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FOREWORD

The budget proposals contained in the Nyamira County Fiscal Strategy Paper 2019 is balanced
with the resource envelop of the county and as such the County Government of Nyamira has
no plans for deficit financing in the financial year 2019/2020 However, it is worth noting that
the government debt management objective remains two-fold:

» To raise resources through borrowing to meet County government budgetary
requirements for Development at a minimum cost and prudent level of risk
» To promote and encourage the development of domestic debt markets.

The Public Finance Management Act 2012 section 123 (1), Provides that the County Treasury
shall submit to the County Assembly a statement setting out the Debt Management Strategy of
the County Government over the medium term clearly showing its actual liability in respect of
loans and its plan for dealing with those liabilities.

The strategy outlines priorities that will assist in the financial risk reduction. It is for this
reason that the Nyamira County Government recognizes the need for prudence in debt
management so as to avoid unwarranted financial risks that emanates from poor debt
management strategies. The County is employing significant efforts and resources to ensure
improvement in the debt management as well as enhancing capacity of assessing risks.

The Nyamira County Government’s debt will only realize sustainability if a prudent debt
management and borrowing policy is adopted by the County Government.

Ms. PETER OMWANZA MUGA

EXECUTIVE COMMITTEE MEMBER,
FINANCE AND ECONOMIC PLANNING
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EXECUTIVE SUMMARY

The 2019 Nyamira County Government Debt Management Strategy is the fifth to be
generated by the County Treasury. This is in line with section 123 of the Public Finance

Management Act 2012 which stipulates that on or before the 28'[h February of each year, the
County Treasury shall submit to the County Assembly a statement setting out the Debt
Management Strategy of the county government over the medium term.

This Debt Management Strategy is structured in four chapters: Chapter one provides an
overview of the Debt Management Strategy and outline of the paper. The chapter further
provides the legal basis for the preparation of the Debt Management Strategy Paper.

Chapter two discusses the objectives, goals and principles of debt management and the need
for the County Government to develop the same.

Chapter three discusses macroeconomic framework underpinning the 2019 Debt Management
Strategy as stipulated in the Fiscal Strategy Paper February 2019. Some of the macroeconomic
indicators highlighted in this chapter include; GDP growth rate, interest rates and remittances
from the Diasporas. The chapter has also analyzes potential financing sources for the County
Government.

Chapter four provides the characteristics of Nyamira County Government public debt with
emphasis on specific strategies the County Government intends to employ in dealing with
debts.



CHAPTER ONE

1.0 OVERVIEW OF DEBT MANAGEMENT STRATEGY
Debt Management Strategy Paper guides the County government to ensure that its debt levels
stay affordable and sustainable and that any borrowing will only finance development
expenditures.

Inability to repay debts can lead the County economy to debt distress. A county can be said to be
in this situation when one or more of the following conditions hold:

e The sum of interest arrears is large relative to the outstanding stock of debt;

e A county receives debt relief in the form of rescheduling and or debt reduction from the
creditors, and,

e The county receives substantial budget support from the national government through the
conditional grants.

The medium term debt management strategy is prepared and executed by the County Treasury
on behalf of the County Executive Committee and is formulated annually on a three year rolling
basis and becomes effective only with the approval of the County Assembly. The strategy must
take into account:

e The borrowing needs of the County Government;

e Fiscal responsibility principles set out in section 107 of the Act and regulation 25 of these
regulations;

e Prevailing macro-economic conditions;

e Prevailing conditions of the financial markets;

e Measures to minimize borrowing costs with a prudent degree of risk;

1.1 Outline of the 2019 Debt Management Strategy Paper
This Debt Management Strategy paper is made up of four chapters. Chapter one provides an

overview of the Debt Management Strategy and outline of the paper. The chapter further
provides the legal basis for the preparation of the Debt Management Strategy Paper.

Chapter two discusses the objectives, goals and principles of debt management and the need for
the County Government to develop the same.

Chapter three discusses macroeconomic framework underpinning the 2019 Debt Management
Strategy as stipulated in the Fiscal Strategy Paper February 2019. Some of the macroeconomic
indicators highlighted in this chapter include; GDP growth rate, interest rates and remittances
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from the Diasporas. The chapter has also analyzed Potential financing sources for the County
Government.

Chapter four provides the characteristics of Nyamira County Government public debt with
emphasis on specific strategies the County Government intends to employ in dealing with
debts.

1.2 Legal Basis for the Publication of the Debt Management Strategy

The Debt Management Strategy is published in accordance with section 123 of the Public
Finance Management Act, 2012. The Law states that:

(1)On or before the 28" February in each year, the County Treasury shall submit to the county
assembly a statement setting out the Debt Management Strategy of the County Government over
the medium term with regard to its actual liability and potential liability in respect of loans and
its plans for dealing with those liabilities.

(2) The County Treasury shall include the following information in the statement-

a) The total stock of debt as at the date of the statement;

b) The sources of loans made to the county government;

c) The principal risks associated with those loans;

d) The assumption underlying the debt management strategy; and

e) An analysis of the sustainability of the amount of debt, both actual and potential.

(3) As soon as practicable after the statement has been submitted to the county assembly under
this section, the County Executive Committee Member for Finance shall publish and publicize
the statement and submit a copy to the Commission on Revenue Allocation and the
Intergovernmental Budget and Economic Council.



CHAPTER TWO

2.0 OBJECTIVES OF DEBT MANAGEMENT STRATEGY

The main objective of Nyamira County Debt Management Strategy is to ensure that the Nyamira
County Government meets its financing needs and its payment obligations are met at the lowest
possible cost over the medium to long term, consistent with a prudent degree of risk.

Specifically, the strategy aims at:

« Covering financing needs and payment obligations, while minimizing medium and long
term costs;
« Limiting risk in the public debt portfolio.

The strategy aims at providing a general policy direction that will facilitate County’s access
to financial markets as well as supporting future development of a well-functioning vibrant
debt policy. This first formal and explicit strategy is an important step forward in enhancing
transparency of the County’s debt management decisions.

The 2019/2020 DMSP will cover for the County debt management operations within the
period. The document is expected to guide in making decisions on debt management and
demonstrate sound financial management practices, in the interest of Nyamira citizenry,
credit institutions, investors and other stakeholders.

In accordance to the PFM Act section 123(3), the statement shall be published and
publicized; ‘‘As soon as practicable after the statement has been submitted to the county
assembly under this section, the County Executive Committee Member for Finance shall
publish and publicize the statement and submit a copy to the Commission on Revenue
Allocation and the Intergovernmental Budget and Economic Council”’.

2.1 GOALS FOR THE DEBT MANAGEMENT STRATEGY

The Debt Management Strategy spells out the Government’s debt financing plans for 2019/2020
Financial Year. In addition, the strategy provides policy framework for liability management and
thus enable the county government to meet both recurrent and capital financing needs as well as
financing statutory obligations.

The 2019/2020 Debt Management Strategy is also expected to provide debt ceilings for the
county government. The limit must:



» Not exceed the nominal value of the total public debt that is determined in accordance with
fiscal responsibility principles.

» Be specified annually in the county fiscal strategy paper and the medium term debt
management strategy

» Guide the level of new annual government debt to ensure it is consistent with that limit.

« Guide the amount of county government debt(s) that are not denominated in shillings after
they are recalculated at the prevailing exchange rate of the Central Bank of Kenya for the
purposes of monitoring compliance with debt limits.

2.2 DEBT MANAGEMENT STRATEGY FINANCING PRINCIPLES

The debt management strategy will address the County government’s financing requirements at
the lowest cost and a prudent degree of risk by adhering to the following principles:

(a) Financing must be taken up in a balanced way to ensure debt sustainability over long term.

(b) Prudence must be observed when contracting debt while taking into account the cost and
risk implications.

(c) Debt must be contracted to support expenditure in the identified County priority areas that
are geared towards poverty reduction and promotion of overall County development.

(d) Debt must be guaranteed.

(e) The debt must be for capital projects.

2.2.1 Framework for approving loan guarantee to County governments

In line with part (d) above, the County government must meet the following requirements
before seeking loan guarantees from the national government:
i.  Prior to commencing negotiations with any lender, The County Treasury shall on behalf of

the County Government - submit to the Cabinet Secretary for Finance a capital project
financing proposal for review and advice. This advice shall be communicated back to the
county government within two weeks from the date of submission;

ii. If approved by the Cabinet Secretary for Finance, the County Treasury must make the
necessary adjustments suggested by the Cabinet Secretary and thereafter proceed to begin
negotiations with possible lenders. It must then prepare an Initial Draft Loan Agreement

(IDLA) which shall spell out the terms and conditions of the loan;
R ———————————————————————————————————§——————mm————
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iii.  This Initial Draft Loan Agreement must be submitted to the Cabinet Secretary for review
and advice on the terms and conditions of the IDLA. A response shall be issued within two
weeks from the date of submitting the IDLA,;

iv. If approved by the Cabinet Secretary, the County Treasury and the lender will make the
necessary amendments suggested by the Cabinet Secretary and submit a final draft loan
financing agreement (FDLFA) to the Cabinet Secretary;

v.  The Cabinet Secretary shall review this final draft loan financing agreement and submit it to
the Attorney General for legal opinion which shall itself be provided within two weeks after

the date of submission by the Cabinet Secretary;

vi. The Cabinet Secretary shall send the final loan financing agreement to the county
government with the opinion of the Attorney General and the Cabinet Secretary’s opinion

for the necessary final adjustments, if any, before formalizing the loan financing agreement.

After taking into account the legal opinion of the Attorney General and that of the Cabinet
Secretary, The CEC Member for Finance with the help of the County Treasury, must:

@ Submit the loan agreement to the County Executive Committee for approval of the
borrowing including its terms and conditions; and

(o) After approval by the County Executive Committee, submit the loan agreement to the
County Assembly for approval of the borrowing including its terms and condition.

After obtaining the County Assembly’s approval, the County Executive Committee Member for
Finance should submit the final draft loan financing agreement and the approval of the County
Assembly to the Cabinet Secretary with an accompanying letter requesting for a national
Government guarantee of the final loan financing agreement.

After receiving the request for a guarantee, the Cabinet Secretary will seek the recommendations
of the Intergovernmental Budget and Economic Council as required under section 58 of the PFM
Act. These recommendations shall be given not later than 30th November each year.

The Cabinet Secretary shall take into account the recommendations of the Intergovernmental
Budget and Economic Council before seeking approval of the loan guarantee from Cabinet and
Parliament respectively. This approval shall be given by 31st January each year.

The Cabinet Secretary shall communicate the decision of Parliament on the draft loan guarantee

by 15th February each year to the respective County Executive Committee Member.

After receiving the communication of the decision of Parliament on the draft loan guarantee, the
county Executive Committee member shall report to the County Assembly of the decision
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CHAPTER THREE
3.0 MACROECONOMIC ENVIRONMENT, RISKS AND POTENTIAL SOURCES

The macroeconomic framework underpinning the Medium Term Debt Management Strategy is
consistent with projections in the 2019 Nyamira County Fiscal Strategy Paper. According to the
Budget Policy Statement (BPS) 2019, the Kenyan economy has remained resilient in the past five
years

Going forward, the economy is projected to expand further by 6.0 percent in 2016 and above 6.5
percent in the medium term supported by strong output in agriculture with a stable weather outlook,
continued recovery of tourism and completion of key public projects in roads, rail and energy
generation. In addition, strong consumer demand and private sector investment as well as stable
macroeconomic environment will help reinforce this growth.

The Kenya Shilling exchange rate has continued to display relatively less volatility compared with
the major regional currencies and strengthened by 1.4 percent for the period October 2015 to
October 2016. The stability of the Kenya shilling exchange rate reflects improved export earnings
from tea and horticulture, a reduction in the imports of petroleum products due to lower oil prices,
resilient diaspora remittances and improved tourism performance

Short term interest rates remained low due to the improvement of liquidity conditions in the money
market. The interbank rate declined to 4.1 percent in October 2016 from 4.9 percent in September
2016 and 21.3 percent in September 2015, while the 91-day Treasury bill rate declined to 7.8
percent from 8.1 percent and 14.0 percent over the same period

The implementation of the Banking (Amendment) Act, 2015 effective September 14, 2016, that cap
interest rates on banks’ loans at 4.0 percent above the base rate (currently at 10.0 percent) and sets
the minimum interest paid for a saving product at 70.0 percent of the same base rate has led to the
narrowing of the interest rate spread from 11.3 percent in August 2016 to 7.0 percent by September
14, 2016. As a result of the new Act, Kenya has the lowest lending rate among the East African
Countries. The average lending rates which had increased to 17.7 percent in August 2016 from 15.7
percent in August 2015 have declined to 14.0 percent. Similarly, the deposit rate which had
decreased to 6.4 percent in August 2016 from 6.9 percent in August 2015 have risen to 7.0 percent
from September 14, 2016 as provided in the Banking (Amendment) Act, 2015.

Key Assumptions
This section describes the medium term strategy assumptions considered during preparation and
those that are to affect the realization of the proposed management strategies.

i.  The macroeconomic framework underpinning the strategy will remain stable during the
- ]
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medium term period. Forecasted GDP growth rates will be realized and variables such as
inflation rates, interest rates amongst others will remain stable to minimize the cost of debt.

ii.  The macro-economic framework underpinning the 2018/2019 MTDMS is consistent with
projections included in the 2019 County Fiscal Policy Statement. .

iii.  The political, social and economic environment will remain favorable during the
implementation of this strategy paper.

iv.  As per the constitution, National government will guarantee county government loans;

v. The County Government of Nyamira will adhere to the strategies contained in the debt
management policy document. The CFSP will guide the borrowing requirements.

vi.  Appropriate enabling debt management framework exist (adequate legal framework;
effective institutional arrangements and comprehensive and efficient debt recording).

3.1 Potential source of borrowing
The potential sources of Loans for Nyamira County Government falls under two categories:

a) Domestic sources of Loans
b) External sources of loans

3.1.1 Domestic Sources of funding
Potential sources of domestic funding to the County Government will consist of borrowing from
Financial and non-financial institutions.

3.1.2. External sources of funding

The main sources include Loans and grants from multilateral, bilateral organizations. However
this kind of borrowing must get approval and guarantee from the National Treasury. It should
also be noted that, under the PFM Act, loans can only be used to finance development
expenditure and cannot be used for recurrent expenditure. The sole exception to this rule is a
bank overdraft taken for cash management purposes, which is then also restricted to a
repayment period of one year or less.



CHAPTER FOUR

4.0 Analysis of the Nyamira County Government situation

As at 30 June 2018, Nyamira County Government’s pending bills stood at Kshs. 389,084,386
out of which Ksh. 194,645,141 were recurrent and Ksh. 194,439,245 were development. The
table below gives a summary of the pending bills. The county intends to service the debts with
the financial year’s budgetary allocations.

PENDING BILLS AS AT 30™ JUNE 2018 (COUNTY TREASURY)

NO | DEPARTMENT RECURRENT | DEVELOPMENT | TOTAL

1 | Health Services 30,496,679.54 58,062,885.26 88,559,565
2 '[‘)aer\‘gl(;'ﬁ;rt‘g and Urban 2,515,305 24,304,806 26,820,111
3 | Public Service Board 176,889 0 176,889
4 ’F*ig[]'gﬁg:re’ Livestock and 6,163,101 1,800,000 7,963,101
5 | Water and Environment 16,784,331.90 23,516,200.01 40,300,532
6 | Education and ICT 1,846,889 14,409,068 16,255,957
7 | Office of The Governor 21,925,393.37 0 21,925,393
8 | Gender, Youth and Sports 1,848,400.00 6,641,055 8,489,455
9 gg‘;%r;?\‘/‘e“sm and 374,164 12,234,932 12,609,096
10 mrr‘ligort Road and Public 13,687,594.24 34,735,176.88 48,422,771
11 | Finance and Planning 9,734,814 330,000 10,064,814
12 | Public Service Management 15,059,163 0 15,059,163
13 | County Assembly 0 42,825,685 42,825,685
TOTAL 120,612,724 218,859,809 | 339,472,533




In addition, as at 30" June 2018, the county government had a total of Ksh. 573,274,898 as

committed obligation. The table below gives a summary of the committed obligation.

NO | DEPARTMENT RECURRENT DEVELOPMENT TOTAL
1 | Health Services 124,009,575.00 37,951,499.70 | 161,961,075
5 Land, Housing and Urban 3,878,466 0 3,878,466
Development
3 | Public Service Board 2,347,313 0 2,347,313
4 | Agriculture, Livestock and 12,480,440 0| 12480440
Fisheries
5 | Water and Environment 6,192,549.00 55,555,575.00 61,748,124
6 | Education and ICT 25,269,894 20,733,833 46,003,727
7 | Office of The Governor 8,453,497.00 0 8,453,497
8 | Gender, Youth and Sports 2,147,317.90 400,017 2,547,335
g | Trade, Tourism and 8,453,497 o| 8453497
Corporative
10 | J7ansport, Road and Public 6,497,697.30 224,079,662.06 | 230,577,359
11 | Finance and Planning 13,833,741 0 13,833,741
12 | Public Service Management 20,990,325 0 20,990,325
13 | County Assembly 0 0 0
TOTAL 234,554,311 338,720,587 | 573,274,898

4.1 Strategies to deal with the County debts in 2019-2020F/Y

Pending bill and Obligations given priority in the 1% supplementary budget 2018/2019
Unpaid gratuities has been given priority in 2018/2019
The funds due to the personal/staff and unprocessed vouchers are to be given first priority.

Inspection and acceptance exercise to be carried out on all completed works before

payments are done.

Stalled projects to be inspected before they are re-budgeted.

Contract management should be conducted in adherence to all statutory requirements
Strengthen county audit and legal offices
Verification of suppliers in the county

Strengthen procurement processes
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4.2 Debt reduction strategies
The county will apply the following strategies towards the reduction of its debts:-
e Adherence to the budgetary ceiling
e Only borrow to for developmental initiatives as stipulated by the PFM Act 2012.
e Embrace saving culture as well as revenue generation by departments
e Only engage in debt whose interest rates are sustainable to the county
e Conduct assets and liabilities assessment on quarterly basis

4.3 Recommendation and way forward

There is need for constant monitoring and review of performance and progress made on the medium
term debt strategy. The quarterly County debt report and the annual review of performance of the
previous quarter which will reveal possible risks and recommend measures to mitigate in the
subsequent quarter.

County debt information should be published more regularly to enhance transparency on debt
management in accordance with best international practices.
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