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FOREWORD
The Constitution of Kenya 2010 and Public Finance Management Act, 2012 Section 123 requires
a County Government to prepare and table to the County Assembly a statement setting out the

Debt Management Strategy on the anticipated borrowing over the medium-term.

The CDMSP is an integral part of prudent debt management that informs optimal strategy for

funding of the fiscal deficits taking into account the cost and risk implications of the borrowing.

The 2024 CDMSP outlines ways of acquiring debt and measures that will assist in {inancial risk
reduction as and when the County Government seeks medium term and long-term funding as
guided by the Constitution of Kenya 2010, Article 212 and provisions of the Public Finance

Management Act, 2012.

The County Government of Laikipia has no immediate plans of incurring debt. However, the same
will be considered when market conditions and county fiscal position is favorable for such
intervention. The County Budget will be balanced with the available resources and the
Government will manage its cash flow through short-term borrowing to oifset delays in

disbursements of equitable share and fluctuations in own source revenue collection.
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EXECUTIVE SUMMARY

One of the most common challenges in public financial management is debt management. The
Public Finance Management Act, 2012 Section 123 requires the County Treasury to prepare and
submit a Debt Management Strategy over the medium term to the County Assembly on or before

28™ February each year,

The 202472025 Debt Management Strategy main objective is to ensure that the county government
and its entities financing needs and payments obligation are met at lower costs over the short,
medium and long term. In addition. debt levels are sustainable and borrowed funds are used to

improve the wellbeing of Laikipia County residents.

The CDMSP is based on the premise of inadequate resources to meet the prioritized needs of the
peopic o Laikipia as enumerated in the County Integrated Development Plan 2023-2027 and the

Annnal Deveiopment Plan 2024/2025.

The process of procuring debt and the attendant servicing risks require clear guidance to ensure
intended objectives are met. The county will only borrow when the cost of debt is reasonable,
High cost of debt and inability to honor repayment plans have a negative impact on debt
affordability and sustainability. Measures proposed herein will strengthen debt management and

assist to establish a borrowing framework that ensures the county meets the legal, fiscal,

institutional and operational requirements, thus increasing transparency and accountability in the

process.
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CHAPTER ONE

PUBLIC DEBT MANAGEMENT

i.1 Iutroduction
The Public Finance Management Act, 2012 Section 123 mandates the County Government o
present the Debt Management Strategy Paper (DMSP) te the County Assembly by 28t February

each year.

The DMSP outlines the expected borréwing processes Lo support the county's development goals,
addressing the resource gap within the planning framework. Consequently, the county must
explore alternative financing methods to fund prioritized projects. The strategy takes into account
legal provisions, the debt acquisition process, estimated debt costs, anticipated annual fluctuations

in debt costs, and potential budgetary risks.

1.2 Description of the County Debt Management Strategy

Public debt management is the process of establishing and executing a plan for managing
government’s debt in order to raise the required amount of funding to meet set objectives. The
County Debt Management Strategy is a framework that will ensure debt levels stay affordable and
sustainable. |

1.3 Objectives for Public Debt Management

The primary objective of the CDMSP is to ensure that government meets its financing necds while
maintaining fiscal sustainability and minimizing financial risks. In addition, the strategy
ihcorporates initiatives to seek new funding sources, manage the cash flow and support the County
Government priorities for socio-economic transformation while ensuring debt sustainability. The

secondary objectives of the strategy include;

i. .. Ensuring that government financing needs and its payment obligations are met at the lowest

cost over the medium to long term, consistent with a prudent degree of risk.

ii... Ensuring public debt remains sustainable without placing unbearable burden. In this regard,
management of public debt will seek to safeguard County Government’s ability to service
debt without compromising the fiscal capability to fund provision of services and
development projects.



i, To ensure that the overall level of public debt does not exceed 20 percent of the county
governments total revenue at any one time as stipulated in the Public Finance Management
Regulation, 2015 section 25 sub section 1 (d).

1.4 Scope of the Strategy

The 2024/2025 County Debt Management Strategy encompasses both debts and potential
obligations. This includes all loans and other financial liabilities that necessitate the County
Government and its entities to repay the principal amount, with or without interest, to the creditor

on siecified future dates.

The < cunty Debt Management Strategy is developed based on projected fiscal deficits and
financizi assumptions spelled out in the county planning frameworks. The key elements cf the
CDMSP wit! be incorporated into the CFSP 2024 and updated every year as part of the f;a.n‘iget
prdceﬁs_ The Public Finance Management Act, 2012 Section 58 sub section 2 (a) provides that

County Government borrowing should only be for development (capital) expenditure.



'CHAPTER TWO

COUNTY PUBLIC DEBT

2.1 Debt Portfolio Statement

County public debt comprises all financial obligations attendant to loans raised or guaranteed and
securities issued or guaranteed by the county government. The County debt policy is anchored in
Constitution of Kenya, 2010 Article 212 specifically the principles of public finance. The policy
enables the County Government and its entities to determine, establish and uphold legal and
institutional frameworks that are put in place to guide its borrowing programme and address both
the external and domestic public debt management within a county. It provides for an
accountability framework in borrowing and management of the public debt portfolio. Parliament,
National Treasury, Auditor General, Controller of Budget, Commission on Revenue Allocation
and the Central Bank of Kenya play a key role in the management of county public debt and

borrowing.

2.2 Responsibilities of County Treasury on Debt
The PFM Act Section 107 (1), requires the County Treasury to manage its public finances in

accordance with the principles of fiscal responsibility set out in subsection (2) and should not
exceed the limits stated in the regulations. In doing this the County Treasury shall ensure that; over
the medium term, government's borrowings shall be used only for the purpose of financing
development and not for recurrent expenditure and the county debt is maintained at a sustainable

level as approved by the county assembly.

The PFM Act, 2012 Section 140 (1) permits the County Executive Committee member for
Finance, to raise loans on behalf of the County Government to implement government progranis,
only il'the loan and the terms and conditions for the loan are set out in writing and are in accordance

with—

a) - The Constitution of Kenya, 2010 Article 212 - A County Government may borrtow only—
(i) if the National Government guarantees the loan; and (ii) with the approval of the @()Lllll’y

:as‘sembly.



b) The PFM Act, 2012 Section 58 (1) aﬁtho:'izes the Cabinet Secretary (National Treasury) to

guarantee loans for county governiments or any other borrower on behalf of the National
~ Gavernment with approval by Parliament. |

c) The PFM Act, 2012 Section 142; the County Assembly may authorize short-term
borrowing be County Government entities for cash management purposes only. Howcver,
such borrowing shall not exceed five per cent of the most recent audited revenues of the
county entity. The borrowing should be repaid within an year from the date it ;v\'as
h(‘;rré»\vcd.

d) The fiscal responsibility principles and the financial objectives of the County Governmc;ﬁ
set out in its most recent County Fiscal Straicgy Paper; and

e) The debt management strategy of the County Government over the medium term.,

According to PFM regulations, 20135 section 177(2), a County Government may from time to tinie
5 & > ) ¥

borrow within and outside Kenya such sums of raoney, on such terms and conditions as to interest,
repayment, disbursement or otherwise as the County Executive Commiftee Member for finance

may think fit, in any of the following ways:

(a) By issuing County Treasury bonds.

(b) By bank overdraft facility from the Central Bank of Kenya, and
(¢) By any other loan or credit evidenced by instruments in writing.

Borrowing through Issuance of County Treasury bonds and any other loan or credit evidenced by
instruments in writing shall require a National Government guarantee according to the PFM Act

2012 section 58.

2.3 Principles of Public Finance
The Constitution of Kenya, 2010 artici= 701, stipulates the following principles.to guide all aspects

of public finance management. The principies will apply to public borrowing and debt

management.

ay ‘incre shall be openness and accountability, including public participation in finarncial
rmatlerss

b) Public finance system shall promote an equitable society;



¢) The burdens and benefits of the use of resources and public borrowing shall be shared
equitably between present and future generations;
d) Public money shall be used in a prudent and responsible way; and

¢) Financial management shall be responsible and fiscal reporting shall be clear.

2.4 Audit of Public Debt and Borrowing ‘
The office of the Auditor General will audit all public debt management activities annually in

accordance with the Public Audit Act and the Public Finance Management Act, wvith the aim of

promoting value for money and accountability of public funds.

2.5 Control of Loan Proceeds and Payments
The Controller of Budget will authorize withdrawal of funds for debt management operations

(receipts and payments) and prepare reports on public debt and borrowing in accordance with the

law.

2.6 Settlement of Debt Service Obligations
The County Government undertakes to timely honor all public debt obligations entered into with

the aim of minimizing fiscal cost and risks that may arise out of undue defaults. The County

Government commits to ensure that all laws governing public debt management are adhered to.

2.7 Proceeds of Borrowing
All'loan proceeds will be credited into the County Revenue Fund or any other acceunt as provided

by law.

2.8 Disclosures
Public debt and borrowing processes will be conducted in a transparent and open manner. In

enhancing fiscal transparency, the County Treasury will: -

a) Publish and publicize debt reports and information as guided by the relevant laws;
b) Set-up and avail relevant ini’brﬁmtion on the County Government website;
¢) Beresponsive to the public on debt ﬁmnagemenl issues;
d) Engage as needed with the potential lenders, creditors/investors in Government securities.
€) Undertake any other necessary measures to achieyve this objective.
2.9 County Pu blic Debt .Portt‘dlio .
The County Government of Laikipia has not contracted any debt as defined in the Public Finance
Management Act 2012, However County corporations ‘spec.iﬂcally the water companies with

5



independent mechanisms for borrowing and application of the funds as per their specific board’s
approval have continued to engage financiers to support critical projects. In line with this the
Nanyuki Water and sanitation compény (NAWASCO) intends to seek commercial financing of
Kshs 140348,858 to implement two projects in its 2023/2028 strategy these are the Nanyuki water

river project and Likii-A sewer project.

The county government had accumulated pending bills amounting to KShs. 1,828,153,663 as at
315 December, 2023 and has been using short-term borrowings from commercial banks to manage
cash flows relating to salaries and wages at a cost of 0.5%: The County Government continues to

prioritize payment of pending bills through enhanced allocation in the annual budget process.

The pending bills consist of statutory creditors, owing to merchants and contingent liabilities as

illustrated in the table below.

Table 1: Summary of County Pending bills

S/No | Description 30" June, 2023 31" December, 2023
KShs KSkhs
1. Construction of buildings 242,702,799 224,283,147
2 Construction of civil works 540,027,040 : 497,377,134
3. Supply of goods 919,607,720 811,443,652
4, Supply of services 316,580,132 295,049,730
Total 5 2,018,917,691 1,828,153,663

Sowrce: Financial Statement as at 31*" Decemihers, 2023

The pending bills are as a result of County Government-initiated projects whose payments have
over-iime been rolled over to successive financial years due to unmet revenue targets. Unstable
econonic conditions and the prolonged drought have negatively affected revenue mobilization
feading fo growth in pending bills. 7o reduce these un-honored commitments, the County

Government has adopted various strategies including;

a) Verification of outstanding claims to ensure validity.

b) Provide a budgetary allocation on the pen-ding'bi'!!s vote.

c) Robust assumpiions and forecasts in the fiscal framework as a means of enhancing
credibility and realism of the annual budgél. . v

d) Timely remittance of statu_tory-decluctioﬁé and other obligations to avert any interest and

penalties on late remittance or nor-remittance.

J



¢) Adhering to annual procurement plans and budgetary provisions to guide the county

expenditures.



