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FOREWORD

The Medium-Term Debt Management Strategy is prepared pursuant to the
requirements of Section 33(2) of the Public Finance Management (pFM) Act,
2012 and the guidelines outlined in the Debt and Bonowing Policy. The strategy
highlights Government debt management intentions over the rnedium terrn with
a view to reducing the cost and risk associated with public debt and is anchored
in the 2022 Budget Policy Statement (BPS). The strategy takes into account the
existing stock of public debt as at 30th June202l and the borrowing requirements
over the medium term.

The MTDS is an integral part of prudent debt management that informs optimal
strategy for funding of the fiscal deficit taking into account the cost and risk
implication of the borrowing mix. The 2022 MTDS was prepared amidst
COVID-19 pandemic which continues to exert pressure on public expenditure
amidst constrained public revenues.

The 2022 MTDS is informed by evaluation of various alternative sources of
financing considering the cost and risk inherent in each alternative strategy to
identifo the optimal funding strategy. Fundamental considerations include likely
funding sources from domestic and external financial markets and the
corresponding risks and costs.

Public debt sustainability is dependent on the commitment to fiscal consolidation
and macroeconomic stabilify. To support public debt sustainability, the 2022
MTDS re-emphasizes the need to step up reforms in the domestic debt markets.
The development of the domestic debt market is a necessary condition for
accelerating affainment of affordable, sustainable long-term financing for
economic development. To achieve Kenya's vision for a vibrant domestic debt
market in Kenya's vision 2030, the Medium-Term plan, the Big four Agenda
and the Economic Recovery Strategy, the National Treasury, Capital Markets
Authority (cMA) and the central Bank of Kenya (cBK) must sustain
implementation of reforms to improve efficiency in the functioning and trading
of government securities so as to position Kenya as the regional financial hub.
These reforms include among others, automation of business processes both at
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prirnary and secondary markets; deployment of a robust Central Securities

Depository; re-structuring of the interbank repo to provide for transfer of
ownership of collateral securities; supporl for establishment of Over-The-

Counter (OTC) trading platforrn.

The 2022 MTDS will continue to optimize concessional funding sources and

reduce refinancing risk through issuance of medium to long term bonds in the

domestic market. The strategy outlines the debt management measures that will
minimize the cost and risk of financing the budget and promote debt

sustainability over the medium term. The strategy is aligned to external Debt

Limit Policy for countries under the IMF program with elevated debt burdens.

Finally, regular reviews of the 2022 MTDS will be undertaken as a

demonstration of commitment to prudence and accountability in the management

of the public debt to ensure sustainability over the medium to long term.

HO UKUR K. YATANI, E.G.H.
CABINET SECRETARY/ THE NA TREASURY AND PLANNING
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The preparation of the MTDS is a regular exercise aimed at providing appropriate
guidance to bomowing operations and which seeks to comply with Section 33(2)
of the Public Finance Management Act, 2012. The 2022 MTDS was prepared in
an environment of increasing expenditure occasioned by rising cases of COVID-
19 pandemic which led to institution of containment measures.

The analyical process leading to the determination of the most optimal strategy
takes into account the key broad priorities as set out in the 2022 Budget Policy
Statement The optimal strategy in the 2022 MTDS seeks to minimize the cost
and risk of financing the fiscal deficits and recommends continued
implementation of the fiscal consolidation policy.

The preparation of the 2022 MTDS was spearheaded by the National Treasury
under the leadership of Public Debt Management Office and involved Central
Bank of Kenya whose representation provided valuable input into the ongoing
processes of enhancing efficiency in the access to government securities. The
Macro and Fiscal Affairs Department also provided insights into the
macroeconomic environment prevailing in the country

The strategy aims at containing the potential impact of debt and seeks to bring it
to the path of sustainability. Therefore, prudent management of debt requires
adherence to the strategy and ensuring a stable macroeconomic environment.

The 2022 MTDS and previous years' versions of the MTDS are available for
reference in the National Treasury website: www.treasury.go.ke.
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JULIUS MUIA, PHD, CBS
NATIONAL TREAS
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EXECUTIVE SUMMARY

The strategy covers the period FY2022123- FY2024125 over which the optimal
debt portfolio is to be achieved. The 2022 Medium Term Debt Strategy (MTDS)
has been prepared amid the global health crisis which has led to a downturn in
economic activity resulting in low dornestic revenue mobilization. Consequently,
the Government instituted measures to contain the spread of the COVID-19
pandemic. The strategy is underpinned by the 2022 Budget Policy Statement

(BPS) consistent with the Government objective of minimizing the costs and

risks of public debt. The scope of coverage of this strategy is the existing debt

stock, non-performing guarantees, and the stated fiscal deficits in the 2022 BPS.

The 2021 sovereign credit rating for Kenya by Fitch Ratings was "B*" with a

negative outlook while that of Standard and Poors was "B" with a stable outlook
revealing the effect of COVID-l9 pandemic that has led to the economic

slowdown and depressed revenue. The mitigating measures to the rising debt

Ievels lies in active debt management and fiscal consolidation programme

supported by a sound macroeconomic environment.

The nominal stock of public debt was Kshs 7 ,696.6 billion or USD 71.4 billion
as at end June 2021 equivalent to 68.1 percent of GDP. The World Bank and

International Monetary Fund composite indicator (CI) for economic and

institutional performance classifies Kenya as a medium performer with
sustainable debt but with rising risks. The public debt accumulation is attributed
to high fiscal deficits. The Govemment commitment to achieving reduced fiscal
deficits over the medium term remains key to Kenya's debt sustainability.

The Government's plan in the FY 2022123 and over the medium term is to
support economic recovery and mitigate against the adverse effects of the

COVID-l9 pandemic. This will be done by prioritizing implementation of
programs and policies outlined in the Third Medium Term Plan III (MTP III) of
the vision 2030, Economic Recovery Strategy and the "Big Four" Agenda. This
will create an enabling environment for a resilient and sustainable economic

recovery to continue safeguarding livelihoods, jobs, businesses and industrial
recovery.

In conformity with the PFM Act2012, the Government has developed the 2022
MTDS to guide borrowing in the medium term. The optimal strategy of the 2022

MTDS aims at minimizing costs and risks through a net financing mix of 32 per

cent from external sources and 68 per cent from domestic market. On the extemal

x

. .ECBTI



SECBII

debt market, the main objective of the strategy is to optimize concessional
borrowing and reduce commercial borrowing, with an intention to reduce the
cost of debt. On the domestic market, the strategy seeks to reduce refinancing
risk through maintaining the existing stock of Treasury bills at the curent levels
while issuing medium to long terrn debt securities under the benchmark bond
programme.

The strategy seeks to achieve 25 percent and 75 percent in external and domestic
financing in gross borrowing terms respectively. The larger proportion of the
gross dornestic borrowing accounts for rollover of Treasury bills within the
financial year.

The strategy is aligned to the debt management objectives. It seeks to lower
present value (PV) of debt to GDP to 54.8 percent from 58.8 percent on the
existing public debt portfolio as at June 2027 over the medium term. This reflects
improved sustainability of public debt as a result of the ongoing fiscal
consolidation outlined in the 2022 BPS. The strategy aims to achieve the
following:

i. Reduce the cost of debt by lowering interest payment to GDP and

implied interest rate;

ii. Minimize refinancing risk by lengthening the Average Time to
Maturity (ATM) for domestic and total debt, and maintain the stock of
Treasury bills constant;

lll Minimize interest rate risk in terms of average time to refixing; and

iv. Enhance the benchmark Treasury bond programme through medium
to long term instruments as the main source of domestic f,rnancing.

The 2022 MTDS optimal strategy seeks to reduce the cost of debt with modest
exposure to foreign exchange rate risk in the medium term. The Govemment
expects to maintain presence in the international debt capital markets for
financing the budget. To reduce refinancing risk, medium to long term Treasury
bonds will be issued under the benchmark bond programme as the main source
of domestic financing. Treasury bills will be issued as a cash management
instrument and its stock maintained constant over the medium term.

xl
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The strategy supports initiatives to develop the domestic debt market. The

domestic market still remains shallow and highly segmented, mainly dominated

by commercial banks. However, participation of non-bank institutional investors

continues to rise with increased uptake of long-dated bonds at the primary market

and trading at the secondary market. The reforms to deepen the domestic debt

market include: the enhancement ofthe market infrastructure through automation

of processes deployment of a new Central Securities Depository system by the

Central Bank of Kenya; publication of the auction rules and guidelines for
government securities market, enhancement of the Treasury bonds benchmark

programme, setting up of Over-the-Counter (OTC) trading platform to

complement the Nairobi Securities Exchange and sustained stakeholder

engagement and collaboration. Significant progress has been made with new and

innovative debt instruments making a debut in the domestic market. Going
forward, commitment to these reforms will expand the capacity of the domestic

debt market to take up higher share of the public debt.

In selecting the optimal strategy, the associated costs, risks and liquidity
indicators considered include: PV of debt as a percentage of GDP, nominal debt

as a percentage of GDP, interest payment as percent of GDP, implied interest

rate (percent), Foreign Exchange (FX) as a per cent of total debt, average time to

re-fixing, debt maturing in one year as a percentage of total debt, debt maturing
in one year as a percentage of GDP, fixed rate debt including Treasury bills
(percent of total), Average Time to Maturity for domestic debt portfolio and

Average Time to Maturity of total portfolio.

Specific factors that may necessitate deviation from the optimal strategy (strategy

2) include changes in global economic and market conditions, uncertainties

related to COVID-19 pandemic, geopolitics and local political events.

Appropriate measures will be taken to align the strategy to policy actions at the

time.

Implementation ofthe strategy will require close monitoring and evaluation with
the aim of adjusting the strategy to evolving economic realities and fiscal

developments. However, debt sustainability will only be achieved through
sustained commitment to fiscal consolidation plan outlined in the 2022 BPS.

x11
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INTRODUCTION

l. Section 33(2) of the Public Finance Management Act, 2012 requires the

PDMO to prepare the Medium-Term Debt Management Strategy (MTDS).

2. The public debt management objectives as outlined in Section 62(3) of the

PFM Act, 2012 are: (a) minimizing the cost of public debt rnanagement and

borrowing over the long-term taking risks into account; (b) prornoting the

development of the market institutions for Government debt securities; and (c)

ensuring the sharing of the benefits and costs of public debt between the current and

future generations.

3. The 2022 MTDS covers deficit financing for the Medium-Tenn Expenditure
Framework (MTEF) for the period FY2022123-2024125, as proposed in the 2022
Budget Policy Statement (BPS) and taking into account the outstanding public debt

as at end June 2021 and the projected medium term external and domestic

borrowings. Performing guaranteed debt were excluded from the analysis.

Background to the Medium-Term Debt Strategy

4. Kenya's GDP growth rate contracted by 0.3 percent in 2020 compared to a
growth of 5.0 percent in 2019. The slowdown in economic performance in 2020
majorly attributed to the adverse effects of the COVID-l9 global pandemic which
has disrupted economic activities since December 2019. However, leading
economic indicators point to a strong recovery of 6.0 percent in202l. This growth
will be supported by the continued reopening of the economy which will eventually
increase economic activities in all sectors .

5. The annual average inflation was 5.4 percent for the year ended June 2021

down from 6.2 percent in 2020. Inflation is expected to remain within the target
range of 5 + 2.5 percent. The foreign exchange rate is expected to remain fairly
stable despite the challenges related to COVID- 19 pandemic. Supported by foreign
exchange stability will be resilient remittances inflow, high stock of foreign
exchange reserves and favourable horticultural exports. Domestic interest rates are

expected to remain stable.

SEGHTT
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6. In FY 2022123, total revenue is projected to improve to 17 .5 percent of GDP

from projected 16.5 percent in FY 2021122, and to 18.3 percent of GDP over the

medium term. Further, total expenditure is expected to decline to 23.5 percent of
GDP inFY2022l23 down from the projected 24.5 percent in FY 2021122, further

declining to 22.3 percent in the rnedium term. This is as a result of Government

commitment to restrain growth of public expenditure.

7. Kenya's Sovereign credit rating by Standard & Poor stand at B with a stable

outlook in September 2021, while the Fitch Ratings was B+ with a negative outlook

as at March202l. This is attributed to increased exterral pressures arising from

COVID-l9 pandemic shock that affected the economy. On a positive note, the

rating agencies noted that Kenya's rising government debt is mitigated by a

diversified economy, favourable debt composition and manageable debt maturify

profile. Additionally, Kenya's international investment position continues to be

supported by macroeconomic stability, narrowing of the current account deficit and

strong growth in diaspora remittances.

8. Pubiic debt in nominal terms as at end June202l stood at Kshs. 7,696.6 billion
(68.1 percent of GDP) against the statutory public debt ceiling of Kshs. 9,000 billion
as per the PFM Regulations (2015). Total external debt was Kshs. 3,999.5 billion
(35.4 per cent of GDP) while total domestic debt was Kshs.3,697.1 billion (32.7

per cent of GDP).

9. Under the World Bank (UfB) and International Monetary Fund (IMF)
Composite Indicator (CI)t assessment, Kenya's debt carrying capacity is medium.

The March 2021 Debt Sustainability Analysis (DSA) for Kenya indicated that

Kenya's public debt remain sustainable. Debt vulnerabilities have been exacerbated

by the ongoing COVID-l9 pandemic and its advance impact on the global and

domestic economy. This is expected to improve with the implementation of the

I Composite lndicator (CI) assessment comprises of following indicators; the global and domestic growth, import
coverage of reserves, remittances and Country Policies and Institutional Assessment (CPIA). The CI score in March
2027 was 3.0 I (medium debt carrying capacity) compared to 3 .12 (strong debt carrying capacity) in May 2020 DSA
vintage.

2
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ongoing fiscal consolidation supported through the IMF program and the recovery

from the COVID-19 shocks over the medium term.
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COSTAND RISK CHARACTERISTICS OF PUBLIC DEBT

t. Review of the implementation of the 2020 MTDS.

10. The2020 MTDS focused on funding ofthe fiscal deficit through more external

borrowing with increased access to concessional funding to reduce debt cost. The

strategy also targeted to reduce refinancing risk by lengthening debt maturity in the

domestic market.

1l.The strategy involved a gross extemal borrowing of 29 per cent and a gross

domestic borrowing of 71 per cent. The gross external bon'owing was composed

of concessional, semi-concessional and commercial sources at 14 percent, 1 per

cent and 13 per cent respectively. On the gross domestic borrowing front, the

Treasury bonds were to be the main source of net domestic financing and

Treasury bills were to be used only for cash management purposes and not as a

budget financing instrument. Both the quantity and proportion of Treasury bills
were projected to decrease.

12. Overall, there were deviations of actual borrowing mix against the 2020

MTDS as shown in Table 1.

13. The total net borrowing to fund the fiscal deficit was Kshs. 879.3 billion. The

net foreign borrowing financing was Kshs. 323.3 billion against a target of Kshs.

417 .6 billion, while net domestic borrowing was Kshs. 556.3 billion against atarget
of Kshs. 593.9 billion.

14. In the financial year 2020121, actual Gross domestic borrowing was Kshs.

1,963.28 million while gross external borrowing was Kshs. 451.6.0 billion as at end

June, 2021. On the domestic sources, the actual outstanding domestic securities

composed of Treasury bills and Treasury bonds at 2l per cent and 79 per cent

respectively.

SEGHTI
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Table l:2020 MTDS Ta a nst Actual Gross Borrowin outturn

External

Domestic

Gross domestic

borrowing
Gross external
borrowing

MTDS
Actual
Deviation
MTDS
Actual
Deviation

60
55

5

40
45

-5

57

58

-1

43

42

I

38

28

10

62
72

-10

28
l9
5

72

8l
-5

1,963,284

Source : N ational Treasunt

15. The actual gross external borrowing comprised of 20.9 per cent concessional

and 7.1 per cent on commercial terms with zero semi concessional borrowing,

against 2020 MTDS strategy targets. The main multilateral sources were World
Bank Group, International Monetary Fund and African Development Bank. USD

1,000 million was also raised from the International Capital markets through

issuance of a Sovereign Bond.

Table 2: Gross Financ for FY2020l2l

72.0

28.0

81.3

18.7

t4

45 1,588

O/w Concessional and

semi concessional

15 337,295

Commercial borrowing l3 114,292

S our c e : N ati onal Tr e asury

16. The actual gross domestic financing inFY2020/21 was 81.3 percent of the

total borrowing compared to 72.0 per cent envisaged in the strategy while the actual

gross external borrowing was 18.7 percent compared to 28.0 percent.

17. Gross extemal borrowing comprised of concessional and semi concessional at

14.0 percent compared to 15.0 percent while on the other hand, commercial

borrowing stood at 4.7 percent compared to 13.0 percent as envisaged in the

strategy (Table 2).

5

Borrou ing source FY20l7/18 Fl',2ol8/19 FY20te/20 FY2020l2l*
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| \'1010-10) I uclurls
(" u)

I.\'1010-l0l I

(Kslrs rnilliorrs)

$ GBEI



;EGREI

18. Table 3 compares the performance of debt risk targets in the 2020 MTDS and

actual outfurn as at June 2021. There is an overall improvement in the refinancing

risks. This is reflected by the decrease in the proportion of debt maturing in one

year, both as a percentage of GDP and total debt, to 10.2 percent and 14.8 percent

in June 2021 from the targeted levels of 1 1.0 percent and 15.5 percent in December

2020 respectively. Interest rate and foreign exchange risk indicators remained stable

within assumed levels.

Table 3: Review of Cost and Risk Indicators: Actual

Remark on deviation

High fiscal deficit -

Increased public debt
accumulation

Increased debt service
cost

Reduced refinancing
risk- issuance of

Ionger dated debt-
Medium Term

Strategy
implementation.

Stable interest rate
risk indicators -
prudence in debt

issuance

Balanced portfolio
(domestic and

extemal) exposure

2 2020 MTDS Targets implemented in the fiscal year 2020121

6

fr
l.:

ActualBaseline Dec
2019

2O2O MTDS
Target2s End June

202r

Deviation (4-3)

55.7 63.3 66 2.7Nominal debt as 7" of GDP

56.8 58.8 2.0Present value debt as 7o of GDP 5l.l

lnterest payment as 7o of GDP 4.3 4.4 4.6 0.2

15.5 14.8 -0.7Debt maturing
in 1yr (% of
total debt)

17.8

-0.8Debt maturing
in lyr (% of
GDP)

ll.l ll t0.2

ATM External
Portfolio
(years)

11.1 tt.2 10.8 -0.4

ATM
Domestic
Portfolio
(years)

5.7 6.3 6.9 0.5

ATM Total
Portfolio
(vears)

8.7 9.1 9 -0.1

Refinancing risk

8 8.4 8.3 -0.1ATR (years)

Debt refixing
in lyr (% of
total)

31.2 27.1 25.4 -1.7

87.7 0.8

Interest rate risk

Fixed rate debt
(% oftotal)

85.3 86.9

51.2 51.3 0.1Foreign exchange
(FX) risk

FX debt as 7o

oftotal debt
50. I

I(i:1. Irrtliclrtols

TG8,..7



S CBTT

Sourc:e.'fhe t\icrtiotrul'li'eusun'

19. The outturn of the Average Time to Maturity (ATM) for domestic debt
irnproved to 6.9 years in 2021 against a target of 6.3 years, implying lower
refinancing risk while ATM for external debt declined to 10.8 years in2021 from
a target of I 1.2 years (Table 3).

20. Interest payment as a share of GDP rose to 4.6 percent in June 2021 against a
target of 4.4 percent implying higher fiscal risks and a slight increase in the cost of
public debt (Table 3).

Table 4: Average Terms of New External Debt
Terms Jun-14 Jun-15 Jun-16

Average Maturity (years)

Grace Period (years)

Average Interest Rate (%)

Source: The National Treasun'

l8.l

6.2

2.6

21.0

6.4

2.5

Jun-17

17.6

4.5

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-21

:).3

7.4

2.t

20.3

6.2

2.6

21. Newly contracted external debts had an average maturity of 23.3 years as at

end June 2021 compared to 26.1 years in June 2020 while the grace period
remained unchanged in the same period. The weighted average interest rate
increased to 2.1 percent in June 2021 from 0.5 percent in June 2020 (Table 4). The
decline in ATM and increase in average interest rate is attributed to longer tenor of
analysis of 2020 MTDS out from informed the design of 2022123 MTDS new
commercial borrowing during the fiscal year ending June 2021.

u. Review of Actual Borrowing against 2021MTDS Targets

22. The optimal strategy for 2021 aimed at minimizing the costs and risks of
public debt by reducing the interest cost of domestic debt through a net borrowing
mix of 57 per cent and 43 per cent external and domestic sources, respectively.
The strategy envisaged a gross borrowing mix of 27 percent and 73 percent in
external and domestic sources respectively.

23. Analysis of the outtum of the 2021MTDS will inform the formulation of the
2023 MTDS.

$ECBTT
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NATIONAL GOVERNMENT PUBLIC AND PUBLICLY GUARANTEED
DEBT

24. The ppublicly guaranteed debt in nominal terms as at end June 2021 stood at

Kshs 7,696.6 billion orUSD Tl.4billion(68.1 percentof GDP). Domestic debtwas

Kshs. 3,697.1 billion equivalent to (32.7 percent of GDP) while external debt was

Kshs. 3,999.5 billion equivalentto (35.4 percent of GDP) (Table 5).

Figure 1: Nominal GDP, Gross Debt and Debt to GDP Ratio 2010-2021

Source: The National Treasury

25. The analysis to inform 2022 MTDS considers a debt stock of Kshs 7,465.5

billion or USD 69.2blllion (66 percent of GDP) comprising extemal debt of Kshs

3,830.2 billion or USD 35.5 billion (33.9 percent of GDP) and domestic debt of
Kshs 3,635.3 billion or USD 33.7 billion(32.2 percent of GDP) as at end June202l.

26. The 2022 analysis excludes Kshs. 231.1 billion comprising of guaranteed

debts of State-Owned enterprises uncalled debts amounting to Kshs 157 .2 billion,
Government overdraft at CBK of Kshs 59.3 billion, Suppliers credit amounting to

Kshs l2.2billion and Bank advances of Kshs 2.5 billion.

27. The main sources of external public debt are multilateral, bilateral and

commercial creditors. As a proportion of GDP multilateral, bilateral and

8
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commercial debt (including international sovereign bond) accounted for 14.83

percent, 9.4 percent and 9.8 percent respectively (Table 5). Local Treasury Bonds

accounted for 25.2 per cent of GDP while local Treasury bills accounted for 6.8 per

cent.

28. As at end June 2021, dornestic debt cornprised of Treasury bills in tenors of
91, 182, and 364 days as well as Treasury bonds, accounting for Kshs 7 65 .4 billion
(6.8 percent of GDP) and Kshs 2,849.9 billion (25.2 percent of GDP), respectively.

The rernaining 0.2 per cent of GDP is the outstanding Pre- 1997 governrnent debt

of Kshs.20.0 billion.

Table 5: Public and Public Guaranteed Debt in the MTD End-June 2021

SEGBTI

I. Domestic Debt (included in MTDS)
Treasury Bills
Treasury Bonds
Pre-1997 Government Debt

Sub Total
II. External debt (included in MTDS)

IDA
ADF'
Bilateral
Multilateral
CommercialBanks
International Sovereign Bond

Sub Total
III. Excluded from MTDS

Suppliers Credit
CBK Overdraft
Performing Guarantees
Bank advances

Sub Total
TOTAL DFBT Included in MTDS (I+II)
TOTAL DEBT (I+II+III)
Domestic
External

Source: The National Treasury and Central Bank of Kenya

765,374.8
2,949,935.6

20,008.8
3,635,319.1

1,126,130.2
322,293.1

1,064,272.2
210,988.0
340,031.3
766,445.0

3,830,159.7

12,162.1
59,279.4

157,219.7
2,455.0

231,116.3
7,465,478.9
7,696,595.1
3,697,053.6
3,999,541.6

7,096.7
26,425.0

185.5

33,707.2

10,441.6
2,988.3
9,868.1
1,956.3

3,152.8
7,106.6

35,513.8

I 12.8

549.6

1,457 .8

22.8

2,142.9
69,220.9
71,363.9
34,279.6
37,084.3

6.8
25.2

0.2

32.2

10.0

2.9
9.4
1.9

3.0
6.8

33.9

0.1

0.5

1.4

0.0
2.04
66.0
68.1

32.7
35.4

I Multilateral comprises IDA/IBRD/IFAD; (10.0 percent); ADF/AfDB (2.9 percent); OtherMultilateral (1.9 percent)
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29. The outstanding{uhranteed deh tq state enterprises amounts to Kshs 157.2

billion as at end Jwre 2021.The analysis excludes performing loans guaranteed to

Kenya Airways (KQ), Kenya Ports Authority (KPA), Kenya Power (I?LC) and

Kenya Electricity Generation Company (KenGen) amounting to Kshs 157.2 billion
(Table 6).

30. Any called-up guaranteed debt is included in the MTDS analysis.

Table 6: Ou Government Guaranteed Debt nd-June 2021

11,779.10 r09.2Kenya Power Company

Kenya Electricity Generating Company

Kenya Ports Authority
Kenya Airways
Sub-Total Un-Called Guarantees

Source: The National Treasury

26,577.20

il,goo go

80,962.50

249.4

iil.q
750.7

157,219.70 1,457.7

licne lician [.nl itr KSll (nrillions) tiSl) (\lillions)

t
),,
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COST AND RISKS ANALYSIS OF THE EXISTING PUBLIC DEBT
PORTFOLIO

31. This section discusses the cost and risks characteristics of existing public

debt portfolio as at end June 2021. The analysis is informing selection of the

optimal strategy that rninimizes costs and risks for the rnedium term.

32. The analysis covers outstanding debt of Kshs 7,465.48 billion (66.0

percent of GDP) comprising of dornestic debt of Kshs 3,635.32 billion (32.2

percent of GDP) and external debt of Kshs 3,830.16 billion (33.9 percent of
GDP) (Table 7). The domestic debt portfolio consists of Treasury bills, bonds,

and pre-l 997 debt at 21.0 per cent, 78.4 per cent and 0.6 per cent respectively.

The external debt porlfolio comprises of concessional, semi-concessional and

commercial debt at 43.9 per cent, 16.3 percent and 39.8 per cent, respectively.

33. The interest payments as a proportion of GDP as at end-June 2021, was

4.6per cent composed of 3.6 percent for domestic debt, and 1.0 per cent for
external debt. The interest payment on external debt as a percentage of GDP

remained at the same level (1.0 percent) as was in December 2020, largely
attributed to deferment of debt service under the Debt Service Suspension

Initiative (DSSI). On the domestic debt, interest payments remained high due to

the prevailing high rates in the domestic debt market.

34. Re-financing risk of the overall debt portfolio improved significantly
during the period under review as stock of Treasury bills declined and volume

of longer dated instruments increased. Consequently, the proportion of debt

maturing in one year as a percent of GDP and as a percent of total debt

improved, from 15.5 percent as at December 2020 to 14.8 percent in June

2021while debt maturing in I year as a percentage of GDP, improved from 11.0

percent to 10.2 percent in the same period (Table 7).

35. Average Time to Maturify remained relatively stable atg.0 years as at end

June 2021 slightly dropping from 9.1 years in December 2020. This was

attributed to the successful of longer tenor bonds in the domestic debt market,

11
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issuance with an aim of building liquidity to promote active secondary market

for the bonds.. Conversely, the proportion of instruments with over l1 years and

above declined to 30.7 per cent in June 2021 from 44.7 per cent in December

2020. (Table 8)

Table 8: Domestic Debt in USD uivalent

Less than one year
2 to 3 years

4 to 5 years

6 to 10 years

Above ll years

Total
Source: The Natiinal irrotury

7,838.24
28s.06

3,078.33

6,123.54

13,974.54

31 .71

8,406.97
4,262.56

2,616.18

7,739.78

10,354.62

.18

25.0

0.9

9.8

19.6

44.7

100

25.9

12.6

7.8

23.0

30.7

100

38. The redemption profile of total debt as at end of June 2022 is shown in

Figure 2 below. Domestic debt accounts for Kshs 943.08 billion or 81.5 per cent

of the total amortization n 2022 mainly comprising of Treasury bills, while
external debt accounts for Kshs 213.89 billion or 18.5 per cent of the total

amortization. The profile shows a relatively smooth repayment structure, with
maturities spread out in future years except for spikes in2024,2028, and2048

representing international sovereign bonds mafurities.

2: Redem n Profile as at End June 2021
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improving the ATM for Treasury bonds to 6.9 oh in June 2021 fi'om and the

deferrnent of debt service under the DSSI.

Table 7: Cost and Risk Indicators for Existin

Risk Indicators

Amount (in millions of KSH)

Amount (in millions of USD)

Nominal debt as percent of GDP

PV as percent of GDP!

Cost of debt Interest payment as percent of GDP3

Weighted Av. IR (percent)

Refinancing risk ATM (years)

Debt maturing in lyr (percent of total)

Debt maturing in 1yr (percent of CDP)

Interest rate risk ATR (years)

Debt refixing in 1yr (percent of total)

Fixed rate debt incl T-bills (percent of total)

T-bills (percent of total)

FX risk FX debt (percent oftotal debt)

ST FX debt (percent ofreserves)

Source: The National Treasury

June 2021

June
2020

1.0

9.t

15.5

ll
8.4

27.1

86.9

External debt

3,830,159.7

35,513.8

33.9

26.6

1.0

2.9

10.8

5.2

1.9

9.5

24.9

77.0

0.0

3,635,319.1

33,707.2

32.2

32.2

3.6

ll.l
6.9

25.9

8.3

6.9

25.9

100.0

21.1

7.465,478.9

69,220.9

66.0

58.8

4.6

6.9

9.0

14.8

10.2

8.3

25.4

87.7

9.8

51.3

19.9

Domestic debt Total debt

36. Iinterest rate risk of the overall debt portfolio declined during the period

under review as demonstrated by the Average Time to Refixing (ATR) to 8.3

years in June 2021 from 8.4 years in December 2020. The share of debt refixing
in I year improved to25.4 per cent in June 2021 from27 .l per cent in December

2020 while share of the fixed rate debt improved to 87.7 percent from 86.9

percent during the same period (Table 7).

37. The maturity structure of domestic debt improved slightly during the

period under review from the previous period. The instruments with a remaining
time to maturity of 5 years to 10 years increased as proportion of total domestic

debt improved to23.0 per cent at end June2021 from 19.6 percent in December

2020 following success in reopening of the existing bonds instead of new

t2
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Source: National Treasury and Central Bank of Kenya

39. The exposure to foreign exchange rate risk remains real with external debt

accounting for 51.3 percent of the total public debt in 2021 while the major

curency risk comprise of 66.0 percent in U.S. dollars; 19.4 percent in Euro ;6.3

per cent in Japanese Yen; 5.6 percent in Chinese Yuan; 2.5percent in Great

Britain Pound (GBP) while other currencies account for only 0.2 percent

(Figure 3).

Figure 3: Currency Composition of External Debt, End-June, 2021.

Source: The National Treasury

t4
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DEBT SU STAINABILITY AI\IALYSI S

40. Kenya's public debt remains sustainable. With the COVID-19 pandemic

and its impact on the domestic and global economy, Kenya's debt carrying

capacity declined from strong to medium as assessed through the World Bank-

IMF Composite Indicator (CI).

41. The CI captures the impact of various factors through a weighted average

of a country's policies and institutional capacities, real GDP growth,

remittances, international reserves, and world growth. Kenya's CI is based on

the October 2020 World Economic Outlook (WEO) and the World Bank's
CPIA vintage released in July 2020.

42. Kenya debt carrying capacity assessment was revised from strong in
2017 to medium in the WEO of October 2020. The risk of debt distress has

however increased from low in previous years to moderate in 2018 and 2019

and further rising to high n2020 and2021. (Table 9)

Table 9: 's debt risk levels and debt ca

Source: IMF country reports

43. The downward review of the CI resulted to lower thresholds and

benchmark for debt sustainability indicators. Consequently, Kenya's
susceptibility to debt distress increased from moderate to high.

44. However, the CI rating is expected to improve to reflect expectations for
higher reserve coverage, strong remittance inflows and the recovery of global

and domestic economy. Improvement in CI rating will enhance the thresholds

and benchmarks for debt sustainability indicators.

l5

EIS,GB

Risk of debt distress Low Moderate Moderate Hish Hieh

Debt carrying capacity Strong Strong Strong Medium Medium

20192017 2018 2020 202r
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45.The assessment showed that subdued growth in exports would increase debt

vulnerability. There is heightened vulnerability in2024 which coincides with
Eurobond maturities. However, there are measures in place to refinance the

Eurobond under favourable market conditions.

a) Total Public Debt Sustainability Analysis

46. Public and publicly guaranteed debt to GDP ratio in PV terms was above

the indicative benchmark of 55 percent (Tablel0). Nonetheless, the breach of
the benchmark did not imply presence of augmented risks associated with
domestic debt.

Table 10: 's Public Debt

PV of debt-to-GDP ratio 55 62.4 63.0 64.2 63.4 62.9

Source: IMF Country Report No. 2l/72, April 2021

47. Public debt sustainability is expected to improve on the basis of
implementation of the Economic Recovery Strategy (ERS), commitment to

fiscal consolidation and macroeconomic stability. To enhance debt

sustainability, the Government will continue to optimize use of concessional

funding sources, and lengthen the maturity profile of public 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.

48. It should, nevertheless, be noted that restrained public expenditure to slow

down accumulation of public debt is a necessary prerequisite to debt

sustainability.
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MACROECONOMIC ASSUMPTIONS AND KEY RISKS

a) Baseline Macroeconomic Assumptions

49. The2022 MTDS is anchored on the macroeconomic assumptions outlined
in the 2022 Budget Policy Statement (BPS) as summarized in Table 9, and

annexes 2,3 and 4.

50. Economic growth is projected to grow by 5.9 percent inFY202ll22, an

improvement from the growth of 2.9 percent realized in the FY2020121. This

growth will be supported by the continued reopening of the economy buoyed

by the increased uptake of the COVID-l9 vaccines which have also reduced

mortalify and morbidity rates in the country (Table 11). Over the medium term,
growth in real GDP is projected to be at 6.1 percent supported by stable

macroeconomic environment and the ongoing implementation of the strategic

priorities ofthe Government under the "Big Four" Agenda, Economic Recovery

Strategy and other priority programmes as outlined in the Third Medium Term

Plan of Kenya Vision 2030.

Table 11": Baseline Macroeconomic Assum

t7

.EGBTT

Real GDP 2.3 2.9 5.9 5.8 5.9 6.0 6.1Percent

GDP Deflator Percent 4.9 5.9 5.5 4.8 5.3 5.2 6.0

lnflation Percent 5.2 5.8 5_6 5.0 5.0 5.0 5.0

Revenue Percent of GDP 16.9 l s.8 r 6.3 17.4 l8. r 18.1 l8.l
Expenditure Percent of GDP 24.7 24.3 25.0 23.7 22.8 22.2 21.5

Overall Fiscal Balance Percent of GDP -7.4 -8.4 -8.2 -6.0 -4.4 -3.9 -3.2

.J.J -3.8 0.2 0.5 0.9Primary Budget Balance Percent of GDP -3.4 -1.1

Revenue Kshs Billion 1,796.0 1,783.7 2,063_l 2,431.4 2,820.8 3,146.0 3,533.8

Expenditure Kshs Billion 2,627.5 2,749.5 3,154.3 3,324.4 3,550.9 3,865.3 4,214.6

Overall Fiscal Balance Kshs Billion -790.8 -950.2 -1,029.3 -846. I -682.0 -670.0 -627.5

Primary Budget Balance Kshs Billion -353.6 -455.t 424.0 -158.2 30. I 88.2 169.2

10,620.8 11,304.1GDP
[Current Prices)

Kshs Billion 12,628.1 14,002.1 r5,604.6 17,401.9 19,577.0

20L9t20 2020/2t 202u22 2022t23 2023t21 2021t25 2025t26
(Proj.) (Proj.) (Proj.) (Proj.) (Proj.) (Proj.)

Actual Pre Act. Projection

Unit

Source: The National Treasury
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51. The 2022 BPS is anchored on a rebounding economic growth supported

by stable macroeconomic environment, improved economic activities as a result

of gradual reopening of the economy, favorable weather conditions and the

ongoing implementation of strategic priority projects of the Government under

the "Big Four" Agenda,, Economic Recovery Strategy and other priority
programmes as outlined in the Third Mediurn Term Plan of Vision 2030.

52. Inflation rate is expected to rernain u,ithin the govemment CBK target

range of 5 + 2.5 percent. The economy is largely expected to remain competitive

in the external market despite the financial conditions attributed to uncertainty

with regard to COVID-19. This stability will be supported by sustainable high

volume remittances, adequate foreign reserves and favourable horticultural

exports while interest rates are expected to remain stable.

53. Prior to the COVID-l9 global pandemic, Kenya's economy performed

well with large infrastructure investment that contributed to increased fiscal

deficit and debt vulnerabilities, which were exacerbated by the adverse effect of
the pandemic. The government has put appropriate measures to maintain public

debt on a sustainable path.

54. The fiscal consolidation plan outlined in the 2022 BPS projects to reduce

fiscal deficits and lower debt service costs to release resources for priority
programs.

55. Arising from fiscal consolidation, the primary budget balance is projected

to reach a surplus of 0.9 percent of GDP over the medium term from a deficit
of 3.8 per cent in the FY 2020121.

56. The alternative debt management strategies under the 2022 MTDS are

subject to the Debt Limit Policy under the IMF program and the 2022 BPS
policy priorities.

18
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b) Risks to the Baseline Macroeconomic Assumptions

57. Global economic growth is projected to recover to 6.0 per cent in 2021

frorn a contraction of 3.2 per cent in 2020. Developing economies are however

projected to experience more challenging recovery compared to developed

economies due to lack of equity in the distribution of the COVID- l9 vaccines

which is expected to affect full resumption of economic activities in all sectors.

58. Kenya's external debt is held in various foreign currencies posing a major

exchange rate risk in the event of depreciation of the Kenya shilling. This will
lead to increase in debt service costs. To ensure the stabiliry of the exchange

rate, the Government is committed to implementing prudent fiscal and monetary

policies to stabilize prices.

59. Government's exposure to fiscal risks and contingent liabilities arising

from state owned enterprises are recorded as off-balance sheet items.

Materialization of these liabilities may pose severe fiscal strain in the budget

year. The Government will continue monitoring the liabilities with an aim of
mitigating the risk before they materialize.

60. To cushion the country against the downsides of the risks emanating from
the global sphere, the Government is deepening reforms in the domestic debt

market to ensure a stable and strong financial system in Kenya capable of
funding increasing share of the fiscal deficits.

61. The Govemment will continue with liability management plans both in the

external and domestic debt with the aim of lengthening the maturity structure

and reducing the refinancing risks in the debt portfolio.
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POTENTIAL SOURCES OF FINANCING

A. Sources of Financing for the Existing Fiscal Deficit

62. The borrowing requirements of the Government is from both domestic and

external sources. Treasury bonds have been the main source of domestic
borrowing while external borrowing sources comprise of multilateral, bilateral
and commercial sources.

63. As at June 2021, domestic debt holdings were dominated by banks at 51.4

percent, while non-bank institutions (pension funds, insurance firms, parastatals

and retail investors) accounted for 48.6 percent. Treasury bonds comprised of
benchmark instruments with tenors of 2, 5, 10, 15, 20 and 25 years, including
infrastructure bonds targeted at financing infrastructure projects. Treasury bills
are used as both cash or liquidity management instruments as well as for trading
deficit in some cases.

64. As at June 2021, the largest component of extemal financing was from
concessional sources (bilateral and multilateral), which accounted for 75
percent and commercial lenders (international sovereign bonds) accounted for
25 percent of the total financing.

65. The share of multilateral debt in total external debt was 43.2percent while
debt from commercial sources (including international sovereign bonds and

syndicated loans), bilateral and others sources accounted for 28.8 percent, 27.7
percent and 0.3 percent respectively (Figure 4).

66. The major multilateral lenders were International Development
Association (IDA), African Development Bank (AfDB) and International
Monetary Fund (IMF) while bilateral debt is dominated by China and Japan as

at end June202l.
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Figure 4: Existing Sources of External Financing

Source: The National Treasury

B. Potential sources to finance the medium-term budget

i. Domestic Sources

67. The domestic debt market remains the single most important financing
source for the Government, contributing 63.2 percent to the total funding needs

in the FY 2020/21. Over the years, the government has successfully met its
financing targets for the domestic market remain higher than external sources.

68. To increase the capacity through interest of the domestic market to fund
more of Govemment borrowing needs, it is important to promote the growth of
the non-bank institutional sectors such as pension, insurance and mutual funds.
The pension sector for instance, is expected to expand with the growth of new
financial products such as post retirement and contributory pension schemes,

diversified asset classes, private equity and venture capital. Further, the
Government will continue to explore non-traditional financing sources to
enhance growth, and safeguard stability of the domestic debt market.
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69. The Government is committed to continue promoting a national savings
culture, support financial inclusion and access to govemment securities, by
issuing retail securities through mobile-phone platforms targeting retail
investors. The M-Akiba bond platform will be integrated into the new Central
Securities Depository system being developed by the Central Bank to provide
alternative investment opportunities for the informal sector.

ii. External Sources

70. Net external financing contributed 36.8 percent of the Government's
financing needs in the FY 202012021

71. Subject to the debt limits, the Government will continue to source from
Multilateral sources (IMF, IDA and (ADB) for budget support and bilateral
lenders to finance development expenditure. The Government will maintain
presence in the international capital market through issuance of sovereign
bonds.

72. This will be accompanied by instrument diversification such as issuance
of sovereign green bonds to finance climate related or environmental
sustainability proj ects.

22
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COST.RISK ANALYSIS OF ALTERIIATIVE DEBT MANAGEMENT
STRATEGIES

A. Baseline Pricing Assumptions and Description of Shock Scenarios

73. The pricing assumptions under the baseline scenario for interest rates and

the exchange rates are as follows:

i. IDA/IFAD loans are priced at an average fixed rate of 0.75 percent,

with a  }-year tenor and up-to l0-year grace period.

ii. Concessional external loans are priced at an average fixed rate of L75

percent, with a 35-year tenor and up-to l0-year grace period.

iii. Semi-concessional loans are assumed to be contracted at a fixed interest

rate of approximately 2.3 percent and a maturity of 22 years including

a grace period of up to 7 years.

iv. Commercial borrowings relate to Export Credit Agencies financing

contracted at a reference rate plus a margin.

v. The pricing of Kenya's International Sovereign debt is based on the

prevailing Sovereign Bond yield curve for June 2021.

vi. Pricing on the domestic debt instruments is based on the prevailing

market yield curve as at June 2021.

74. The outlook on the baseline interest rates and exchange rates is based on

the following considerations;

i. Under the baseline scenario for the exchange rate assumptions, the

Kenya shilling is assumed to depreciate annually at 0.4 percent against

the U.S. dollar. This was based on analysis of historical trends on the

exchange rate in the last 5 years.

ii. The future interest rates of market-based fixed-rate debt instruments in
both international and domestic markets were based on trend historical
changes on the market interest rates in the last 5 years, assumed to
remain stable over the medium term.

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 2022 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 10 percent exchange rate depreciation in2022.

SE.CBTT

B. Description of Alternative Debt Management Options

76. The preparation of the 2022 MTDS considered four financing strategies to

fund the fiscal deficits for the FY202212023 the guide medium-term

borrowing.

77. Alternative combinations of borrowing were considered as funding

strategies. The external financing alternative sources varied in concessional,

semi-concessional and commercial sources while various combinations of
Treasury bills and bonds constituted domestic financing alternatives.

Option 1 (S1) - Gradual reduction of T-Bills Stock: This alternative

strategy to finance the fiscal deficit over the medium-term. On the external

gross financing, concessional and commercial borrowing were considered

at 16 percent and 6 percent respectively, with no borrowing from semi-

concessional sources. Treasury bonds remains the main source of net

domestic financing while the stock of Treasury bills which is a cash

management instrument was considered to gradually decline from

Kshs.748,841 million in June 2022 to Kshs. 659,615 million in June 2025.

ll. Option 2 (52) - Increased Concessional Borrowing and Constant
Treasury Bills Stock This option loans more on the use of concessional

funding and reducing commercial borrowing, thereby reducing the cost of
debt. In the domestic market, option would reduce refinancing risk
through issuance of medium to long term instruments as the main source

of domestic financing. In net borrowing terms, the option assumes 68

percent domestic and32 percent external borrowing over the medium term

24
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(in line with 2022 BPS financing assumptions). In terms of gross

lrorrowing, external and domestic financing accounts for 25 percent and75

percent, respectively. The composition of gross extetnal financing consists

of concessional and commercial sources at 22 percent and 3 per cent

respectively, with no borrowing from semi-concessional sources. The

stock of Treasury billsa is projected to remain fairly constant over the

rnedium term.

Option 3 (S3) - Increased Concessional borrowing and Reduction of
T-Bills Stock: This strategy would maximize external concessional

bonowing and reduce refinancing risk in the domestic debt portfolio. The

option involves issuing medium-long term Treasury bonds and reduce the

stock of Treasury bills over the medium term. In terms of net financing,

the option assumes 70 percent domestic and 30 percent external financing.

In gross borrowing terms, external and domestic financing accounts for 25

percent and75 percent, respectively. Gross external financing would be

composed of 22 percent concessional and 3 percent commercial

borrowing.

Option 4 (S4) - Debt Refinancing and Reprofiling Strategy: The

strategy targets debt reprofiling through gradual increase in medium term

Treasury bonds issuance and liability management operations on external

debt. This option would be composed of 62 percent and 38 percent net

financing from the domestic and external sources ,respectively. In terms of
gross borrowing, external and domestic financing would account for 25

percent and 75 percent, respectively. On the external financing,

concessional, semi concessional and commercial would account for 8

percent, 5 percent and l3 percent, respectively. Domestic financing would

be mainly through medium to long term instruments.

4 
According to PFM Act2Ol2 Treasury bills are for cash management and not a budget financing instrument.
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C. Cost-Risk Analysis of Alternative Debt Management Options

78. Assessment of the evolution of debt costs and risks under each of the four
alternative borrowing management options is derived fi'om the cost and risk

indicators generated by the MTDS Analytical Tool. Assessment of the

characteristics of the debt pofifolio under standard shock scenarios is also

provided from analysis. The MTDS Analytical Tool generates the

characteristics of future debt profile in tenns of stock and cash flow.

t. Bsseline Projection und Alternative Options

79. Table 12 presents the average gross borrowing in each alternative options

during the period ending FY 2025126.

Table 12: Average New Borrowing by Instrument Under Alternative Strategies (in
Percent of Gross Borrowin End of FY 2024/2

IDA/IFAD

Concessional

Semi-Concessional

CommerciaUlnternational Sovereign Bond

Treasury bills

Treasury bonds 2-3 Years

Treasury bonds 4-7 Years

Treasury bonds 8-12 Years

Treasury bonds 13-17 Years

Treasury bonds 18-22 Years

Treasury bonds 23-30 Years

External

Domestic

Total

Source; The National Treasury
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80. Table 13 presents the composition of the debt portfolio arising from the

financing options in Table 12 during the period ending FY 2025/26.
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Table 13: Composition of Debt Portfolio by Instrument under Alternative Options , (in
Percent of Outstandin Portfolio as at End of -FY

Outstanding by Instrument Current Sl 52 53 54

IDA/IFAD ls 16 13 13 I 3

Concessional 8 1l 19 19 8

Semi-Concessional 85559
CommerciaUlnternational Sovereign Bond 20 13 l0 l0 19

Treasurybills l0 6 7 5 9

Treasurybonds2-3Years I 1 1 2 0

Treasurybonds4-TYears 5 2 2 4 3

Treasury bonds 8-12 Years 1 I I I 13 13 8

Treasury bonds 13-17 Years 1 3 17 I 5 14 I 5

Treasury bonds 18-22 Years 6 14 10 10 1 I

Treasurybonds23-30Years 3 5 5 5 5

Extemal 51 44 47 47 49

Domestic 49 56 53 53 51

Total 100 100 100 100 100

Source; The National Treasury

81. Under all the alternative option, the domestic debt portfolio increases faster

over the medium term compared to the cwrent strategy.

82. Table 12 shows the cost and risk characteristics of the debt portfolio under

alternative options .

83. The balance between costs and risks is reflected by the outcomes of cost

and risk trade-offs of the various altemative options and is used to inform the

choice of the optimal options strategy (Table 14 and Figure 6).
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Table 14: Cost and Risk Indicators Under Alternative O

Nominal debt as percent of
GDP
Present value debt as percent of GDP

Interest payment as percent of GDP

Implied interest rate
(percent)
Refinancing risk Debt maturing in lyr (percent of total)

Debt maturing in 1yr (% of GDP)

ATM External Portfolio (years)

ATM Domestic Portfolio (years)

ATM Total Portfolio (years)

ATR (years)

Debt refixing in lyr (percent of total)

Fixed rate debt incl T-bills (percent of
total)
T-bills (percent of total)

FX debt as 7o oftotal

ST FX debt as %o ofreserves

SEGBEI

Current

66.0

58.8

4.6

6.9

14.8

10.2

10.8

6.9

9.0

8.3

25.4

87.7

9.8

5l.3

19.9

56.8

4.4

7.s

12.5

i.g

ll.l
9.4

to.2

9.5

22.3

8i.o

SI

63.7

56.0

4.6

7.8

9.3

5.9

13.3

s 5.0

4.4

7.5

14.0

9.1

tt.4

tt.2

52 53 54

Interest rate risk

FX risk

13.3 l4.l

46.6

Source: The National Treasury

84. Across all the alternative options, both nominal and present value (PV) of
debt to GDP ratios are lower than the levels in June 2021. This is on account of
high projected GDP levels.

85. As shown in Table 12, Options Strategy 2 (52) best achieves the debt

management objectives than the other three strategies in terms of the following

aosts and risks characteristics;

Has least Present Value (PV) of debt to GDP of 54.8 percent compared
to 58.8 percent on the existing public debt portfolio, indicating
improved sustainability measures of public debt.
Interest payment to GDP ratio and implied interest rate maximizes

utilization of concessional sources and reduces cornmercial borrowing,

thereby reducing the cost of debt over the medium term.
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I11.

lv.
V

v1.

Minimizes refinancing risk by lengthening the ATM for domestic and

total debt, as it rnaintains the stock of Treasury bills constant.

Minimizes interest rate risk in terms of average tirne to refixing.
Deepens the domestic bond market through issuance of more mediurn
to long term instruments as the rnain source of dornestic financing.
It is restrained in the accumulation of external debt

SECRTI

86. Option 2 also has the least ratio of short-tenn FX to reserves, that

minimizes foreign exchange risk alongside option 3.

87 . Option I minimizes foreign exchange risk in terms of percent of FX debt

in total debt portfolio.

88. Option 4 performs well as it has a lower nominal debt to GDP ratio (similar

to options 2 and 3) but performs poorly under other cost and risk characteristics.

89. However, Options 2has modest exposure to foreign exchange risk which

is consistent with the plan to raise the larger part of the borrowing from extemal

sources considered during strategy formulation compared to Option 1.

90. The redemption profiles for alternative options by end of 2025 are shown

in Figure 5. High maturities of both domestic and external debt are observed in

2025 and2028. Maturities in2025 are associated with Treasury bills and bonds

maturities in that year, while maturities in 2028 relate to the retirement of
International Sovereign bonds as well as domestic Treasury bonds.

ii. Effect of Shocks on the Costs and Risks Chsracteristics of Debt

91. 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 (Figure 6).
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92. The outcome of the analysis indicates the level of risks associated with
each options under the baseline and shock scenarios. Options 2 has the lowest
cost-ri sk combination.

Figure 5: Redemption Profiles under Alternative Options (End-FY2024125)

Source: The National Treasury
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Figure 6: Cost and Risk Characteristics under Alternative Strategies
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iii. Projected Revenue, Debt Service und totul expenditure

93. Debt service to revenue ratio is projected to decline to 46.3 percent in the

medium term (Table l5).

Table 15: Public Debt Revenue and Ex re

Total debt service to revenue (7o)

Total Debt Service (Ksh. Billion)

Total Ordinary Revenue (Ksh. Bitlion)

Total Expenditure (Ksh. Billion)

Source : National Treasury

50.0

780.6

1,562.0

2,886.9

52.4

946.5

1,806.8

3,030.3

s3.8

1,153.2

2,141.6

3,228.0

54.2

1,364.9

2,516.3

3,551 .l

46.3

1,299.1

2,807.4

3,869.1

94. About half of Kenya's public debt is denominated in foreign culrency

which exposes the debt to foreign exchange risk. However, the foreign exchange

risk on public debt remains well mitigated given the relative stability of the

Kenya shilling against major currencies. The currency diversification in the

country's foreign reserves basket is a contingent safety net.

iv. The Optimal De/icit Financing Option

95. Option 2 is the optimal strategy selected as results in optimization of
majority costs and risks associated with indicators its net financing mix of 32

per cent from external sources and 68 per cent from domestic market. The

objective of this strategy is to optimize onthe use of concessional and reducing

commercial borrowing, thereby reducing the cost of debt. In the domestic

market, the strategy seeks to reduce refinancing risk through medium to
Treasury bonds as the main source of domestic financing.

96. The difference between the proposed2022 MTDS and the 2021 MTDS is

in terms of the composition of net extemal and domestic debt financing

structure. In this proposed 2022 MTDS, net external and domestic financing
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account for 32 percent and 68 percent respectively cornpared to 57 percent to

43 percent in the 2021 strategy. This is consistent to the IMF's Debt Limits
Policy applicable to countries with elevated levels of debt burden.

97. In terms of gross borrowing, the selected strategy seeks to achieve 25

percent and 75 percent in external and domestic financing respectively. The

larger proportion of the gross domestic borrowing accounts for refinancing of
Treasury bills within the financial year.

98. The optimal strategy for financing the budget deficit offer better outcome

in reducing the cost of debt and has a modest exposure to foreign exchange rate

risk. It seeks to maximize the use of concessional external financing and reduce

re-course to extemal commercial borrowing but maintain limited presence in
the international financial markets. To reduce refinancing risk, medium to long

term Treasury bonds will be issued as the main source of domestic financing.

The issuance of Treasury bills will be limited for cash management to maintain
the stock of the shorter end of the dornestic at minimum level to lower the risk
of refinancing.

99. In addition, the strategy supports debt sustainability and domestic market

development as follows:

i. Domestic debt market financing cushions public debt from increased

foreign currency exposure.

ii. Lowers the interest rate risk in the debt portfolio.
iii. Lengthens the maturity profile of domestic debt and lowers refinancing

costs.

iv. Scales-up volume of bonds which is essential for secondary market

development and stability of yield curve.

v Domestic Debt Market Development

100. Development of the domestic debt market is a necessary condition for
public debt sustainability financing large proportion of public debt controls
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public debt exposure to foreign exchange risk and cushion the public debt

against the downside risks of the global market volatilities.

101 . A nurnber of strategic reforms airned at increasing domestic rnarket

efficiency at different stages of implernentation. These include:

Enhancement of market infrastructure through automation of processes

at both prirnary and secondary markets and the deployment of a new

Central Securities Depository (CSD) system by the CBK .These reforms

will reform financial market, promote market deepening, improve

market liquidity distribution, enhance operational efficiency, promote

capital market growth. The CSD will improve auction and trading
processes and separating upscale registry, custodial and settlement

services for market operations.

Further, retail investors frorn institutional investors and enhanced use of
the Internet Banking (IB) platform for institutional investors have

increased operational efficiency in the domestic debt market. Investors

will continue to have access services such as bidding and receipt of
auction results for Government securities and viewing of portfolio
positions through the platforms.

ll. Policy and institutional reforms implemented include the following;

Publication of the auction rules and guidelines for government

securities trading. This initiative was aimed at increasing primary

market transparency and market confidence, contributing to increased

price stability and lower overall public debt cost. The auction rules

and guidelines were published on the CBK website in lanuary 2021

and publication of the issuance calendar will be undertaken regularly.

Strengthen secondary market liquidity, reduce market fragmentation

and maintain a well-priced stable yield curve to reduce the debt cost

conducting liability management operations, around high but fewer

outstanding instruments.
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l1l. Enhancernent of secondary market efficiency thlough the ongoing

establishment of the Over-The-Counter (OTC) trading platforrn to

complement the NSE, will increase liquidity, price discovery and

transparency.

102. The National Treasury will undertake liability management operations

such as part of a market-based debt reprofiling approach.

vi. Reforms in Public Debt Management

103. To conform with the intemational best practice in setting debt limits, the

National Treasury will initiate amendments to the public debt limit provisions
in the PFM Qrlational Government) Regulations, 2015. The amendments to the

law will seek to provide public debt lirnit in Present Value (PV) terms as a
percentage of Gross Domestic Product in place of a numerical limit.

104. Additionally, the National Treasury has developed draft guidelines for the

operationalization of the Sinking Fund in conformity with Regulation 206 (l)
of the PFM Q.{ational Government) Regulations, 2015, to provide for timely
funding for redemption of government securities, and payment of expenses, or
incidental to, redemption of an issue of national government loans. The
guidelines will be subject to public participation process in conformity to the

Section 16 of the Statutory Instruments Act, 2013 before submission to

Parliament for consideration and approval.

105. At the onset of COMD-l9 on the economy, the Government applied to
participate in the G20 Debt Service Suspension Initiative (DSSI) with the first
phase covering the period from January to June 2021. The DSSI yielded debt

service suspension of Kshs. 46.5 billion to be repaid over six (6). Further, the

Government applied to participate in Phase two of the DSSI for the period July
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to December 2021. This debt re-arangement initiative seeks to lower the debt

servicing ratio over the rnedium term and improve debt sustainability.

MTDS IMPLEMENTATION, MONITORING AND EVALUATION

i. Domestic and external borrowing Plan

106. Govemment's gross financing requirements over the medium- term are

implemented through the annual borrowing plan derived from the optimal

strategy.

107. The domestic borrowing plan reflect maturities and issuance projections

on Treasury bills and bonds within the financial year. The external borrowing

plan comprise of expected disbursements per creditor, the period and currency

of disbursement within the financial year and will aligned to the 2022 MTDS

objectives.

108. The calendar will include, lliabilify management operations targets to be

considered to manage refinancing risk.

ii. Review of the Borrowing Plan

109. The borrowing plan will be reviewed on a quarterly basis based on

performance and feedback from engagement with the market participants and

other relevant stakeholders.

110. Reporting on the strategy implementation will be through monthly debt

reports and weekly briefs. Annual Debt Management report will be prepared

and published by September 30ft 2023.

37

SEGBTT



SECBET

ul Monitoring and Review of Cost and Risk Indicator Outturn of the
Strategy

I I l. The outtum of the costs and risks characteristics of debt will be assessed

against the strategy targets.

112. The cost and risk indicators targets in the strategy will be evaluated against

their respective outturns during strategy review. Deviations of outturns from
targets will be used to inform strategy review in the next MTDS cycle.

113. The targeted costs and risks characteristics in the 2022 MTDS are

evaluated semi-annually and/or annually against actual outcomes to determine
deviations and suggest mitigation measures. Table 16 outlines the costs and

risks parameters to be evaluated.

Ll4. The evolving public debt structure fiscal deficits will and informs
management of costs and risks of public debt going forward.

115. Likewise, State corporation's debt, fiscal commitments and contingent
liabilities will be tracked and assessed against sustainability levels.
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Table 16: Template for Monitoring and Evaluation of Cost and Risk Indicators Under
Alternative Strategies

iv. Dissemination

116. To uphold commitment to debt transparency principles and ensure

disclosure to the public, the National Treasury will publish and upload the MTDS

on the National Treasury's website upon approval by Parliament.
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Nominal debt as 7o of GDP
Present value debt as % of GDP
Interest oavment as 7o of GDP
Implied interest rate (o/o)

Debt maturing in lyr (%
of total)
Debt maturing in lyr (%
of GDP)
ATM External Portfolio
(years)

ATM Domestic Portfolio
(years)

Refinancing
risk

ATM Total Portfolio
(years)

ATR (vears)

Debt refixing in lyr (% of
total)

Interest
rate risk

Fixed rate debt (% of
total)

FX risk FX debt as o/o of total
*December 2022 for Semi-Annual and June 2023 for Annual assessment
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ANNEXES

ANNEX I: Publication of the Debt Management Strategy

Section 33 of the Public Finance Management Act, 2012 provides:

1) On or before 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 in respect of loans 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 of loans made to the national government and the
nafure 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) Ax analysis of the sustainability of the amount of debt, 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, publish, and
publicize the statement.

SEGREI
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ANNEX II: MTDS Implementation Work Plan

2. Dissemination
of the MTDS
2022tothe
National
Treasury
Departments

Circulation of
printed copies, clear
dissemination of the
information to
implementing
departments and
training counties

November 2021 to
Ilurl,e2022

PDMO
CBK

MTDS 2022

TIMEFRAME ACTION BY oatn"/lnronultroxACTIVITYOUTPUT

NO
Review of202l
MTDS, preparation
and submission of
2022 to Parliament
MTDS

PDMO
PSNT

CSNT&P
Cabinet

Parliament

CS DRMS
CBK

Mms 2021

1. MTDS 2022 BPS 2022,Octob€r to
November 2021

5. Monthly debt
management
reports

Access of domestic
and extemal
bonowing and
repayment data

RMD
CBK

FMAAIT

Monthly PDMO
CBK

7. MTDS2022
halfyear
pcrformurcc
revicw

Urdatake half year
rcview of
pcrformancc of the
2022MTDS

Eve,ry six months
a$cr effcctive date

OfthOMTDS

PDMO
CBK

IUFAD

RMD
DXrS
CBK

MFAD
Undertake analysis
ofFCCL andFCCL
assessment

PDMO
PPP Unit
MFAD
CBK

PPP Unit8. FCCL Report Annually

PDMO
AGD
CBK

MFAD
Market

Quuterly

Puticipant
PSAIT

CSNT&P

Stakeholdcrs
Ponrms to rcvicw
issuance calendar

PDMO
CBK
AGD

Market Participants

9. Reviewof
issuancc
calcndar

3. CFS @ebt)
Budg*
estimates

Prepare the debt
service projections
and CFS budga
estimates

Annually as per
Budgst Cal€ndar

and during
revisions

PDMO
BD

IVIFAD
CBK

PSNT
CSNT&P

Cabinet
Parliament

PDMO
CBK

PDMO
MFAD
CBK
CoG

Peer cormties

PDMO

RMD
CBK

MFAD

BP92022, BROP 2021

CSDRMS
CBK

lvl"IDS 2021,2022

4. Monitoring
reports and
briefs

5. Quarterly
MTDS
monitoring and
evaluation

Access of domestic
and external
bonowing and
repayment dala

peer revicw of
itqplemaotation of
theMTDS

Weekly

and Quarterly

4t

-EGBET



ANNEX III: Macroeconomic Indicators
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The Coun4t Allocation of Revenue Bill, 2022

REPUBLIC OF KEI{YA

THE NATIONAL TREASURY AND PLANNING

County Alloeatlon of Reveau,e Bill,2W

A legtslative proposal for.submlsslon to Parllament
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The County Allocation of Revenue Bill, 2022

THE COUNTY ALLOCATION OF REVENUE BILL,2022

ARR.ANGEMENT OF CLAUSES

Section

i-Short title.
2-lnterpretation.
3- Object and purpose of the Act.
4- Equitable allocation of county governments' share of revenue
5- Report on actual transfers.
6- Boolcs of accounts to reflect national government transfers.
7- Financial misconduct,
8- Cabinet Secretary to make Regulations.
9- Clarification of revenue sharing formula to apply

FIRST SCHEDULE
Allocation of Each County Governments' Equitable Share of Revenue Raised Nationally,
Financial Y ear 2022/23.
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The Cornt4t .4llocatiott of Ret,enue Bill, 2422

A tsiil for

AN .dCT of Farlian'rent to provide for the equitable allocation of revenue
raised nationally among the counff governments for the 202212023 financial year; the
responsibilities of national and county governments pursuant to suclt allocation; and
for connected purposes.

ENACTED by Parliarner.rt of Kenya, as follows-

Short title. 1. This Act rnay be cited as the Cor-rnty Allocatiorr of
Revenue Act,2022.

Interpretation. 2. In this Act, unless tlie context otherwise requires-

"Cabinet Sectetary" tneans the Cabinet Secretary for the
time being responsible for matters relating to finance;

No. 16 of 2011 "revenue" has the meaning assigned to it under section 2

of the Commission on Revenue Allocation Act.
Object and purpose of
the Act.

3. The object and purpose of this Act is to-
(a) provide, pursuant to Article 21 8(1Xb) of the

Constitution, for the allocation of an equitable share

of revenue raised nationally among the county
governments, in accordance with the resolution
approved by Parliament under Article 217 of the
Constitution for the financial year 2022123; and

(b) facilitate the transfer of allocations made to counties
under this Act from the Consolidated Fund to the
respective County Revenue Funds.

Equitable allocation of
county governments'
share ofrevenue.

4, (1) Each'county governments' equitable share of
revenue raised nationally, on the basis of the revenue sharing
formula approved by Parliament in accordance with Article
217 of the Constitution in respect of the financialyear2022123
shall be as set out in Column J of the Schedule.

No. 18 of 2012. (2) Each county government's allocation under subsection
(l) shall be transfen'ed to the respective County Revenue
Fund, in accordance with a disbursement schedule approved
by the Senate and published in the gazette by the Cabinet

$r8HEr
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in accordance rvith section 17 of the Public FinanceSecretar5r

ent A 2012lVfan

Funding of transferred
functions.

5. ( 1) Where a county governlrent has transferred
functions to the national goverrlrlent pursuant to Article I 87
of the Constiturtiorr, the count)/ executive in consultation u,ith
the national govenrment shall deterrnine the cost of the
transferred futrctions.

e respective county assembly shall appropriate such
morries as may be required for the transferred functions in
accordance with the determination made under subsection (l)
and the allocation shall not be Iess than the arnount

ated by the County Assembly in the preceding

2) Th

appropn
financial

monies appropriated under subsection (l), shall be
transferred to the national

(3) The

rnment.

funds transferred the National Government pursuant to

(a) The Cabinet S

quarter of the finan
ecretary shall prepare a report for each
cial year in respect to the expenditure of

subsection 3

n preparing a report under subsection (4), the Cabinet
Secretary shall ensure the report-

(a) contains information on financial and non-fin ancial
performance of the entity assigned to carry out the
transferred functions on behalf of the National
Govemrnent;

(b) is in a form prescribed by the Accounting Standards
Board; and

(c) contains such further information as the Senate or the
National Assembly may, pursuant to Section 34 of the

(5) r

Public Finairce M ent A ulre.

Assembl

The Cabinet S6) shal us bm( theecretary repoft prepared
erund uS sectb on thto Senatee Nationals)( bAssem thev

Control oer f th Aue eneralditor-G theand ctiVErespeBudget,

Report on actual
transfers.

6. The National Treasury and
monthly report oh actual transfers o

Planning shall publish a
f all allocations to county

ernments.
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Tlte Cotuth,, Allocation of Ret,enu{BiTt, Z OZ :

Bool<s of accounts to

reflect national
governllrent trausfers

7. (1) Each county treasury shall reflect all transfers b1,

tire national goverutletrt to tlte county governnlelrts irl its
books of accounts.

(2) The estinrates of revenue oi each county shall
separately reflect the total equitable reveltue share under

section 4 of this Act and any other conditional allocatiotls
fi'onr the national governntent trattslerred to the County
Revenue Fund.

No. 18 of2012 (3) A county treasury shall as part of its consolidated
quarterly and annual reports required under the Public Finance

Managenrent Act, 2012 reporl on actual transfers received by

the couuty governmellt from the ttational government, up to
the end of that quarter or year in the forrnat prescribed by the

Public Sector Accounting Standards Board or in the absence

of a fonnat prescribed by the Board, in the format prescribed

by the National Treasury

Financial Misconduct. 8. Despite the provisions of any other law, any serious or
persistent non-compliance with provisions of this Act
constitutes an offence under the Public Finance Management

Act,2012

Cabinet Secretary to
make Regulations.

9. The Cabinet SecretarY maY, with the approval of
Parliament make Regulations on-

(a) any matter in respect of which Regulations require to
be made under this Act; and

(b) any subsidiary or incidental administrative or
procedural matter necessary for the proper
implementation or administration of this Act.

Clarification of
revenue sharing
formula to apply

10. For thd avoidance of doubt the allocation of the

equitable share of revenue to the county governments under

Section 4 of this Act shall be in accordance with the third
determination of the basis of the division of revenue among

counties approved by Parliarnent pursuant to Article 217 (7)

of the Constitution.

$t0ffiHT



!
Cs

Oa

C,
N
o
o

,U-\
>Jr\
G

bu

.\
N
\)
\.)

,L)

a
Fl

.$ffiffiHHT

a
o
F]

e
F
L'J

?
5

(?

o-l

G

a

o
a
-l
o

o
(D

o

o
o

z
le

o

lo

o

o
D)

t\)
tJ
b.)
s=
UJ

!

z

7.

1
7

=

v.

o

a
: l, -

c

l

g

@ E

c:

E a,
: -

=

a

ir i ; ir
=

:
-o

"6

1o

P
o

_6
v
!

! i
I "o

9!
_o -o

!

-o
:

E

P
! ! : ir

IJ
ir I{ I

=
3

r)

:o

{

!

!

I{
i

9
'iu

I
I
a
-o

'!

"N
!

'+

if,

-o
I

I

!

6
-9

3
@

>:
=5

V@
3S

-i+

!
t

!

!

! I

I

J
I

!6
'1r

!

o

6

{

o

-{

!
6
N

"6

.6

!

!

IJ
oo
I

0

-o
I

I
I

-6
6
.9

I

I

I
+

J

=
e-

IJ
I { P

s
Po l.-,

Lo6 !
ts

-ao

{
o

I

o
'o

p

{
o
o

o

o

"u
!
.o{
'o

;
o o

ooo

I

6
o
oo

oo
6
!

o
o

-5

6

'o

P'{
o'o
I

N

{
o
o

'g
3

E

@
o

{{ I
ie p

N
!.,o Po N

6
I{ r.,

I q I
I

;z
cX.

{
o
6{
{

{
o

E
I

{
N

{
{
e
Np
I

p

a

p
6

l!

oo

'l

o
l,

'9{
e
-a{6

t9
6{

o

6

p

I

6
p

6
o

I

I{
,9

!
'u
6
I

I

o

tqI

h

I

J{
{
o

6

o
6

I

I

6

{
{
6

I

{

6

{
o
l.

'a

.!
I
IJ
.{
N

ie {
p

6o
.6

!

{
N

oo
I

6 .66u
oIg

-9

Ip

r

I

-,

=s

a

a6

9.p

V@

=E.9;
j+

:'-
3

a

ts

3.

o

€
o

!

6

z

o\

sffiffimfrr



{

!

rz z z 7 :
:

I
a

2
7

2

I b
q E

=

z

=.

z
=

z

iJ t l!
i,

IJ;'! v, ie ir
IJ{

iu
{
'o

!-5 I

I

J

:
o{

-o

!
'9

-9{
'a

;
I

,!

o

!

o oo

i

!

o

o

{
-o
!

-o _o

{

'o

I b-9
I I

o
o

,9 ; q is
I

IJ
6iro

'6
J
I

I
io

_o

o
I

!
"9

I

I

:-'
0

o

!

I

!

!
0

6

{

{

c
!

;

{
{0

I

{
!

I {
o

6

{ a

!

6

6
I

{
_o

_o

.o
I
6
"o
{

I

{
I
I

I

{
o
I

I

!
!-9

a
I

-!
!
!

o

I

I

{ o 0
{
I

6

6

I

{
I

o
I

I
I

I ;
I
6{{

{
{

6

I

I

{{
I

I

{
!

o
!

6

!

{ E

o

! !..,{ IJ
i,!.-, l,J

N 'N

I

.U
I

IJ{

{{
'o
o

J

o
oo

.rso

oo
o

o
o
oo

{
oo

;
o'o
o

I
_p
I
.o
o

o

o
oo

pp

IJ
o
o

s
{
o
o

I!

o

6

o
oo

o
I

ooo

o
oo

{
oo

{
o
o
ooo

oo

N

o6
oj

oo

{
o
oo

o

oo
oo

o
o

o
o

'6{
o{
o

I
0
I{
o

.p
p
o

-oooo

I

'€{
ooo

IJ l!
o
6

IJ

6
'o

I
t'-,

o
IJ

{ 'o
0in

I

lJ P '@

I

6

G

o:
-g{
6

{I
p

o{
III
6

{
6

{
I

{p 0{
{
I

J
o
I

o

-o
o:
N

oI

{
6{

J'{
o

p

I
!
o

o

9

o

{
I
o

'3

{
.9

{
o{

I
-+

o
p

{
oo{
I

'o{o
].,

o

I

{

p
6
.r

p

I

p

{
0

.oo
6

I

6

6

o

N
!
N

'6

'6
I

o

{
I6
{{
I

6

I
N

I

{

{
{{
oo
o

o {
o
6
I

6
6

{
9

IJ
o

I

I
I

I

6

I

6{
!

{ {
{

o
o{

6

6

6

{ 6

{

6
'r9
p

{
6{o'5
N
N

o
6

SHGHET

{
cn

eo

\>

o
o
D

o

,o.\
N

G-
(\
f,

\
\\

$EffHET



2

-a
I

c)

I
;.

z
7

r!{ !
i-! i!

-o

{
!

-u
!

-9{
-o

I

o

I{
6

i le
io P !,

!
\
I
6
I

.U

I

9{
-6

{
o

!

Io

;

I

Io

_o

!
6

I

I

_6

,o
!

!
-6
I
!
t!

I

!
{
6

6{

{

I

I
I

o

{
{

I

-6

o
{

\ { 'a

o
b
o
o
o

.p
oo

o-o
oa

N

o
{
oo

u{
N{
o
oo

6
o

o
o

N
6
.9{
o

o
"_
o'o
oo

I
6
N

oo
o

r9
I

.!o
N

'o
oo

{
I

p
I

!'J

6
t., i{ !.., oo {

{
o
oo6
ooo

{
I6
a

p

N{
'o

{

-q
No

{
-6

Io
{
'@

.9

o
Ip

o
oo!
{o

N
Nq

'6
I

I

-6
oo{
{6

{o
o

o

6
i!a
-{

N
I

'o
{
.6
N{

{
{

6
to

I
o

{
6

!
{ I

.6

o
{6

ffiffiffiffiffiT;

\t-j
t!

oc
\}

o
o
N

o
.o

cu

(\

b
J\
\.)
\J\)

* >; C__ < r
*l-+aJY
r [ * td I o

! =a Q.< * !Y= '(/ ^-
=!=^=r-)- --'-LJi:-J-v-A

/i- -Lrl 
- 

! / \ \) 
- 

a a,
5L1 a-;'::-
= | 

^: 
t) ^'!--

!._4=.:
S o lJ - 6 X = 

rr
5&*-a-,==r

=L:" a! -p --J ,,, C 
=. no Qu) P c u,i=. =E€:i 

= 
L, 

-D 
D 0Q <'.

+ (J i-'() _:r =O 
() " j qI la 919 flc.D = .^ 5D :i!f rn5 x- {-o= :'f 

=
--^=----Ca

r N-. O C C0 NJ(D 
=-?O+^.f,<trn-

= 
*c lag =a\1 I-IJ n r F =.<.)!.-XJ_=,aO3 B-: tjfg :5

o o ]5 P 1i H o
:. (,R 

=e;' -r no
lljdpo^u-

D+lP^Ua

:rDv-5cD\<ur 
-= ! i co 5 iiniOQ"-;)n

=oxoD=a x:1. 
= =.!r 

o oR A 30; io
s A B;= [57 ; 5e5 ;':B oq 

= 
:- - ;'oq

=' =' = ("'& :'9
'= P d 9"= 6 d

J^TJ
frj .d = Y.E E o
-o @ =3 A, -E 3 5';'€ o-iT
=' o- Oa X- cD -.D,) c0 * -ux _ 5o- x +:iu -. -5- t' 6a'x ?=A P T3= gB
= 

O X-'= tr?
P L^ i =* 

(D 9.
d t 

=19 
co6'tf--aD=

A ; F€ u'j -.<.u()o(^ F) 
='f 

i; i5
.JNH_-a r Fi 8-x
a o- )Ip rr=C) o 3a (J,^
B X. tsN5 oSq r ES gtsJ '- ouJ 3oP E f; .q+
E ti #= qe ro "u iio qL

o tr .= -
* ci -l :.+. .'H -A 11 d::, 5 o'
d' : s:' .8i,.
J ;'-.,J d
JJjV

LVl\;.tr X. -P 3! 5'6'
:-r+f

A 5to 5
YCD-;O
O 5 O +'-loo CD - Ft+-.;(nO-]5=

- =+ P;g s.a' n. -o- 06 P lid

oo

sffifimET



MEMO I]1\4 OF'Ots.TECTS REASOI\S

Tire principal object of this Bill is to make provisiou fol the ailocation of t'evenue raised

nationalllr amo1lg the couuty go\/erm-lents lor the finaucial year 2022123.

Section X of the Billprovides for the short title u,hile Section 2 defines the various terms used

in the Bili.

Section 3 of the Biil contains the objects and the purpose of the Bill rvhich is to provide for the

allocation of revenue raised nationally among county goverrunents fo:: the financial year

2022123 as well as the transfer of the county allocations from the Consolidated Fund to the

respective County Revenue Fund.

Section 4 of the Bill provides for the aiiocation of equitable share of revenue raised nationally

to each county goverrunent.

Section 5 of the Bill provides for Funding of tt'ansfeued functions.

Section 6 of the Bill provides for the publishing of monthly repofi by the national goveLrulent,

on actual transfers of all allocations to county goverrunents.

Section 7 of the Bill provides for a county treasury to reflect the total allocations from the

national government separately in the County Finance Bill and reflect all transfers in the books

of accounts.

Section 8 of the Bill deals with what constitutes a financial misconduct.

Section 9 of the Bill rnandates the Cabinet Secretary to make regulations for proper

impiernentation of the Act.

Section 10 of the Biil provides for use of the thild determination of the basis of the allocation

of revenue among counties as approved by Parliament pursuant to Articie 217 (7) of the

Constitution.

{V
Dated on the ...,2021

b) ur Yatani, EGH
the National Treasury and PlanningCabinet
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APPENDIX

EXPLANATORY MEMOR{NDUN{ TO THE COUNTY ALLOCATON OF REVENUE
BILL,202O

Background

1. This rnemorandum is prepared in fulfilment of tire requirements of Article 218(2) of
the Constitution and section 191 of the Public Finance Management Act, 2012,q4ricir require
that the County Allocation of Revenue Bill tabled in Parliament be accornpanied by a

memorandum that:

(a) explains the revenue allocation as proposed by the Bilt;

(b) evaluates the Bill against the critelia set out in Article 203(1) of tlie Constitution;

(c) provides a surunary of significant deviations from the recommendations of the

Commission on Revenue Allocation (CRA) together with the explanation for such

deviations;

(d) explains the extent, if any, of deviation from the recommendations of the

Intergovemmental Budget and Economic Council (IBEC); and

(e) explains any assumptions and forraulae used in arriving at the respective shares

under the County Allocation of Revenue Bill,20ZZ.

2. The rnemorandum is also prepared based on the approved Third Basis for Revenue
Allocation among county governmexts pursuanf to Article 217 of theConstitution; whereby in
Septer,nber 202A, Parliarnent approved the Third Basis for allocation of the slrare of national
revenue among the County Governments on condition that the formula's irnplernentation
would be preceded by a Ksh. 53.5 billion inuease in the Counties' equitable revenue share in
th€ FY 2021122.

Explanati'on of Reveuue Allocafion as Froposed by the Bilt

3' The County Allocation of Revenue Bill \WZ proposes to allocate to County
Governments Ksh. 370 billion as equitable sh,are ofrevenue raised nationally for the financial
year2022/23.

i 4. The county govemments' equitable share of revenue was allocated among the county
governments on the Third Basis of the revenue allocation criteria approved by parliament in
accordance with Articl e Zl7 of the Constitution.

$ffiffHfitr
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Evatruatiom of the BiItr agaimst Article 203 e fion

Fiscal Capaci'ry, and trtficiency' oii County Governrnents: Fiscal capacitl, for county

go\1erurents r"efers to the potential revenues that can be generated froni the tax bases

assigned to the counties u,hen a standard a\ierage leve1 of eftbrl is applied. In its

reconmrendations to Parliament on the Thild Basis for Sharing Revettue Among Countl'

GoveLmrents, the Cornrnission on Revenue Allocation (CRA) included a 'fiscal efforl'

paralnetel'u,ith a 2% u,eight intended to incentivize OSR collectiou b), the Counties. This

is consistent rvith the approach in other jurisdictions, whete the lonnula for ltorizontal

revenue distribution among subnational govenxnents typicalll, incotporates lneasures of

fiscal capacity alongside those of expenditure need. CRA's fiscal effort parameter rvas

defined in tenns of each County Goverrunent's actual re\/enue collection relative to the

County's Gross County Ploduct (GCP) as computed by the Kenya National Bureau ol

Statistics (KNBS).

6. In approving CRA's recomrnendations however, Parliament did not include the fiscal effolt

parameter, effectively shifting the2o/o weigiit to other pammeters. This means that during

the five-year basis application, it will not be easy to motivate counties to strengthen their

local revenue collection efforts. There is therefore need for County Assemblies, in

conducting their oversiglit roie ensure that county governments enhance their own source

revenue collection. It is hoped that future revenue sharing fonnulae may consider

reinstating the fiscal effort parameter to incentivize counties to collect rnore own source

revenues.

7. Developmental needs of the county governments and their ability to perform the

functions as:signed to them: The co.unty governments are expected to supplement the

proposed aliocation of Ksh" 370 billion to county governments as equitable share of

reverue for FY 20ZZD3 which is equal to an allocation in the FY 2021f22, with their own

source reverue collection to perform their assigned functions. Article 209 of the

Constitutioa has assigned counties revenue raising powerc and as such counties are

expected to improve and maintain sustained eollection of ttreir own source revenues (OSR)

to supplem,ent the equitable share allocatior,'rto ensure irnproved service delivery.

8. Economic Dlsparlties withtn and amQng countles and the need to rernedy them:

Allocation of the sharable revenue (i.e., equitable share ofKsh.370 billion) among counties

is based on the Thir&generation formula approved by Parliarnent in September, 2020

p,ursuant to provisions of Artiele 217 and Section 16 of the Sixth Sclredule of the

eonstitution, The Third Basis. fonnula whish should be applicabtre from FY 2A20l2l to FY

2024125 has taken into aeeount the rollowlng parameters; (i.) Fopulation (18%); (ii) Health

Index (17%); (iii) Agliculture lndex QA%\; (iii) Urban Index (5%); (iv) Poverty Index

Oa%); (v) Land Area Index (S%); (vi) Roads lndex (8%), and; (r,ii) Basic Share index

(20o/o)". The horizontal distribution of Co,unty Governments' equitable revenue share
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ailocation of Ksh.370 billion fe-rr FY l0ll 23 sliaii be t-rased on rhc-'fhird Basis F-onlula.

Accordingly. in FY 2O22,t23,the Counties u,ill share an estimatecl Ksh.jT0 Lrillion. It shouid
be r.ioted tlrat the Third Basis tbmrula. rihich u'ill be applied in IrY 2022123. talies i,t.
accouut disparities alnong counties and airls at equitable distributiol ol resources across

counlies.

9. I\eed for Economic Optimization of Each County: Allocalion of resources to County
Govetnrnettts u'as guided b),the historical costing of expenditures for fiurctions assig,ed
to tlie Count,v- Goventmeuts. TIie eqr-ritable share of reveirue allocated to County
Goverrunents in the financial year 2022123 is Ksh.370 billion, a1 allocatiol rvhich remai,s
unclranged fiorl the FY 2021122. Tbis is an unconditional allocation rvhich treans that the

County Govenunents can plan, budget and spend the fr.urds independently. \\zith the

l'esources, therefore. County Goverrunents are in a position to prioritize pr-ojects and
consequently allocate resources thus optirnizing their potential for.econornic developmelt.

10 Stable and Predictable Allocations of County Governments, Vertieal Share of
Revenue: The couity governments'equitable share of revenue raised nationaily has beel
protected from cuts that may be occasioned by shorrfall in revenue raised nationally, more
so in the advent of the effects of Covid- I 9 Pandemic. According to clause 5 of t6e Divisiolt
of Revenue Bill 2022, any shortfall in revenue raised nationally is to be bome by the
National Goverrment, to the extent of the tlu'eshold prescribed in Regulations by the
Cabinet Secretary.

Evaluation of Deviations from the recommendations of the Commission on Revenue
Alloeation

1 1- The Division of Revenue B11I,2022 proposes to allocate county govemments an equitable
share of Kslr-370 billion from the shareable revenue raised nationally. The CRA also
recomrnends Cou:ty Govenrrnents' equitalle share of revenue of Ksh.370 billion as an
unconditiona] allocation to be shared among county goveiltments on the Third Basis of the
formula for sharing revenue approved by Parliament under Article 217 of theConstitution
in September2020.In this case there is no differences in the amounts ofproposed allocation
of equitable share to county govemrnents by both CRA and the National Treasury. CRA,s
recontmendation is premised on the following seven criteria provided for in Article 203(l)
of the Constitution; (i) National interest, (iilprovisions in respect of the public debt and
other national obligations; (iii) the needs of the national govemment, determined by
objective criteria; (iv) the need to ensure th4t county govemments are able to perform the
functions allocated to them; (v) the fiscal capacity and effrciency of county governments;
(vi) the desirability of stable and predictable allocations of revenue; and (vii) the need for
flexibility in responding to emergencies and other temporary needs, based on similar
objective criteria.
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12 CRA recorllmendation is based on the

i. Ee onornic grorvth: The Commissior-r is cognizant of the need to stimulate the econouy

lollorving the slurnp occasioned by the COVID-19 global pandeuric. However. git,eu

the limited fiscal space the Comnission recornmends that eacli levei of gorzeru.ttettt

restructures its expenditures to stimulate the ecouotly.

ii. Revenue performance: The expected siow recoverl, of the economy and the 2022

general election ale iikely to affect reverlue performance negattvely in the financial year

2022123. To contain the fiscai deficits rvithin the recommended target there is need for

equitable shares to be retained at the financial year 2021l22levels,

iii. Debt Sustainability: Persistent underperforrnallce of revenues has led to increased

fiscal deficits occasioning the accurnulation of more debt to fiuance government

functions. This call for fiscal consolidation to contain the public debt.

iv. The 2022 General Election: The general election will be held in August 2022. Il ts

important that the national goverunent restructures its expenditures to finance the

election as a matter of national interest.

13. Table 3 analyses the apploaches by CRA. the National Treasury in computing the proposal

on the division of revenue between the nati,onal and county govemnents in FY 2022123.

Table 3: Comparison of approaches toward:s recornmendations of the Commission on Revenue

Allocation and the National Treasury on tho equitable sh:are of revenue proposed for FY

ZA2Zn3(Figures in Ksh. Millions)

Source; National Treasury and Planning

14. Although there are no differences on the propo.sed amount of equitable share to county

govemments, there are differences occasigned by consideration for additional conditional

allocations finanaed from National govenrment share of revenue amounting to Ksh,5.6

bitlion; - Whereas CRA has not rnade any additional proposals to fuird Counties, the

Nationatr Treasury has proposed Ksh.5.6 billion to be financed ftonn the National

Govemment share of revenue. '

Conclusion

15.The proposals contained in the Bill take into account the fiscal frarnework set out in the

BFS for 2A22/23 and are intended to ensqe fiscal sustainabilitSr specifically against the

Expenditure Item

CRA NationalTreasury Variance

A B c=(A-B)

1. Equitable Revenue Share in FY 2021122 3i0,000 370,000

2. Adjnsfinent for revenue $owth nFY 2022123 as

determined in the framework

T0TAL EQUITABLE 0F REVENUE=(1+2) 370,000 370,000
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backdrop of escalating expenditure pressure on the fiscal framework occasioned by

increase in Consolidated Fund Services (CFS) and the persistent under performance of the
ordinary revenue.

16. The National Treasury has also taken intoaccount the approved Third Basis for Revenue

Ailocation among county governments pursuant to Article 217 of tke Constitution, wlrcse
implementation in the FY 202InZ was preceded by a Ksh.53.5 bitlion increase in the
Counties' equitable revenue share. It is expected with successful implementation of the

Third Basis formula from FY 2A20n\ b ZW4/21 county governments will now be able to
plan, budget and spend in accordance with areas of need as envisaged in the formula as

well as achieve their developrnental needs.

I
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