4I CONSIDERATION OF THE DRAtr'T REPORT ON THE
2023 MEDTUM-TERM DEBT MANAGEMENT STRATEGY (MTDS)

l'he drafi committee report was presented and the committee noted the following:

19. That observation seven, on the losses incurred through the payment of commitment l-ees on
undisbursed loans, be amended to show the quantum amount of undisbursed loans that were
attracting the commitment fees.

20. That observation no eight, on non-implementation ofthe Single Treasury Account that had led
to government entities and county govemments opening multiple bank accounts with
commercial banks, be amended to indicate that this had led to the government borrowing its
own money.

21. That observation no ten, on the lack of comprehensive information on guaranteed debt, be

amended to note guarantees issue ol KPLC and also address non- perform loans taken by
govemment entities and had exposed the govemment to fiscal risk.

22. That matters pertaining to the amendment of the debt ceiling be deferred until the matter is
brought to Parliament for consideration, and will be addressed by the respective Committee
report.

23. The report be amended to ensure each observation led a corresponding recommendation.

MIN/NO.NA/PDPC42023/25.5: ADJOURNMENT
'fhere being no other business, the meeting was adjoumed at 5:30 p.m. with the next meeting
schedule for Thursday, March 9th 2023 at l0:00 am.

+ r\ryc* go8
DATE

o,.,^
SIGNED...

HON. ABDI SHURIE, MP
(CHAIRPERSON, PUBLIC DEBT & PRIVATIZATION COMMITTEE)
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REPUBLIC OF KENYA

THE NATIONAL ASSEMBLY

I3,I'II PARLIAMENT - SECOND SESSION

MINUTES OF THE 24th SITTING OF THE SELECT COMMITTEE ON PUBLIC DEB'I'
AND PRIVATIZATION, HELD ON 6 H MARCH, 2023, AT IO.OO AM, A'T
CONTINENTAL HOUSE, PARLIAMENT BUILDINGS.

MEMBERS OF PARLIAMENT PRESENT.

l. Hon. Abdi Shurie M.P. - Committee Chairperson
2. Hon. (Dr.) Makali Mulu M.P. - Committee Vice-Chairperson
3. Hon. Omboko Milemba. M.P.
4. Hon. Kwenya, Thuku Zachary, M.P.
5. Hon. Kipkoros, Joseph Makilap, M.P
6. Hon. (Dr.) Daniel Manduku. M.P
7. Hon. Mohamed, AMikadir Hussein, M.P
8. Hon. Abdi Ali Abdi, M.P
9. Hon. Suleka H. Ilarun. M.P
10. Hon. Letipila, Dominic Eli, M.P
I L Hon. Kirwa, Abraham Kipsang, M.P.
12. Hon. Chege Njuguna, M.P

MEMBERS OF PARLIAMENT ABSENT WITH APOLOGY

I . Hon. Junet, Mohamed S.N, CBS. M.P.
2, Hon. (Dr.) Irene Kasalu, M.P.
3. Hon. Aden Daud, EBS. M.P

THE COMMITTEE SECRETARIAT
I . Mr. Robert Nyaga
2. Ms. Millicent Makina
3. Mr. Chacha Machage
4. Mr. Job Mugalavai
5. Mr. Sidney Lugaga
6. Mr. Lekisima Lbani
7. Mr. Eugene Luteshi
8. Ms. Florence Mbuthi
9. Ms. Yasmin Hassan

- Ag. Senior Deputy Director, Parliamentary Budge Oflicc
- Ag. Senior Fiscal Analyst
- Lead Clerk/Fiscal Analyst I

- Assistant Clerk / Fiscal Analyst III
- Senior Legal Counsel.
- Fiscal Analyst lll
- Audio oflcer l
- Protocol Officer
- Sergeant at Arms

THE NATIONAL TREASURY AND ECONOMIC PLANNING

l. Dr. Chris Kiptoo - Principal Secrelary, National Treasury
2. Mr. Livingstone Bumbe - Deputy Director
3. Mr. Michael Kagier- Ag. Director General .PIPM
4. Mr. George Kariuki- Ag. Head, Debt Recording & Settlement
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M I N/NO.NA/PDPC 12023 124.1 z PRELIMINARIES
'l'he Chairperson called the meeting to order at 10.20. a.m. and requested Hon. (Dr.) Daniel

Manduku M.P. to lead the committee in opening prayers. Afterwards, the Chairperson invited the

Committee members and the secretariat to introduce themselves. The Chairperson therealier

invited the Principal Secretary - National Treasury, to introduce his team and proceed with the

presentation.

MIN/NO.NA/PDPCl2023l24.2t ENGAGEMENT WITH THE NATIONAL TREASURY ON
THE2O23 MEDIUM TERM DEBT MANAGEMENT STRATEGY

I)uring the presentation the Committee was informed that:

L The stock of public and publicty guaranteed debt grew from Ksh. 8.03 trillion (61.6% ofGDP

in PV terms) to Ksh. 9.14 trillion (60.0% of CDP in PV terms) between December 2021 and

2022.

2. 'the public debt consisted of Ksh. 4.67 trillion and Ksh. 4.47 trillion extemal and domestic

debt. respectively.

3, The growth in Public debt was attributed to extemal and domestic borrowing as well

appreciation of foreign currency exchange rates during the period under review.
.1. Multilateral loans amounted to Ksh. 2.21 trillion translating lo 47yo of extemal loans while

bilateral loans amounted to l.2l trillion translating to 26%o. China was reported to be the

highest creditor with 67% ofthe total bilateral loans.

5. Domestic debt comprised of Ksh. 3.71 trillion treasury bonds (84%), treasury bills at 0.67

trillion (14%) and others at2Yo which was mainly overdraft from the Central Bank of Kenya.

., Ihe proposcd FY 2023i2,1 budget had a liscal dellcit olKsh. 720.1 billion (,1.4o,i, of(il)P) and

was tu be'linanccd by nct clotncstic borrowing olKsh. 198 billon in net ltrreigrt linancing and

Ksh. 5l1.5 billion in nct dontcstic linancing.
i. lhc I)rcscnt value oldcbt as a percontagc olC[)l) was at 60'Zr and was projectcd to dccline ttl

53.1'li, in thc linancial 1'ear 2025/26.

S. .l 
hc dcbt was pro.ic.cted to rcach Ksh.9.413 trillion as at thc cnd ol'Junc 2023. against a dcbt

cciiing ol' Ksh. l0 trillion. thereby implying lhal thc borrouing spacc fbr I:\' 2023/ 2'l

ir ln() untcJ trr Ksh. 587 hilliorr.
,). In orrler 1o llnance rhc tJSD 2 billion lnlcrnational Sovereign Bond that was expectcd to lall

tlue in June 2024. the National Treasurv was planning to implenrent l-iability lvlanagement

Opcrations to smoothen the maturity struclure ol'Public Debt over time.

l { i. ,\lloc.rtirrn of'50:50 proporlion ol'external and donrcstic borrowing over thc tnecliutn tcnlt

'"uruld allow lor llexibility krr adjustmcnt due t() changing contlilions in tlrc' domcstic and

irrtcrnatioual rnarkcts.

I l. lhr- use ol'long tcnor'l rcasury Bonds to rctlnance short-lcrm donrcslic dc-bt rvould minintizc

rclinancing risk by lengthening the maturity' structure of don.rcstic debt.
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12. ( orrccssioltlr] lrorrouir- rroLrlrl he nrir\ir'r'r jzc(i in llrc hrrlrtrrrirru 111i1 lrl jli:5{/ rlorttcslic itttri

c\lcn)rl hotro\\ilr- \\lrj!lr \\(,uld rc(iuer lcllttirtteirtt risks thlough Iortir(r lcrrLrcs arttl rc.lucc

intcrcst rltc ctrsl rltrc lo l()\\cr rill(s.

ll.l:ixcd inlcrcsl nrlc ticbl urirrlrl bc rr-.cd 1o lctluce llrc ir)lercsl rntc risk ,,cc;tsionetl bv tlebt

rcli\illg.
l.l. Kenvu's sl(|ck ol'pul.rlic dcht rculail)L'd -sustainahlc hut at a high lisk ol tlchl distlcss- thouslr

l()w cxport gro\\th hitd irrercascd c\tcrnal dcbl vtrlncrahilities.

15. Kcnl:r's public dcbt elrn'ing c:rpacitl' rvas classiilcd as lncdiunr anti lltc public dcLrt

suslainabilit), was cxpccrc(l ro ilnprovc through rr'fbrrns instilutctl h)' thc Intcrnational

Monclaly lruncls' L\lcndcd Fund l"acility and llxtenclcd Iiuncl lirrcilitl'(li]:lri tiClr) ivhich

cnrbr'dtie'd tl scal co:rsolida tion.

l(r. Thele was a delitrerate e llbrt 1o reduce borrowing l)uuirgh reduclion ol Ilscal tlellcits lionr

the currenl Financial Year into tlre rnediunr temr.

17. The relbnrs in the tlonrestic delrt nrarkel rvoukl inclutle:

i. Facilitation ol'an electr'orlic bills iruction.

ii. lnrplcrnental ion ol' Clentral Securitics Depositor'1' ((:SD) lo enhance Inarket

inliastnrcture.

iii. Scpar':rlion ol'u,holosale and letail irrvestors.

ir,. Anrrual publishing ol'the issuirnce calentlar.

During the deliberations the committee noted the following:

18. There *as an inconsistencv on the pr-oposed strategy' in the l\4ediurn 'lernr Deht i\,larragenrenl

stralegl' of 50: 50 (Ksh. 360 billion each) and the ratio provided untler the 2023 Budget

Policl. Statement that indicated a ritio ol 72:28 (Kslr. 521 billion and Ksh. 198 billion)
dornestic to external bororving. respectively'. lt rvas noted that tlris policy inconsistencl

risked exposing the coimtr)'to nrolc debl lisks and costs.

19. Tlere r.i,crc dc'viations in the stock ol public debt l'igulcs providcd hy thc Auditor General.

National 'llcasurv arrd the Controller ol'Budget wliich rvas explained that the Iigures could

be due to dil'lercnt in liming but the t..,\ational Treasurl.'was r.villing to cngage to establish the

source of thc dcviations-

20. The allolvable bomr',ving spiice undel rhe public dcbt lirnit ol Ksh. l0 trilliorr rvas Ksh. 587

billion. and as such. the proposcd tinancing of Ksh. 720.1 hillion proposcd b-,'" the 2023 Ill']S

was nOt lullv Iinanccd.

21. 'l-hc Prcsr'nt Value of Dcbt to GDP. at 557o rvas prone (o rrranipulation und transpalencl'

issucs antl thit thL'nurrlcrical cleht linrit rYorrld [re'n]orc lr:lrlsprrcnl. :rDd corrld slcnr rlnt'nable

borrorrinu arrti prcrcnl lhe cr)untr\, Ih,rr slipping into dcbt urrsrrstirinrrhililr.

ll. llrlt cstrrblishnrcrrl ol'a Sinking lirrrcl loultl hclp loscr tlrc prrtrlic clcLrl rcgrr,rrncnt pressrrrc

hrrt thc lrrrrtl -sh,rrrkl hirvc 1..'cn plrcc [-.clirrr-' thc nr:tlurilr rll'tlrr' t:Sl) ] l.illiorr lntcrnllionltl
Sorcrci.qrr llontl lhrrt u,as esl.reclerl to lirll dLrc irt.lrrnc l()2-1.
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lhc upconrinu I--uro-llond urrLrltl bc rolled ovcr bl,tlrc issulncc ol arr adtlitional c(rnun(.r'cial

Iolrr uorlh Kshs. 170 billion and through appll irrr.: applopliirtc liabililv rnana!:cnrent

Il)ils rcs.

24. On crcharrle rlte. il rvas rt()ted lhat the cost ol'e-rtcrnal rlebt plirntrrill. alosc as a lesult rrl

dcprcciation ofthe Ken1.'a shiliing arrd thal the Ke'n1,t Shilling dcpreciatiou against the t:SI).
25.'l hcrc s'us a llrgc portlolio of rrndishursed loans rrhich \\,rs eslin)atcd lo arnounl to Ksh.

l.l I / tnllror lcadrlg lo rncurrence of commltrnent lccs. ll \\,as rr'con)nlcndcd thal such loans

should bc canccllccl or redirc'cred to tund olher budget prioritics.
26.'l hat it rvor"rlcl be inrpor1ant lbr the National 'frcasurl' to intlicalc ruhcre cach loan borro*ed

wcs going to bc applied and thc geographical distributiorr ol'clebt tlnanccd projects lo ensure

cq u it1.'.

27 . There was a need for ring-fencing of borrowed funds to specific projects to ensure the funds

are used as appropriated instead of general budget support.

MINNO.NA./PDPC 12023124.3: ADJOURNMENT

There being no other business, the meeting was adjoumed at l2:30 p.m. with the next meeting
will be communicated in due course.

DATE ho-ct+ 1o2J

SIGNED

HON. ABDI SHURIE, MP
(CHAIRPERSON, PUBLIC DEBT & PRMTIZATION COMMITTEE)
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M I N/NO.NA/PDPC 12023 123.1 z PRELIMINARIES

'l'he Chairperson called the meeting to order at 10:15. a.m. and requested Hon. Kwenya Thuku

Zachary, M.P. to tead the committee in opening prayers. Afterwards, the Chairperson invited the
('ommittee members and the secretariat to introduce themselves. The Chairperson thereafter

invited the team from the Central Bank of Kenya to introduce themselves and proceed with the

prosentation.

MINA{O.NA/PDPCI2023D3.2: ENGAGEMENT WITH THE CENTRAL BANK OF

KENYA (CBK) ON THE 2023 MEDIUM TERM DEBT MANAGEMENT STRATEGY

l)uring the presentation the Committee was infbrmed that:

l. There was need to understand how the Medium-Term Debt Management Strategy (MTDS)

fit into other related documents such as the Budget Policy Statement (BPS) as the MTDS

was critical in the management of pubtic debt in Kenya.

2. The 2023 MTDS was similar with the 2022 MTDS with regards to llnancial objectives but

dilferent in terms ofthe financing instruments used to finance the budget for instance 2023

MTDS included green and blue bond and Kenya shilling syndicated debt while the 2022

MTDS tbcused on sovereign and green bonds.

-i. The objectives ofdebt management strategy included development ofdomestic debt market,

minimizing costs and risks as well as sharing costs and benefits between current and future

generations.

4. Debt to Gross Domestic Product (GDP) ratio was on an upward trend since the year 2.008

and reached 67 percent ofGDP as of December, 2022.

5. Thc overall fiscal balance was projected at 5.7 percent of GDP in the llnancial year (FY)

2022123 and was projected to reduce to 4.4 percent in FY 2023124 and further reduce to 3.6

percent by FY 2025/26

6. The preferred tinancing strategy was 50 percent to 50 percent for domestic borrowing to

extemal borrowing, respectively. It was noted that this was I'easible as it minimized costs and

risks through a balanced linancing of detlcit as well as minimized concessional borrowing

but rolled over commercial debt.

7. Based on the flscal consolidation path, the Present Value ofdebt as a percentage ofGDP was

expected to reduce fiom the current 60 percent to 52.5 percent by 2027. However' it was

noted that the USD 2 billion Eurobond was expected to be paid in June,2024 which was

outside the planning period and that liability management would be critical in limiting the

llnancial/fiscal impact of meeting the Eurobond payment when due.

U. CBK contributed to the development of domestic debt market through the lbllowing :

a. Modemizing market structures by launching the "Dhow Central Securities Depository

(DhowCSD) System" to enhance efficiency and improve market Iiquidity.

b. Automalion of access to govemment securities by rolling out "Treasury Mobile Direct

('iMD)" to allow access to government securities through mobile phones.
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b. Automation of access lo government securilies by rolling out "'freasury Mobile

Direct (TMD)" to allow access to governntent securilies through mobile phones.

c. Sustained markel engagement and slakeholder collaboration such as engaging

with the National Treasury on debt and market development initiatives and

market engagement through the Bond Market Forum (BMF).

9. Public debt remained sustainable, despite the potential vulnerabilities and that the MTDS

was aligned to the ongoing fiscal consolidation measures aimed at reducing fiscal deficits

and lowering debl costs.

10. MTDS objeclives are consistent with the key priorities of domestic debt management and

that the proposed plans to diversify investor base and explore new sources of financing

such as green and blue bonds, would address liquidity issues that have affected market

performance.

ll.I'he strategy intended to maximize concessional and semi-concessional loans and if
implemented, it would lead to improvement of cost and risk characteristics of the public

debt profile i.e., reduced refinancing risks, lower debt to GDP ratio, longer time lo

maturity etc.

12. Inflation was expecled to decline in February but instead i1 increased from 9 percent in

January to 9.2 percent in February mainly driven by food inflation, following the ongoing

severe drought. In addition, it was noted that contribution by fiscal policy will be critical

in control of inflation.

During the deliberations, it was noted that:

13.The 2023 BPS borrowing strategy of 72:28 (domestic: foreign) was not consistent with

the borrowing strategy of 50:50 in the 2023 MTDS. The Strategy in the BPS ought to be

supported by the MTDS.

14. Intergenerational equily of burdens and benefits ofuse ofpublic debt, as indicated under

Article 201 of the Constitution, was a very complicated aspect lo be determined as it
would involve the estimation of income and economic returns derived from investment,

projects or programs financed by public debt, against the cost of repayment when the

debt is due.

15. Measures need to be taken to consolidate all government funds into one account. It was

reported that CBK supports the use of single treasury account but the challenge had been

implementation by the National Treasury.

16. There was need for regular monitoring of debt levels. Parliament should be requesting

regular informalion on debt on a quarterly basis.

17. Use of Net Present Value ofdebt as percentage ofGDP as one ofthe debt sustainability

tlrresholds was complex and there was need to break it down 10 make it simple to be

understood especially by the public and other stakeholders.

18. Green financing was very imporlant and the benefits go beyond just linancing as it was

also tied to clinrate action events such as planting trees.
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19. There was need to investigate how the USD 2 billion dollars Eurobond (to be paid in June

2024) was applied. It was explained that the bond which was issued in 2014 went into
budget support to general support expendilure (bolh development and recurrent).

20. There was need lo take measures to maximize remittances from diaspora which had been

a large source of foreign exchange. It was explained that there were inventive measures

being pul in place to enable the automation and increased access to govemment securities
lhrough mobile phones that would ensure that people in the diaspora invesl in T-bills and

Bonds. This would increase remittances and inveslment in govemment bonds.
2l. A sensitivity analysis had not been included in the MTDS and therefore the strategy did

not provide any appropriate conective measures to be undertaken in case of shortfalls in
revenues collection or loans acquired. As such, it did not address expected liquidity
constraints that could affect budgetary implementation.

MINA{O.NA/PDP C12023 123.3 : ADJOURNMENT

There being no other business, the meeting was adjoumed at l1:59 a.m. with the next meeting
set for lO:00 a.m. on 6'h March 2023.

roPr,arH ]ot-3DATE

<::-
SIGNED

HON. ABDI SHURIE, MP
(CHAIRPERSON, PUBLIC DEBT & PRIVATIZATION COMMITTEE)
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MIN/NO.NA/PDPC 12023 122.r : PRELIMINARIES

lhe Chairperson called the meeting to order at 2:05. p.m. and requested Hon' (Dr.) Irene Kasalu,

M.P. to lead the committee in opening prayers. Afterwards, the Chairperson invited the Committee

lpembers and the secretariat to introduce themselves. The Chairperson therealier invited the team

liom the OIHce of the Auditor General to introduce themselves and proceed with the presentation.

MIN/NO.NA/PDPC12023|22.2z ENGAGEMENT WITH THE AUDITOR GENERAL ON

THE 2023 MEDIUM TERM DEBT MANAGEMENT STRATEGY

During the presentation the Committee was informed that:

I . The Auditor-General was barred by Section 42 ofthe Public Audit Act, 201 5 from questioning

the merits of policy objectives of the National Govemment or County Government or any other

public cntity.
2. Public debt levels increased over the years from Kshs. 4,801.4 billion in FY 2017118, to Kshs.

8,478.9 billion inFY 2021122 representing a 77 percent over the five-year period.

3. Public debt expenditure had over the years accounted for over 85 percent ofConsolidated Fund

Services (CFS) total expenditures.

4. Various issues pertaining to accountability and sustainability ofpublic debt expenditures were

raised in the past.

5. Financial audit reports on public debt expenditure were submitted to Parliament and a

performance audit on determination of bonowing needs activities was being done and the

report was to be issued belore the end ofthe financial year

6. Some ofthe issues revealed by the audits carried out included;

i. Lack ofspecific linancial statements prepared to show debt position.

ii. Non-disclosure of guarantees by govemment. In the financial year (FY) 2021/22 lhe

government had guaranteed a total of Ksh. I 156.3 billion to govemment agencies such

as Kenya Airways (Ksh.88.3 biltion), KenGen (Ksh. 24.5 billion), Kenya Power and

Lighting Company (Ksh. 9.9 billion) and Kenya Ports Authority (Ksh.33.5 bitlion);

iii. Non-disclosure of loans and overdrafis held by national and county government entities

as well as non-disclosure of other government obligations such as pending bills or

accounts payable, and pension arrears.

iv. Payment of commitment lees incurred on undrawn loans. Total commitment iees in FY

2021122 had amounted to Kshs. I.487 billion.
v. Higher cost of domestic debt than extemal borrowing - DuringFY 202112022 interest of

intemal debt was 76 percent of total interest payments against extemal debt that

accounted for 24 percent.

vi. Existence of dormant loans where recipients had defaulted repayment obligations.
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vii. Susceptibility ofdebt servicing to foreign exchange loss exposure on paymenl

of extemal debt. Use of hedging mechanisms was recommended to reduce

risks associated with fluctuations in the exchange rates.

7. It was recommended lhat the following conditions be enforced and fulfilled belbre

signing new external debt in order lo reduce the risks and costs of the existing stock of
debt;

a. Acquisition of Iand and compensation;

b. Relocation of utilities;
c. Timely disbursemenl of counter-part funding;

d. Updating and proper design studies and feasibility studies;

e. Ensuring clear segregation and utilization of funds

i Foreign currency (USD) to be used in debt repayment

g. Signing of new loans that are dependent on existing loan-funded projects that

have not been completed and handed over

h. Use ofsolid negotiation strategies that do not lead to large concessions

i. Basing signing ofnew loans on public need and supply driven projects

j. Restructuring or cancelling non-drawn loans in the debt portfolio

During the deliberations the commillee noted the following:

8. There were devialions in the stock of public debt figures provided by the Auditor

General, National Treasury and the Controller of Budget. lt was clarified that the figures

presented by the Auditor General were Audited figures.

9. There was need for further information on dormant loans such as the recipients and the

agencies that had defaulted repayment obligations.

10. There was need to shed more light on the loans which could not be traced to a specific

project and whether audit on the same had been undertaken by the Audilor General. It
was reported that a special audit on the same was in the process of complelion.

I l. Section 42 of the Public Audit Act, 2015, which baned the Auditor General from

questioning the merits of policy objectives of the National Covemment or County

Covemment or any other public entity, promoted the independence and impartiality of
the Auditor General.

12. A study on loan contracting and use of loans was being undertaken to uncover how some

projects had several loans contracled against them. It was reported that the sludy was

expecled to be issued in Apil2023 and will be availed 1o parliament.

MIN/NO.NA/PDP C l'2023 122.3 : ADJOURNM ENT

There being no olher business, the meeting was adjourned at 3:14 p.m. with lhe next nieeting set

fbr l0:00 a.nr. on 2nd March 2023.
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1{DATE n \AA_cU )o

SIGNED

HON. ABDI SHUR]E, MP
(CHAIRPERSON, PUBLIC DEBT & PRJVATIZATION COMMITTEE)
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M IN/NO.NA/PDP C 12023 l2l.l t PRELIMINARI ES

The Chairperson called the meeting to order at 10.00 a.m. and requested Hon. Kwenya, Thuku
Zachary, M.P, to lead the committee in opening prayers. Afierwards, the Chairperson invited the

Committee members and secretariat to introduce themselves after which he invited the Controller
of Budget to introduce her team and proceed with her submission.

MIN/NO.NA/PDPC|2023| 21.2: ENGAGEMENT WITH THE OFFICE OF THE
CONTROLLER OF BUDGET (OCOB) ON THE MEDIUM-TERM DEBT
MANAGEMENT STRATEGY FOR FY 2023124.

During the presentation the Committee was infbrmed that:

l. As of 3'l't December 2022, the stock of public debt was Ksh.9.17 trillion and comprised of
Ksh.4.70 trillion (51 .2%) extemal loans and Ksh. 4.47 trillion (48.8%) domestic loans

having grown by I I .8% fiom December 2021 .

2. Cumulative borrowing both domestically and extemal between J uly 2022 and January 2023

amounred to Ksh.497.48 billion constituting 35.8% of the annual estimates of Ksh.l.39
trillion gross borrowing.

3. The actual borrowing by the end of the Financial Year may fall offtarget given that in 7

months it is at 58.3% thereby atfecting budget implementation.

4. The Budger Policy Statement for FY 2023124 projected a fiscal deticit of Ksh. 720.1 billion
(4.4% of GDP) to be llnanced by net extemal borrowing of Ksh. 198.6 billion and net

domestic borrowing of Ksh. 521 .5 billion.
5. Debt service would be high in the Financial Year 2023124 due to maturing Sovereign Bond

and Short-Term Loan.

6. Between July 2022 and January 2023 debl service cost for both principal and interest

amounted to Ksh.627.33 billion against a target of Ksh. 1.39 trillion representing 45yo of
budget estimates and 37 .9%o of revenue realized over the same period which is above the

threshold of I 8% fbr medium debt carrying capacity countries.

7. The residual revenue after debt service is 62.1% of which the PFM ACT requires at least

307o be for development leaving only 32.lYo for recurrent expenditure.

8. In the first half of FY 20221 23 Ksh 680.03 million was expended for payment of
commitment fees on loans that are yet lo be drawn.

9. The total charges on the Overdraft Facility between July and December 2022 was Ksh.

2.04 bitlion which was accruing charges at 70% per annum.

I 0. Domestic debt was exposed to high interest cost which is at l3%o while extemal debt, which

is nearly 50% olthe total debt portfolio and largely denominated in the USD, exposed to

exchange rate fluctuation and more with regard to the USD which has been appreciating.

ll. There was investor pref'erence ofthe 9l-day T-bills signaling investors were cautious to

lend out money to the Govemment for longer periods.
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12. Some olthe cash call -ups for bonds had not been funded on time. Additionally, there had

been late disbursement of Pensions. Coupled with a failure to raise funds through

domestic financing instrumenls, there was likely to be liquidity risks.

13. There were undisbursed loans which the Govemment continued to pay commitment fees

yet some may never be drawn and could not be cancelled due to punitive clauses like

payment of entire loan if cancelled, which may make the country incur the charges for a

long time.

14. There is a likelihood lhe Govemment is borrowing its own money which is held by

different entities in different banks.

15. There is need for establishment of a Sinking Fund to set aside funds for debt service as

required by section (50)8 ofthe PFM Act.

16. Fiscal consolidation was importanl to help reduce fiscal deficits which would reduce the

pace of public debt growth.

17. There was need for laster disbursement of undisbursed loans to avoid payment of
commitment fees.

18. There was necessity for provision of progress reports on capital projects since some

loans cannot be linked to specific projects undertaken.

During committee deliberations, it was noted that:

19. The national and County Govemment have been over-eslimating revenues which had

resulted in accumulation of Pending Bills, the Controller of Budget clarified to the

committee that she does not approve budgets but offers advice and points out any

exaggeration.

20. There was a risk of exchange rate fluctuation on extemal debt service as well as increase

in the stock of the external debt po(folio which the Controller of Budget had earlier

informed the committee had resulted in an additional Ksh. 3.4 billion in the first half of
FY 2023114.

21. There were there were loans that could not be traced to a specific project and the

controller ofbudget was required to share the list ofsuch loans lor committee loans.

22. The committee was concerned that there was a guaranteed loan to Kenya Power and

Lighting Company (KPLC) which was contracted by the national treasury but the

implementing entity was not aware.

23. On pending bills, the committee was concemed that the Controller of Budget could not

verify whether approved payments were made to the right suppliers due to lack of legal

requirement for reporting by the entities was requisition for payment has been done. The

controller ol budget informed the commitlee that this had been put in regulations which

were annulled by Senate.

24. There was a probability thal the govemment could be bonowing its own money

domestically because of accounts of difl'erent entities that are held in different

commercial banks, the commitlee I'elt that the idea of single treasury account would be

3



MIN/NO.NA./PDP C l20n nl 3: ADJOURNMENT

There being no other business, the meeting was adjoumed at 12.3 p.m. with the next meeting is
set for 2.30 p.m. on l6th February 2023.

appropriate to cure the problem and as well as solve the need for Overdraft facility since

unutilized funds will be available.

25. There were loans that had been committed but undisbursed and the Government

continued to incur a lot of cost in commitment fees. The committee requested the

Controller ofBudget to submit a list ofthose loans.

4L Ao-Ltl ) o )lDATE

SIGNED

HON. ABDI SHURIE, M.P.
(CHAIRPERSON, PUBLIC DEBT AND PRIVATIZATION COMMITTEE)
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MIN/NO.NA/PDPC 12023 120.1 : PRELIMINARIES

'l'he Vice- Chairperson called the meeting to order at 3.00 p.m. and requested Committee

Chairperson Hon. Abdi Shurie, M.P, to lead the Commitlee in opening prayers. Next, the Vice-

chairperson invited the Committee members and the secretariat to introduce themselves afler
rvhich he invited the Ag. Director, Parliamentary Budget Office to make his submission.

M INiNO.NA/PDPC 12023 120.2: RESOLUTIONS UNDERPINNING FY 2023 124 MEDIUM
TERM DEBT MANAGEMENT STRATEGY,

During the presentation, the Committee was informed that:

l. The resolutions by the Committee should be unequivocal, binding and time bound to enable

the Committee achieve its mandate.

2. Article 201 ofthe Constitution stipulated thal burdens and benetits ofthe use of resources and

public bonowing was to be shared equitably between the cunent and future generations, and

required Parliament to legislate the terms on which the national govemment would bonow and

impose reporting requirements.

-1. Section 49(l) (b) ofthe PFM Act 2012, allowed the Cabinet Secretary for Finance to raise a

loan only if the loan and the terms and conditions for the loan were set out in writing and in

accordance with the debt management strategy of the national govemment over the medium

term.

4. Section 50(2 to 5) of the PFM Act 2012, provided the legislative underpinning for national

govemment borrowing, debt guarantees and also slipulated that Parliament was to provide

thresholds for the borrowing entitlemenls of the national govemment and County Govemments

and their entities.

5. Commitment fees arising from undisbursed loans could be addressed through proper projecl

appraisal, evaluation and approval mechanisms, unde(aken before Ioans are signed.

6. There should be a resolution on the desired / optimal debt mix between external and domestic

borrowing as well as in composition of both.

7. The role of Public Debt Management Olfice (PDMO) in Macro liscal indicators on which the

MTDS is underpinned was not clear raising concems on the assumptions used in designing the

Medium-Term Debt Management Strategy.

8. There was lack of independence of Debt Sustainability Analysis (DSA), which could

compromise the Debt Sustainability Indicators.

9. Over projection of economic growth and revenue could result in expansion of tlscal deficit in

the course of the year leading to more borrowing.

10. The MTDS had not provided a strategy on guaranteed debt to Counties. State owned

enterprises and other guarantees whose framework must be anchored in the MTDS.

I l. On resolution on the debt ceiling, the Committee could choose between a numerical figure or

a debt anchor tied to CDP or any other economic performance measure.

12. There was need for more transparency in public debt including obligations by sub-national

entities.

2



13. The was need lor the Committee to make financing resolution including providing External

Borrowing per Project, Program, and Vote as a Schedule of the report.

During the deliberations, it was noted that:

14. The proposal fbr include schedules for projects and programs to be financed by borrorving

would enhance oversight, accountability and transparency on issues such as spatial distribution

of projects f'unded by public bonowing.

15. That the liscal space allowed by the ceiling was less that Kshs. 600 billion and theretbre thc

2023 BPS would have to be amended to take this into consideration.

16. On Public Private Partnerships (PPP), it was noted that the strategy did not address risks

emanating tiom PPPs and a request was made lbr the submission of all the ongoing PI)l'

projects and associated Contingent Liabilities.
17. On list of external and domestic loans, it was recommended that these should be submitted pcr.

vote, programs and projects to enhance oversight and check fbr geospatial distribution.

l8.That a break down of loans to be acquired should be broken down to concessional, senti-

concessional. bilateral, sovereign bonds and domestic debt together with the attendant terms

and conditions prior to approving the linancing for FY 2023124.

MIN/NO. NA/PDP C 12023 120.3 ADJOURNMENT

There being no other business, the rneeting was adjourned at 4.00 P.M. with the next meeting lo
be held at 10.00 a.m. on 28tr' February 2023.

DATE....... hocu Ao2?

SIGNE,D

HON. ABDI SHURIE, M.P.
CHAIRPERSON, PUBLIC DEBT AND PRIVATIZATION COMMITTEE
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MIN/NO.NA/PDPC 12023 I 19.l : PRELIMINARIES

'I'he Chairperson called the meeting to order al 10i42. a.m. and requested Hon. Chege Njuguna.

M.P, to lead the committee in opening prayers. Afterwards, the Chairperson invited the Committee

members and the secretariat to introduce themselves.

MINA,IO.NA/PDPCl2023ll9.2z PRESENTATION BY THE PARLIAMENTARY BUDGET

OFFICE ON MACRO - FISCAL ENVIRONMENT UNDERPINNING THE 2023

MEDIUM TERM DEBT MENAGEMENT STRATEGY

During the presentation the Committee was informed that:

l. Economic growh was projected to reach 6.1 percent in 2023 up from 5.5 percenl in 2022.

Service Sector has been driving the economy indicating a continued shift from agricultural

activities to services.

2. Inflation rate had reached 7.6 percent in 2022 up from 6.1 percent in 2021 primarily driven

by tbod inflation fbllowing removal of subsidies and unreliable rainlall.

3. The Central Bank Rate (CBR) rose from 7 percent in November 2021 to 8.75 percent in

November 2022 and remained unchanged by January 2023.

4. Credit growth trend pointed to a gradual shift from Covernment to Private Sector with credit

to Government declining from 31.5 percent in January 2022 to 15.2 percent by November

2022, while credit to private sector increased from 8.8 percent to 12.5 percent during the

same period.

5. Month of import cover was repo(ed at 3.84 months reported as ofsecond week of February

2023 which was below the target of 4 months of import cover.

6. The Kenyan Shilling depreciated against the US Dollar from I 13.4 in January 2022 to 123.9

as of end of January 2023.

7. Ordinary revenue projection for FY 2023/24 was Kshs. 2.57 trillion, which represented a l7
percent increase in projected revenue collected relative to the expected collection of Kshs.

2.192 trillion tbr Financial Year (FY) 2022123.

8. Total expenditure as a share of Gross Domestic Product (CDP) was estimated to remain at

25 percent over the last decade as opposed to an average of 20 percent between 2007 and

2013. It was noted that interest payments for Kenya's public debt stock would continue to be

the primary driver oftotal expenditure. Interest payments had increased liom below 2 percent

of GDP to reach 4.5 percent oiGDP as of FY 2021122.

I)uring the deliberations it was noted that:

9. The projected economic growth of6.l percent underpinning the 2023 BPS may be unrealistic

given the challenges f'acing the country such as sixth round ofdrought, depreciating exchange

rale, high inflation, which presented downside risks to economic grolr4h outlook. There were

also concems raised that investments only in core sectors such Agriculture and Micro, Small

and Medium Enterprises (MSMEs) would not spur the envisaged economic growth.
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10. There were differing economjc growlh projcclions by different govemment agencies such

as National Treasury, Central lJank of Kenya (CBK) and Kenya National Bureau ol

Statistics (KNBS) dilfer and thcrcfore there was need to check on the realism of GDP

projections in use. World Bank projections on Kenya's economic growth were observed to

be realistic.

I I. The Parliamentary Budget Oflice (PBO) would continue to guide the commiltee in

reviewing economic gro"r4h projections provided by the National Treasury. It was

explained thal PBO publishes the PBO-Budget Options that provide alternative scenario to

those produced by the National 'l'reasury and the World Bank.

MIN/NO.NA.TPDPC 120231 19.3: PRESENTATION BY THE PARLIAMENTARY BUDGET
OFFICE ON THE 2023 MEDIUM TERM DEBT MANAGEMENT STRATEGY

During the presentation the Commitlee was informed that:

12. The lotal debl stock as of December 2022 was Kshs 9.15 trillion, comprising of Kshs. 4.47

trillion domestic and Kshs. 4.67 trillion external debt.

13. The projected fiscal deficit f<>r FY 2022123 was projected to amount 1o Kshs 833 billion
and would raise the debt stock to aboul Kshs. 9.42 trillion by lune 2023. Against the Kshs.

l0 trillion, this implied a financing room ofless than Kshs 600 billion forFY 2023/24.

14.Total debt service (as a percentage of revenue) had reached 47.9 percenl (Kshs 917.7

billion) as of J:une 2022, rising from 16.2 percent (Kshs 98.5 billion) in June 201 I .

15. That there was need to check lbr non-compliance to the approved borrowing mix of
domestic and external debt in the past Medium Term Debt Management Strategies

(MTDSS).

16. That, the proposed borrowing strategy for FY 2023124 proposed a mix of 65:35 in Gross

domestic borrowing to gross extemal borrowing, and a mix of 50:50 for ne1 domestic

borrowing to extemal borrowing.
17. The increasing Average Time to Refixing (ATR) of extemal debt signaled a reduction in

interest rate risk on extemal debt while the declining average time to refixing of domestic

debt indicated an escalation of the interest rate risk.

18. The Average Time to Maturity (ATM) of the total portfolio deteriorated from 9.1 years in
2020 to 8.8 years as at December 2022 and implied an increasing refinancing risk

exposure.

19. The Country had breached 3 out of the 7 debt sustainability indicators and was projected to

breach an additional indicator in 2024 indicating a high risk ofdebt distress.

Further. the following were the matters arising from the presentalion, that:

20. The projected deficit for FY 2023124 would amount to Kshs 720.1 billion and would result

in violation of the existing Kshs. l0 trillion public debt limit given that the fiscal space

allowed for less than Kshs. 600 billion fiscal dellcit.
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2l.Domestic interesl conlinued to exhibit elevated interest and refinancing risks and u,as a

driver of lotal debt service increase, which was projecled to reach Kshs 1.3 trillion in FY

2022123.

22. A review of the previous MTDS targets against actual performance demonstraled that over

the last few years, there had been an under achievement in the external borrowing target

resulting in over performance in domeslic borrowing and therefore the need to watch over

the cosls and risks arising from the end of year borrowing stralegy.

23. There was need to regulate the use of Domeslic borrowing and optimize use of
concessional and semi-concessional exlemal borrowing to prevenl further increases in cosls

and risks associated with the domestic debt portfolio.
24. Given the depreciation of the Kenya Shil)ing against the US Dollar which accounted for 68

percent existing external debt should have been addressed by the proposed 2023 MTDS
through hedging or procuring extemal debl in local cunency or use of a fixed rate at the

time of conlracting the debt in order to reduce exchange rale risk exposure.

25. The country's public debt levels had breached 3 of the 7 debt sustainability indicators and

was projected to breach the fourth indicator in FY 2023124 thus indicating increasing risk
of debl distress. There was need for strategies to bring public debt back to sustainable

levels.

26. The borrowing strategy did not provide the desired fiscal framework under the MTDS, and

in addition there was no express indication, in absolute numbers, what the 50 percent-50

percent net domestic and net foreign financing will amount lo.

27. Under the 2023 MTDS, there was no information provided on:

a. Undisbursed loans, date acquired, purpose of the loans, institutions affected,

reasons for non- disbursemenl and measures being laken to achieve full
disbursement and how have they been catered for in the strategy.

b. How risks and costs of undisbursed loans have been accounted for in the

Medium-Term Debt Management Strategy 2023.

c. Commitment fees paid on undisbursed loans and how this has been calered for in
r}ra ?n?1 trTnQ rt,irh .aoo.A ta ^^.r ^f L^-^'.';--

d. All entities and details of debt guarantees provided to both national and county

govemmenl entilies in the MTDS 2023 on loans guaranteed debt and whelher

these are guaranteed against sovereign assets.

e. How County govemment guarantees will be catered for in the debt management

strategy.

f. Non-performing loans to state corporations, their age, purposes, repaymenl plan,

currency and their impact on the fiscal framework and how the proposed MTDS
addresses them.

g. How the 2023 MTDS will address debt guaranteed to Kenya Airways and any

turnaround strategy to address the huge expenditure on the debt.
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h. How the Debt Managemenl Strategy will address Audit issues raised by the

Auditor General reports.

i. Transaction advisers involved in loan negotiations in the last five years to be

provided.
j. Public pafiicipation on the strategy which is a constitutional requirement under

Article 201 of the Constitution.
k. The most recenl lotal debt register (domestic and extemal) to back the status of

public debt stock.

During the deliberations the commiltee noted, that:

28. There was need to determine how the 2023 MTDS had addressed; a) queries raised by the

Auditor General in their performance reports, b) inter-generational equity and d) regional

distribution.

29. Given that 3 out of the 7 debt sustainability indicators have been breached so far and a

fourth indicator projected to be breached in the FY 2023124 there was increasing risk of
debt distress if the trend continues.

30. There may be over projeclion of some the variables used in the Debt Sustainability

Analysis (DSA) such as GDP, revenues and exports indicating a possibility of breach of
more DSA thresholds.

MIN/NO.NA,/PDP C 12023 I 19 .4 ADJOURNMENT

There being no other business, the meeting was adjoumed at 12.55 P.M. with the next meeting
set for 2.00 p.m. on 27'h February 2023.

+L
J{,, J JDATE

SIGIYED

HON. ABDI SHURIE, MP
(CHAIRPERSON, PUBLIC DEBT & PRIVATIZATION COMMITTEE)
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REPUBLIC OF KENYA

THE NATIONAL TREASURY AND ECONOMIC PLANNING

SUBMISSION BY THE PRINCIPAL SECRETARY, NATIONAL
TREASURY TO THE PUBLIC DEBT AND PRIVATIZATION
COMMITTEE ON THE 2023 MEDIUM.TERM DEBT
MANAGEMENT STRATEGY(MTDS)

Introduction

l. Hon. Chairperson and Hon. Members, allow me to thank you for
inviting us to this meeting to consider and deliberate on the 2023 Medium-Term
Debt Management Strategy. It is a great Honour to the National Treasury and
Economic Planning.

2. T\e 2023 Medium-Term Debt Management Strategy (MTDS) has been
prepared in accordance with the best practises to guide the public debt
management.

THE 2023 MEDIUM-TER]VI DEBT MANAGEMENT STRATEGY

a

(MTDS)

3. Hon. Members, it is my pleasure and honour to present the 2023 MTDS
which guides deficit financing forthe Financial Year2023/2024 and the projected
deficits in the 2023 Budget Policy Statement (BPS).

4. Hon. Members, the stock of public and publicly guaranteed debt grew
from Kshs. 8.03 trillion (61.60/o of GDP in PV terms) by end December 2021 to
Ksh 9. 14 trillion (60.0 % of GDP in PV terms) at end December 2022.

Public debt comprise:

a) Extemal debt Ksh 4.67 trillion and

b) Domestic debt Ksh.4.47 trillion.

5. The growth in public debt is attributed to extemal and domestic borrowing
and appreciation ofthe foreign currency exchange rate against the Kenya shilling
during the period under review.

Extemal debt comprise:



- Kshs. 2.21 trillion multilateral debts (47ok)

- Kshs. l.2l trillion bilateral debts (26%) out of which China accounts for

670/o and

- Kshs. 1.25 trillion comrnercial debts (27oA) with the Eurobond accounting

for Kshs 0.87 trillion (19%).

Domestic debt cotnprrse:

- Kshs. 3.71 triltion I'reasury-bonds (84%)

- Kshs. 0.67 trillion 'Ireasuly-bills (14%); and

- Kshs 0.09 trillion others (2%) mainly overdraft from central Bank of
Kenya.

6. Hon. Members, the proposed Financial Year 202312024 budget has a

fiscal deficit of Kshs 720. I billion (4.4o/o of CDI>) to be financed as follows;

a) Net Foreign financing
Out of which -
Cornmercial Borrowing
Programme loans

Project Loans & A-l-A
External Repayrnent

b) Net Domestic financing

Total

Kshs 198.6 bn

-Kshs 270 bn

-Kshs 65 bn

-Kshs 239 bn

-Kshs (476) bn

Kshs 521.5 bn

Kshs 720.1 bn

a

7. Hon. Members' the prcsent value of debt as a percentage of GDP is at 60

percent and projected to decline to 53.1 percent in Financial Year 2025-2026

under the fiscal consolidation programnie policy stance outlined in the 2023 BPS'

8. From a combination of debt stock of Kshs 9.14 trillion as at end December

2022 and projected net borrowing for the remaining part of the current year and

a fiscal deficit of Kshs 720.1 billion in the next fiscal year, public debt stock is

expected to surpass the Kshs. l0 trillion dcbt lirnit in the FinancialYear 2023-

2024.

9. The public debt is projected to be Ksh 9.413 trillion as at end June 2023

irnplying a borrowing space of Ksh 587 billion in the FY 2023124. The National
'lreasury has initiated the process of amending the debt ceiling from the numerical

number of Ksh l0 trillion to a debt anchor ol 55 per cent of Debt to GDP in
present value terrns. l'he Cabinet has since approved the amendment which will
be submitted to Parliarnent for approval after public participation to enable the

a
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National Treasury fully finance the budget deficit in the FY2023124 and the

medium term.

10. The ratio of the total debt maturing in one year as a share of GDP has been

gradually declining over time, thus reducing the refinancing and settlement risk.

The reduction is consistent with the current MTDS to minimize the stock of
Treasury bills relative to Treasury bonds.

I l. The redemption profile is characterized by large maturities of external
public debt in 2024 and 2028 which increases the refinancing and reseftlement

risks.

12. During the Financial Year 2023-2024, the International Sovereign Bond of
USD 2,000 million issued in 2014 will be falling due.

Table 1: Kenya Eurobonds maturity dates and amourts maturing

Name Maturity Date Amount maturing
(Kshs. Billion)

Kenya24 FY 2023-2024 254.16
Kenya2T FY 2026-2027 n4.37
Kenya 28 FY 2027-2028 127.08

'Kshs lo USD 127.0791 as at ld Mo?ch 2023

13. The National Treasury will implement Liability Management Operations
targeting the 2024 Euro bond maturity to smoothen the maturity structure of
public debt over the medium - term.

14. Hon. Members, in addition to the continued implementation of fiscal
consolidation, the 2023 Medium-Term Debt Strategy identifies key actions to
guide borrowings during Financial Year 2023-24 to 2025-2026. These include:

o Funding cost and risks optimization through a balanced allocation
(50:50) of fiscal deficit financing between domestic and external
sources. The optimal strategy allows for flexibility to adjust
depending on evolving domestic and intemational market
conditions;

. Use of long tenor Treasury bonds for refinancing of maturing
domestic debt and raising of new deficit funding resources along
with reduction in the proportion of short-term domestic debt
(Treasury bills). This will minimize refinancing risks and lengthen
the Average Time Maturity for domestic and total debt.

o Maximize use of concessional bonowing as opposed to commercial
debt.
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o Diverse ways of rnanaging maturities including establishment of a

Sinking F und to manage debt maturities.

15. l'he deficit financing mix of- 50 percent each from the external and

domestic sources aitns to achicve the fbllowing:

i. Interest payments as a ratio to GDP and the implied percentage interest

costs are proje cted to be rninimized in the rnedium term under this

strategy on account olnraxirnizing the use ofconcessional sources and

reduction in usc ol comtnercial borrowing fiom extemal sources'

ii. minimize rcfinancing risks by lengthening the total portfolio Average

Time to Maturity through issuance of longer tenor debt instruments and

use of concessional debt whose terms include longer maturities;

iii. The use of tlxed interest rate dcbt minirnizes interest rate risks in terms

of average time to relixing.
iv. The strategy promotes developrnent of the domestic debt market

through issuance of more medium to long tenor instruments as the main

source of domestic financing.

v. The strategy rnay be adjtrsted torvards either extemal or domestic

borrowing targets depending on prevailing rnarket conditions.

16. Hon. Members, sustainable debt is where the govemment is able to meet

its current and future debt payment obligations when due without compromising

on its other budgetary progrants and accumulating arrears. The December 2022

Kenya's Debt Sustainabitity Analysis (DSA) shows that;

. Public debt stock retnains sustainable but with high risk of debt

distress.

. Kenya's debt carrying capacity is medium.

o Low exporl growth has increased external debt vulnerability.

17. Public debt sustainability is projected to improve as a result of reforms

under the ongoing Extended Fund Facilityi Extended Credit Facility (EEF/ECF)

supporled by the IMF which embeds implernentation of the proposed fiscal

consolidation strategies for macroeconomic stabitity over the medium-term.

18. To pursue debt sustainability, the Government will optimize use of
concessional extemal funding sources, lengthen the maturity profile of public

debt through issuance of medium to long dated bonds and deepening the domestic

debt market to be able financing rnore of the budget deficits and reduce reliance

on external sources.

o

O
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19. Hon. Members, the Govemment is currently implementing reforms to

develop the domestic market. These include:

o Facilitation ofan electronic bond and bills auction;

o Implement a new Central Securities Depository (CSD) to enhance market

infrastructure;
o Separation of the retail and wholesale markets;

o Annual publishing ofthe Issuance calendar;

o Re-energizing and enhancing the effectiveness ofa horizontal repo market

and the securities lending and short-selling for key market participants
. Strengthening monthly stakeholders meeting and feedback

CONCLUSION

20. I thank you once agein, IIon. Chairperson and Hon. Members for giving
us this opportunity to engage with you on the 2023 the Medium-Term Debt
Management Stratery. The National Treasury and Economic Plaruring requests
for approval ofthe 2023 Medium -Term Debt Management Strategy and adoption
of the optimal strategr to fund the Financial Year 2023124 fiscal deficit. We
remain available to support the Committee when called upon during this approval
process.

t

a

DR CHRIS IC KIPTOO, CBS
PRINCIPAL SECRETARY/NATIONAL TREASTJRY

2ND MARCH,2023
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RESPONSES TO VARIOI.JS ISSUES RAISED

I would like to respond to the issues raiscd as foilows;

l. Delails on all undisbursed lotns, l e tcquired, purpose of the loans,

institutions fiffecled, re{,sons for notr-disbursemenl and measures being

taken to facilittrte full tlisbursement, tnd how this has be en oddressed under

the 2023 MTDS.

Response: Annex l.
'lhe 2023 MTDS takes account of the disbursements expected in the

hY2O23l24 and over the rnediurn teflIS as progralnme and project loans and

Appropriation in Aid (A.l.A).

2. How untlisbursed loons ore reJlected under lhe overall Stock of Debl

position

The Govemment contracts loans t}om Bilateral and Multilateral lenders to

finance projects and progranttnes that are rel'lected in the approved budget and

over the medium term. Disbursel-nents are in rnulti-year as projects require

time to be implernented. 'I'hese disbursements add to the debt stock and

projections are factored in tl.re scenarios considered in the MTDS.

3. How lhe tleht ,rranagement stroteg! u'ill address autlit issues raised by the

A udito r Ge n eral repo rts

The National Treasury will seck to implement measures that minimize costs

and risks in the public debt porrfolio to safeguard against loss ofpublic funds.

4. Detoits of transadion advisers involved in loon negoliations in the laslfive
yeors

Response - They have been procured in accordance to the Public Procurement

and Asset Disposal Act. (Anncx 2)

5, lYhether lhere are loans provitled antl guaronleed ogainst nalionsl slale

ossets or sovereign assets

There is none. Any loan that is guaranteed is through a guarantee instrument

that goes through parliament for approval and not against national state assets

or sovereign assets

6. How will the incretse in donestic debt servicing erpenclitures be addressed

by the 2023 MTDS.

a

I

6



In preparing the MTDS, all debt service including domestic debt service has

been taken into account to ensure that as the Govemment mobilizes resources,

it's able to pay for what is falling due.

7. How lhe proposed debt management strolegl provides for ony coun$
governmenl guaranlees

The main objective of MTDS is to minimize the costs and risks in the public

debt portfolio. The strategy will guide Counties when raising resources in

relation to borrowing.

8. The detoils of public participation on the strateg), this should include;
newspaper nolices, details of submissions received and responses.

It's the National Treasury considered opinion that formulation of MTDS does

not require the public on raising resources through borrowing. The people's
representation (Parliament) is assumed to provide enough representation. The
PFM Act,20l 2 states that the Public Debt Management Office will prepare the
MTDS and submit to Parliament. The National Treasury has been preparing
and designing the strategy whose implementation depends on the market
conditions.

9. The details of non-performing stote corporafion (SOE) loons - their age,
purpose, rcpayment plan, interest charged, currency, expected impact on

fiscol framework and how these hove been addressed in the 2023 MTDS

The loans to Kenya Electricity Generating Company and Kenya ports Authority
are performing while the loan to Kenya Airways is in default due to the

7
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governrnent travel bans during Covid - I9 pandernic that allected their operations.

The Cabinet approved the novation o1'the debt and the Govcrnrnent is scrvicing

the debt.

t0.What is lheJiscal sptce, under tha Kshs. l0 trillion tlebt ceiling, availoble to

finance the fiscal deficit intlicated under the 2023 Budget Policy Statemenl

Available Fiscal S ace for Borrolvin as at end December 2022

Fiscal deJicit including grontsfor Financial 720
Year 2023/24

However, the National Treasury has initiated the process of arnending the debt

linrit from numerical Iigure of Ksh l0 trillion to a debt anchor of 55 per cent

of Debt to GDP in present value terms. This has been approved by Cabinet

and the amendments will be subrnitted to Parliarnent after public participation,

to enable full financing of the budget deficit in theFY2023l24 and the medium

term.

o

1 I . Provide lhe most recent debt register

Response:(ANNEX 3)

l2,Provide the details on how commitmenl fees have been addressecl by the

2023 MTDS.

The projected commitnlent fees are paft of thc interest projections.

t3.Provide a full list ond detoils of debl guarantees provided to both notional
tnd county governntent cnlities

Response: (ANNEX 4)

l4.Provided details on how the 2023 MTDS will oddress debl guardnteed to

Kenya Airways and submit the turnaround slrateglt for lhe Airline.

I

{i

Kshs (Billions)
10,000I Statuto ublic debt ceiling
9,146) Drawn down Outstandin Public Debt

8543 Fiscal Space for borrowing (l-2)
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ANNEX 2: TRANSACTION ADVISERS

Source: National Treasury and Planning

Sovereign Bond
Issuance

Lead Managers/Issuer Counsels

Lead Managers
2018 Issue Citi Bank Intemational Counsel

J.P. Morgan . Allen and Overy LLP
Standard Bank Local Counsel
Standard Chartered Bank . Kaplan and Stratton

ISSUER (GoK) Intemational Counsel
. White & Case LLP
Local Counsel
.Bowmans

Lead Managers
2019 Issue JP Morgan lntemational Counsel

Standard Chartered Bank . Allen and Overy
Local Counsel
. Kaplan and Stratton

ISSUER (GoK) Intemational Counsel
. Clifford Chance
Local Counsel
.Anjawalla & Khanna

2021 Issue Lead Managers Intemational Counsel
M/s Citibank & NCBA Group
PLC Kenya

. White & Case Ll-P

M/s JP Morgan Securities
PLC & I&M Bank Ltd

Local Counsel

a Coulson Hamey LLP

rssuER(GoK) Intemational Counsel

Dentons
Local Counsel

a Hamilton Harris & Matthews
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ANNEX 4: Debt Guarantees Provided to State Owned Corporations

Kenya Alrways Unlted States 14 Nov 2017 Kenya Airways Guarantee USO 750,000,000 462,550,714 78,656,863,065

16 Nov 2010
Rehabilitation and Expansion of the
HvdroDower Plant Kindaruma EUR 78,200,000 1 1.730.000 1.539.741.969

Germany

3 Mav 2011
Rehabilitation and Upgrade of the
Geothermal Plant Olkaria EUR 60.000,000 22.963.113 3,014.259.939

24 Mar 1995 Mombasa Diesel Generatino Power Plant JPK 10.7'16.000 1.701.2U 1.569.923.019
3 Mar 1997 Sondu Mariu Hvdrooower Proiect JPK 6,933.000 1.860.067 1 .71 6.466. 1 07

20 Feb 2004 Sondu Miriu Hydro Power ll JPK 10,554.000 7 .785.675 7.184,605.314

23 Jan 2OO7

Sondu - Miriu Hydropower Poect Sangoro
Power Plant JPK 5.620.000 3.610,086 3.331.380.143

3'l Mar 2010
Olkaria 1 Unit 4 and 5 Geothermal Power
Proiec{ JPK 29,516,000 18.278.515 16.867,376.840

Kenya Electricity
Generatlng
Company

Japan

1 Jan 2021 DSSlJapan For Kencen Loans Phase I JPK 1.457.132 'l.344.638.539

1 Jan 2007 Mombasa Port DeveloDment Prooramme JPK 53.422.000 21.659.424 19.987.273.O44

9 Mar 2015 Kenya Port Develooment Proiecl - Phase ll JPK 64.232.000 30,966,193 28.575.541.204

1 Jan 2021
OSSI Japan-Kenya Po(s Authority (KE-
P25) JPK 407.213 375,775,616

Kenya Ports
Authorlty

Japan

1 Jul2021
DSSI Japan-Kenya Ports Authority (KE-
P25) -Phase ll JPK 452,395 417.468.782

Tx=Fotcign Cuiancy
'JPK: Jepanosa Yen

'JPK:rKSH=1OOO



PRESENTATION TO THE NATIONAT ASSEMBTY
PUBLIC DEBT AND PRIVATIZATION COMMITTEE

ON THE2023 MEDIUM-TERM DEBT MANAGEMENT
STRATEGY (MTDS)

WWW.CENTRALBANK.GO,KE

M
Ccntr.l Benk of Kcnya

Thursdoy, Morch 2,2023
Dr. Potrick N.loroge
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U Mocroeconomic Assumptions for MTDS 2023
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2021/22
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2023/24 2024125 2025126

Projection
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Bolqnce
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Percent ofGOP
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5.0
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3.6

The MTDS assumes that over the medium term, there will be
. Recovering economy with stable macroeconomic variables
. lmproving revenue collections
. Dec ining overall fiscal balance
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q Conclusions

lmproved oulcomes expecled in
lhe cosl ond risk of debt (reduced
retinoncing risks, lower debt to GOP
rolio, longer lime lo moturity).

Public debl lo remoin
rusloinoble, despile the current
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The MTDS ii oligned lo ongoing
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ond lowering debt costs

lmproved borrowinq terms
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explore new sources ol linqncing
such os green ond blue bonds.

MTDS objectives ore consislenl
with the key priorilies of domestic
debl monogement
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Alternolive Slrolegy ConsiderotionsT
MTDS 2023 considered four ollernollve sholegles

. Option | (Sl) - Biosed finoncing loword! more domeslic borowing: Thr"( 5lroiegy ossJmes o nel borrowrng oi 8l
percenl fiom domeslic ond l9 percenl lrom externol iources. Dornesl c borrow ng Treosury borids & Exler,ro
rhrougl' concessror-rol debl w lh nc commerc o Dorrow'ing

. Option 2 (S2) - Biosed linoncing loword! more exlernol debl The srrotegy osrume! nel f noncing mojor,y lro.n
exlernol commerc o sem-concessiono ond corrcer5ronol deb,l ol 60 percent exlernol ond 40 pelcenl will.
donreslic mq nly lronr Treosury bonds.

. Option 3 (S3) - Groduol lenglhening ol domestic debl molurity prorile; Thrs slrolegy ossumes t no.clng lhe llscol
cleiicit nTojorly lrom lhe .Jonresl c morket lvrtlr o nel domerlic finoncing ol 7l percenl ond 29 petcenl ftom exletnol
iources. The s1()legy () nrs (rl groduo y re(iuc ng 'he s'ock of Treosu.y b lt lo n orroge'efinonc ng risk crnd irsuing
n'recjlJm ong'er.Jr Treosury bo.ds. On tne exlerno bonow,lng ll ossumes thol lhe'olo1 irnoncing wil be irom
concess onol debl

. Option 4 (54) - Bolonced domeslic -exlernol linoncing sholegy:. The slrolegy e.rv !oges 50 percenl nel domerlic ond
exlernol borrowing iron-r eoch source. t wrl nrodlmise concess onol(DPOs) borrowlng whie commercro oebt w ll ile
roiled over The medrum lo ong term Treosury bond5 wrll be the moin source ol flnoncing from the donres|c morkel
Thit skolegy ollow5 lor flexrb hly rn finoncrnJ lhe delc I lrom both sources Under lhls slrolegy. the Governnrenl nroy
consrder ougr'renling ony oi lhe two soirr(;es dependrng oi domeslic ond.rxlernol morkel condilions
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Cosl-Risk Anolysis of Allernolive StrolegiesE

Riik lndicotors

.Nominql debl os percenl ot GDP

.Presenl volue debl os percenl ol GDP

lnlerest poymenl os pe.cenl ol GDP

lmplied interesl role (percenl)
De bl
mOlufing in
lyr
(percenl ol
tololl
Debl moturing in lyr I% ol GDP)

ATM Externol Porltollo (yeors)

Ref noncing risk.ATM Domeslic Porlfolio (yeors)

.ATM Tolol Portlolio (yeorsl

Inleresl rqte rsk ATR (yeorsl

.lebl rel ring n lyr (percenl ol lo1oll
F xed role debl lncl T bills {percenl ol
.totot)

-T brlls (percenl of lolol)
Fx rsk .FX debl os % ol lolo
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Deficit Finoncing under Allernotive Slrotegies (Billion Ksh.)

2023124

720.1

2O24l2s

711.5

202s126 2026127

Total Flnanclng 7yt.5 826.1

s1

Domestic (81%) 583.2 576.3 595.1 659.1

Foreign (19%) 136.8

288.0

r35.2 139.5

293.9

156.9

s2

Domestic (4O%) 28r'..5 330.4

Foreign (60%) 432.0 426.9 440.8

521.6

s3

Domestic (71%) 511.2 505.2

Foreisn (29%) 208.8 206.3 213.0

s4

Domestic (5096)

Foreign (50%)

360.0

360.0

355.8 367.3

357.3

413.0

355.8

495.6

586.s

239.6

413.0
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l. Introduction

The Office of the Controller of Budget (OCOB) is established under Article 228 of the

Constitution to oversee the implementation of the budgets of the National and

County Govemments by authorizing withdrawals from public funds as established

under Article 204, 206 and 207 of the Constitution. Article 228 (5) of the

Constitution requires the Controller of Budget (CoB) not to approve any withdrawals

from public funds unless satisfied that such withdrawals are authorized by law. The

CoB is further guided by the principles of public finance as articulated under Article

201 of the Constitution and the Public which require that public funds shall be used

prudently and responsibly.

This brief is prepared in response to a letter Ref: NA/PBO/CORR.3/2023

VOL.II(96) dated 23d February 2023 from the Office of the Clerk of the National

Assembly inviting the Controller of Budget to participate in the deliberations of the

Public Det and Privatization Committee in line with Section 33 of the Public Finance

Management Act, 2012 and the National Assembly Standing Order number 232.

This report provides insights on the management of debt service cost and in year

govemment liquidity as contained in the Medium-Term Debt Management Strategy

forFY 2023/2024.

3lPage
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2. Principles Guiding public Borrowing

Article 201 (a) states there shall be openness and accountability, including
public participation in financial matters;

Article 201 (c) states that the burdens and benefits ofthe use ofresources and

public borrowing shall be shared equitably between present and future
generations;

Article 201 (d) Public money should be used in a prudent and responsible

Regulation 183 of the PFM (National Government) Regulations 2015
provides Guiding Principles for National Govemment Borrowing.

a

way;

o PFM Act section l5(2) (c) over the medium term, the national government,s

borrowings shall be used only for the purpose of financing development

expenditure and not for recurrent expenditure;

o PFM Act Section 15 (2) (d) public debt and obligations shall be maintained at

a sustainable level as approved by parliament for the national government and

the county assembly for the county government;

o PFM Act Section 15 (3) short+erm borrowing shall be restricted to the

management ofcash flows, and in case of a bank overdraft facility, it shall not

exceed five per cent of the last recent audited national government revenue;

e PFM Act Section 15 (a) The National rreasury shall ensure that the level of
national debt does not exceed the level specified annually in the medium-term

national govemment debt management strategy submitted to parliament; and

a
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3. Public Debt Stock

As of 3lst December 2022, the Public debt stock stood at Kshs.9.17 trillion,

comprising Kshs.4.70 trillion dues to extemal lenders (51 .2 per cent) and Kshs.4.47

trillion dues to domestic lenders (48.8 per cent). The Public debt stock recorded an

11.8 per cent growth from Kshs.8.21 trillion reported on 30th December 2021,

attributed to new loans and the effect ofa depressed Kenyan shilling against major

curTencles.

4. Receipts from Borrowing

The government borrows both domestically and globally to support budget

implementation. The cumulative borrowing realized from domestic and extemal

sources between luly 2022 and January 2023 was Kshs.497.48 billion this forming

35.8 per cent of the annual estimates of Kshs.1.39 trillion (Table l). Given that the

7 months are approximately 58.3 per cent of the 12 months budget implementation

period, there is, therefore, a high likelihood that the government may not realize the

planned borrowing to implement the budget. This means that some programmes may

not be implemented by the year-end.

5. Debt Service Cost

The 2023 Budget Policy Statement estimates the fiscal deficit for FY?02312024 at

Kshs.720.1 billion (4.4 per cent of GDP). The deficit will be financed by net extemal

financing of Kshs.l98.6 blllion(1.2 per cent of GDP), and net domestic borrowing

of 521 .5 billion (3.2 per cent of GDP). The medium-term debt management strategy

paper notes that the debt service is highest in2023 coupled with spikes in2024.This

is majorly attributed to maturing short term govemment securities and maturities of

intemational sovereign bonds. This means debt service cost will be high in the year

2023 and 2024 (page 13 of MTDMS). In addition, in the past three years debt

5lPage
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carrying capacity has been downgraded from strong to medium while the risk of debt

distress has moved from moderate to high under the same period (oage t 5 of
MTDME.

From July 2022 to January 2023, the total debt service Qtrincipal and interest

repayment) amounted to Kshs.627.33 billion against an annual net estimate of
Kshs.l.39 trillion. This amount is 45 per cent of the net budget estimates,3g.l per

cent oftotal exchequer issues and 37.9 per cent of the total revenue realizedover the

same period (table I & 2). The debt service to revenue of 37 .g per cent of the total

revenue is above the IMF threshold of 18 per cent for medium Debt carrying

Capacity (DCC) countries. In terms of budget implementation, the government is

only left wirh 62.1 percent of total revenues to implement other govemment

programmes. out of the 62.1 per cent, the pFM Act requires 30 per cent to go to

Development expenditure, leaving only 32.1per cent for recurrent expenditure.

Table I shows the cumulative exchequer issues from July 2022 to January zo23 Fy
2022-2023.

In the first half of FY 2022123, the National rreasury paid commitment fees of
Kshs.680.03 million. These payments can be avoided to save the country from losses

and attain value for money on borrowing. The slow drawdown of the loans and

utilization has resulted in the implementing agencies needing to be fully prepared to

execute their programmes to be funded through these loans.

Table I: Ercheouer Receiots and Issues from Julv 2022 to Janta. 2023Fy 2022-2023ry

Bal?!lc. 0l .01 2r,2 5l 95r.60

Non-Tax Rcv.nuc
917 2336 52.0

Extcmsl t sns 6rd Crants 968.40 55.3
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Tot.l Rcvanuc

Soucc: OCoB

16,-77St 79.63

55.5726.25Totll RccuFcnt Io MDAS

45.0hrblic D"it

64.?52.0541.00Allowrnc.s & M

43.6r.r0Totrl CFS Erch ar l$ra!

16.7GOVERNMENTTOTAL ISSUES To NA

46.4I 768.30GRAND TOTAL
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Table 2: Excheo uer fssues towards oublic debt reoayment from July 2022 to Janua 2023 FY 2022-

2023

Sourcc:OC,R

Torrl 62132E511 829-13

6. Overdraft Facility

The overdraft facility is a temporary source of cash to fund the deficit in payments

of domestic debt instruments such as matured Treasury Bills. The Govemment

overdraft administered by the Central Bank of Kenya (CBK) is restricted to a

maximum of five per cent of the most recently audited revenues and is expected

to be paid offby the end ofthe financial year as specified in Section 15 (3) ofthe

PFMAct.

The overdraft limit for FY 2022123 was raised to Kshs.80 billion from Kshs.75

billion in FY 2021/22 and is charged an interest rate of 7 per cent per annum on

the amount outstanding at the end of each month. In the period July to December

2022,the total charge on the overdraft faciliry was Kshs.2.04 billion

8lPage

Ptc-1997 887 ,5s0,202.? 5

IMF Char8c CBK

T. Boad Inlcr6t 223 ,27 6.3 t7 .t21 .t0 3s.6

IMF Extcndcd Crcdit F cility

100.0
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7. Issues in Public Debt Management

7.1 Interest rate and exchange rate fluctuations

The interest rate risk affects the domestic debt more than the extemal debt as these

rates are usually higher currently at an average of 13 per cent and it is expected to

rise further if CBK increases its CBR rate to curb inflation. Since the yield on bonds

are market-determined it signifies higher interest rates. Although H.E the President

has insisted on borrowing rates not to surpass 10 per cent, the rates are market driven.

The shorter repayment periods of Treasury bills also means a higher risk.

Approximately 50% of Kenyan debt is denominated in foreign currencies with a

high proportion (>60%) denominated in US Dollars. The Kenya currency has

depreciated against the foreign currencies and for the US Dollar it has further

depreciated due to the strengthening of the US Dollar after the US Govemment

increased the interest rates in the USA strengthening the dollars against other

currencies. The country also imports more than exporting thus affecting the balance

of payments since Kenya is a net importer of goods and services. The more the

imports the more the forex outflows, further depreciating the local currency.

7.2 Liquidify constraints

Investor's preference for the shorter 9 1 -day paper has persisted in the recent past as

they seek to avoid duration risk. In addition, GoK has on several occasions failed to

raise adequate funds on the domestic market for T-Bonds, signaling a high duration

risk by investors.

Shorter maturity periods of loans mean more debt servicing at higher rates expected

sooner, piling more pressure on revenue growth as a large chunk ofrevenue collected

goes to debt servicing. The public debt payment is a first charge in the CFS payments

9



and thus inadequate revenue collection means more revenue going to debt payments

at the expense of the recurrent and development expenditures. This leads to a slow

growth of the economy. other global economic changes globally have also affected

economic growth; war in ljkraine has led to an increase in cost of fuel and

consequently led to increase in prices of goods and services, negatively impacting

growth in the country. All these factors and high debt service costs pile pressure on

the count4r's revenue basket. Refinancing these loans to a longer period means low

debt servicing costs over a long period of time will ease the pressure although in the

long-run the interest costs will be higher.

7.3 Liquidiry risk

Some of the cash call-up for the Treasury Bonds have not been funded on time. I
addition the National rreasury has not been disbursing funds towards pensions

monthly and lump sum in a timely manner. In addition, govemment has failed to

raise funds through rreasury Bills and Bonds and the M-Akiba bond. The MDMS

should establish why this has failed in the past and focus on addressing the

shortcomings. Financing towards domestic borrowing may be expensive due to

interest rates which is determined by the Central Bank lending rate. Further internal

bonowing risks crowding out borrowing by private sectors. It also faces the risk of
tle govemment borrowing its money through commercial banks where some

government institutions hold deposits.

l0



8. Policy Recommendations relating Public Debt Management

8.1 Establishment of a sinking fund

A sinking fund comprises money set aside or saved to pay off a debt or bond'

A country that borrows or issues debt instruments will need to pay that debt off

in the future, and the sinking fund helps soften the hardship of a large revenue

outlay. A sinking fund is established so the country can contribute to the fund

in the years leading up to debt maturity. The PFMA Act 2012 Section 50(8)

states that: "The Cabinet Secretary may, by regulations approved by Parliament,

establish such sinking fund or funds for the redemption of loans raised under

this Act by the National Assembly".

8.2 Fiscal Consolidation

Enhancing fiscal consoiidation by reducing budget deficits and debt

accumulation would be a necessity. In addition, measures are required to

enhance loan disbursements to curtail commitment fees annually.

8.3 Maintain Public Debt at sustainable level

On one hand, the short run domestic borrowing might be better than extemal

borrowing due to lhe volatility in the forex market. On the other hand, domestic

debt interest at the moment is unbearably high averaging above 13 per cent and

increased domestic borrowing increases the risk of crowding out private

investment and forex market. There needs to be regular review to balance the

risks.

8.4 Progress reports on capital projects

Regular progress reports on capital projects financed through debt financing to

enhance oversight. Currently many of the loan repayments cannot be traced to

existing proj'bcts.

ll



8.5 Securitization of pending Bills

The proposed securitization of pending biils presents a diremma; on one hand itwill solve the problem of pending bi[s, on the other hand it will create a new
headache by increasing the debt stock repayment of the new structured debt.
currently the country is required to service guaranteed debt by defaulting State
Corporations debts.

8.6 Borrowing by County Governments

All borrowing should be guaranteed by the National Treasury. County
govemments have been making locar arrangements by commercial t"nk, to g.t
short-term borrowing at a cost which is not budgeted for.

CPA Dr. Margaret Nyakang,o CBS
CONTROLLER OF BUDGET
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OFFICE OF THE CONTROLLER OF BUDGET^a\I '-a-) t
iocoB;

\/
Til: t)20 22 I l(168, 0738.166i2 I. 0rrrlU I 0000
lnuil: cobracohco.h/lntifadohco.li:
I\thute:u+iltirlb.ft.ke

Pbo
(le,@- tsLrrra House, l2 lloor

Ilaramhe Avcnuc

Po hx 356l6.ct0lN
Nairobi l(aryr

1't March, 2023o3 o3

L

Ref: COB/DBIIPL/ 002 N o1.l (5'1

Mr. Samuel Njoroge
Clerk of the National Assemb
Parliament Buildings
NAIROBI '!tr:,ff*

orl"slz-cre

\I

c)
n(Y

Dear Mr W$,
n 9A8't"iriSj O

RE: SUBMISSION OF DOCU HE PUBLIC DEBT AND
PRIVATIZATION COMMITTEE

Reference is made to your letter Ref: NA/pBo/coRR.3l2023 vol. II (96) dated
23d February, 2023 andthe subsequent meeting with the captioned commiitee on
28th February, 2023,1hereby provide the following information that was agreed
upon.

l. Analysis of the FY 2023/24 Medium-Term Debt Management straregy
(Annex I).

2. A list of loans signed for non-existing capital projects (Annex II)
3. commitment fees paid berween July 2022 and December 2022. A detailed

breakdown on the fees is with the National Treasury (Annex III)
4. A list of loans taken during the Fy 2ozll2o22 and utilization of the same as

highlighted in the Control Accounr for Fy 202 I -2022 (Annex IV).

Thank you for your continued support. Shoutd you require any clarification,
please do not hesitate to let me know.

Yours

NA r loi{AL

&t

CPA Dr. Margaret Nyakang'o CBS
CONTROLLER OF BUDGET

RFCI:

CLSITK'S OITF,ICE

r\SSEtylBLy
l\/EIl

Box 418,12. N

-il

Pronroting Prud(nt Lttilizotion of Puhlic Funds

o AIBOB'



ANNEX I

(a+
\/

THE REPUBLIC OF KENYA

OFFICE OF THE CONTROLLER OF BUDGET

ANALYSIS OF THE 2023 MEDIUM -TERM DEBT MANAG EMENT STRATEGY
E GUIDING PRINCIPL S FOR NATIONAL GOVERN NTAGAINST TH

BORROWING

The Medium Term Debt Management Stlategy (MTDMS), as articulated under Section 33(l )

of the Public Finance Management Act 2012, sets out the debt management strategy of the

national govemment over the medium term concerning i1s actual liability and potential Iiability

in respect ofloans and guarantees and its plans for dealing with those liabilities. Following the

Controller of Budget meeting wilh the National Assembly Public Debt & Privatization

Committee on 28th February 2023,lhe CoB was requested to review the MTDMS 2023 in line

with guiding principles for national govemment borrowing enskined in Kenyan legislation. In

line with the above, the Table below examines the 2023 MTDMS and gives the ocoB's

observations and recommendations.

Principles Guiding
Public Borrowing

Pagel
Paragraph

Observations Recommendations

I Article 201 (a)

states that there
shall be openness
and accountability,
including public
participation in
f,rnancial matters

General The MTDMS does

not state whether
the views of the
members of the
public were

sought during the

drafting and also
whether the
opinions given by
members of the
public were
considered in the

finalisation ol the
MTDMS 2023

We recommend having a
guiding framework for the
public participation Process
during the preparation and

approval stages of the

MDTS.

Further, we advise that
under the Annex of the

MTDMS, there needs to be

a summary tabulation of the

views given by members of
the public and those
considered in the
finalisation of the MTDMS.

2 Article 201(s) states

lhat the burdens and

benefits of the use

of resources and

public bonowing
shall be shared

Executive
Summary

Paragraph
10. page 3

The MTDMS
2023 aims to
minimise debt's
cost and risk by
maximising
concessional

In addition to the noble
strategy of lengthening
payment and servi cing of
debr. rhe MTDMS should
also ronounce itself that

117



Principles Guiding
Public Borrowing

Pagel
Paragraph

Ohservations Recommendations

equrtably between
present and future
generation

Paragraph
38, page 12

Paragraph
50. page l7
Paragraph
109, page 39
Paragraph
118, page 42

borrowing (23-40
years) whie
rolhng over
commercral debt
from external
sources. From the
domestic sources,
the MTDMS 2023
arms to lengthen
the maturity and

deepen the
domestic markets
by issuing
medium to long-
term debt
securities under
the benchmark
bond programme.

The MTDMS
tasks the Public
Debt Management
Office with the
role of edvising
borrowing
proposals
regarding
promoting sharing
of benefits and
costs of public
debt between
current and future
generations

ara h 118

the burden of debt will be

felt by the generatlon that
wrll benefit the most iiom
the services of the activrties
belng undertaken

Paragraph I l8 of the

MTDMS 2023 tasks the

Public Debt Management
Office to advise bonowing
proposals regardrng
rntergenerational debt
equity. We believe the
MTDMS being a strategic
paper, should pronounce
itselfon how this task of
intergenerational debt
equrty should be

undertaken.

l Paragraphs
82 to 98,
pages 26 to
34

The MTDMS has
provided four
altemative
financing
strategies to fund
fiscal deficits for
theFY 2023123

and medium-term
bonowrng. It has

also gone further
lo show how the
'optrmal'strategy
lbur was selected
lbr the medium

The following questions are

not answered when reading
the MTDMS 2023:
l. Wrth regard to
MTDMS 2021, what was

our achrevement and
variance from the target?
What lessons were carried
forward in the
implementation of the
MTDMS 2021 in terms of
forecasting to better the
MTDMS 2023 strategy?

PFMA 50(l) In
guaranteeing and

borrowing money,
the national
govemment shall
ensure that its
financial needs and

payment obhgations
are met at the lowest
possible cost in the
market. whrch rs

consrstent wllh a
prudent degree of
rrsk while ensurin

217



that the overall level
of public debt is
sustainable

Principles Guiding
Public Borrowing

Page/
Paragraph

Paragraph
1l

Paragraph
24

Observations Recommendations

term wrth a 50 per
cent financing
mrx belween
extemal and

domestlc
borrowrng aimed
at bflnging the
nominal debt as a

per cent of GDP
to 59.8 per cent at

the end of 2026

The MTDMS
2021 identified an

optimal debt
financing strategy
of extemal and
domestic
financrng of 27
and 73 per cent
respectively aimed
at bringing the
nominal debt as

percent of GDP
to 56.3 per cent as

at end of 2024

The MTDMS
2022 identified an
optimal debt
financing strategy
of extemal and

domestic
financing of 32
per cent
financing from
external sources
and 58 per cent
from borrowing
from the domestic
market aimed at

bringrng the
nominal debt as a
percent of GDP
to 63..{ percent as

at end of 2025

2. With regard to
MTDMS 2022, what was
our achrevement and
variance from the target at

half year (3 I st December
2021)? What lessons were

carried forward in the
implementation of the
MTDMS 2022 in terms of
forecasting to better the
MTDMS 2023 strategy't

3 It is also noted that
in the three strategies the
percent of external
financing is ever
increasing from 27 per
cent of the debt stock as

per MTDMS 2021.32per
cent ofdebt stock as per
MTDMS 2022, and 50
per cent of debt stock as

per MTDMS 2023. What
informed the shift every
year for the increase rn
extemal debt stock per
cent?

3l?



Principlcs Guiding
Public Borrowing

Pzgel
Paragraph

Observations Recommendations

PFMA50(a) The
guarantee of debt
shall be done in
terms of criteria
agreed with the
Intergovemmental
Budget and

Economic Council
and prescnbed in
regulations
approved by
Parliament

4 Paragraph
30
Paragraph
128

The MTDMS
2023, states that
guaranteed State
corporations'debt,
fiscal
commilments, and
contingent
liabrlitres wrll be

tracked and
assessed against
overall
sustalnabr lrty
levels
The MTDMS
2023 does not
state whether the
crrteria being used

in the guarantee of
debt was agreed
with the
Intergovemmental
Budget and
Economrc Council
as per Section 50
(4) of the PFM
Acl

We recommend that the
guarantee of State
Corporations and County
govemment Debt rn the
medium term should be in
line with Section 50(4) of
the PFM Act2012.

5 PFM(NG)R 201s,
183(l)(a) need to
ensure stability of
domestic financial
markets,

Paragraph
83

Non-
Performance on
Domestic
Borrowing The
govemment has
failed to raise
sufficient funds
through Treasury
Bills and Bonds
and the M-Akrba
Bond The
MTDMS should
indrcate why the
failure occurred rn
the past and
address the

shortcomrngs.
Frnancing towards
domestic
bonowing may be

We recommend that
strategies be put rn place
and be pronounced in the
MTDMS to promote
stability of the domestic
financial markets.
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Principles Guiding
Public Borrowing

Pagel
Paragraph

Observations Recommendations

expensrve due to
lnlerest rates
which are

determrned by the
Central Bank
Lending Rate
Further, intemal
bonowing rrsk,
crowds out
bonowing by the
pnvate sector. It
also faces the nsk
of the government
bonowing rts
money through
commercial banks
where some
govemment
institutions hold
deposits

6 PFM(NrG)R 2015,
I 83( I Xc)
determination of
thresholds of
borrowing rights for
both levels of
goverrument

Paragraphs
99 to 105,
pages 234 to
38

From paragraph
99 the MTDMS
2023 grves three
scenarios of
annual bonowing
Iimit assumption
Paragraph 105 (b)
of the MTDMS
2023 states that
the annual
borrowing limits
should be
maintarned below
4 per cent of the
GDP.

From the MTDMS
2023 is not clear
what the arurual
bonowing limit
strategy or
direction in the
medium term is.
even though rt
grves three
scenarios on the
sarne. Fu(her the
proposal "sfioirlr/

We recommend that the
MTDMS 2023 should
pronounce itself on the
annual borrowing hmit and
give a definite strategy in
the medium term.
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Principles Guiding
Public Borrowing

P agel
Paragraph

Observations Recommendations

,e" to limlt the
Iimit to 4 per of
the GDP rs not
definlte

7 PFM(NG)R 2015,
183(1)(d) use of
objectrve criteria for
evaluating natronal
govemment entities
or county
govemment
eligibility for
national govemment
debt guarantee; and

Paragraph
131, page 44

Counties to adhere
to fiscal
responsibtlity
principles as

prescribed in the

PFM Act. 2012

Pendrng bills have been the

new avenue for fundrng
County Governments, State

Corporatrons, and MDAs.
The MTDMS 2023 does not
give a strategy for
addressing this backdoor
method of financing
govemment functtons. We
recommend that MTDMS
provides a clear strategy for
solvrng the growrng burden
of pending bills and further
stopping non-conventional
methods of funding
govemment activities.

8 PFM(NG)R 2015,
1 83( I Xd) prudence
and equity in setting
limits for debt stock
levels for each
county govemment

Paragraph
130, page 4l

Borrowing lrmrts
for debt stock
levels for each
county
government were
not set.

Nonetheless, there
is no County that
has successfully
concluded receipt
of a guaranteed
debt since 2013.
There are reported
instances of
County
Governments
entering into
financing
arrangements with
local commercial
banks to address
some of their
operational needs.

We recommend that all
bonowing by County
Govemments should be
guaranteed by the National
Treasury whether they are

short-term, medium-term,
or long-term borrowing.

We recommend the
MTDMS 2023, also state

the limits for County
Govemments bonowing as

per Regulation 183(l )(d) of
the PFM(NG)R 2015.

9 PFMOTG)R 20r s,
188(l) All sums
borrowed under the
Act shall be
expended only on

General We revrewed the
Annual Public
Debt Management
Report for
Financial Year

We recommend that in the

rmplementation of the
MTDMS 2023. all actrvrties
funded by loans should be

tracked and a quarterly
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Principles Guiding
Public Borrowing

Pzgel
Peragraph

Observations Recommendations

the actlvities
included in the
approved estimates
of expenditure of
the national
govemment entities

202112022 and
observed that the
report shows the
sources of public
debt, types of
pubhc debts. and
structure of debt,
the National
Treasury should
also consider
reportrng on the
application of
public debt or
areas where debt
was applied and
the benefits
(accrued/ to be
accrued) to the
nalion in a set
time-frame.

report of the same should be
prepared by the National
Treasury on areas where
debt was applred, the
progress of rmplementatton
of the activities, and the
benefits (accrued/ to be

accrued) to the natron in a
set time-frame.

CPA Dr. Margaret Nyakang'o CBS
CONTROLLER OF BUDGET
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ANNEX II
, ":.tia::'-. ..rli lt.R.,tr,ri{'i,tj
i r' ;!t ii

i tr!l:, i

. .i.:

, t'i

1
2 01203s Arab Bank for Econ.Dev.ln

Africa

BADE Rongai Hospital Project 73170/2012 AC37/202/067 10,000,000.00 USD

2
201s009 Arab Bank for Econ.0ev.ln

Africa

BADE Cancer Care Treatment in Kisii Hospital 01/01/201s AC31l2O2l062 10.000,000.00 USD

3
2016030 Organisation of Petroleum

Exo Countries

OPEC Rongai Hospital Project 2210212016 AC37l202l063 5,000,000.00 USD

4
2017020 Saudi Development Fund SAD F Cancer Center at Kisii Hospital ou0r/2ot7 AC37l2O2/068 37,500,000.00 SAR

5

2017042 Exim Bank of China EXCH Kenya Nairobi Underground Electric

Power Oistribution Network in Kilimani,

Hurlingham, Ngong Road, State House

and Lavinston

7s/0s/2077 Ac 37 h99/O44 1,200,000,000.00 CNY

6

2017043 Exim Bank of China EXCH Kenya Nairobi UnderSround Electric

Power Oistribution Network in
Kileleshwa. westlands,Parklands, Ngara

and Riverside Area Proie

7s/0s 12077 AC 371r99/O45 68s,000,000.00 CNY

Total 1,947,500,000.00

Notes

1. Ronaoi ond Kisii Hospitol plroiects ore loons sianed ot different petiod usina two different osencies on the some Noiect ond disbursement hos not been done

2. Kenya Nairobi Underground Electric Power Distribution were signed under Exim bank of China with loan numbers 2017042 and 2017043. Kenya Power has not uilized this

facility as they are deemed not a priorit yet National Treasury has signed the Loan on behalf of Kenya Power. Clarification needed as to why the loans were signed and yet the
imolementing aqencies are considerinR it non-Drioritv. Has the loans been cancelled or are we still payinc committment fees on the same?



ANMX III
"B

D.bt Cat.gory

Ert.rnal D.b(
Br latcral

Multllateral
Commercral Banks

Su lrers Crcdrts

Sub-Totel E\tcrnal Dcbt
Domcstlc D.bt
Ccnrral Bank

Commercral Banks

Sub-torrl: B.ruLs
Non-banLs

Othcrs (Non-r csrdcnts)

Sub-Tot2l Donrestlc

Grand Total

Othcr Charges

Rcm z rLsTotal ExpcndilurcPcnaltics
p.id lirst

Othcr chargcs
paid/incurrcd

Commitmcnt
fccs peid

Intcrcst Paid
Principal Amourt

PridExchaqucr lssucsPrintcd Estrmatcs for
Fv2022t23

Kshs-Ks hs. KshsKshsKshsKshs.KshsKshs-
h=c+d+c+f+gfdcbI

178,554,31t,5E5378,301,s r6,956
't t,442,529 68,668,928,5485'7 4,5 | |I4,107,79 t,813 3 55 ,'799 ,50254,r33.320,r93

32,939,5 17,9010 t2,t47,590324,227,91912,057,t56,05220,545,9E6,339
I 3,5 6l ,1480 040,079 ,7 92,77 636,862,51t,212

0 ol
?6,955,865,1361

00 00
17t,564J l I,5855?4,511 97,lsr267680,027,42166,244,7 40,641I11,54 r,617,74517E,s64J l l,58s37EJ01,516,956

347,460,502,639223,5 t 0,788,864123 ,949 ,7 13 ,77 5347,460,502,6391,0 t 5,369,628,555
0

0 347,460,502,6390223,510,788,E64 0t23 ,949,7 t3 ,17 5347,460,502,639l,0 r 5,369,628,55s
0

0

347,460,502,6390 00L23 ,949 ,7 13,11 5 223,510,788,864347,460,502,639r,015,369,628,555
97,151,261 526,024,8t4,224574,51I289,755,529,504 680,027,42r235,491,531,520526,O24,814,224I,393,671,145,511
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OFFICE OF THE AUDITON-GE ENAL

E n h a nci n g Accou n t a bility

PRESENTATION BY THE AUDITOR.GENERAL TO THE NATIONAL

ASSEMBLY'S PUBLIC DEBT AND PRIVATIZATION COMMITTEE

DURING ITS MEETING HELD ON 28 FEBRUARY 2023 ON THE

MEDIUM.TERM DEBT MANAGEMENT STRATEGY FOR THE

FI NANCIAL YEAR 202312024

28 February 2023



The Chairman, Public Debt and Privatization Committee, Hon. Abdi Omar Shurie,

M.P.

Honorable Members of the Committee

A. lntroduction

1. We received your letter Ref: NtuPBO/CORR.3/ 2023 Yol. ll (97) dated 23 February

2023 on 24 February 2027 and Terms of Reference were that Auditor-General should

provide insight into the proposed borrowing strategy as well as proposals on reducing

the risks and costs of existing stock of debt in line with the Debt Management

Objectives.

2. We thank the Committee for giving the Office of the Auditor- General the opportunity

to provide our input (insight) in the proposed borrowing strategy and proposal on

reducing the costs and risks in line with the Debt Management Objectives for the

Financial Y ear 202312024.

B. Mandate of Auditor- General

Honorable Chair

Honorable Members

3. Article 249(3) bestows the following responsibilities to the Auditor-General as an

lndependent Office;

o protect the sovereignty of the people;

. secure the observance by all state organs of the democratic values and

principles;

. promote constitutionalism; t
4. We respond to this requirement through Article 229(4) of the Constitution of Kenya, O

which mandates the Auditor-General to audit the accounts of the National and County

Governments, National Assembly and County Assemblies, all Funds and authorities

of National and County Governments, accounts of all Courts, Public debt and all

institutions, programmes or projects funded by public funds. Article 229(6) further

mandates the Auditor-General to confirm whether or not public money has been

applied lawfully and in an effective way.

a
o
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5. Article 252 of the Constitution of Kenya, 2010 empowers my Office to:

o Conduct investigations on own initiative or on complaint by a member of the

public

. Carry out conciliation, mediation and negotiation

6. Consequently, the Auditor-General's mandate extends beyond just accounts

certification and is key in influencing the development of our nation by ensuring

delivery of high quality transparent and sustainable services that provide value for

money to the people of Kenya through an enhanced transparency and accountability

framework.

C. Medium-Term Debt Management Strategy

Honorable Chair

Honorable Members

7. Section 33 (1) of the Public Finance Management (PFM) Act, 2012 provides that on

or before the 15th February in each year, the Cabinet Secretary shall submit to

Parliament a statement setting out the debt management strategy of the National

Government over the medium term with respect to its actual liability and potential

liability in respect of loans and guarantees and its plans for dealing with those

liabilities.

8. Section 33 (2) of PFM Act, 2012 states that the Cabinet Secretary shall ensure that

the medium-term debt management strategy is aligned to the broad strategic priorities

and policy goals set out in the Budget Policy Statement (BPS).

9. Section 33 (3a-e) of PFM Act, 2012 further states that the Cabinet Secretary shall

include in the statement information in respect to the total stock of debt as at the date

of the statement, sources of loans made to the National Government and the nature

of guarantees given by the National Government, principal risks associated with those

loans and guarantees, the assumptions underlying the debt management strategy and

an analysis of the sustainability of the amount of debt, both actual and potential.

'l0.Section 33 (4) Within fourteen days after the debt strategy paper is submitted to

Parliament under this section, the Cabinet Secretary shall submit the statement to the

Commission on Revenue Allocation and the lntergovernmental Budget and Economic

Council and publish and publicize the statement.
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D. Auditor- General Not to Queetion Government Policy Objectives

Honorable Chair

Honorable Members

1 1 . Section 42 of the Public Audit Act, 2015 bars the Auditor-General from questioning

the merits of a policy objective of the National Government or County Government or

any other public entity.

E. Previous Audits on Public Debt

Honorable Chair

Honorable Members

Growing Debt Level

12.We have continually raised our concern over the growing level of publicdebt in Kenya.

The outstanding amount of public debt has increased over the years from Kshs.4,

801,416,851 ,482 reported in the year 2017120181o Kshs.8, 478,949,965,757 reported

in the year 202112022. This represents an increase of Kshs.3, 677,533,114,275 or

approximately 77o/o over lhe five (5) year period as tabulated below:

Table 1: Growth of Public Debt in the last Five Years

13.The outstanding amount of public debt of Kshs.8,478,949,965,757 represents 84.8%

of the maximum ceiling of Kshs.1 0,000,000,000,000 approved by Parliament through

Legal Notice No.89 of 26 May,2022 which provides that the National public debt shall

not exceed ten trillion shillings.

2017t2o',t8 2,403,899,102,184 397,5',17,749,298
?

4,801,416,851,482

2018120',t9 2,7 52,467,8/,0,668P,698,685,962,7 48 5,451 ,1 53,803,416

201912020 3,240J93,767,',t82
P

,'128,600,060,45'l 6,368,793,827,633

2020t2021 3,753,484,243,264
P

,635,219,144,950 157 ,2'19,741 ,914 7,545,923J30,128

2021t2022 4,076,028,476,708r ,257,564,79',t,323 145,356,697,726 8,478,949,965,757



14.The public debt expenditure has over the years accounted for over 85% of the

Consolidated Fund Services total expenditure. ln 2Q2112022, public debt expenditure

accounted lor 87o/o of the expenditure.

Previous Audit lssues on Public Debt

15. I have raised various issues pertaining to accountability and sustainability of public

debt expenditure. Section 50 (1) of the Public Finance Management Acl, 2012

requires that guaranteeing and borrowing of money must be done at the lowest

possible cost in the market and considering risks while ensuring that the overall level

of public debt is sustainable.

16. I submit annual financial audit reports on public debt expenditure. These are the

amounts sued to redeem or service current debt. We have also carried out two (2)

comprehensive performance audit reports on public debt sustainability.

o Effectiveness in the Management of Public Debt in Kenya in 2017

. Public Debt Servicing Activities in 2022

. Utilization of Commercial Loans in Kenya between the year 2O1O and 2022.

We are currently carrying out a Performance Audit on determination of borrowing

needs activities which I expect to issue before the end of this financial year.

17.The audits have revealed among other issues that:

There are no specific financial statements prepared to show the debt

position (Debt stock). Currently, the status of public debt is only included

as an annexure in the Consolidated Fund Statement of Expenditure.

Consequently, it is not possible to ascertain the amount redeemed and

current value and therefore the validity of the public debt expenditure.

There is nondisclosure of:

a) All obligations guaranteed by GoK in the statement of obligations

guaranteed by the government of Kenya. For instance, in the

financial year 2022, the government had guaranteed Kenya Airways

(Kshs.88.3Bn), KenGen (Kshs. 24.5Bn), KPLC (Kshs. 9.9Bn), Kenya

Ports Authority (Kshs. 33.58n) all totalling Kshs. 156.3 Bn

b) Loans and overdrafts, if any, held by other National and County

Governments entities
5



t.

VI

c) Other government liabilities or obligations such as pending bills/

accounts payable, pension arrears

The Government continues to pay commitment fees incurred on undrawn amounts

in respect of loans signed between the Government of Kenya and foreign lenders.

ln 202112022, a total of Kshs.1,486,813,083 was paid as commitment fees for

undrawn amounts. Had the implementing Agencies put proper mechanisms in

place to enable absorption of the committed credit within the agreed timeframes,

the payment of commitment fees would have been minimized. The National

Treasury, being the overall supervisor of Government Ministries, Departments and

lmplementing Agencies should ensure that programmes and projects are ready for

execution before committing the Government with the credits. We have also

recommended that key stakeholders be involved during pre-loaning. This will

enable stakeholders to be cognizant of the significance of some of the processes

and the importance of adhering to the agreed loan conditions.

The cost of domestic debt has become more expensive than the cost of external

borrowings. lnterest on internal debt for the financial year ended 30 June,2022

stood at 76% compared to that of external debt which stood at 24o/o of the total

finance costs, including loan interest, which is three times the cost of external debt.

We have recommended that the National Treasury put in place measures to guard

against the excessive internal borrowings which may have a negative impact on

the country's interest rates, inflation rates and may lead to crowding out of private

investors due to reduced loanable funds in the market.

There are dormanV non-performing loans where the recipients have defaulted on

the repayment obligations. Default on debt repayment exposes the Government to

risks of legal suits that may lead to punitive penalties and subsequent loss of public

resources. As at 30 June 2022, the portfolio of non-performing loans was at

Kshs.218.8 Bn.

Debt servicing is prone to foreign exchange loss exposure on payment of external

debt. We have recommended that the Government considers hedging

mechanisms on foreign exchange risks. This will help in reducing the risk

associated with fluctuation in the exchange rates between the Kenyan shilling and

lenders' currencies.

6



Proposed Audit Recommendations:

Proposals on reducing the risks and costs of the existing stock of debt in line with the

Debt Management Objectives may include the following: -

Enforcement of fulfilling the following conditions before signing new external debt:

(a) Acquisition of land and compensation

(b) Relocation of Utilities

(c) Timely disbursement of counterpart funding - (ring fencing)

(d) Updating and proper design studies and feasibility studies

(e) One project has several loans attached to it without clear Segregation and

utilization of funds is unclear.

(f) FX fluctuation rates, Variation of Prices, lnterest rates Establishment of Debt

Sinking Fund - in foreign currency (USD) to be used in debt repayment

(g) Signing new loans that are dependent on existing loan-funded projects that

have not been completed and handed over.

(h) Use of solid negotiation strategies that do not lead to large concessions

(i) Signing of new loans should be based on public need as opposed to supply

driven projects

O Non-drawn loans in the debt portfolio to be restructured or cancelled.

(k) Use of creditor procurement policies and methods is a problem

F. Conclusion

18. Debt Management is critical in ensuring that we minimize the expenditure and devote

adequate funds for development of crucial public goods and services that will spur

economic growth and development.

19. My Office will continue conducting audits on public debt through the annual financial

and compliance audits and periodic performance audits.

I thank you for this opportunity.

--#=---
Joyce Ndungu
FOR: AUDITOR-GENERAL

7

28February,2O23



RECEIVED
MEMORANDA



MEMORANDA
24th Feb(uory 2023

Io: Public Debl ond Privolizolion Commillee
Nolionol Assembly of Kenyo

From: Bernord Muchere
Froud Risk Monogemenl Consullonl
Emoil: muchereb@qmoil.com
Phone: 0722 88O 577

2 M dium-Ierm Debl Mono menl Slr

The Cobinel Secrelory/Nolionol Treosury in his foreword indicoted lhol lhe

Debl Monogemenl Slrolegy is oimed ol reducing lhe cosl ond risk linked lo

public debl.

ln lhe execulive summory of lhe 2023 Medium Term Debl Monogemenl

Skotegy, il is indicoled thol lhe public ond publicly guoronleed debl in

nominol lerms os ol end of December 2022 wos Ksh. 9,145.9 billion compored

lo lhe sloluiory public debt limil of Ksh. 10,000 billion.

Toword lhe end ol 2022, I exomined lhe public debl for eighl finonciol yeors,

2O14l2}l5 b 2A2l12022 bosed on ihe published records by lhe Cenlrol Bonk

of Kenyo ond the Nolionol Treosury whereby I esloblished lhol:

ln lhe eighl finonciol yeors, 2Ol4l2O15 lo 2021 /2022, Ksh.

5,362,366.308,605.00 developmenl expendilure eslimoles were sel oside in

ihe developmenl Appropriolion Acls (Budgel) lo finonce development

pro.iecls. This omounl comprised Ksh. 3.361 .204,6 49.773.OO iox revenue ond

Ksh.2,001,161.658,832.00 loon revenue (debt). All lhe loon revenue wos

exlernol debts. This meons only exlernol debls tololling Ksh.

I
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2,001,1 61.558.832.00 were oulhorised by lhe oppropriolion Acls (budgets)

enocled in the eighl finonciol yeors.

2. ln lhe eighl finonciol yeors, 2O1412015 lo 2O2\ /2022 public debl increosed

by Ksh. 5,100, I 22,026,000.00 (CBK dolo). The omounl comprised of Ksh.

3,157.605,870,000.00 ond Ksh. 2,942,515,156.000.00 exlernol debl ond

domeslic debts respeclively.

3. Bosed on porogrophs l&2 il oppeors Ksh. 1,156,444,21 '1.168.00 exlernol

debls ond Ksh. 2,942,516,156,000.00 domeslic debts tololling Ksh.

4,098,950,367,1 68.00 (public debls) were not outhorised by lhe

oppropriolion Acls (Budgels) enocled in lhe eighl finonciol yeors.

Therefore, Public debl oggregoling lo Ksh. 4,098,960,367,1 68.00 moy not

be linked lo oulhorised public projecls.

* The foregoing is guided under Seclion I 5(2) (c)& (3) ond section 50(3) of lhe

public finonce monogemenl (PFM) Act. 2012 which provides:

. seclion l5(2)(c) of PFM Acl 2Ol2', "over the medium lerm, the notionol

governmenl's bonowings sholl be used only f or finoncing development

expendilure ond not fot recunent expenditure".

. l5(3) of PFM Aci 2012'. Fot lhe purposes of subseclion (2)(c); shorljerm

bonowing sholl be restricled lo the monogemen'l of cosh flows ond in
nnco nf rr hanlz nwordrnfi fnaililrr il rh/tll h.tl avraorl fnra noraonl af lha

mosl recenl oudiled nolionol governmenl revenue.

. seclion 50(3) of PFM Act 2012; "the notionol governmenl moy botrow

. money onty lot the budgel os opprcved by Porlioment ond the

ollocolions for loons approved by Porllomenl".

4. ln the Public debl occounl under recurrenl oppropriolion Acts (Budgets)

follhe eighl finonciol yeors 2014/2015 lo 202112022, Ksh.

5,625,589,437 ,062.00 wos sel oside for repoymenl ol public debls yel debls

kepl increosing every finonciol yeor.

v{'"\1. \\a'
Y
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5. To miligole risks in public debl monogemenl the following fundomenlol

issues require lo be oddressed:

(i) The public debl registers Cleonsing.

(ii)Clossif icolion of public debt portfolio into Appropriolion-in-Aid loon ond

Revenue loon

(lii) Conversion of inveslor's loon inlo GOK loon under Public Privole

Porlnership conlrocls.

The public debl regislers Cleonsing.

6. The public debl regislers Cleonsing involves reviewing lhe loons included

'lherein lo esloblish lheir eligibility lo expunge the ineligible/inoulhenlic

loons. omong olhers:o cose in poinl is the Pre-1997 Governmenl Overdrofl

of over Ksh. 2l billion whereby every finonciol yeor over Ksh. l.i billion is

repoid in respecl of lhe principol, whereos overdrofls ore supposed lo be

cleored within lhe respeclive finonciol yeor. Olher coses noled ore where

loons ore signed ond interesl poid bul the loons ore yel lo be disbursed.

Clossillcollon ol public debl porllollo lnlo Approprlollon -ln-Aid (AlA) loon ond

Revenue loon

7. AIA loons meon credil purchose loons for the imporl/exporl of goods ond

services. These lypes of loons ore reloined by lhe lender lo poy lhe exporler

of goods ond services; hence ihe loons ore nol poid inlo 'the consolidoled

fund os required under Arlicle 206(1) ol lhe Conslilulion of Kenyo 2010. On

lhe olher hond, revenue loons ore poid lo the consolidoled fund.

8. The exlernol loon of Ksh. 2,001 . I 6 1 ,658,832.00 comprised of

I ,541 ,406,335.591 .00 AIA loons ond Ksh.462,587.218,141.00 Revenue loons.

This meons 77% of lhe exlernol loon wos reloined ond conlrolled by lhe

lender, ond only 23% wos poid inlo lhe consolidoled fund. Alongside the

exlernol loons were gronls oggregoting to Ksh. 382.592,862,97 4.O0

comprising of Ksh. 273,805.925.648.00 AIA gronts ond Ksh. 108,785,937,326.0O



revenue gronls. This meons 71 .556% of lhe gronls were reloined ond

conlrolled by lhe lender, ond only 28.5% wos poid inlo lhe consolidoted

fund.

9. The effecl of lhe AIA loons on public debls ond lhe economy entoils:

(i) The loons ore unconslitulionol os lhey ore in conlrovenlion of Arlicle

206(l)of lhe conslilulion of Kenyo 2010.

(ii) Lock of poymenl of lhe loon lo lhe consolidoled fund denies lhe

country foreign exchonge.

(iii) Repoymenl of lhe loons in foreign exchonge(which we did nol eorn

iniliolly) infloles both lhe principol ond inleresl.

(iv)The loons ore disbursed piecemeol whereos lhe inleresl is chorged on

lhe whole omounl.

Converslon ol lnveslor's loon lnlo GOK loon under Publlc Prlvole Porlnershlp
conlrocls

10. These ore conlrocls lhol ore inilioled os concession ogreemenl controcls

whereby lhe concessionoire (conhoctor) is required lo invesl his/her

money in lhe developmenl of on osset ofler which he/she operoles lhe

ossel lo recoup lhe inveslmenl lherein bul olong lhe woy concession

ogreemenl conlrocl is froudulenlly converled inlo o commerciol conlrocl

^^A /-t\v l-.^^^-^. ll.'a 1..

lhove submilled lhe memorondum in line wilh lhe odverl oppeoring in lhe

slondord newspoper for public porlicipolion in lhe 2023 Medium Term Debl

Monogemenl skoiegy.

4

Bernord Muchere
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Clerk of thc National Assembly

Main Parlamcot Bui.lding, First Floor

P.O Box 41842-00100

Nairobi.

24'r,Fcbrrr,rn'2023

RE: INSTITUTE OF PUBLIC FINANCE . MEMORANDUM ON THE 2023 MEDIUM TERM
DEBT STRATEGY

The Instirutc of Public Financc (lPF) is an indcpcndcnt think tank that furthers thc idcas of transparcncy,

accoultability and pubLic participation on public fnance managcmcnt.

IPF applauds r}c Public Debt and Privatization Committcc of the Nationd Asscmbly for crcating a window

for public participation on thc 2023 Medium Term Dcbt N{anagement Stratcgy (ir{TDS). This coincidcs urith

room for public paticipatioo or thc 2023 Budget Policy Statcmcnt (BPS) and therefore, there is nced for

collaboration l-itlr the Budget aod Appropriations Committee given the importancc of the two documents in

the defrning the frscal policy.

Our submissioo begins with a contcxtual analysis of issucs for coosideration by thc comminec aod then lists

key questions for considcration by thc comminee.

Contexrual Analvsis

The Intcrnatiooal Monetary Fund (IMF) in its Dccembcr Article IV report notes that slowed global aod

regiooal gowth, tighter externa.l financing conditioos and an appreciatiog US dollar, volatfity in

ioterortiond commodity priccs end elevated globa.l unccrtainties are arnong thc key challcogcs facing

poLicy makcrs. Takiag into accouDt these risks, it is hig!.ly likely that tlrc govcrnment \vill not meet its

exterod debt, leading to a dcviation from tlre proposed debt mix. The MTDS recognizes thcsc risks yct

setdes for 50:50 ratio of domestic to external debt a shift from the proposed mix of 68:32 in the 2022

\ITDS. This shift indicates aod inclination towards higher exteroal debt (trom 32o/o to 50o/o) and reduced

domestic debt ratio (68% to 507o). Furthermore, the 2021 lrfTDS indicatcd a 21:73 mil/. of external to

domestic det. This thereforc raisc questions on *rc assumptions that Public Debt l\{anagemcnt Oflicc

(PDNIO) makes in evaluating the debt management options as well as thc choice of strategics. This

argumeot is reinforced by fact that domestic borrowing has historically beeo above target, rvhile acrual

outrum for cxternal debt has been less than projected, as demonstrated in Table 1 on page 3 of the 2023
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ItlDTS. \ri4rilc t is possible that the deviation from the targer debt mi-r may have been caused by changing

markct conditions over which government lacks full controls, there still lacks clariry on the choice of debt

stratc5'ies, which keep changiog from IUDTS to anotier.

2. Patagraph 61 ideotifres rising interest tates in both the domestic and extcroal markets as a significaot risk

with adverse implications on clcbt sen'ice - limiting Governnreot's acccss to loog,term fuoding and

increasing refinaocing risk. The last 2 trITDS prolections hite spotlighrcd concessional loaos as countcr

measure to thc rising ioteresr rates. \lhile the Annual Borrowing Plan is oot yet developcd, it would be

impo ant to uodelstaod where the concessional loans will come from gurdcd by lecent history of leduced

acccss to concessional loans partly artributed to the lower-middlc incomc status of Kcnya's cconomy.

Uodcrperformance in cooccssional borrowing would push tbe government to more expeosivc commercial

debt.

3. A key assumption in thc 2023 NlDTS is that the govcrnment u,ill srick to its liscal coosolidatioo plan under

the current IMF supported program. The program has set ao ambitious plan of reducing the present value

of total public debt to 52.5 percenr il Juoe 2027 from 61.7 percent in )ur,e 2022. Similarly, the proposed

optimal strategy in the NfTDS promises to leduce presert value of tota.l pr:blic debt to 53.1 by cod of

2026. Additionally, the 2023 NfTDS recommends an aonual borrou.ing of 4 percent of GDP, whilc rhe

2023 BPS recommends a 4.4 percent net financing. However, the government has in past failcd to achieve

its fiscal de6cit target. Therefore, it would be imperative to understand the imp)ication of a deviation from

llscal consohclatron plan oo publc debt oumbels, espectally debt sustarnab rty. Lhe preseoted debt

sustainabiljty oumbers are from the IIVF, raisiog a question on whether the govcrnment cooducts its own

debt sustainability analysis.

4. The 2023 NITDS proposes debt for climate/nature swaps to finaoce watcr darrts investment/ funding

Programme. Such programmes propose to improve resilience vuithout triggedng frsca.l crises and without

compromising on development spending. However, (hey ale oot a universal solution for countries

struggling witl debt aod climate change and only complement othcr instnrments. Therefore, the

government should proactively maoage debt risks to reduce the country's debr vulnerabiljties.

5. One of the cootentious issues has been debt ceiliog, wirh proposals of a GDP anchor proposed in the

2023 NITDS. The proposal is glrded by the need to allow for Ilexibility and recogni non of the impact of

exogcnous shocks on debr and GDP. However, it is not clear on the proposed debt to GDP ratio in
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preseot value terms cspecially becausc Kcnya's debt has surpasscd thc rccommcndcd benchmark of 55

Perceot.

Key Questions

From tie forcgoing, below are our key asks on thc 2023 I\ITDS:

i. What assumprions guided the choicc of thc optimal debt strategy? And Vhat informs the choice of

the altcrnative stiatcgles for evaluation using the MTDS Analltrcal Tool O,{TDS AT)?

The MTDS docs not sufficiendy oudioc thc kcy assumptions that guidcd the choice of an optimal,

thetefore all thc assumptions madc should bc discussed io detail to improvc the 2023 MTDS aod for

enhanced treosparcncy on in government's dccisions on public debt.

ii. Whet srcasurcs will the PDMO pur in placc to cnsurc compliaocc with tlrc optirnal debt stratcgy?

in. Whar arc thc tatgct sources of coocessiond borrowing?

iv. Io tight of highcr fiscal dcficit rccornmcnded in thc 2023 BPS, what liaison mcchanism will the Pubhc

Debt and Privatization Committee put in placc to ensure there is proper coordination with the Budget

and Appropriatioos Comminee to rcturn Kcnya's publ.ic dcbt oo . sustairablc path?

v. What is thc recommended debt to GDP ratio in net present vdue tcrms? \J(/hat will guide detcrmination

of the anchor 5'ivco thc current levcl of public dcbt?

vi. Has thc govcrnmcot already secured dcbt for clioatc/naru.rc swaps to Eoancc water dams iovcstmcot/

funding programmc?

It is our hope that tlre issucs and concerns highlighted above will be coosidcrcd for enriching thc 2023

N{DTS. IPF is avai.lablc for further cladfication and discussioos on this submission at your convenicncc.

Sincerely,

James Muraguri

Chief Executive Officet

lnstirurc of Publ.ic Finaocc

,rrrLrnlori(ii rpft blrrrl.or kt'
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FOREWORD
The preparation of the 2023 Medium-Term Debt Management Strategy is in
accordance with the requirements of Section 33 (2) of the Public Finance

Management (PFM) Act, 2012 and the guidelines outlined in the Debt and

Borrowing Policy. The strategy underscores the public debt management

objectives over the medium term which aims at reducing the cost and risk linked
to public debt and is anchored in the 2023 Budget Policy Statement (BPS).

The Strategy is prepared to guide prudent public debt management, informing
the minimization of costs given the risks characteristics of the current debt stock

using the designed altemative borrowing strategies and the fiscal deficit
approved by parliament.

While preparing lhe 2023 MTDS, various altemative sources of financing were

considered in regards to the cost and risk associated with each altemative strategy

to arrive at the optimal financing strategy. Key elements include potential

funding sources from domestic and external debt capital markets and the

corresponding risks and costs.

Accordingly, the 2023 MTDS envisaged maximization of concessional and semi

concessional external debt while proposing liability management operations in

the domestic and in the intemational capital markets. The domestic funding
components will be through medium to long term bonds as the stock of treasury

bills is reduced to lengthen the maturity structure and to reduce refinancing risk.

The development of the domestic debt market is a precursor for accelerating

attainment of affordable, sustainable long-term financing for economic recovery.

This is in the context ofpursuing the objective ofa vibrant domestic debt market

as per Kenya's Vision 2030 and the Medium-Term Plan. In the same context,

sustainability of public debt depends on the commitment to pursue a fiscal

consolidation path and macroeconomic stability.

To augment public debt sustainability, the2023 MTDS re-iterates the importance

of stepping up reforms in the domestic debt markets to ensure more depth,

diversification and increased role of domestic debt market in meeting the

financing needs of Govemment. In tandem with the vision for a deeper domestic

v

I

$[cmFr



a,
'3

debt market, the National Treasury and Economic Planning through the hscal

agent and Capital Markets Authority, is implementing strategic debt market

reforms aimed at increasing domestic market efficiency. Deployment of a

modern Central Securities Depository (CSD) system that will automate issuance

and settlement of govemment securities processes at both primary and secondary

markets will be set by the fiscal agent, while the Over-The-Counter (OTC)

market trading platform to improve liquidity and price discovery and

complement the NSE role will be operationalized in collaboration with financial

markets institutions in Kenya.

Implementation of the Strategy will be closely monitored to ensure its smooth

implementation while maintaining public debt at sustainability levels.

\'-'
NJUNGUNANDUNG'U, CBS
CABINET SECRETARY/ THE NATIONAL TREASTIRY AND
ECONOMIC PLANNING
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EXECUTIVE SUMMARY

This strategy covers the perio dFY 2023124- 2025126 over which the optimal debt
portfolio will be achieved. The 2023 Medium Term Debt Strategy (MTDS) has

been prepared amid global economic slowdown caused by the effects of the
COVID-19 pandemic and elevated global inflation caused by supply chain
disruptions and monetary tightening in the United States.

The strategy is aligned to 2023 Budget Policy Statement (BPS) whose aim is to
support economic recovery through a growth friendly fiscal consolidation plan
aimed at slowing the public debt accumulation without compromising service
delivery to citizens.

The Govemment's plan in the fiscal year 2023124 and over the medium term is
to implement various priority economic policies, structural reforms, fiscal
consolidation plan and sectoral expenditure programs outlined in the 2023 BPS,
through a Bottom-Up approach for a socio-economic transformation, economic
tumaround and inclusive growth. The agenda is geared towards economic
turnaround and inclusive growth. Special focus will be placed on increased
employment, more equitable distribution of income, social security while also
expanding the tax revenue base, and increased foreign exchange eaming

The scope ofcoverage of this strategy is the existing debt stock, non-performing
guarantees, and the stated fiscal deficits in the 2023 BPS.

The Kenya's present value of public debt was at 60.0 percent of GDP of which
the domestic debt was 33.2 percent of GDP while extemal debt was 26.8 percent
of GDP. This is as per the IMF-World Bank debt sustainability analysis
conducted in December 2022 in collaboration with the National Treasury.

Public and publicly guaranteed debt in nominal terms as at end December 2022
was Kshs. 9,145.9 billion compared to the statutory public debt limit of Kshs.
10,000 billion as per the PFM (National Govemment) (Amended 2022)
Regulations, 2015. Total extemal debt was Kshs. 4,673.1 billion while total
domestic debt was Kshs.4,472.8 billion. The debt levels remain sustainable with
elevated risk of debt distress as per the Debt Sustainability Analysis (DSA) report
by World Bank and International Monetary Fund as atDecember,2022.

Preparation of the 2023 MTDS to guide borrowing in the medium term is in line
with the PFM Act 2012. T\e 2023 optimal strategy of the 2023 is to minimize
costs and risks through a net financing combination of 50 percent from both

x
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extemal and domestic sources. The strategy will maximize concessional
borrowing while rolling over the commercial debt from extemal debt sources.
From the domestic sources, the strategy seeks to lengthen the maturity and
deepen the domestic markets through issuance of medium to long term debt
securities under the benchmark bond programme.

The strategy will meet the govemment requirements while repaying its debt
maturities. The outcomes of the optimal strategy are:

$ESRET

I It results to the least Present Value (PV) of debt to GDP of 53.1 percent
in the medium term compared to strategy 1 at 54.9 percent, strategy 2
at 54.4 percent and strategy 3 at 54.5 percent.
Interest payments to GDP will improve from 5.3 percent as at end

December 2022 to 4.4 percent in the medium term. This is attributed to

maximization of concessional sources while commercial borrowing is

reduced, thereby leading to reduction in the cost of debt over the

medium term.

Minimizes refinancing risk by lengthening the total portfolio ATM as

a result of lengthening of external debt portfolio. This is attributed to

concessional terms that have longer maturities.

Minimizes interest rate risk in terms of average time to refixing.
Deepens the domestic bond market through issuance of more medium
to long term instruments as the main source of domestic financing.
It allows for flexibility in the borrowing plan to adjust either extemal
or domestic borrowing targets depending on prevailing market
conditions as it is more realistic.

11.

lll.

lv.

vl.

Implementation of the strategy will be monitored and evaluated closely to factor
any changes as they evolve based on market realities and fiscal adjustments.
Changes in global economic and market conditions may necessitate deviation
from the optimal strategy. Appropriate measures will be taken to align the
strategy to policy actions at the time.

xl
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I. INTRODUCTION

1. PFM Act2012, 'General responsibilities of the National Treasury' Section 12.

Provides that: (l) Subject to the Constitution and this Act, the National Treasury

shall- (b) manage the level and composition of national public debt, national

guarantees and other financial obligations of national govemment within the

framework of this Act and develop a framework for sustainable debt control; The

public debt management objectives as outlined in Section 62(3) of the PFM Act,

2012 are: (a) minimizing the cost of public debt management and borrowing over

the long-term taking risks into account; (b) promoting development of the market

institutions for Govemment debt securities; and (c) ensuring sharing of the benefits

and costs of public debt between the current and future generations.

2. The MTDS is prepared as required by as per the requirements of Section

33(2) of the Public Finance Management Act,2012. The 2023 Medium-Term Debt

Management Strategy (MTDS) outlines the strategies and initiatives to be

implemented by the National Treasury, the fiscal agent, and Capital Markets

Authority aimed at reducing costs and risks of debt management and borrowing.

development of domestic debt market institutions and pursuit of intergenerational

equity in costs and benefits ofpublic debt.

3. The 2023 debt management strategy covers initiatives to manage the costs and

risks ofthe current debt stock and projected debt service, and to minimize the costs

and risks of financing the fiscal deficits for the periodFY2023/24-2025126. The
deficits for the period are as proposed in the 2023 Budget Policy Statement (BPS).

The MTDS analysis takes into account the outstanding public debt and projected

debt service in the context of ongoing and projected macroeconomic environment

and the conditions in the intemational capital markets. Performing guaranteed debt

and other local debt are excluded from the proposed debt management strategies.

Debts excluded amounts to Kshs. 236.2billion which includes Kshs. l5l.lbillion
uncalled guaranteed debts, Kshs. 58.5 billion Govemment overdraft at CBK, Kshs.

12.8 billion Suppliers credit and Kshs. 13.9 billion Bank advances.

srcBFr
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Background to the 2023 Medium-Term Debt Strategy

4. Kenya is inthe process ofrecovering fromthe COVID-19 pandemic and grew

by 7.5 per cent in 2021 up from a contraction of 0.3 percent in 2020; and is

estimated to have grown by 5.5 percent in2022amidst global economic slowdown

occasioned by global supply chain disruptions associated with Russia-Ukraine war
in Europe. The economy is projected to grow by 6. I per cent in 2023 as the recovery
process gains momentum.

5. Owing partly to the ensuing global supply chain disruptions, Kenya's annual

inflation was 9.1 per cent by end December 2022 up from 5.7 per cent in December

2021. Inflation is projected to stabilize in the near term and converge towards the

target range of5 * 2.5 per cent. Kenya shilling exchange rate and interest rates are

projected to stabilize as inflation declines with the easing of global supply chain

disruptions. Exchange rate stability will be supported by recovery in remittances

inflow, and tourism as well as reduced import of capital goods. However, there are

downside risks to this projection associated with increasing prices of crude oil and

delays in full normalization of global supply chain.

6. Total revenue is projected at 17.8 per cent of GDP in the FY 2023124 while
total expenditure is projected to decline to 22.5 per cent of GDP inFY2023l24 on

account of planned reduction of the fiscal deficits.

7. Public and publicly guaranteed debt in nominal terms as at end December

2022 was Kshs. 9,145.9 billion compared to the statutory public debt limit of Kshs.

10,000 billion as per the PFM (National Govemment) (Amended 2022)

Regulations, 2015. Total extemal debt was Kshs. 4,673.1 billion while total

domestic debt was Kshs. 4,472.8 billion.

8. The December 2022 Debt Sustainability Analysis (DSA) indicates that

Kenya's public debt remain sustainable but government must reduce fiscal deficits
to reduce the rate of debt accumulation.

9. The next chapter reviews the costs and risks characteristics of public debt

followed by debt sustainability analysis, macroeconomic assumptions and key

risks, potential sources of financing, cost and risks of alternative debt management

strategies and the last section describes the strategy implementation work plan.

2
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II REVIEW OF COST AND RISK CHARACTERISTICS OF PUBLIC
DEBT

i. Review of the implementation of the202l MTDS.

10. The 2021 debt management strategy guided the borrowing strategies for FY

2021122 and in funding the borrowing needs of Government. The strategy sought

to address refinancing risks of the debt stock through gradual reduction of short-

term debt including repayment of Treasury bills and pad of extemal commercial

debt through liability management operations. The strategy envisaged

maximization of borrowing concessional and semi concessional extemal debt while

maintaining presence in the intemational capital market. The fiscal deficit was to

be financed through issuance ofmedium to long term debt (in both domestic and

extemal markets) to lengthen the maturity structure to reduce refinancing risk.

I 1 . In terms of gross borrowing, the extemal and domestic financing was to

account for 27 per cent and 73 per cent respectively. The gross extemal borrowing

targeted concessional, semi-concessional and commercial sources at l2 per cent, l0
per cent and 5 per cent respectively; while the gross domestic borrowing issuance

of medium- and long-term bonds including net repayment of treasury bills replaced

by treasury bonds during the period. Gross external borrowing would include USD

l, 000 million in new borrowing and USD 2, 000 million for liability management

operations.

12. Overall, actual borrowing mix outcome deviated from the projected?T:73

per cent extemal to domestic financing in the 2021 Strategy compared to the

achieved I 5:85 per cent extemal to domestic on account of volatilities in

intemational capital markets that prevented. As shown in Table 1 there were

deviations of actual borrowing mix against the202l MTDS.

Table l:2021 MTDS Te ets a inst borrowin outturn nt

Erternal

Domestic

MTDS
Actual
Deviation
MTDS
Actual
Deviation

57

58

-l
43
42
I

38
28

10
62
72

-10

28
l9
9

72
8l
-9

27
l5
t2
73
85

-12

3

Fv202 22Borroring sourte FY20t8/t9 FY20t9/20 FY2020nl

Sowce : National Tre asury
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13. The total net borrowing to fund the fiscal deficit was Kshs. 732.0 billion. The

net foreign borrowing was Kshs. 142.5 billion against a target of Kshs. 343.1 billion
while actual net domestic borrowing was Kshs.589.5 billion against a target of
Kshs. 678.1 billion. Extemal commercial borrowing was not actualized due to
elevated yields in extemal capital markets while the shortfall in domestic borrowing
was as a result of tightness of liquidity in the economy.

14. During the FY 2021122, the actual gross domestic borrowing was Kshs.

1,867.1 billion while gross extemal borrowing was Kshs.327.1 billion as at end

Jrne 2022. The actual outstanding domestic securities composed of Treasury bills
and Treasury bonds at 15 per cent and 85 per cent respectively.

1 5. The total actual gross extemal borrowing was only I 5 percent of total
borrowing against a target of 27 percent and was largely from concessional and

semi concessional borrowing from multilateral and bilateral sources in form of
program loans, project AIA and cash loans.

16. Under the 2021 MTDS, the actual gross external borrowing comprised of
concessional and semi concessional at 15.0 percent compared to 22.0 percent while
on the other hand, the government did not raise funds from commercial external

sources due to unfavourable market conditions arising from global economic
shocks (Table 2).

Table 2: Gross borrowing for FY202ll22

SECBTT

73.0

27.0

22.0

85.0

15.0

l s.0

Gross domestic borrowing
Gross external borrowing
o/w Concessional and semi
concessional

Commercial borrowing
Source: National Trcasury

1,867,145

327,059

327,059

5.0 0 0

17. The actual gross domestic borrowing inFY202ll22 was 85.0 percent of the

total borrowing compared to 73.0 percent as envisaged in the strategy.

4
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18. The total actual gross external borrowing of 15 percent was from concessional

and semi concessional sources. This comprised of disbursements from multilateral

and bilateral sources in form ofprogram loans and project AIA and cash loans.

19. Table 3 compares the costs and risks characteristics of the 2021 MTDS and

December 2022. There was an overall improvement in the risk characteristics of the

debt portfolio while that of cost slightly worsened.

20. There was an overall improvement in refinancing, foreign exchange and

interest rate risk. This is reflected by the decrease in the proportion ofdebt maturing

in one year as a proportion of GDP from 10.2 percent to 8.4 percent. The proportion

ofdebt maturing in one year as a percentage oftotal debt also improved from 14.8

percent to I I .7 percent.

21 . There was an improvement in the average time to maturity for domestic debt
from 6.9 years to 7.8 years indicating issuance of longer dated instrument in line
with the 2021 strategy while the debt denominated in foreign currency reduced from
51.3 percent to 49.0 percent showing a reduction in foreign exchange rate risk
(Table 3).

22. On cost characteristic, interest cost as a share ofGDP increased by 0.7 percent
from 4.6 percent in 2021 to 5.3 percent in 2022 (Table 3). This was partially
attributed to depreciation of the exchange rate, rising domestic and intemational
market interest rates and rise in stock ofpublic debt.

SECHFT
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Table 3: Review ofcost and risk indicators: 2021 MTDS against actuals as at December 2022

Source: The Nalional Treasury
* The Py and lhe nominal in the tqble above are the rcsult of the DSA conducted by IMF and WB in collaborqtion
vith the Nalional Treasury. However, the MTDS nominal and the PV of debt of 61.4 percent and 554 percenl
respectively excludes 2 percent composed of guaranteed debts, over draft, pre-I997 domestic debts, Bank advancel
supplies credit, in addition it excludes future interesl payment

Average terms of new external debt

23. New external debts average maturity increased to 25.9 years as at end June
2022 from23.3 years at end June 2021. However, the grace period reduced from
7 .4 years to 4.2 years during the same period. The weighted average interest rate
decreased to 0.8 percent from 2.1 percent in June 2021 (Table 4). The improved
borrowing terms reflect the government's strategy to maximise concessional
borrowing during the fiscal year. In addition, the govemment did not contract the
planned commercial debt.

6

ActualBaseline
Dec
2020

2021
MTDS End

December
2022

Deviation
(4-3)

Remrrk on deviation

Nominrl debt rs o/o of GDP 63.3 67.8 67.0 -0.8
Present vrlue debt 8s 7o of GDP 56.8 61.4 60.0* -1.4

debt to GDP increasing

Interest cosas rs 7e of GDP

4.4 4.6

5.3 0.7 Increased debt service
cost in domestic and

international debt
market

Debt maturing in
lyr (% oftotal dcbo 15.5 14.8 I1.7 -3.1

Dcbt maturing in
tyr (% ofGDP) ll 10.2 8.4 -1.8

ATM External
Portfolio (years) 1.2 10.8 9.8 -1.0

ATM Domestic
Portfolio (years) 6.3 6.9 7.8 0.9

Relinancing
risk

ATM Total
Portfolio (ycars) 9.1 9.0 8.8 -0.2

Reduced refinancing
risk- issuance of longer

dated domestic debt
and contracting

concessional loans
ATM external rcduced

due to short t€rm
commercial debt,2024

maturities-$2bn
domestic improved

ATR (years) 8.4 8.1 -0.28.3
Debt refixing in lyr
(% oftotal) 27.t 25.4 23.0 -2.4

Interest rste
risk

Fixed rate debt (%
oftotal) 86.9 87.7 87.2 -0.5

Partial improvcment in
interest rate risk

indicators

Foreign
erchsnge (FX)
risk

FX debt as % of
total debt 5l .3

49.0 -2.3 Reduced foreign
exchange exposure51.2

Rt.l lnrltcar,,r.
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ii. Review of 2022 MTDS

24. The2022 MTDS guiding the bonowings in FY 2022/23 aims at minimizing
the costs and risks through a net financing mix of 32 percent net borrowing from
extemal sources and 68 percent in net bonowing from the domestic debt market.

In gross terms, the strategy seeks to achieve 25 percent and 75 percent from external

and domestic sources respectively.

25. So far, the 2022MTDS has been under implementation for six months (July
to December 2022).Post facto analysis ofcosts and risks characteristics ofpublic
debt outcome in the subsequent financial year will inform the formulation of the

2024l}[[DS.

Table 4: Average Terms of New External Debt
Terms Jun-15

Averagc Maturity (years) 21.0

Grace Period (ycars) 6.4

Avcrage Interest Rate (o/o) 2.5

Source: The National Treasary

Jun-16

20.3

6.2

2.6

Jun-18

20.8

10.3

3.9

Jun-19

15.3

5.6

3.9

Jun-20

26.1

7.4

0.5

Jun-22

25.9

0.8

$E.GBET

Jun-17

17.6

4.5

2.6

Jun-21

23.3

7.4

2.1

7
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III. STOCK OF PUBLIC AND PT]BLICLY GUARANTEED DEBT

26. The stock of public and publicly guaranteed debt was Kshs. 9,145.9 billion or

USD 74.1 billion in nominal terms as at end December 2022. Out of that amount,

domestic debt was Kshs. 4,472.8 billion while extemal debt was Kshs. 4,673.1

billion (Table 5).

Figure 1: Nominal GDP, gross debt and Debt to GDP ratio (%) from 2003-2022

rTotsl Debt Stock rGDP -----Debt to GDP
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Source: The National Treasury

27. The analysis to inform 2023 MTDS considers a debt stock of Kshs 8,909.7

billion or USD 72.2 billion comprising extemal debt of Kshs 4,509.2 billion or USD

36.6 billion and domestic debt of Kshs 4,400.5 billion or USD 35.7 billion as at end

December 2022. It excludes Kshs. 236.2 billion of which Kshs. l5 I .1 billion relates

to uncalled guaranteed debts, Kshs. 58.5 billion Government overdraft at CBK,
Kshs. 12.8 billion Suppliers credit and Kshs. 13.9 billion Bank advances.

28. The stock of extemal public debt is composed of multilateral, bilateral and

commercial creditors. As a proportion of total extemal debt multilateral,
commercial debt (including intemational sovereign bond) and bilateral accounted

for 47.4t percent,26.5 percent and 25.8 percent respectively. (Table 5). As a

I Multilateral mmprises IDA./IBRD; ADF/AIDB and other muhilaterals

8
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percentage oftotal domestic debt Treasury bonds accounted for 83.0 per cent while

Treasury bills accounted for 15.0 per cent of GDP.

29. The stock of debt comprised of Treasury bills in tenors of 91,182 and364

days amounting to Kshs 671.5 billion, Treasury bonds of Kshs 3,710.6 billion, and

outstanding pre-1997 government debt of Kshs. 18.3 billion as at end December

2022.

Table 5: Public and Publi Guaranteed Debt in the MTDS end-December 2022

I. Domestic Debt (included in MTDS)
Treasury Bills
Treasury Bonds

Pre-1997 Govemment Debt

Sub Total
II. External debt (included in MTDS)

IDA/IBRD
ADF/AfDB
Bilateral
Multilateral
Commercial Banks

Intemational Sovereign Bond
Sub Total
III. Excluded from MTDS

Suppliers Credit
CBK Overdraft
Performing Guarantees

Bank advances

Sub Total
TOTAL DEBT Included in MTDS (I+II)
TOTAL DEBT (I+II+III)
Domestic
External

Source. The National Treasury and Central Bank o/ Kenya

671,509

3,7t0,622
18,344

4,400,475

5,443

30,076

149

3s,668

I 1,049

3,49t
9,tgs
3,403

2,3fi
7,t00

36,550

104

474

1225

tt2
1,915

72,217

74,132
36,2s4
37,878

l ,363,l9s
430,68s

r,134,465
419,876

285,073

87s,952
4,509',246

12,824
58,498

I 5 1,075

13,866

236,263
8,909,721
9,145,984
4,472,839
4,673,145

30. As at end December 2022, the guaranteed debt by the Govemment to Kenya

Ports Authority (KPA), Kenya Electricity Generation Company (KenGen) and

Kenya Airways (KQ) amounted to Kshs. 1 5 I .1 billion (Table 6).

SEfr$IF7
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Table 6: Outstand Government Guarrnteed Debt nd-December 2022

Kenya Electricity Generating Company
Kenya Ports Authority
Kenya Airways
Sub-Total Un-Called Guarantees

Souce: The Nalional Trearury

36,568

35,850

78,657

151,075

296.4

290.6

637.5

1224.s

llt ttt ltci:trr I rrtrtr h\ll (rrrillirrrrr) I \l) l\lillirrrrrt
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Iv. COST AND RISKS ANALYSIS OF THE EXISTING PUBLIC
DEBTPORTFOLIO

31. This section analyze the cost and risks characteristics of existing public

debt portfolio as at end December 2022, to assess the costs and risks and to

design the optimal borrowing strategy that minimizes costs and risks over the

medium term.

32. The Kenya's present value ofpublic debt was at 60.0 percent ofGDP ol
which the domestic debt was 33.2 percent of GDP while extemal debt was 26.8

percent of GDP. This is as per the IMF-World Bank debt sustainability analysis

conducted in December 2022 in collaboration with the National Treasury.

33. The scope of the MTDS covers outstanding debt of Kshs. 8,909.7 billion
comprising of domestic debt of Kshs. 4,400.5 billion and extemal debt of Kshs.

4,509.2 billion (Table 7).

34. The total interest payments as a percentage of GDP as at end December

2022, was at 5.3 per cent comprising 3.9 percent for domestic debt and 1.4 per

cent for extemal debt. Interest payment for the domestic debt remained high

almost triple the level paid on external debt even though their respective stocks

are the same. This difference reflects the high interest rates on domestic debt

due to shallow domestic debt market attracting minimal capital inflows.

35. The overall debt portfolio re-financing risk indicator improved during the

fiscal year as stock of Treasury bills decreased and more borrowing on

concessional terms in line with debt management strategy. The proportion of
debt maturing in one year as a percent of total debt improved to I 1.7 percent

from 14.8 percent in 2021 whereas debt maturing in 1 year as a percentage of
GDP improved to 8.4 percent from 10.2 percent in the same period (Table 7).

36. Average Time to Maturity was at 8.8 years as at end December 2022 as

compared to 9.0 years in2021.

ll
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37. The Average Time to Refixing (ATR) for total debt was 8.1 years in
December 2022. The share of debt refixing in I year was 23.0 percent while
share of the fixed rate debt was 87.2 percent during the same period (Table 7).

Table 7: Cost and risk indicators for eristin debt as at end December 2022

Ri!k Indic.ton

Amount (in millions of KSH)

Amount (in millions of USD)

Nomin.l d.bt rt p.rc.nt ofGDP

PV !s p.rccnt ofGDP

Cort ofd.btr lnterest payment as pcrcent ofGDPr

Wcighted Av. IR (percant)

Rcfinrnciog rkk ATM (ycars)

D.bt maturing in lyr (percent oftotal)

Dcbt maturing in lyr (pcrcent ofGDP)

Ilt.r.st r.t. rirkt ATR (ycars)

Dcbt rcfixing in llr (pcrcent oftotal)

Fixcd ratc debt incl T-bills (pe.ccnt oftotal)

T-bills G)ercrnt of total)

FX risk FX debt (pcrcent oftotal deb0

ST FX dcbt (perccnt of reserves)

Source: The National Treasury

Eracrnrl d.bt

4,613,145

31,878

34.4

26.8

1.4

3.9

9.8

5.1

1.9

8.4

27 '0

75.3

0.0

DomG.tic d.bt

4,412,839

36,254

32.6

33.2

3.9

I1.4

1.8

18.7

6.5

1.8

r 8.7

100.0

15.3

Tot.l d.bt

9145,984

14,t32

67.0

60.0

5.3

7.6

8.8

I1.7

E.4

8.1

23.0

87.2

7.4

49.0

23.9

38. The maturity structure of domestic debt improved during the period under

review. Govemment domestic debt securities falling due within a year

decreased from 25.9 per cent in December 2021 to 19.5 per cent in December

2022 while instruments with over I I years remaining to maturity improved to

40.9 per cent in December 2 022 from 30.7 per cent in December 2021 following
successful issuance of medium to long-term bonds aligned with the objective of
lengthening the maturity profile (Table 8).

t2
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Table 8: Domestic Debt Maturi Profile uivelent

Irss tban one year 8,734 25.9 6,963 19.5

2 to 3 years 4,263 12.6 3,598 l0.l
4 to 5 years 2,616 7.8 3,1 19 8.7

6 to l0 years 7,740 23.0 7,401 20.8

Above ll yeers 10,355 30.7 14,587 40.9

Total 33,707 100.0 35,668 100
Source: The National Treasury

39. The maturity of domestic debt is highest in2023 majorly due to maturing

short term govenrment securities. The repayment structure is relatively smooth

except for spikes in 2023,2024 arrd 2028 due to maturities of international

sovereign bonds. The overall public debt redemption structure as at end of
December 2022 is shown in Figure 2 below.

F re 2: Redem ton rofile as at end December 2022 hs millions

Source: Nalional Treaarry and Central Bank of Kenya

40. As at December 2022,49.0 percent of total public debt is in foreign

currencies and thus exposed to foreign exchange rate volatility risk. The major

crurencies in the external debt portfolio are U.S. dollars at 68.1 percent; Euro

at 19.8 percent; Chinese Yuan at 5.4 percent; Japanese Yen at 4.2 per cent;

Great Britain Pound (GBP) at 2.3 percent while other currencies account for 0.2

percent (Figure 3).
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Figure 3: Currency Composition of External Debt, End-Decemberr2022.
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V. DEBTSUSTAINABILITYANALYSIS

41. Kenya is rated as a medium performer in terms of Debt Carrying Capacity

(DCC) with high risk of debt distress. This was as a result of Covid-I9 global

pandemic contributing to slowdown of economic growth and worsened by high

inflation and supply chain disruptions due to the Russia-Ukraine war.

42. The World Bank and IMF uses a Composite Index (CI) to measure a

country's DCC. The CI is computed using the World Bank's Country Policy

and Institutional Assessment (CPIA), real GDP growth, remittances,

international reserves and world economic growth. Kenya's current assessment

shows that the CI is at 3.02 compared to the previous assessment of 3.03

reflecting a weaker outlook of the global growth and a lower projected path of
import coverage of reserves.

43. As shown in Table 9, Kenya's DCC was downgraded from strong in20l9
to Medium in 2020 to 2022. Kenya is also ranked as being in risk of debt

distress. The risk rating rose from low in20l7 to high since 2020.

Table 9: Ken 's detlt risk levels and debt car ln ca

Source: National Treasury & IMF country reports

44. The downgrade from strong to medium performer resulted to lower

external debt and total public debt thresholds (Table I0).

External Debt Sustainability Analysis

45. The external DSA demonstrates that the Present Value (PV) of extemal
debt to GDP ratio is below the 40 percent sustainability threshold throughout
the projection period. The debt service to revenue ratio breaches the threshold
in 2024 due to the upcoming intemational sovereign bond repayment.

t5
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Medium Medium
Debt carrying
capacity Strong Strong Strong Medium

Moderate Moderate High Hish Hieh
Risk ofdebt
distress Low

20t7 2018 t,,
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totb 2020 2021 2022



SE:&t?[r

Table 10: Thresholds and Benchmark

Extemal Dcbt
Thresholds

Total Public Debt
thresholds

PV ofdcbt in % ofExports

PV ofdcbt in % ofGDP

Debt service in o/o of Exports

Debt service in 7o ofRevenue

240

55

2t

lE0

40

l5

IE

Pv oftotal public debt in % ofGDP 70 55

Source. IMF country reports

46. However, the PV of extemal debt-to-exports ratio breaches the threshold
until 2025. Nevertheless, it is projected to break-even in 2026 as exports
recover. The debt service to exports ratio remains above the threshold due to the
international sovereign bond maturing in 2024 and the rollover of extemal
commercial loans coming due in 2025.

Table 1l: Ken 's External Debt Sustainabili Anal ls

Source: National Treasury & IMF country report

47. The assessment ofPV of extemal debtto exports and debt service to export
indicate that subdued growth in exports has increased debt vulnerabilities. This
is more evident in2024 which coincides with high debt maturities. Therefore,
there is need for implementation of development policies aimed at improving
Kenya's export sector. The Govemment may explore liabilify management
operations to manage the refinancing risks in 2024.

16
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25.0PV of PPG .tternrt dcbt
to GDP rrtio

40 26.6 26.8 26.1 25.6 25.1

t'l5.4PV of PPG erternrl debt
to erport rrtio

180 221.5 208.6 195.9 t E6.5 179.8

29.6 2t I 19.2 15.8PPG debt scrvicc to
crport r8tio

15 22.6 20.5

tz.6IE t5;l 15.2 22.3 16.5 15.2PPC debt service to
revenue rltio

l rli(xtrrr\ I hrtrhokl. 2{)lt lo:J !r,2.t l0:5 10:6 :02?
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Total Public Debt Sustainability Analysis

48. The PV of debt to GDP ratio is projected to remain above the 55 percent

benchmark until 2025 (fable l2). To maintain debt at sustainable levels, the
Govemment is pursuing a fiscal consolidation path by broadening the tax
revenue base and minimizing non-priority expenditures.

Table 12: Ken 's Public Debt Sustainabili Ana ts

Source: National Treasury & IMF country report

49. Public debt sustainability indicators are projected to begin improving in
2026 after settlement of major maturities n 2024, 2025, and 2026 couple with
anticipated recovery in exports sector as global economy recover from 2020
COVID-I9 pandemic effects and shocks to global supply chain, as well as

implementation of the ongoing fiscal reforms under the EFF/ECF program.

50. The Government will continue to optimize use of concessional funding,

lengthening the maturity profile of public debt through issuance of medium to
long dated bonds and deepening domestic debt market.

51. Additionally, it should be noted that although Kenya's public debt
continues to be sustainable, annual borrowing limits (fiscal deficits) must be
reduced to limit the rate of accumulation of public debt.

t7
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55.9 54.0 52.5PV ofdGbt-to-GDP rDtio 55 5t.? 60.0 57.E

289.6PV of public debt-to-revcnue rnd grrnts
rrtio

nlt 3 53.1 340.4 332.5 310.9 301.0

54.5 49.9 43.9Dcbt scryicc-to-rcycnue rnd grrllts ratio llr, 52.0 57.0 62.7
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Vt. MACROECONOMIC ASSUMPTIONS AND KEY RISKS
IINDER THE 2023 BUDGETPOLICY STRATEGY (BPS)

^) 
2023 BPS Baseline Macroeconomic Assumptions

52. The2023 MTDS is anchored on the macroeconomic assumptions outlined

in the 2023 Budget Policy Statement (BPS) as summarized in Table 13.

53. The 2023 BPS is anchored on Govemments development agenda on the

Bottom-up Approach that is geared towards economic tum-around and inclusive
growth. In the FY 2023124,the economy is projected to grow by 6.1 percent, an

improvement from the projected growth of 5.8 percent intheFY2022/23. This

growth will be supported by Govemments priority prograrnmes outlined in the

fourth Medium Term Plan of Vision 2030.

54. Growth is projected to remain above 6.1 percent over the medium - term

supported by the Govemments Economic Recovery Strategy geared towards

economic tumaround and inclusive growth through increased employment,

more equitable distribution of income, enhanced social security and expansion

ofthe tax revenue base.

Table l3: Baseline Macroeconomic Assum tions

l8

$[0ffirr

66.1 6.2 6.1Real GDP percent 6.53.q 5.8

GDP Defletor percent 5.q 6.2 6.9 s.8 4.8 5.9

5.8 5.0 5.q 5.0Inflation percent 6.8s.1 7.4

r8q 18.3Revenue percent ofGDP rs.q 17.3 t7 .4 17.8 17.8

24.4 23;l 23.4 22.5 22.C 2l.q 22.3Erpenditure percent of GDP

(3 6l (3.6)Overell Fiscrl Bslence percent ofGDP (8.21 (6.2) (5.7) (4.4" (3.e)

(3.81 (l 6) (l.l) 0.3 0.1 0.'1071Primary Budget Balance percent ofGDP
3,231.t 3,ffi9.q4,tes.2Revenue [Ghs Biltion l,8o3.q 2,lee.8 2,528.8 2,894.9

2,76931 3,027.8 3,394. r 3,663.1 3,991.9 4,4s7.q s,089.9Erpenditure [.shs Biltion
(es0.2x (747.8) (833.8) (720.r) (71 l.s) (734.61 (826. r)Overall Fiscal Balance fshs Billion

Primary Budget Balance fstu Billion (434.t1 (207.2) (1s8.0) 55.C 122.1 154.0l5o.q
t6,290.3 I E,180.2 20,436.122,t72.3GDP (Current Prices)

F.shs 
Billion tr,370.31 t2,7s2.2 14,52t.6

Source: The Nalional Treautry
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55. Inflation rate increased above the goverffnent target range of 5 + 2.5 in

2022.This notwithstanding, the rates declined to 9.1 percent inDecember 2022

from 9.5 percent in November 2022 and is projected to ease in the near term due

to muted demand pressures and policy interventions.

56. The Govemment continues to pursue growth responsive fiscal

consolidation measures aimed at reducing the fiscal deficits and lower debt

service costs and release resources for priority programs. In this regard, the

deficit is projected to decline to 4.4 per cent of GDP in the FY 2023124 and3.6

percent of GDP over the medium-term.

57. The alternative debt management strategies under the 2023 MTDS are

aligned to the IMF program and the 2023 BPS policy priorities.

b) Risks to the 2023 BPS baseline macroeconomic assumptions

58. Global economic growth remains uncertain due to the ongoing geo-

political tensions, effects of COVID-I9 pandemic, global inflation pressures

and climate change related supply chain disruptions. As a result, global growth

is projected to slow to 2.7 percent in2023 from the projected growth of 3.2

percent in 2022. These uncertainties will negatively impact economic growth in

developing economies which will in tum lead to deterioration of the debt

indicators. However, the Govemment strategy to revive the economy and its

commitment to fiscal consolidation will lead to improvement of the debt ratios.

59. Market volatility due to geo-political tensions and monetary tightening in
advanced economies has hindered access to intemational capital markets. The

inflation rates have led to high interest rates and this may limit the Government

in performing liability management operation on its debt portfolio. However,

the Government will continue to monitor the market conditions before

performing any liability management operations.

60. The on-going implementation of reforms in the domestic debt aimed at

deepening the market continues to cushion the Govemment against downside

risks from external factors.

t9
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61. The rising interest rates both in the domestic and extemal market have an

adverse implication on debt service. In addition, rising interest rates have

limited Govemment's access to long-term funding thus increasing refinancing
risk.

62. Kenya's external debt is held in various foreign currencies to minimize
foreign crurency risk exposure. Currency depreciation increases debt service

costs. The USD accounts for 68 per cent ofextemal debt, Euro 20 per cent and

othef currencies at 12 per cent. The Govemment is committed to continued

implementation of prudent fiscal and monetary policies aimed at stabilizing
prices.

63. Contingent liabilities expose the Govemment to fiscal risks which may

lead to additional debt service costs in the event of materialization. The

Government will continue monitoring these liabilities with an aim of mitigating
the risks.

20
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VII. ASSESSMENT OF POTENTIAL SOURCES OF FINANCING

A. Sources oflinancing ofthe fiscal deficit

64. The Govemment funds the deficit through borrowing from both domestic

and external sources.

65. Traditionally, the extemal borrowing sources comprise of multilateral,
bilateral and commercial sources while Treasury bonds and bills remain the

main instruments used by the Govemment to raise funds from the domestic

market.

66. Treasury bonds comprise of benchmark instruments (with tenors of 2, 5,

10, 15,20 and 25 years), savings development bond, retail bond (M-Akiba) and

infrastructure bonds. However, the Govemment may issue off-benchmark
bonds depending on the prevailing market conditions. Treasury bills are used

as liquidity management instrument.

67. As at December 2022, the outstanding Treasury bonds and bills were

majorly held by non-bank institutions (pension funds, insurance firms,
parastatals and retail investors) at 53.2 percent while commercial banks

accounted for 46.8 per cent, compared to December 2021 where commercial
banks and non-banks held 50.2 per cent and 49.8 per cent respectively.

68. The share of multilateral, bilateral and commercial ( including syndicated

loans) in extemal debt was 47.4 percent,25.8 percent and 26.5 per cent

respectively while other sources accounted for 0.3 percent (Figure 4).

69. The major multilateral lenders were Intemational Development
Association (IDA), African Development Bank (AfDB) and Intemational
Monetary Fund (IMF) while China and Japan dominated the bilateral sources

as at end December,2U2Z.

Figure 4: Eristing share of external debt
:;uppal-r. c.-.lrt ,
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B. Potential sources to finance the medium-term budget

i. Domestic Sources

70. Domestic debt market is one of the main sources of financing the fiscal
deficit. Over the years, it has contributed to halfoftotal financing requirements
of the Government. The Govemment has successfully mobilized domestic debt
financing targets over the years despite the challenges of high interest costs in
the market.

71. Additional, alternative sources may include issuance of a Kenya Shilling
syndicated debt, foreign currency denominated domestic bond, private
placement among others.

72. To promote a national savings culture and encourage financial inclusion
and access to government securities, the Govemment will re-engineer the
issuance of the M-Akiba bond. The digital platform will be re-engineered to
provide efficiency accessible alternative investment opportunities for the
informal sector.

73. The National Treasury will sustain spearheading key reforms that deepen
the market and diversify the investor base. To enhance the growth of the non-
bank financial instifutions such as pension, insurance and mutual funds, there is

need to expand the volumes and initiate new financial products such as post
retirement and contributory pension schemes, diversified asset classes, private
equity and venture capital.

ii. External Sources

74. Extemal financing contributed 19.l per cent of net new funding in the FY
2021/22, thus remaining a key source of financing the fiscal deficit.

7 5. Global supply chain uncertainties, volatility in financial markets and
tensions related to the Russia-Ukraine war continue to have adverse impact on
Kenya's medium-term prospects. Slowdown in global demand and spikes in oil
and commodity prices are exerting pressure on inflation and the exchange rate
leading to monetary tightening among many central banks globally amidst
increased cost of external finance.
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76. The Gov0n:ment will continue to source concessional financing from
multilateral financial institutions and bilateral lenders to finance development
expenditure.

77. Govemmoat may explore the issuance of green and blue bonds to finance
climate related or environmental sustainability projects as part of instument
diversification.
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V[I. PUBLIC DEBT RISKS AND COSTS EVALUATION UNDER
ALTERNATIVE PUBLIC DEBT MANAGEMENT STRATEGIES

A. Public Debt costs and risks evaluation

78. To better manage the costs and risk of public debt a careful evaluation of the
risks and costs of managing public debt under various altemative debt management
options is undertaken to inform the optimal strategy for adoption. The results ofthe
evaluation are used to populate the following matrix of risks and costs of public
debt to help identi$ the optimal strategy that provides the best projection of costs
minimization and risks optimization against the current indicators:

Table l4: Cost and risk charateristics table
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Current Alr. 2 Alt. 3 Alt. 4

Risk Indicators

Alr-l
Nominal debt as percent ofGDP 67 .0

Present value debt as pcrcent ofGDP 60.0
Interest payment as pcrcent ofGDP 5.3
Implied interest ratc (perccnt) 7.6

Debt maturing in lyr (percent oftotal) ll.7
Debt maturing in lyr (% ofGDP) 8.4
ATM Extemal Portfolio (years) 9.E

ATM Domestic Portfolio (years) 7.E

Rcfinancing
risk

ATM Total Portfolio (ycars) E.8

ATR (years) 8.1

Debt refixing in lyr (percent oftotal) 23.0

Fixed rate debt incl T-bills (percent oftotal) 87 .2

Interest rate
risk

T-bills (percent of total) '7 .4

49.0
ST FX debt as % ofreserves

FX risk FX debt as 70 oftotal
23.9
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B. Baseline Pricing Assumptions and Description of Shock Scenarios

79. The pricing assumptions under the baseline scenario for interest rates and the

exchange rates are as follows:
i. ADF loans are priced at an average fixed rate of 0.75 percent, with a 40-

year tenor and up{o l0-year grace period.

ii. IDA/IFAD loans are priced at an average fixed rate of 1.75 percent, with a

35-year tenor and up-to 8-year grace period.

iii. Other concessional loans are priced at an average hxed rate of I . l7 percent,

with a 28-year tenor and up-to 7-year grace period.

iv. Semi-concessional loans are assumed to be contracted at a fixed interest

rate of approximately 2.3 percent and a maturity of 23 years including a
grace period ofup to 5 years.

v. Commercial borrowings and Export Credit Agencies financing with
floating rates are contracted at a reference rate plus a margin.

vi. The pricing of Kenya's Intemational Sovereign debt is based on the

prevailing Sovereign Bond yield curve as at end December 2022.

vii. Pricing on the domestic debt instruments is based on the prevailing market

yield curve as at end December 2022.

80. The outlook on the baseline interest rates and exchange rates is based on the

following considerations;

i. The exchange rate (Kshs. AJSD) is assumed to depreciate annually at an
average of I .6 percent.

ii. The fixed interest rates of market-based instruments in the international
markets were based on the prevailing yields as at end December 2022. The
domestic market yields were based on the average of the last one year and
historical trend in the last 3 years.

iii. The interest rates for fixed rate loans are assumed to remain priced as per
the existing portfolio.

81. Three risk scenarios are evaluated as follows:
The risk scenario for interest rates assumes moderate interest rate shock of
2.5 percent over the baseline projections and a stand-alone extreme shock
of 5 per cent which remains constant thereafter.
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The risk scenario for exchange rate assumes a stand-alone extreme shock
of 25 percent in 2024 which was applied on the baseline exchange rate
projections.
The combined exchange rate and interest rate risk shock scenario assumes

an increase in interest rate by a moderate shock of 2.5 percent combined
with a 12.5 percent exchange rate depreciation in 2024.

Option 3 (S3) - Gradual lengthening of domestic debt maturity profile:
This strategy assumes financing the fiscal deficit majorly from the domestic

market with a net domestic financing of 71 percent and 29 percent from

extemal sources. The strategy aims at gradually reducing the stock ofTreasury

bills to manage refinancing risk and issuing medium-long term Treasury

26

C. Highlights of Alternative Debt Management Strategies

82. The 2023 MTDS considered four altemative financing strategies to fund the

fiscal deficits for the FY2023 12024 and the medium-term borrowing.

83. The various external financing sources include a mix of concessional, semr-

concessional, commercial loans and international debt securities while

domestically the sources include a combination of Treasury bills and bonds.

Option I (S1) - Biased financing towards more domestic borrowing: This

strategy assumes a net borrowing of 81 percent from domestic and 19 percent

from extemal sources. Domestic borrowing is through issuance of Treasury

bonds while maintaining the stock of Treasury bills to continue mitigating

refinancing risk. Extemal sources are assumed to be through concessional

debt with no commercial borrowing to reduce the cost of debt and foreign

exchange rate risk.

Option 2 (S2) - Biased financing towards more external debt: This option

assumes financing majorly from extemal debt with a net financing of 60

percent external and 40 percent domestic. Under this strategy, financing wilt
be majorly from commercial, semi-concessional and concessional sources.

From the domestic market, the strategy assumes Treasury bonds to be the only

source of domestic financing. This option aims at reducing refinancing risk

and interest rate risk while at the same time reducing the overall cost of debt.

ll.
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bonds. On the extemal borrowing, it assumes that the total financing will be

from concessional debt.

lv. Option 4 (S4) - Balanced domestic-external financing strategy: The

strategy targets a balanced funding of the deficit from both domestic and

extemal sources. The strategy envisages 50 percent net domestic and extemal

borrowing from each source. It will maximise concessional borrowing while

commercial debt will be rolled over. The medium to long term Treasury bonds

will be the main source of financing from the domestic market. This strategy

is positioned for flexibility in financing the deficit from both sources should

one source fail. Under this strategy, the Govemment may consider

augmenting any of the two sources depending on domestic and extemal

market conditions.

D. Cost-Risk Analysis of Alternative Debt Management Strategies

84. The cost and risk indicators generated by the MTDS Analytical Tool (MTDS AT)
under each of the four alternative strategies provides the output of the evolution of
the debt costs and risks characteristics in the medium term. The tool also provides

the characteristics of the debt portfolio under standard shock scenarios. In addition,

the MTDS AT provides projected stock and cash flow of the debt profile.

Baseline projection and okernalive stralegies

85. The average gross borrowing in each alternative strategies during the period

ending FY 2025126 are presented in Table 15.
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Table 15: Average new borrowing by instrument under alternative strategies (in percent of
ross borrowin endoIFY 202512

ADF

IDA/IFAD
Concessional

Semi-Concessional

Commercial/lntemational Soverei gn Bond

Treasury bills

Treasury bonds 2-3 Years

Treasury bonds 4-7 Years

Treasury bonds 8- 12 Years

Treasury bonds l3-17 Years

Treasury bonds 18-22 Years

Treasury bonds 23-30 Years

External

Domestic

Totrl
Source: The Nqtioral Treasury

Outstrnding by Instrument
ADF
IDA/IFAD
Conccssional
S€mi-Concessionrl
CommercirUlntemstioral Sovereign Bond
Treesury bills
Trersury bonds 2-3 Ycers
Trersury bonds 4-7 Years
Trcrsury bonds E-12 Ycers
Trersury bonds l3-l? Years
Tre.sury bonds l8-22 Years
Trcrsury bonds 23-30 Years
Erternal
Domestic
Iotrl

Sowce: The Nationol Treqsury
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86. The composition ofthe debt portfolio arising from the financing options ln

Table I 5 during the period ending FY 2025126 are presented in Table 16.

Table 16: Composition of Debt Portfolio by Instrument under Alternative Options ' (in
Percent of Outstandin Portfolio as at End of -FY 202

CurrcIrl S1

2

l5
7

5

16

6

2

3

l0
l6
t4
6

45
55

100

s2 s3
2

l5
7

6

l6
5

3

9

l6
l3

5

47

53

s4
2

IE
9
5

t'7

6
)
2

9

l3
t2
4

5l
49

3

l5
4

8

20

8

I
5

9

l4
ll
3

5t
49

100
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87. In the medium term, under strategy I and 3 domestic debt portfolio increases,

declines under strategy 2 and remains constant under 4.

88. The trade off between costs and risks as portrayed by the outcomes ofthe
various alternative options is used in the selection of the optimal strategy (Table

17 and Figure 6).

Teble 17: Cost and Risk Indicators Under Alternative O tions

Sowce. The National Treasury

89. The nominal and present value (PV) of debt to GDP ratios under all the

altemative options are declining from December 2022 levels. This is attributed to

higher GDP growth and lower fiscal deficit as projected in the medium term.

90. As shown in Table 17, strategy 4 (S4) optimally achieves the debt

management objectives compared to the other three strategies in terms of costs and

risks characteristics. Its characteristics are;

i. It result to the least Present Value (PV) of debt to GDP of 53.1 percent in
the medium terrn compared to strategy I at 54 .9 percent, strategy 2 al 54.4

percent and strategy 3 at54.5 percent.

29

s4Currcnt sl s2 s3
Risk lndicators

rdfi59.9 60.167.0 60.4
Nominal debt as percent of
GDP

H[54.9 s4.4 54.560.0
Prescnt value debt as percent of
GDP

:..L4.E 4.5 4.6
Interest payment as percent of
GDP 5.3

8.0 8.3"t.6 8.5Implicd int€rest ratc (percent)

*fr'tt.7 10.7 10.5 10.5Debt maturing in lyr (perccnt oftotal)
6.4 6.3 6.3Debt msturins in lw (% ofGDP) E.4

10.8 10.4 l0.tATM Extemal Portfolio (years) 9_8

E.4 9.0 8.57-8ATM Domestic Portfolio (years)
9.5 9.98.8

Refinancing risk

ATM Total Portfotio (years)

8.1 E.E 9.4ATR (years)

23.7 19.4 20.123.0Dcbt rcfixing in lyr (percent oftotal)
87.2 -lrr' E5.2 E9.4 88.9Fixcd rate debt incl T-bills (perccnt oflotal)

5.6 i:.il 5.57.4 5.5

Interest rate risk

T-bills (percent of total)

rfl49.0 53.3 47.3 51.4FX debt 8s % of total
tfl 29.523.9 30.9 31.4

FX risk
ST FX debl as Yo ofrescrvcs
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ii. Interest payment to GDP improve from 5.3 percent as at end December

2022 to 4.4 percent in the medium term. This is attributed to maximization
of concessional sources as commercial borrowing is reduced, thereby

leading to reduction in the cost of debt over the medium term. It also

portrays the lowest implied interest rates amongst the four strategies.

iii. Minimizes refinancing risk by lengthening the total portfolio ATM as a

result of lengthening the ATM of extemal debt portfolio. This is attributed

to concessional terms that have longer maturities.

iv. Minimizes interest rate risk in terms of average time to refixing.
v. Deepens the domestic bond market through issuance of more medium to

long term instruments as the main source of domestic financing.
vi. It allows for flexibility in the borrowing plan to adjust either extemal or

domestic borrowing targets depending on prevailing market conditions as

it is more realistic to implement.

91. Overall, strategy I has the highest cost characteristic but provides minimum
risk exposure compared to the other altemative strategies.

92. Strategy 2 provides undesirable results in the trade-off between all costs and

risk indicators and may be unrealistic to implement.

93. Strategy 3 minimizes refinancing and foreign exchange risk in terms of debt

maturing in I year and short-term foreign debt as a percentage of reserves

respectively.

94. Figure 5 shows the redemption profiles for altemative options by end of 2026.

High maturities of both domestic and extemal debt are observed in2026,2028 and

2029. Maturiti es in 2026 are majorly due to maturing short term domestic debt,

while elevated maturities in 2028 and 2029 are associated with maturing

International Sovereign bond as well as other commercial loans.
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Fi ure 5: Redem tion Profilqs under Alternative O tions d-w2025126

Sowce: The Nalional Treasury

ii. Effect ofshocks on lhe cosls and risks choracteristics ofdebl

95. The analysis of the baseline and shock scenarios considered indicators such

as; Present Value of Debt to GDP, interest payments to revenues, interest payments

to GDP and total debt service to GDP @igure 6).
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96. The level ofrisks associated with each strategy under the baseline and shock

scenarios are as indicated by the outcome ofthe analysis. Strategy 4 has the lowest

cost-risk combination.

Figure 6: Cost and Risk Cheracteristics under Alternative Strrtegies
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iii. The preferred deficitfinancing strategt

97. The optimal deficit financing strategy derived from the results of analysis of
various options is 50:50 net extemal and domestic borrowing mix (option 4) as it
leads to the best costs and risks characteristic combination. The strategy

recommends suggests allocation of Ksh. 360 billion to both extemal and domestic

sources; use of medium to long term Treasury bonds as domestic financing tool

and maximization of external concessional borrowing while commercial debt is
rolled over before eventually being minimized. This strategy is positioned for
flexibility in financing the deficit from both sources should one source fail, and

depending on domestic and global debt markets condition and takes into account

the continued tightening of domestic debt market liquidity.

iv. Public Debt Stock Management Strategy
98. Under Strategy 4 above, overall public debt gross borrowing consists of 35

and 65 percent in extemal and domestic sources, respectively, as the optimal
strategy. The larger proportion of gross domestic borrowing is driven by the

recurrent nature short-term domestic securities (treasury bills) which rollover a

number of times within the financial year.

99. The following are the projected debt level under various annual borrowing
limit assumptions:

Scenario I: Total Public Debt growth projection under the proposed fiscal
consolidation trends

100. The Govemment has committed to pursue a fiscal consolidation policy to
reduce and stabilize the growth of public debt under the ongoing IMF supported

program. The projected evolution of public debt under the fiscal consolidation

program is shown in Figure 5 below. The PV of total public debt as a percent of
GDP is projected to decline to 52.5 percent in June 2027 from 61.7 percent in June

2022.
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Figure 5: Fiscal consolidation path as per the fiscal framework
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101 . In effect, under the fiscal consolidation program it will take at least four years

(2023-2026)to revert the present value ofpublic debt to the sustainability thrcshold

of 55 percent to GDP.

Table l8: Fiscal Consolidation for a Sustainable Debt Path

Pv ol roi.l prblic d.br

R.duci!g th. Filtil D.6.irinc.crt.

PV oftolrl prbtic d.bt lo GDP (7.)

So a rc e : Nati onal Treas ury

Scenario 2: Balanced Budget

Maintaining a zero deficit from the fiscalyear 2023/24 leads to a drop in PV of debt
to GDP from the 61.7 percent end June 2022to 49.8 percent in June 2024 and
thereafter to 27.0 percent in the medium term.
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ure 5: Balanced budAet
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102. The nominal growth in debt under this scenario is only driven by the

depreciation of the foreign exchange effect on extemal debt and disbursement of
already existing extemal debt (Figure 2 and Table 19).

Table 19: Balanced Bud et

Scenario 3: Capping the overall deficits at 5.7 percent of GDP in the medium
term

103. If the fiscal deficit is capped at 5.7 percent of GDP, then the ratio of PV of
debt to GDP declines to 60.0 percent in Jrne 2023 and thereafter declines to 54.6

percent in Jr:rrre 2027. However, compared to the fiscal consolidation path, the PV

of public debt GDP ratio in this scenario is elevated as shown in Figure 6.
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Figure 6: Capping the ovemll deficits at 5.7 percent of GDP in the medium term
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104. Table 20 shows the resulting debt stock when the fiscal deficit is capped at

5.7 percent in the medium term.

Table 20: Ca ln the overall deficits at 5.7 ercent of GDP in the medium term

D.Iicit C.pp.d rt 5.7Y..s tt2024

R.sula.nt Public Dcbt Stock Kshs
Mn
R.sultrnt Public DGbt to CDP

9,422,089

60.0

10.366,4t6

59.2

I I ,42t,504

57.E

12,600,023

56.2

13,9t 7, t98

546

51% s tv" 5 70/, 51%

E,5E8,281

61.7

Source: National Treasury

105. The policy implications emanating from the foregoing analysing under

different fiscal deficits scenarios/assumptions are that:

a. although Kenya's public debt continues to be sustainable, annual

borrowing limits (fiscal deficits) must be reduced without any further
delays to tame the rate of accumulation of public debt stock which is

imperative to public debt sustainability.
b. For Kenya to revert public debt stock and profile to sustainable path in the

medium (by 2026) annual borrowing limits should be maintained below 4
percent of GDP. This implies given projected GDP of Ksh. 14, 521.6
billion and debt stock of Ks. 9,145.9 billion in December 2022, the
recommended annual borrowing limit for 2023124 should be Ksh. 580.9
billion. It should be noted that the 2023 BPS has recommended a net
financing of Ksh. 720.1 billion (equivalent to 4.4 per cent of GDP
eventually dropping to 3.6 percent in2027) in line with the ongoing Kenya-
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IMF economic program. Ideally growth of public debt should be less than
the growth of GDP for public debt to remain within sustainable thresholds.
The projected GDP growth for 2023124 is 6.1 per cent and therefore the
fiscal consolidation allows for debt to revert to sustainable path.

c. funding fiscal deficits and refinancing extemal debt should rely more on
concessional funding, less costly commercial debt, combined with
implementation of development policies geared towards improving
Kenya's export sector;

d. there is an urgent need to reduce over reliance on extemal debt markets and
instead shift the focus to deepening and developing domestic debt market
to assume more role in funding goverffnent borrowing needs, facilitate
borrowing in local currency, attract more capital inflows to lower the local
currency yields hence reducing borrowing costs and risks ofpublic debt and
by extension for the rest ofthe economy;

e. to meet extemal liabilities as they fall due and at same time ensure debt
projection is retained in a sustainable path, the Govemment will have to
optimize use of concessional funding sources, lengthen the maturity profile
ofpublic debt through issuance of medium to long dated bonds and deepen
domestic debt market to be able to finance a bigger portion of budget
deficits.

106. Despite the optimal strategy leading to reduced overall debt to GDP, cost of
debt, refinancing risk and interest rate risk exposue, its implementation will
depend on prevailing market condition that will trail the current global economic

uncertainties. The Govemment will maintain its presence in the intemational

financial markets through refinancing the existing commercial maturities and may

consider liability management operations ahead of scheduled maturities if the

intemational debt capital market condition improves.

107. The policy implications derived from the technical analysis ofcosts and risks

and debt sustainability are that: funding fiscal deficits and refinancing extemal debt

has to be through concessional borrowing and less commercial debt, while
implementing development policies geared towards improving Kenya's export

sector. The Govemment will focus to deepening and developing domestic debt

market to minimize reliance on extemal market.
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108. The Public Debt Management Office has proposed liability management

operation measures to refinance and re-profile debt maturities subject to favorable

market conditions.

109. To pursue debt sustainability, the Government will continue to lengthen the

maturity profile of public debt tkough issuance of medium to long tenor bonds and

deepen domestic debt market to be able to finance a higher proportion of budget

deficits.

I 10. Opportunities for 'debt for climate/nature swaps' will be pursued under the

proposed Govemment water dams investment/funding programme with etigible

creditors. Additionally, the there is need for restraint measures aimed at reducing

the rate of accumulation of public debt stock as an imperative to public debt

sustainability.

111. To better manage net sovereign cash flow in funding development

programmes, to the extent possible, projects that generate local currency benefits

should be funded through local currency while projects that promote economic

sectors that have direct and indirect foreign curency income generation may be

funded through extemal borrowing.

v. Pablic Debt Management Framework Reforms

112. Article2l4 (2) of the Constitution of Kenya defines public debt. The Public

Finance Management (PFM) Act, 2012 md attendant Regulations make reference to

'National Debt', 'Public County Debt' and 'Public Debt which brings ambiguity

with the Constitution of Kenya, hence weakening effective management of public

debt. The National Treasury has proposed amendments to replace the terms National

Debt and County Debt with Public Debt as enshrined in the Constitution of Kenya.

113. The National Treasury has proposed to Parliament amendments to the PFM
(National Government) Regulations, 2015 to replace the current public debt limit
of Ksh. l0 trillion with a debt anchor hinged on Gross Domestic Product as a

desired level of public debt as a ratio of GDP. The rationale is to allow flexibility
and recognition of the periodic impact of exogenous shocks on debt and GDP.
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Practicability of anchoring debt limit to National Gross Product will be assessed as

a more precise measure of relative size of debt.

I14. Additionally, the National Treasury has developed draft guidelines for the

operationalization of the Sinking Fund in conformity with Regulation 206 (1) ol
the PFM (National Government) Regulations, 2015, to provide liquidity for timely
funding for redemption of govemment securities, and payment of expenses, or

incidental to, redemption of an issue of national govemment loans. The guidelines

will be subjected to public participation process before submission to Parliament

for consideration and approval.

I15. The public debt risks and costs mitigation strategy is defined for each in the

following matrix:

Table 2l: Costs and risks miti ation strat les

i'*flT'
F,r :

-J, ' 't-..r. .l .

The Government to maximize lhe use ofconcessional under extemal
borrowing, rollover the existing commercial debt at lower or similar
costs, and only access commercial bonowing as a last resort if
concessional debl is completely un available

On the domestic debt implement reforms to improve national savings,

deepen the domestic debt market and improve the domestic debt market
infrastructure to attract capital and lower the yields ofthe domestic

borrowing (details of domestic debt reforms below)
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riskGeneral
indicators Risk Indicators

Risk mansgement and mitigstion strategies

asNominal debt
p€rcent ofGDP

Debt stock

Present value debt as
percent ofCDP

Reduce the overall public expenditure and fiscal deficits in line with the

consolidation plan recommended in the IMF program

Use concessional debt under extemal borrowing and long tenor debt
under domestic

Cost ofdebt

Interest payment as

percent ofCDP

Refinancing risk Debt maturing in
llr and ATM ofthe
total portfolio

Reduce gradually the stock ofT-bills and replace with issuance oflong
tenor debt

Maximize the use ofconcessional external debt

Debt refixing in lyr
Fixed rate debt
percent oftotal

Interest rate risk

T-bills (percent of
total)

Bonow fixed rate debt as a priority and only resort to variable debt as a

last resort.

Develop capacity in the use ofdebt derivatives, develop a debt derivative

utilization framework undertake liability management operations on
regular basis to refinance near-term maturities

FX risk

FX debt as % of
total

Borrow in local currency debt as a priority and diversif, foreign
cunencies when borrowing
Develop capacity in the use ofderivatives in debt swap anangement,
develop a derivative utilization framework and begin implementing
derivatives in low quantity and increase the use gradually in the medium
term
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vt. Domestic Debt Market Development Strategy

1 16. Development of the domestic debt market is a necessary catalyst for public

debt sustainability. With domestic debt comprising half the proportion of public

debt, it mitigates against foreign exchange risk exposure and cushions the public

debt against the downside risks of the global market volatilities.

117 . A number of strategic reforms aimed at increasing domestic market efficiency

are operational whereas others are at different stages of implementation. These

include:

i. CBK implementation of the Intemet Banking (lB) platform for

institutional investors has increased operational efficiency in the domestic

debt market with investors provided with access to services such as

bidding, receipt of auction results for Covemment securities and viewing

of portfolio positions. The launch of the Treasury mobile Direct (TMD)

for retail investors has enhanced financial inclusion by providing easier

access and uptake of govemment securities.

ii. Deployment of a modem Central Securities Depository (CSD) system that

will automate Govemment securities processes at both primary and

secondary markets is at advanced level. The CSD system is envisaged to

promote market deepening, improve market liquidity distribution, enhance

operational efficiency and support capital market growth. It will also

improve access to the Kenyan capital market by both domestic and foreign

investors and is envisioned to position Kenya as the preferred financial hub

in the region.

iii. M-Akiba bond focuses on promoting financial inclusion and enhancing a

savings culture to the Kenyan populace. Re-engineering of M-Akiba will
support Govemment initiative to provide more financial products to retail

investors at the bottom of the pyramid.

iv. Enhance investor education and outreach to promote awareness in

govemment securities and grow the retail base to boost a savings culture,

promote financial inclusion and broadening the investor base.
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Strengthen secondary market liquidity by reducing bond fragmentation

through issuance of benchmark bonds and maintaining a well-priced stable

yield curve.

Enhancement ofsecondary market efficiency through the establishment of
the Over-The-Counter (OTC) trading platform to complement the NSE to
improve liquidity and price discovery.

Enhance sustained market engagement and stakeholder consultations to

improve coordination in debt management and market development

initiatives to support the growth of the capital market.

The Govemment is undertaking liability management operations through

switch auctions as part of a market-based debt re-profiling approach with
the objective to smoothen the domestic debt maturity profile, manage

refinancing risks and enhance market development.

vl
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vii. Recommendalions on intergenerational debt equity
I I 8. The PDMO will regularly advise borrowing proposals in regards to promoting
sharing ofbenefits and costs of public debt between current and future generations.

In particular, repayment for debts for projects requiring low value investments shall

be structured to have shorter repayment periods to minimize of carry costs of debt

associated with long grace and repayment periods which increase the overall debt

burden on the future generations.
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IX. MTDS IMPLEMENTATION, MONITORING AND EVALUATION

i. Domestic and external borrowing Plan

119. The Govemment through the annual borrowing plan will implement both the

debt management strategy and the optimal fiscal funding strategy

120. The PDMO will prepare domestic and extemal borrowing plan comprising of
projected borrowing and settlement of maturities within the 2023l24Iinancial year.

121. The external borrowing plan will comprise of expected disbursements by

creditor, the disbursement period and currency ofdisbursement within the financial

year as per 2023 MTDS.

122. The borrowing plan may be revised to include liability management

operations to manage debt stock risks when the market conditions allow.

ii. Review of the Borrowing Plan

123. Review of the outcome of implementation of the borrowing plan will be done

on weekly basis (internal reporting) and on monthly quarterly basis to provide data

for strategy evaluation and for public information.

124. The progress of implementation of the 2023 MTDS will be monitored and

reported through monthly and annual debt reports. Annual Debt Management

Report is regularly prepared and published after end ofeach financial year.

iii. Monitoring and Review of Cost and Risk Indicator Outturn of the Strategy

125. The actual costs and risks characteristics of debt will be assessed against

sustainability threshold indicators and any deviations will be used to inform

strategy review in the next MTDS cycle.

126. Tbe costs and risks outcome characteristics in the 2023 MTDS are evaluated

semi-annually and annually against sustainability threshold indicators to determine

deviations and suggest mitigation measures. Table 22 outlines the costs and risks

parameters to be evaluated.
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127. The evolving public debt structure and fiscal deficit will inform review of
strategy for management of costs and risks of the public debt going forward.

128. Likewise, guaranteed State corporations' debt, fiscal commitments and

contingent liabilities will be tracked and assessed against overall sustainability
levels.

Table 22: Template for Monitoring and Evaluation of Cost and Risk Indicators Under
Alternative Stra tes

iv. Dissemination
129. To uphold commitment to debt transparency principles and ensure public

access to information on public debt, the National Treasury will publish and upload

the 2023 MTDS on the National Treasury's website upon approval by Parliament.

County Borrowing

130. According to Article 212 of the constitution of Kenya, County Govemments

are allowed to borrow only if approved by the County Assembly and guaranteed by

the National Assembly as stipulated in section 58 of the PFM Act, 2012.
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Nominal debt as % of GDP
Present value debt as 7o of GDP
Interest paymetrt as 7o of GDP
Implied interest rate (7o)

Debt maturing in lyr (% of
total)
Debt maturing in lyr (% of
GDP)
ATM Extemal Portfolio
(years)

ATM Domestic Portfolio
(years)

Refinancing
risk

ATM Total Portfolio (years)

ATR (yean)
Debt refixing in lyr (% of
total)

Interest rate
risk

Fixed rate debt (% oftotal)
FX risk FX debt as o/o oftotal
rDecember 2022 for Semi-Annual and June 2023 for Annual assessment
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l3l. County bormwing should conform to the fiscal responsibility principles as

prescribed in the PFM Act, 2012. Borrowing by County Govemment should be

informed by County Medium Terrn Debt Strategy. As the National Treasury and

Economic Planning prepares the MTDS that takes into account public debt and

borowing by the national government, respective county governments are required

by law to do the sade..
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X. ANNEXES

ANNEX I: Publication of the Debt Management Strategy
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Section 33 ofthe Public Finance Management Act,20l2 provides:

l) On or before 15th February in each year, the Cabinet Secretary shall submit to
Parliament a statement setting out the debt management strategy ofthe national
governrnent over the medium term with respect to its actual liability in respect
ofloans and guarantees and its plans for dealing with those liabilities.

2) The Cabinet Secretary shall ensure that the medium term debt management
strategy is aligned to the broad strategic priorities and policy goals set out in the
Budget Policy Statement.

3) The Cabinet Secretary shall include in the statement the following information:-

a) The total stock of debt as at the date of the statement;

b) The sources ofloans made to the national government and the nature of
guarantees given by the national government;

c) The principal risks associated with those loans and guarantees;

d) The assumptions underlying the debt management strategy; and

e) An analysis of the sustainability ofthe amount ofdebt, both actual and
potential.

4) Within fourteen days after the debt strategy paper is submitted to Parliament
under this section, the Cabinet Secretary shall submit the statement to the
Commission on Revenue Allocation and the Intergovernmental Budget and
Economic Council, pubtish, and publicize the statement.

5) PFM Act2012, 'General responsibilities of the National Treasury' Section 12.

Provides that: ( I ) Subject to the Constitution and this Act, the National Treasury
shall- (b) manage the level and composition of national public debt, national
guarantees and other financial obligations of national government within the
framework of this Act and develop a framework for sustainable debt control;
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ANNEX II: MTDS Implementation Work Plan
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NO.
OUIPI-II ACTIVITY TIME FRAME AC'TION AY DATA/TNFoRMATToN

SOURCE

I Mms 2023 Review of202l &
2022 MTDS.
prcparation and
submission of2023
to Parliarncnt MmS

January to Fcbruary
2023

PDMO
PS/NT

CS/NT&P
Cabirel

Parliamcnt

BPS 2023. BROP 2022

CS DRMS
CBK

MTDS 202t& 2022

2 Dissemination
Ofthc MTDS
2023 to the
National
Trcasury
Depanmcnts

Circulation of
printed copies, clear
disscmination ofthe
inforrEtion to
implementing
dcpartments ond
traioing counties

April -Junc 2023 PDMO
CBK

MTDS 2023

3 CFS (Deb0
Budgct
estimstas

Prcpare thc debt
service projections
and CFS budget
estimates

Annually as pcr
Budg.t Cal.ndar

and during
revisions

PDMO
BD

MFAD
CBK

PS/NT
CS/NT&P

Cabinet
Parliament

PDMO

4 Monitoring
rcpons and
briefs

Access ofdomestic
and extemal
bonowing and
repaymc[t data

Weekly PDMO
CBK

RMD
CBK

MFAD

Quart rly
MTDS
rnonitorinS ard
evaluation
reDort

Tcchnical Fora and
pecr rcview of
implem.[tation of
the MTDS

Quartcrly PDMO
MFAD
CBK
CoG

Pecr countrias

BPS 2023, BROP 2022
CS DRMS

CBK
MTDS 2022, 2023

6. Monthly debt
managemcnt
rcpo(s

Accass ofdomcstic
and extemal
borrowing and
rcpayment data

Monthly PDMO
CBK

RMD
CBK

FMANT

7 MTDS 2022
halfyear
performance
revicw

Undertakc half y.ar
rcvicw of
performancc of thc
2022 MmS

Every six months
oficr cffectiv. datc

of thc MTDS

PDMO
CBK

MFAt)

RMD
DRS
CBK

MFAD
8 FCCL Report Undcrtakc analysis

ofFCCL snd FCCL
assessment

Annually PDMO
PPP Urit
MFAD
CBK

PPP Unit

9 Revicw of
lssuance

calendar

Stakcholdcrs
Forums to arview
issuancc calcndar

Quan€rly PDMO
AGD
CBK

MFAD
Market

Panicipants
PSNT

CSArT&P

PDMO
CBK
AGD

Ma*ct Particip&nts
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