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FOREWORD

Sound financial management is the cornerstone of sustainable development. As we look ahead to
financial year 2026/2027 and the medium-term, this County Debt Management Strategy paper
(CDMSP) provides a clear framework for prudent borrowing, effective debt servicing, and
responsible fiscal planning. It is designed to safeguard the county’s financial health while enabling

strategic investments that drive growth and improve the quality of life for our citizens.

This strategy emphasizes transparency, accountability and efficiency in debt management. By
aligning borrowing decisions with development priorities, we ensure that every shilling borrowed
contributes to tangible outcomes such as infrastructure development, social serviCes and economic
empowerment. The medium-term outlook further strengthens our commitmenito maintaining debt

sustainability, mitigating risks and enhancing resilience against ecobomic shocks.

The County Government recognizes that debt is a powerfulteol"when managed wisely. Through
this strategy, we reaffirm our dedication to maintainingha balanced approach—Ieveraging debt to
finance critical projects while safeguarding”futlre generations from undue fiscal burdens.
Collaboration with stakeholders, adherence to"best practices and continuous monitoring will be

central to achieving these objectives.

We invite all partners, citizensyand institutions to support the implementation of this strategy.
Together, we can build a financiallyistable county that is well-positioned to meet the challenges of

tomorrow and seize the @pportunities of the future.

Wachira Gachigi
County Execttive Committee Member,
FinancelEconomic Planning and County Development.



ACKNOWLEDGEMENT

The successful preparation of the County Debt Management Strategy 2026 and Medium-Term
Plan is the result of collective effort, dedication, and collaboration. We wish to extend our sincere

gratitude to all individuals and institutions who contributed to its development.

We acknowledge the leadership of H.E the Governor, H.E the Deputy Governor, The County
Executive Committee Members, whose guidance and vision steered the process.aSpecial
appreciation goes to the County Treasury team and staff from the Directorate"ofyBudgetfor their

technical expertise, commitment, and tireless work in compiling and analysingthe necessary data.

We also recognize the valuable input from stakeholders, including development partners, financial
institutions, and the public, whose perspectives enriched the strategy and ensured its relevance to
the county’s needs. Their engagement reflects the spirit_oftinclusivity and transparency that

underpins our financial management practices.

Finally, we appreciate the support of the County /Assembly for providing oversight and ensuring
that the strategy aligns with legal and policy frameworks. Together, these contributions have laid
a strong foundation for sustainable debt management and fiscal responsibility.

Daniel Ngumi,
Chief Officer,
Finance, Economic Planping and County Development.



LIST OF ABBREVIATIONS

ADB
CDMSP
CECM
CFSP
CIDP
DMAC
DMU
DSA
IBEC
IMF
MDGs
NPV
SDGs
SDR
PFMA
WB
GDP
GCP

African Development Bank

County Debt Management Strategy Paper
County Executive Committee Member
County Fiscal Strategy Paper

County Integrated Development Plan
Debt Management Advisory Committee
Debt Management Unit

Debt Sustainability Analysis

Inter Government Budget and Economic Council
International Monetary Fund

Millennium Development Goals

Net Present Value

Sustainable Development goals

Special Drawing Rights

Public Finance Management Act

World Bank

Gross Domestic Product

Gross County Product



EXECUTIVE SUMMARY

The County Debt Management Strategy Paper (CDMSP) 2026/2027 has been prepared in
compliance with Section 123 of the Public Finance Management Act (PFMA), 2012, which

requires counties to submit their debt management strategies to the County Assembly by 28th

February each year. The strategy provides a framework for responsible borrowing, debt

sustainability and fiscal discipline, ensuring that debt supports socio-economic transformation

without undermining fiscal stability.

This strategy focuses on the following key areas

Legal Compliance: Borrowing is restricted to development (capital) ‘expenditure under
PFMA, 2012 Section 58(2)(a) and must be guaranteed by the national govesnment in line with
Article 212 of the Constitution of Kenya, 2010. Debt levels mustfémain within the 20 percent
revenue ceiling set by PFM Regulations, 2015 Section 25(1)(d).

Debt Sustainability: The county will continuously”monitorydebt indicators such as debt-to-
revenue ratio, debt service-to-revenue ratio, and fiscal deficit levels. Annual Debt
Sustainability Analysis (DSA) will be congdticted to ensure affordability and resilience against
fiscal shocks.

Risk Management: The strategy identifies,key risks including interest rate, exchange rate,
refinancing, liquidity and operational risks and outlines mitigation measures including
prioritization of concessional, loans, diversification of financing sources and strengthening
institutional capacity.

Financing Options:4The county will explore diverse financing mechanisms including
domestic barrowingigrants, PPPs, concessional external loans and innovative instruments
such as county bonds, green bonds and leasing. Preference will be given to concessional
finanCingte,minimize debt service costs.

Implementation and Oversight: The County Treasury will lead implementation, supported
byathe” County Assembly, National Treasury, Controller of Budget and Auditor-General.
Monitoring will be conducted quarterly, with annual evaluations to assess debt sustainability
and compliance. Transparency and public participation will be prioritized in line with Article
201(a) of the Constitution.

Policy Recommendations include; Strengthen institutional capacity for debt management,

prioritizing concessional financing and diversify funding sources, enhancing transparency

Vi



through regular reporting and public disclosure, aligning county borrowing with the national
debt management strategy and institutionalize monitoring and evaluation frameworks to ensure
accountability.
The CDMSP 2026/2027 provides a roadmap for prudent debt management, balancing the county’s
financing needs with fiscal sustainability. By adhering to constitutional principles, statutory
requirements and best practices, the county will safeguard fiscal stability while leveraging debt to
accelerate socio-economic transformation and improve service delivery.
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CHAPTER ONE
PUBLIC DEBT MANAGEMENT

1.1 Introduction

The Public Finance Management Act (PFMA), 2012, Section 123 requires every County
Government to prepare and present its County Debt Management Strategy Paper (CDMSP) to the
County Assembly by 28th February each year. This statutory requirement ensures transparency,
accountability and prudent fiscal planning in line with the principles of publiefinance under
Article 201 of the Constitution of Kenya, 2010.

The CDMSP serves as a critical policy instrument that outlines the county’s borrowing framework,
debt sustainability measures and financing strategies to bridge resource gaps in the annual and
medium-term planning frameworks. It provides guidance on h@w the county will mobilize
resources to fund development priorities while adhering to fiscal fesponsibility principles under
Section 107 of the PFMA, 2012, which emphasize balanced udgets, sustainable debt levels and
efficient use of public resources.
In preparing the CDMSP, the county has considerea.
1. Legal provisions governing borrowing,and'debt management.
2. The debt acquisition process, inclfuding approvals by the National Treasury and County
Assembly.
3. Impact of debt service on reeurrent and development expenditure.
4. Anticipated fluctdations in interest rates, exchange rates and inflation.
5. Potential fiseal'and budgetary risks, including contingent liabilities and guarantees.
6. Alignment with national debt management policies as guided by the National Treasury’s
Medium-Term Debt Management Strategy (MTDS).

This strategy therefore provides a roadmap for responsible borrowing, ensuring that debt supports

socio-ecomomic transformation without undermining fiscal sustainability.

1.2 Description of the County Debt Management Strategy
Public debt management refers to the establishment and execution of a plan to manage government
debt in a manner that raises the required funding to meet development objectives while minimizing

costs and risks.



The CDMS is designed to: ensure debt levels remain affordable, sustainable and transparent;

Provide a framework for accessing both domestic and external financing in compliance with

Section 58 of the PFMA, 2012; which restricts borrowing to development (capital) expenditure,

strengthen institutional capacity for debt recording, monitoring and reporting in line with PFM

Regulations, 2015 and enhance coordination between the County Treasury, the National Treasury

and other stakeholders to ensure consistency with national fiscal policies.

1.3 Objectives of the County Debt Management Strategy Paper

The primary objective of the CDMSP is to ensure that the County Governmentmeets its financing

needs while maintaining fiscal sustainability and minimizing financial risks, Other objectives

include,

Vi.

Vil.

Cost and Risk Minimization: Ensure financing needs and payment obligations are met at
the lowest possible cost over the medium to long term/€onsistent with a prudent degree of
risk.

Debt Sustainability: Safeguard the county’s abilityt6 service debt without compromising
its fiscal capacity to deliver essential services,and development projects.

Compliance with Legal Limits: Ensure that the overall level of public debt does not
exceed 20 percent of the countysgoverament’s total revenue at any one time, as stipulated
in PFM Regulations, 2045, Section25(1)(d).

Transparency and Accountability: Promote openness in debt contracting, reporting and
disclosure to thetCounty Assembly and the public.

Diversification of Fipancing Sources: Explore innovative financing mechanisms such as
public-private partnerships (PPPs), county bonds, concessional loans and grants to reduce
reliance on ‘éemmercial debt.

Strengthening Institutional Capacity: Build robust debt management systems, including
debt registers, monitoring tools and reporting frameworks, to enhance efficiency and
compliance.

Risk Management: Identify, assess and mitigate risks related to interest rates, exchange

rates, refinancing and contingent liabilities.



1.4 Scope of the Strategy
The 2026/2027 CDMSP provides policy direction for accessing financial markets and developing
a well-functioning debt management framework over the medium term. Key aspects of the scope

include:

o Fiscal Deficit Financing: The CDMSP is anchored on projected fiscal deficits and
assumptions outlined in the County Integrated Development Plan (CIDP) and the”Céunty
Fiscal Strategy Paper (CFSP).

e Integration with Budget Process: The CDMSP will be updated annually and in€orporated
into the CFSP as required under PFMA, 2012 Section 117, ensufing,consistency with the
county’s budget cycle.

« Capital Expenditure Focus: Borrowing will strictly financg development projects, in line
with PFMA, 2012 Section 58(2)(a).

e Medium-Term Outlook: The strategy covers a“three-year horizon, aligning debt
management operations with the county’s medium-term expenditure framework.

e Legal and Institutional Framework{ Debt contracting will adhere to approvals by the
County Assembly and the National Treasury, ensuring compliance with Article 212 of the
Constitution, which requires ceunty jborrowing to be guaranteed by the national
government.

« Monitoring and Evaluation: /The CDMSP will establish mechanisms for continuous
monitoring of debt sustainability indicators, including debt-to-revenue ratios, debt service-
to-revenue ratios and fiscal deficit levels.



CHAPTER TWO
LEGAL AND INSTITUTIONAL FRAMEWORK FOR DEBT MANAGEMENT

2.1 Introduction
Effective debt management requires a strong legal and institutional framework that ensures
borrowing is conducted transparently, sustainably and in line with constitutional and/statutory
provisions. This framework provides the rules, responsibilities and oversight mechanismsthat
guide the county in contracting, managing and reporting debt.
Article 212 of the Constitution of Kenya, 2010, stipulates that a county may berrow only if:

1. The national government guarantees the loan.

2. The county assembly approves the borrowing.
This constitutional requirement ensures that county borrowing is ¢onsistent with national fiscal

policies and does not jeopardize macroeconomic stability,

2.2 Legal Framework

County borrowing and debt management\in Kenya are governed by a comprehensive
constitutional, statutory, and regulatory Aframework designed to ensure fiscal discipline,
transparency, accountability, and long-term sustainability of public finances.

Constitution of Kenya, 2010

The Constitution establisi€8ithe overarching principles and institutional oversight mechanisms for
public finance management at both national and county levels.

Article 201 sets.outstheprincCiples of public finance, including equity in resource sharing, prudent
and responsible\use offpublic funds, openness and accountability, and the need to promote fiscal
sustainabihty.

ArtiCle 212 provides that counties may borrow only with a guarantee from the national government
and subjeet to approval by the respective County Assembly, thereby safeguarding macroeconomic
stability.

Avrticle 225 mandates oversight of public financial management by the Controller of Budget and

the Auditor-General, ensuring lawful and effective use of public resources, including debt.



Public Finance Management Act (PFMA), 2012

The PFMA operationalizes constitutional principles and provides detailed rules governing county
borrowing and debt management.

Section 58 restricts county borrowing to development (capital) expenditure, prohibiting borrowing
for recurrent spending.

Section 107 outlines fiscal responsibility principles, requiring counties to maintain sustaigiable debt
levels and ensure that public debt is managed prudently.

Section 123 requires the County Treasury to prepare and submit the County Debt Management
Strategy Paper (CDMSP) to the County Assembly by 28th February each year,jprometing forward-
looking debt planning.

Sections 140-142 establishes procedures for obtaining national government guarantees, approvals,

and management of public debt obligations.

Public Finance Management Regulations, 2015
The Regulations provide detailed operational guidanceite support implementation of the PFMA.
Regulation 25(1)(d) limits county debt to not morelthan 20 percent of total county revenue at any

given time, reinforcing fiscal sustainability.

The Regulations also provide framewartks for debt reporting, monitoring, disclosure, and risk
management, enhancing transparency and accountability in county debt operations.

Public Audit Act, 2015

The Act strengthens-accountability in debt management through independent audit.

It mandates the( Auditor-General to audit county debt records, guarantees, and related financial
obligations to ensure compliance with the Constitution, PFMA, and other applicable laws.

County Gevesnments Act, 2012

This%Act provides the governance architecture necessary for effective oversight and approval of
county debt.

It establishes the roles of County Assemblies and County Executives in approving borrowing,
overseeing fiscal decisions, and monitoring implementation of debt-financed development

programmes.



2.3 Institutional Framework

The following institutions are critical to the county debt management process

The County Treasury

Ensures compliance with PFMA, 2012 and PFM Regulations, 2015, prepares the CDMSP
annually, maintains a comprehensive debt register and submits debt reports to the County
Assembly, Controller of Budget and National Treasury.

County Assembly

Exercises oversight over debt management by ensureing alignment with Geuntypriorities,
reviews and approves borrowing proposals.

National Treasury

Provides guarantees for county borrowing as required under Arti¢le 212 of the Constitution,
ensures county borrowing aligns with national debt management strategy and monitors’
aggregate county debt to safeguard macroeconomic/Stabulity:

Controller of Budget

Authorizes withdrawals related to debt sefvieing, monitor’s county borrowing and ensures
funds are used for approved purposes.

Auditor-General

Audits county debt records, sepertsten compliance, efficiency, transparency and provides
independent assurance on thesustainability of county debt.

Commission on Revenue Allocation (CRA)

Advises on equitablefevenue sharing, which influences county borrowing capacity.

The Public

Public consultations” ensure transparency and accountability in debt management and is a
requirementunder Article 201(a) of the Constitution.

2:4°Coordpnation Mechanisms
To strengthen debt management, coordination between institutions is critical: These efforts and
interactions will involve the following institutions
e County Treasury < National Treasury: For guarantees, approvals and alignment with
national debt strategy.

e County Treasury < County Assembly: For approval and oversight of borrowing.



e« County Treasury, Controller of Budget and Auditor-General: For monitoring,
authorization and audit of debt.

e County Treasury < Citizens: For public participation and accountability.
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CHAPTER THREE:
DEBT SUSTAINABILITY ANALYSIS AND RISK MANAGEMENT FRAMEWORK

3.1 Introduction

Debt sustainability analysis (DSA) is a key component of prudent public debt management. It
evaluates whether the county’s current and projected debt levels can be serviced without
compromising fiscal stability or crowding out essential public services. The analysis,is guided by
the Public Finance Management Act (PFMA), 2012, the Public Finance Management Regulations,
2015 and the principles of fiscal responsibility under Section 107 of the PFMA, 2012.

The risk management framework complements the DSA by identifying, assessing and mitigating
risks associated with borrowing, including interest rate fluctuations, exchange rate volatility,
refinancing risks and contingent liabilities. Together, thesg/ toels ensure that debt remains

sustainable and supports socio-economic transformation.

The debt sustainability analysis and risk management framework therefore provide the county with
tools to ensure that borrowing remains affordable,“ransparent and aligned with development
priorities. By continuously monitoring debt indicators and proactively managing risks, the county

will safeguard fiscal stability whilgdeveraging debt to accelerate socio-economic transformation.

3.2 Debt Sustainability Indicators

The county will monitef,and evaluate debt sustainability using the following indicators:

o Debt-to-Reyenue Ratio: Total debt stock should not exceed 20 percent of county revenue, as
stipulated in,PEM Regulations, 2015 Section 25(1)(d).

o Debt Servi€e-to-Revenue Ratio: Annual debt service obligations should remain below 30
percent'oftotal revenue, ensuring adequate fiscal space for service delivery.

o Fiseal Deficit-to-Revenue Ratio: Fiscal deficits should be maintained within prudent limits,
consistent with Section 107(2)(b) of PFMA, 2012, which requires counties to maintain a
balanced budget.

e Liquidity Indicators: Monitoring cash flow adequacy to meet short-term obligations without
resorting to expensive borrowing.

« Contingent Liabilities: Assessment of risks arising from guarantees, PPPs and pending bills.

9



3.3 Risk Management Framework

Effective debt management requires not only monitoring sustainability indicators but also
proactively identifying and mitigating risks that could undermine fiscal stability. The Risk
Management Framework provides structured measures to anticipate, assess and respond to
potential threats to the county’s debt portfolio. It ensures that borrowing decisions remain prudent,
affordable and aligned with the Public Finance Management Act (PFMA), 2012, ghe PFM

Regulations, 2015 and fiscal responsibility principles.
Key risks that may affect this strategy and proposed mitigations

Interest Rate Risk
Exposure to variable interest rates can significantly increase debt service costs, creating budgetary
uncertainty. To minimize volatility, the county will prioritize congessional loans and fixed-rate

instruments, ensuring greater predictability in repayment obligations:

Exchange Rate Risk

Foreign currency-denominated debt exposes the-county to fluctuations in exchange rates, which
can raise the cost of servicing external obligations.§Fo mitigate this risk, external borrowing should
be limited, hedging mechanisms employed where feasible and domestic financing prioritized to

reduce vulnerability.

Refinancing Risk
Short-term debt instraments, often require frequent rollovers, increasing the county’s vulnerability
to market conditions®A"balanced debt portfolio with longer maturities is recommended to reduce

rollover pressure and enhance financial stability.
LiquidityaRisk
Inadequate’ cash flow may hinder the county’s ability to meet debt obligations on time.

Strengthening cash flow forecasting and maintaining adequate reserves are essential strategies to
ensure timely debt servicing and safeguard fiscal credibility.

10



Operational Risk
Weak institutional capacity, poor debt recording or inadequate reporting can undermine effective
debt management. To address this, the county will enhance institutional capacity, adopt modern

debt management systems and ensure timely and accurate reporting.

Legal and Compliance Risk

Non-compliance with the Public Finance Management Act (PFMA), 2012 and related regtlations
may result in sanctions or loss of credibility. Strict adherence to legal provisions, cQupled with
regular audits by the Auditor General, is necessary to maintain compliancejand’ reinforce

accountability

3.4 Pending Bills and Fiscal Risks
Pending bills represent obligations arising from goods and serviges delivered to the county but not
yet paid for. Although they are not classified as formal debtitheyconstitute a liability that directly

impacts fiscal sustainability, liquidity and credibility of\the county government.

The Public Finance Management Act, 2012 SectiomQ4 requires counties to manage pending bills
responsibly and ensure timely settlementsAccumulation of pending bills can crowd out

development spending, increase fiscal rigsks and expose the county to litigation.

The County Treasury will therefore:
« Maintain a comprehensive register of pending bills.
« Prioritize clearanceyof eligible and verified bills.
« Integrate pending bills into annual debt sustainability analysis.
e Report progress on pending bills to the County Assembly and Controller of Budget.

3.5 Pebt'Sustainability Assessment Process
The “eounty’s debt sustainability assessment follows a structured process designed to ensure

prudent management and long-term fiscal stability.

Data Collection; The first step involves compiling comprehensive information on debt stock,
revenue, expenditure and macroeconomic projections. This provides the foundation for accurate

analysis and informed decision-making.

11



Baseline Scenario; Current debt levels are then assessed against established sustainability
thresholds. This baseline scenario serves as a benchmark for evaluating the county’s fiscal position

and identifying potential risks.

Stress Testing; To gauge resilience, adverse scenarios are simulated, including revenue shortfalls,
interest rate hikes and exchange rate depreciation. Stress testing highlights vulnerabiljties and

helps anticipate the impact of external shocks.

Policy Recommendations; Based on the findings, corrective measures are proposed to maintain
debt sustainability. These recommendations guide adjustments in borrowing strategies, fiscal

policies and risk management practices.

Reporting; Finally, the results of the assessment are presented fo%the County Assembly, the
Controller of Budget and the National Treasury. This ensuresstransparency, accountability and

alignment with national oversight requirements.

12



CHAPTER FOUR:
FINANCING OPTIONS AND BORROWING STRATEGIES
4.1 Introduction
Counties in Kenya face persistent resource gaps between available revenues and development
needs. To bridge these gaps, borrowing must be carefully structured, legally compliant and aligned
with fiscal responsibility principles under Section 107 of the PFMA, 2012. This chaptef outlines
the financing options available to the county, borrowing strategies and innovative mechanismsithat

can be leveraged to fund priority projects while safeguarding debt sustainability.

4.2 Financing options
The county has access to a diverse range of financing instruments, both damestic and external,
which can be strategically deployed to support development initiatives,while maintaining fiscal

sustainability.

Domestic Borrowing

Domestic borrowing provides immediate accgssyto funds from local sources. Bank loans offer
short- to medium-term financing from local financial#mstitutions, while county or municipal bonds
enable the issuance of debt instruments to rgisesfunds from domestic capital markets. These bonds
are subject to approval by the Natienal“Lreasury and the Capital Markets Authority (CMA). In
addition, other lending institutigns such as water trust fund may provide targeted financing.
Supplier credit arrangements withjeontractors are also available, though these are limited to

development projects andymust comply with the Public Finance Management Act,

External Borrowing

External“horrewing supplements domestic resources through concessional loans, grants and
commercial loans. Concessional loans, typically provided by development partners such as the
World, Bapk and the African Development Bank, offer favourable terms with low interest rates.
Grants “from bilateral and multilateral donors provide non-repayable funding, easing the debt
burden. Commercial loans from international lenders may be considered, but only when

concessional financing is unavailable, given their higher cost.

13



Public-Private Partnerships (PPPs)

PPPs present an opportunity to leverage private sector financing and expertise in infrastructure
development. Governed by the Public Private Partnerships Act, 2021, these arrangements reduce
reliance on debt while ensuring service delivery. By engaging private partners, counties can

expand infrastructure investment without overburdening public finances.

Innovative Financing Mechanisms

Emerging financing tools provide new avenues for resource mobilization. Green bonds can be
issued to fund environmentally sustainable projects such as renewablefenergy "and waste
management. Diaspora bonds enable counties to mobilize resources from ,Kenyans abroad,
channelling their contributions into local development. Blended finangé combines grants,
concessional loans and private investment to reduce overall financing costs and enhance project

viability.

Alternative Financing Tools

Alternative mechanisms provide flexibility and pfotect liquidity. Leasing arrangements will be
employed for assets such as garbage trucks and medical equipment, reducing upfront capital
requirements and aligning financing with ‘the useful life of depreciating or frequently upgraded
assets. This approach minimizes™lengsterm debt exposure while maintaining operational
efficiency.

Short-term cashflow advanees from banks will serve as tactical liquidity management tools,
bridging temporary_gaps ‘between receivables and payables. These advances will ensure timely
fulfillment of finameial™obhgations and continuity of operations. Their use will be carefully
monitored and tiedyto predictable inflows to prevent overreliance and maintain healthy debt ratios.
Together, leasingiand short-term advances complement traditional financing methods by providing
flexibility,\saféguarding cash reserves and supporting operational stability. Leasing will be
positioned under asset financing, while cashflow advances will be managed within the liquidity
framework of the debt strategy. This balanced approach ensures that financing decisions remain
aligned with asset lifecycles and cashflow realities, thereby strengthening overall debt

management.
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4.3 Borrowing Strategies for County Debt Management
The county’s borrowing strategies are guided by principles that ensure compliance with the law,

fiscal prudence and transparency. They provide a framework for sustainable debt management.

Compliance with Legal Framework

All borrowing activities must strictly adhere to the provisions of the Public Finance Management
Act (PFMA), 2012. In particular, borrowing is restricted to financing development expendittire as
stipulated under Section 58(2)(a). Furthermore, county borrowing must be guaranteed by the
national government in accordance with Article 212 of the Constitution. Debtilevels are also

required to remain within the 20 percent revenue ceiling set by the PFM¢/Regulatiens, 2015.

Prioritization of Concessional Financing

To minimize debt service costs, the county will prioritize copeesSienal loans and grants from
development partners. Commercial borrowing will ~only, be, considered for projects that
demonstrate high economic returns, ensuring that deht obligations are matched with productive

investments.

Diversification of Financing Sources
The county will avoid over-reliance on/a single source of financing by maintaining a balanced

approach between domestic and’external borrowing. This diversification helps mitigate risks.

Debt Portfolio Management

An optimal mix of_ short-term and long-term debt will be maintained to balance liquidity needs
with long-termsustainability. Exposure to foreign currency-denominated debt will be limited to
reduce exchange rate risk. The debt portfolio will be reviewed regularly to ensure affordability,

sustainability andhalignment with fiscal objectives.

Transparency and Accountability

Transparency is central to debt management. Full disclosure of borrowing terms will be made to
the County Assembly and the public to foster accountability. Debt registers and reporting
mechanisms will be strengthened to improve oversight. In addition, the county will publish an
annual debt sustainability analysis and borrowing outcomes, reinforcing credibility and public

trust.
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CHAPTER FIVE:
IMPLEMENTATION, MONITORING AND EVALUATION FRAMEWORK

5.1 Introduction

The successful execution of the CDMSP depends on a robust implementation, monitoring and
evaluation framework. This framework ensures that borrowing decisions are operationalized
effectively, debt sustainability is continuously assessed and corrective measures are taken
promptly. It also guarantees compliance with the Public Finance Management Act'(PFMA), 2012,
the PFM Regulations, 2015 and constitutional principles of transparency and accountability under
Avrticle 201 of the Constitution of Kenya, 2010.

5.2 Implementation Framework
Several institutions play a critical role in ensuring effective debt management within the county.
Their mandates and responsibilities collectively saféguard fiscal discipline, transparency and

compliance with the law.

The County Treasury serves as the lead agencyyin implementing the CDMSP. It is responsible
for maintaining debt registers, ensuring gimely“debt servicing and preparing both quarterly and

annual debt reports.

The County Assembly isdmandatedto review and approve borrowing proposals while exercising
oversight over debt implementation. This ensures that borrowing decisions align with development

priorities and remainwithinlegal and fiscal limits.

The National Trkeasury provides guarantees for county borrowing and monitors aggregate county
debt tessafequard national fiscal stability. Its role ensures that county-level borrowing does not

compromise the broader macroeconomic framework.

The Controller of Budget authorizes withdrawals for debt servicing and ensures that borrowed
funds are used strictly for development expenditure. This oversight prevents misuse of borrowed

resources and reinforces compliance with statutory requirements.
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Finally, the Auditor-General audits debt records and reports on compliance with laws and
regulations. Through independent audits, the Auditor-General strengthens accountability and

enhances public confidence in the county’s debt management practices.

Operationalization

Borrowing proposals and debt servicing will be fully integrated into the CFSP, the annual budget,
and the MTEF. To support this integration, the County Treasury will adopt modefnadebt
management systems that ensure accurate recording and timely reporting. This operationalization
strengthens institutional coordination, embeds debt management into the broaderfiscal planning

process and enhances transparency in the use of borrowed resources.

5.3 Monitoring Framework
Debt Monitoring Tools
To ensure effective oversight and sustainability of county“debtiseveral monitoring tools will be

employed.

The Debt Register will serve as a comprehensivetecord of all county debt obligations. It will
provide a centralized database that capturesydetaits of each loan, bond or credit arrangement,

thereby enhancing transparency and acgguntability in debt management.

Quarterly Debt Reports will bedprepared and submitted to the County Assembly, the Controller
of Budget and the National Treasury. These reports will provide regular updates on debt levels,
servicing status aned~compliance with statutory requirements, enabling timely oversight and

corrective action Where necessary.

An Anndal"Bebt Sustainability Analysis (DSA) will be conducted to evaluate debt indicators
agairst Iegal thresholds. This analysis will assess the county’s capacity to meet its debt obligations

without compromising fiscal stability, ensuring that borrowing remains within sustainable limits.

Finally, Performance Indicators will be used to track debt performance. Key indicators will
include the debt-to-revenue ratio, the debt service-to-revenue ratio, compliance with the 20 percent
debt ceiling and the timeliness of debt servicing. These metrics will provide measurable

benchmarks for evaluating the effectiveness of debt management practices.
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Together, these tools will strengthen monitoring, promote transparency and safeguard the county’s

fiscal health.

Monitoring of Trade payables
Payables will be tracked as part of debt management indicators. The County Treasury will prepare

quarterly reports and publish them for transparency.

Table 1: Summary of Trade payables

Description 315t December, 2024 (Kshs) 315t December, 2025 Kshs)

Trade payables 1,671,529,901 1,667,861,589
Employees payables 264,134,683 533,768,009
Totals 1,935,664,584 2,201,629,598

Source: Financial Statement as at 315 December, 2025

5.4 Evaluation Framework

The purpose of this framework is to assess effectiveness of borrowing in achieving development
goals, evaluate compliance with fiscal regponsibHity principles, identify gaps and recommend
corrective measures. To achieve this,Athe ceunty will use independent Audit Reports by the
Auditor-General, Public Participation Feedback and Mid-Term Reviews of the CIDP and CFSP to

assess debt impact on developmentigutcomes.

5.5 Transparency and.Accountability

To achieve these valueS and principles of Governance, the county will publish debt and
sustainability,analyses reports and engage citizens in debt-related decisions. The implementation,
monitoring and evaluation framework ensures that the CDMSP is effectively operationalized, debt
sustainability is continuously assessed and accountability is upheld. By adhering to constitutional
principles, statutory requirements and best practices, the county will safeguard fiscal stability

while leveraging debt to accelerate socio-economic transformation.
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CHAPTER SIX
COUNTY DEBT PORTFOLIO STATEMENT

Introduction

This County Debt Portfolio Statement is issued in fulfillment of the principles of transparency,
accountability and prudent financial management as required under the Public Finance
Management Act and related statutory provisions. The purpose of this statement is to provide a
clear and comprehensive account of the County’s debt position, distinguishing between obligations
that qualify as debt under the legal definition and other financial commitments that, while not
classified as debt, have material implications for fiscal sustainability.

The County affirms that, as of the reporting period, it holds no debt obligations=under the legal
definition of public debt. This status reflects compliance with borrowing regulations and
demonstrates the County’s commitment to maintaining fiscal dis¢ipline. At the same time, the
County recognizes the importance of disclosing other financial cammitments including pending
bills, leasing arrangements and short-term bank advances that"influence cashflow, budgetary
planning and service delivery.

By presenting this dual perspective, the County seeks to provide stakeholders including citizens,
oversight institutions and development partners with a transparent view of its financial obligations.
This statement serves not only as a recopd of compliance but also as a strategic tool for guiding
debt management, ensuring that commitments are managed responsibly and preserving the

County’s capacity to invest in sustainable development.

6.1 Legal Debt Position

In accordance with*the prevailing legal definition of public debt, the County currently holds no
outstanding debt ‘ebligations. This means that, under statutory and constitutional criteria, the
County_is net debted in the form of bonds, long-term loans or other instruments classified as
debt by law. The County therefore maintains a debt-free status in the strict legal sense, which
reflectsyprudent fiscal management and compliance with national debt regulations.

This position is important to emphasize because it distinguishes between legal debt which is tightly
regulated and often subject to borrowing ceilings and other forms of financial commitments that,

while significant, do not fall under the same statutory definition.
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6.2 Other Financial Commitments

Although the County is debt-free under the legal framework, it carries other financial obligations

that impact cashflow and fiscal sustainability. These commitments are disclosed to provide a

complete picture of the County’s financial position:

Pending Bills: These represent outstanding payments to suppliers, contractors and service
providers that remain unpaid at the close of the financial year. Pending bills are notClassified
as debt but can create fiscal pressure if they accumulate, as they represent obligationsthat
must be settled from future revenues.

Leasing Arrangements: The County has entered into leasing contracts, fortassets such as
Trucks, medical equipment and other operational tools. Leasing provides flexibility and
reduces upfront capital requirements, but it also creates recurring financial outflows that must

be managed within the budget.

Bank Loans and Advances: Short-term financing factlitieSysuch as overdrafts or cashflow
advances are occasionally accessed to manage liquidity gaps. While these are not categorized
as debt under the legal definition, they represent contingent liabilities that require careful

monitoring to avoid dependency or escalatien into long-term obligations.

In line with these financing mechanisms, Level four County Hospitals and other County
corporations with indepen@ent structures for borrowing and funds application as per their
specific board’s authorizationhave continued to engage financiers to support critical projects.
These entities include/Nanyuki Water and sanitation company (NAWASCO), Nyahururu
water and sanitation (NYAHUWASCO), Nanyuki and Nyahururu teaching and referral
Hospitals'Wwhich.continue to seek commercial and other financing mechanisms to implement
projeets, within”their approved strategies. Further the county has been using short-term
borrewings from commercial banks to manage cash flows relating to salaries and wages at a

cost of 0.5 percent.

6.3 Strategic Disclosure

By presenting both the legal debt position and other financial commitments, the County ensures

transparency in its fiscal reporting. This dual disclosure highlights that while the County remains

debt-free under statutory definitions, it continues to manage obligations that affect its financial
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sustainability. Incorporating these commitments into the debt management strategy allows for
proactive planning, improved accountability and stronger stakeholder confidence.

This approach also aligns with best practices in public financial management, where governments
are encouraged to disclose not only their formal debt but also contingent liabilities and off-balance-
sheet commitments. Such disclosure strengthens trust with citizens, investors and oversight

institutions and provides a more accurate basis for evaluating fiscal health.

6.4 Implications for Debt Management Strategy
The County’s debt-free status provides a strong foundation for future borrowing capacity, should
the need arise. However, the existence of pending bills, leasing obligations and short-term
advances means that fiscal discipline must remain a priority. These commitments, if not carefully
managed, can erode the County’s ability to maintain a debt-free position'and may indirectly affect
service delivery.
To mitigate these risks, the County will:
1) Prioritize the clearance of verified pending, bills While ensuring critical service levels are
maintained.
2) Structure leasing arrangements to aligh,with asset lifecycles and budgetary capacity.
3) Limit reliance on short-term _bank adwvances by strengthening cashflow forecasting and
revenue collection.
By integrating these measures into the-debt management strategy, the County ensures that financial

commitments remain ststainable and do not compromise long-term fiscal stability.

Table 2: Legal Bebt.ys..Other Commitments

Category Legal Status Nature of Obligation Fiscal Impact

Public Debt None No outstanding debt under No impact

(Bonds/Loans) statutory definition

Pending Bills Not debt Unpaid supplier/contractor Creates future cashflow
obligations pressure

Leasing Not debt Contractual payments for Recurring budgetary

Arrangements vehicles/equipment outflows

Bank Not debt Short-term liquidity facilities Temporary relief, potential

Loans/Advances risk if overused
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The County’s debt portfolio statement underscores a unique position: legally debt-free, yet fiscally
obligated through other commitments. This distinction is critical for accurate financial reporting
and responsible debt management. By disclosing both the absence of statutory debt and the
presence of other obligations, the County demonstrates transparency, accountability and foresight
in managing public resources.

Moving forward, the County will continue to strengthen its debt management framgwork by
monitoring commitments, improving cashflow discipline and maintaining compliance with
borrowing regulations. This balanced approach ensures that the County remains|financially
resilient, capable of meeting its obligations and well-positioned to pursue sustainable development

initiatives without compromising fiscal stability
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CHAPTER SEVEN:
CONCLUSION AND POLICY RECOMMENDATIONS
7.1 Conclusion
The CDMSP for the fiscal year 2026/2027 sets out a comprehensive framework to guide prudent
borrowing, ensure debt sustainability and uphold fiscal responsibility. Grounded in the
Constitution of Kenya, 2010, the Public Finance Management Act (PFMA), 2012 and/the PFM
Regulations, 2015, the strategy emphasizes that all debt must be contracted transparently;imanaged

efficiently and directed exclusively toward development expenditure.

The strategy establishes a clear legal and institutional framework for debt management, supported
by defined sustainability thresholds such as the 20 percent debt-to-revenue ceiling. It also identifies
key risks including interest rate, exchange rate and refinancing risks and outlines measures to
mitigate them. In addition, the paper explores diverse financing,optiens, ranging from concessional
loans and public-private partnerships (PPPs) to innovative instruments such as county bonds.

To reinforce accountability, the strategy stremgthens monitoring, evaluation and transparency
mechanisms, ensuring that borrowing decistons remain aligned with fiscal discipline and
development priorities. By adhering to these principles, the county will safeguard fiscal stability
while leveraging debt as a tool tegacCelerate socio-economic transformation, enhance service

delivery and expand infrastructure development.

7.2 Policy Recommendations
The CDMSP 2026-2027 ouglines a set of policy recommendations designed to strengthen fiscal
discipline, enhance transparency and ensure sustainable borrowing practices over the medium

term.

Stréngthening Legal Compliance All borrowing will strictly adhere to Article 212 of the
Constrtution and Section 58 of the Public Finance Management Act (PFMA), 2012. Debt levels
will be maintained within the 20 percent revenue ceiling established under the PFM Regulations,

2015, ensuring compliance with statutory limits and safeguarding fiscal stability.

Enhancing Institutional Capacity; The County Treasury will build technical expertise in debt
recording, monitoring and reporting. Modern debt management systems will be adopted to
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improve accuracy, efficiency and transparency in debt administration, thereby strengthening

institutional capacity to manage obligations effectively.

Prioritizing Concessional Financing; To minimize debt service costs, concessional loans and
grants will be favoured over commercial borrowing. The county will actively explore partnerships
with development partners to secure affordable financing that supports long-term development

objectives.

Diversification of Financing Sources; The county will reduce reliance on traditional bérrowing
by developing frameworks for county bonds and public-private partnerships(PPPs). Innovative
instruments such as green bonds and diaspora bonds will also be explored to_broaden financing

options and mobilize resources for priority projects.

Strengthening Monitoring and Evaluation; DSAs will be conducted to evaluate debt indicators
against legal thresholds, with findings published for transparengy. Quarterly reporting mechanisms
will be established to keep the County Assembly and“the“public informed. Debt performance
reviews will be incorporated into the County RiscalkStrategy Paper (CFSP) to ensure continuous

oversight.

Promoting Transparency and Publig Pakticipation; Borrowing terms and debt reports will be
disclosed to the public to foster aecountability. Citizens will be engaged in debt-related decisions
in line with Article 201(a)"of the Constitution, reinforcing inclusivity and public trust in fiscal

management.

Aligning withNational” Debt Strategy; The county will coordinate closely with the National
Treasury“t@*ensure borrowing aligns with national fiscal policies. All external borrowing will be
guaranteed, byythe national government as required by law, thereby strengthening coherence

between county and national debt strategies.

7.3 Way Forward
The County Government will institutionalize debt management as a core component of fiscal
policy. By implementing the recommendations outlined in this CDMSP, the county will not only

maintain debt sustainability but also unlock new opportunities for development financing. This
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will ensure that debt remains a tool for growth rather than a burden, supporting the county’s vision

for inclusive county with sustainable quality life.
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