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[bookmark: _Toc219368785]FOREWORD
In 2020, the Cabinet approved the Public Debt and Borrowing Policy. The Policy address a wide spectrum of aspects of public debt including liability management. However, it was not very elaborate on borrowing to repay debt before maturity to reduce refinancing risks.  This Policy is meant to fill in that gap. 
Over the years, public debt has played a central role in financing national development priorities, including infrastructure, social services, and economic transformation programmes. However, evolving global financial conditions, heightened refinancing pressures, and domestic fiscal constraints have increased the complexity of public debt management.
The Liability Management Operations Policy (LMOP) represents a major milestone in strengthening and institutionalizing proactive public debt management practices. By establishing a comprehensive and formal framework for liability management operations, this Policy guides the Public Debt Management Office (PDMO) to optimize the public debt portfolio maturity profile, mitigate refinancing and market risks, and safeguard macroeconomic stability.
Anchored in Kenya’s Public Finance Management Act, Cap 412A, the Medium-Term Debt Management Strategy (MTDS), and international best practices, the LMOP provides clear guidance for debt buybacks, debt switches, debt re-profiling, and debt exchanges. It enhances transparency, accountability, and investor confidence while supporting the nation’s broader fiscal and development agenda. Its effective implementation will be central to ensuring a sustainable, transparent, and forward-looking debt management framework for Kenya.

HON. FCPA JOHN MBADI NG’ONGO, EGH
CABINET SECRETARY/THE NATIONAL TREASURY &ECONOMIC PLANNING

[bookmark: _Toc219368786]PREFACE
Preparation of the Liability Management Operations Policy (LMOP) marks a significant step in strengthening Kenya’s public debt management framework. Although Kenya has made progress under existing legal and strategic instruments, the absence of a dedicated LMO policy has uncertainties on the processes of liability management operations.
This Policy fills that critical gap by establishing standardized procedures, clear institutional mandates, robust analytical requirements, and predictable governance structures for executing LMOs. It ensures that actions such as debt switches, buybacks, and exchanges are not reactive or ad hoc, but instead are grounded in sound analysis, fiscal sustainability objectives, and market realities.
The LMOP outlines ten strategic policy directions that address institutional capacity, legal reforms, stakeholder engagement, and fiscal risk mitigation. It embeds monitoring, evaluation, and learning mechanisms to support continuous improvement. Furthermore, it ensures that liability management operations are fully integrated into national fiscal framework, planning, and reporting.
Its successful implementation will require strong collaboration among the National Treasury, Controller of Budget, Parliament, investors, the public, among other interested parties. The National Treasury remains committed to providing the leadership, resources, and oversight necessary to deliver improvements in public debt sustainability and operational efficiency.
I extend my appreciation to the technical teams and partner institutions whose expertise and dedication made this Policy possible. The LMOP will serve as a central reference point for strengthening Kenya’s public financial management architecture.

DR. CHRIS K. KIPTOO, CBS
PRINCIPAL SECRETARY/THE NATIONAL TREASURY
ABBREVIATIONS AND ACRONYMS
ABP			Annual Borrowing Plan
AfDB			African Development Bank
CBK			Central Bank of Kenya
CoB			Controller of Budget
CS-Meridian	Commonwealth Secretariat-Meridian Debt Management System
DSA			Debt Sustainability Analysis
IMF			International Monetary Fund
LMOs			Liability Management Operations
LMOP	      	Liability Management Operations Policy
LMU			Liability Management Unit
MTEF			Medium-Term Expenditure Framework
MTDS		Medium-Term Debt Management Strategy
MTFF			Medium-Term Fiscal Framework
MEFMI	Macroeconomic and Financial Management Institute of Eastern and Southern Africa
OAG			Office of the Auditor-General
PDMO		Public Debt Management Office
PFM Act		Public Finance Management Act
NT			National Treasury
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[bookmark: _Toc219368787]CHAPTER ONE
[bookmark: _Toc219368788]INTRODUCTION
[bookmark: _Toc219368789]1.1 Background 
Public debt management is a critical component of macroeconomic policy and fiscal sustainability. In Kenya, the Government borrows to finance budget deficits and debt repayment expenditures as enshrined in the Public Finance Management Act, Cap. 412A and the attendant regulations. Effective public debt management ensures that the Government’s financing needs and obligations are met at the lowest possible cost over the medium term with a prudent degree of risk.
High budget deficits and depreciation of Kenya Shilling have been the key drivers of public debt accumulation in Kenya. Growth in public debt has elevated refinancing, interest rate, and exchange rate risks, thereby exerting pressure on fiscal sustainability. To resolve these, proactive public policy is necessary.
Liability Management Operations (LMOs), therefore, are essential tools in optimizing the cost-risk trade-off and ensuring long-term public debt sustainability. LMOs is a set of strategic financial actions undertaken by a government to optimize the debts structure, cost, and risks profiles of its existing public debt portfolio. Managing the composition, cost, and risk profile of public debt is important in safeguarding fiscal sustainability.
A public debt Liability Management Operations Policy (LMOP) will guide repayment of public debt before maturity to minimize risks, costs, and ensure fiscal sustainability. The LMOP is a set of rules, strategies, and procedures used to manage the public debt portfolio taking into account risk and cost over time. 
[bookmark: _Toc219368790]1.2 Problem Statement
Despite public debt being a first charge to the Consolidated Fund, in many occasions it has exerted pressure on public resources due to challenges experienced by the Government including liquidity and irregular flow of public revenue. As a result, liquidity challenges arise whereby revenues do not match the maturity profile of the public debt servicing. This necessitates undertaking LMOs to ease pressure from public debt service. Well-structured LMOs have the potential to generate short term fiscal space, avoiding debt distress and enabling increased spending in other priority areas.
However, due to lack of an LMO Policy, LMOs have been undertaken on an ad hoc basis without standardized procedures, and budgetary provisions. Absence of a comprehensive policy framework for LMOs limits the Government’s ability to respond effectively to changing market conditions and management of refinancing risks proactively. The LMOP articulates guidelines and targets aimed at smoothening debt service costs and enhancing fiscal space.
[bookmark: _Toc219368791]1.3 Rationale of the Policy
Even though the PFM Act, Cap. 412A and the PFM (National Government) Regulations, 2015 provides for debt LMOs, the 2020 Public Debt and Borrowing Policy does not address LMO issues adequately. Despite these frameworks, Kenya does not have a Liability Management Operations Policy to guide proactive public debt liability management operations except provisions in the Medium-Term Debt Management Strategies. Consequently, LMOs have been implemented on an ad hoc basis lacking budgetary provisions. 
Kenya’s public debt has grown significantly over the past decade, driven by high fiscal deficits and periodic macroeconomic shocks such as exchange rate depreciation. The Government has borrowed to finance budgetary needs. However, growth in public debt has elevated refinancing, interest rate, and exchange rate risks, thereby exerting pressure on fiscal policy. The absence of an LMO policy framework limits Kenya’s capacity to manage refinancing risks effectively, optimize the debt portfolio’s cost-risk trade-off, and align LMOs with the MTDS and the Public Debt and Borrowing Policy.
This Policy provides a structured framework for the conduct of LMOs including buybacks, switches, and debt re-profiling/exchanges. It serves as an operational guide to ensure that LMO activities fully budgeted for and are executed prudently and in line with the Medium-Term Debt Management Strategy (MTDS). Budgeting for LMOs has been challenging without a formal LMO policy.


[bookmark: _Toc219368792]1.4 Policy Objectives
The main objective of the Policy is to provide strategic guidelines for undertaking LMOs in a manner that supports cost and risk minimization, optimizes the debt portfolio structure, and enhances public debt sustainability. The Policy aims to institutionalize best practices, enhance fiscal resilience, and ensure that public debt remains on a sustainable trajectory, consistent with Kenya’s long-term development and macroeconomic goals. Specifically, the Policy aims to: -
(1) Provide for standardized procedures for planning, executing, and reporting liability management operations.
(2) strengthen the institutional and policy framework of the National Treasury to proactively manage public debt.
(3) support the development of domestic debt market through predictable operations.
(4) enhance coordination between the National Treasury and other relevant institutions.
(5) promote transparency, accountability, and stakeholder confidence in public debt management; and
(6) align liability management operations with international best practices.
[bookmark: _Toc219368793]1.5 Scope of Policy
This policy will apply to all LMOs undertaken by the National Treasury in line with the provisions of the Public Finance Management Act, Cap 412A and the attendant Regulations. It covers both domestic and external debt, including Treasury bills and bonds, Eurobonds, syndicated loans, bilateral, multilateral debt, as well as other public debt instruments with implications on public debt sustainability.
[bookmark: _Toc219368794]1.6 Guiding Principles
The implementation of this Policy shall be guided by the following principles: -
(i) Consistency with the Government’s debt sustainability and fiscal responsibility objectives.
(ii) Transparency and accountability ensuring that all operations are conducted in a clear, documented, and auditable manner, with appropriate disclosure to stakeholders.
(iii)  Costs efficiency and risks prudency ensuring optimal balance between minimizing debt service costs and mitigating exposure to risks.
(iv) Predictability and consistency through aligning operations with Kenya’s established public debt management strategies. 
(v) Stability in the domestic debt market through regular, predictable, and transparent operations.
(vi) Institutional coordination to promote effective collaboration within the National Treasury and other agencies involved in domestic debt market.
[bookmark: _Toc219368795]1.7 Organization of the Policy
The rest of this Policy is organized as follows: Chapter two presents the Situation Analysis while Chapter three outlines the Policy Statements. Chapter Four highlights the Institutional and Implementation Framework. Finally, Chapter Five provide details on Monitoring, Evaluation and Learning.

[bookmark: _Toc219368796]CHAPTER TWO
[bookmark: _Toc219368797]SITUATION ANALYSIS 
[bookmark: _Toc219368798]2.1 Introduction
This Chapter describes the prevailing conditions, identify key internal and external factors affecting public debt management and highlight the existing gaps, and challenges that inform the formulation of policy statements and strategies.
[bookmark: _Toc219368799]2.2 Overview of Public Debt Management
Public debt management in Kenya is anchored on the Constitution, the Public Finance Management (PFM) Act, Cap 412A and attendant regulations. Management of public debt is also informed by Public Debt and Borrowing Policy (2020), Kenya External Resource Policy and the Medium-Term Debt Management Strategy. 
This section, therefore, examines Kenya’s internal strengths and weaknesses, as well as external opportunities and threats, that define the status of public debt management and inform the development of the LMO Policy.
[bookmark: _Toc219368800]2.3 Internal Environment
The internal environment focuses on institutional, operational, and systemic factors within Kenya’s public debt management framework.
[bookmark: _Toc219368801]2.3.1 Strengths
1. Strong  Legal Framework
The Public debt management framework is anchored in the Constitution, PFM Act Cap. 412A and attendant regulations, which outline borrowing authority, reporting obligations, and oversight mechanisms. This provides a sound legal basis for prudent debt management.
2. Institutional Framework 
The National Treasury, through the PDMO, has a dedicated structure for public debt management, supported by clear mandates for Parliament, Office of the Controller of Budget, Office of the Auditor-General, Office of the Attorney General and the Central Bank of Kenya (CBK) as a fiscal agent.
3. Skilled Personnel
The PDMO has gained practical experience in managing public debt portfolios including analysis, negotiation, contracting, and debt servicing.
4. Transparency and reporting
The government regularly publish the Annual Public Debt Management Report, Debt Statistic Bulletins, Annual Borrowing Plan, Annual Performance Report, MTDS and Debt Sustainability Analysis (DSA), promoting transparency and accountability in public debt management.
5. Integration with Fiscal Policy Frameworks
The MTDS provides guidance for aligning debt management decisions with Kenya’s fiscal and monetary policies, ensuring that borrowing remains consistent with overall macroeconomic objectives.
6. Share of public debt in fixed interest rates is larger than of variable interest rate.
[bookmark: _Toc219368802]2.3.2 Weaknesses
1. Absence of an LMO Policy framework
 Kenya lacks a policy framework to guide LMOs and this has resulted to uncoordinated and reactive operations without predefined criteria or objectives.
2. Limited Institutional and Technical Capacity
PDMO has inadequate expertise in executing market-based LMOs and advanced tools for modelling cost-risk trade-offs, interest rate, and currency exposures.
3. Lack of budgetary Provisions for LMOs
There have been no specific budget allocations for liability management activities. LMOs have been processed through Article 223 due to lack of budgetary provision.
4. Weak Coordination Mechanisms
Coordination within the National Treasury and other agencies in fiscal and monetary policies is fragmented leading to inefficiencies.
5. Data Gaps and Weak Systems Integration
Limited integration of debt databases and systems hinder real-time monitoring, risk analysis, and timely reporting.
6. Limited Stakeholder Engagement
Engagement with investors, credit rating agencies, and development partners on debt market operations remains minimal, reducing transparency and predictability.
7. Limited Fiscal Space
High debt service obligations and other budgetary expenditure constrain resources available for LMOs, reducing the government’s ability to refinance or restructure costly debt.
[bookmark: _Toc219368803]2.4 External Environment
Kenya’s public debt management operates within a dynamic external environment characterized by changing global financial conditions, geo-political conflicts, economic shocks, and evolving investor sentiments.
[bookmark: _Toc219368804]2.4.1 Opportunities
1. Potential for portfolio optimization
Kenya’s diversified public debt portfolio offers opportunities to smoothen maturities profile through LMOs hence lowering refinancing and liquidity risks.
2. Deepening of Domestic Debt Market
Existence  of a domestic debt market that support liquidity and reduce refinancing risk.
3. Support from International Development Partners
Multilateral institutions such as the International Monetary Fund (IMF), World Bank, African Development Bank (AfDB), and Macro economic and Financial Management Institute of Eastern and Southern Africa (MEFMI) continue to offer technical assistance, capacity building, and analytical support for public debt management and reforms in Kenya.
4. Ongoing Fiscal and Regulatory Reforms
Implementation of the PFM Act, the Public Debt and Borrowing Policy and fiscal consolidation efforts create an enabling environment for structured debt operations.
5. Technological Advancements
Modern public debt management systems such as Commonwealth Secretariat-Meridian offer tools for portfolio analysis, risk simulation, and public debt data management.
[bookmark: _Toc219368805]2.4.2 Threats
1. Macroeconomic Volatility including Exchange rate depreciation, inflationary pressures, and high domestic interest rates. 
2. Limited access to concessional financing owing to exchange rate instabilities amidst high global interest rates on commercial facilities such as Eurobonds and syndicated loans.
3.  Reduced access to concessional finance increases refinancing risk.
4. Credit Rating Vulnerability including downgrades in Kenya’s sovereign credit rating have heightened investor risk perceptions, increasing borrowing costs.
5. External and Geopolitical Shocks including global conflicts, commodity price volatility, pandemics, and climate-related disasters continue to threaten fiscal and debt stability.
6. Policy and Political Risks including shifts in political priorities or fiscal policy direction may disrupt continuity in public debt management planning and execution.
[bookmark: _Toc219368806]2.5 Gaps and Challenges
The analysis of Kenya’s public debt management landscape reveals the following critical gaps and challenges relevant to the formulation LMO Policy:
1. Absence of a LMO Policy
There is no policy to guide the execution, oversight, and budgeting of LMOs, resulting in fragmented and ad hoc liability management operations.
2. Inadequate technical capacity
The PDMO has inadequate staffing and integration tools necessary to plan and implement complex LMO transactions.
3. Weak inter-agency coordination
There is weak coordination between budgeting  and public debt operations leading to non-provisioning of budget resources as  LMOs are not embedded in the fiscal framework, limiting operational readiness and financial transparency.
4. Incomplete integration of public debt management systems
The National securities depository system deployed at the CBK for issuance and depository  is not integrated with the CS-Meridian public debt management system at the National Treasury. Fragmented data systems and weak surveillance tools undermine information and timely decision-making.
5. Limited market stakeholder engagement
There is inadequate engagement with investors, and the public on LMO intentions and outcomes, reducing confidence and participation.
6. Overlapping legal mandates between CBK Act and PFM Act (Functions of the PDMO) in regards to delineation of mandate.
7. Fiscal and macroeconomic shocks such as exchange rate depreciation, inflationary pressures, and high domestic interest rates increase the cost of debt servicing which has an impact on fiscal sustainability.
8. Low public Limited public understanding of LMOs and their fiscal implications reduces stakeholder support and accountability for debt management initiatives.


[bookmark: _Toc219368807]CHAPTER THREE
[bookmark: _Toc219368808]       POLICY STATEMENTS 
[bookmark: _Toc219368809]3.1 Introduction
This chapter outlines the policy statements, and corresponding strategies to guide implementation of LMOs. The policy statements respond to the gaps and challenges identified in the preceding Chapter and are designed to strengthen relevant government institutional capacity to manage LMOs in a systemic cost-effective, transparent, and impactful manner. 
[bookmark: _Toc219368810]3.2 Policy Statements 
The following policy statements and strategies are formulated to address the key gaps and challenges as identified in Chapter Two.
[bookmark: _Toc219368811]3.2.1 Policy Statement 1: Establish LMO Policy and Legal Framework
Policy Direction:
The Government shall institutionalize a policy and legal framework to guide the planning, execution, and reporting of LMOs in accordance with the Public Finance Management Act, Cap 412A and international best practices.
Strategies:
1. Deploy a comprehensive Liability Management Operations Policy anchored in law.
2. Review and amend relevant provisions of the Public Finance Management Act Cap. 412A to incorporate LMOs where required.
3. Establish clear governance structures for undertaking LMOs, including approval procedures, accountability, and reporting and documentation standards.


[bookmark: _Toc219368812]3.2.2 Policy Statement 2: Strengthen Institutional and Technical Capacity
Policy Direction:
The Government shall provide requisite resources to strengthen institutional capacity for effective planning, analysis, and execution of LMOs within the PDMO.
Strategies:
1. Establish a Liability Management Unit (LMU) within the Debt Policy, Strategy and Risk Management Department to analyse debt portfolios, planning, and inform budgeting for LMOs.
2. Provide continuous training for public debt managers on LMOs pricing and market operations.
3. Acquire and deploy requisite analytical and risk modelling tools for debt portfolio simulation and forecasting.
4. Develop internal operational manuals for LMO planning, execution, and post-operation evaluation.
5. Learn from other PDMOs undertaking successful LMOs.
[bookmark: _Toc219368813]3.2.3 Policy Statement 3: Enhance Inter-Agency Coordination
Policy Direction:
The Government shall promote structured coordination between fiscal, budgeting, monetary, and market actors to ensure coherence in public debt management.
Strategies:
1. Establish an LMO Committee within PDMO, with representation from relevant key units.
2. Develop an annual LMO Calendar of activities aligned with fiscal and market cycles.
3. Strengthen communication between the National Treasury, CBK, and market participants to enhance operational efficiency.
4. Institutionalize LMO transactions in National budget estimates/fiscal framework.
[bookmark: _Toc219368814]3.2.4 Policy Statement 4: Budgetary Provision for LMOs
Policy Direction:
The National Treasury shall budget for liability management operations within the national budget and fiscal framework.
Strategies:
1. A specific LMO vote line in the Annual Budget Estimates under the public debt management shall be provisioned with adequate estimates every year.
2. Establish a LMO Account under the DG/PDMO at the Central Bank of Kenya to handle proceeds and payments related to LMOs.
3. Integrate LMO financial requirements into the Annual Borrowing Plan (ABP) and Medium-Term Expenditure Framework (MTEF).
4. Ensure all LMO-related expenditures and proceeds are ring-fenced and reported transparently in public debt reports.
5. Align all LMO operations with public debt maturity profiles indicators and cost characteristics of debt instruments.
[bookmark: _Toc219368815]3.2.5 Policy Statement 5: Strengthen Data Management and Analytical Systems
Policy Direction:
The Government shall establish and maintain accurate debt service projections, integrate, and deploy analytical capability to support evidence based LMO decision-making.
Strategies:
1. Upgrade and integrate debt recording and management systems including related debt maturity operations in the PDMO. 
2. Establish a centralized public debt data warehouse in the PDMO to consolidate domestic and external debt information.
3. Automate risk analysis and debt sustainability assessments in PDMO.
4. Develop standardized templates for LMO reporting and monitoring.
5. Institutionalize regular portfolio reviews and stress testing in the PDMO.
[bookmark: _Toc219368816]3.2.6 Policy Statement 6: Strengthen Legal and Regulatory Framework
Policy Direction:
The Government shall ensure that the legal and regulatory framework adequately supports public debt management and execution and oversight of LMOs.
Strategies:
1. Review existing public debt management laws to provide clear delineation of functions between PDMO and fiscal agents.
2. Provide for funding of LMOs
3. Align LMO framework with international debt management standards and practices.
[bookmark: _Toc219368817]3.2.7 Policy Statement 7: Enhance Stakeholder and Market Engagement
Policy Direction:
The Government shall promote regular engagement with investors, credit rating agencies, and the public to improve market confidence and transparency.
Strategies:
1. Conduct regular consultations and forums with domestic and international investors.
2. Publish periodic LMO plans, progress reports, and post-operation summaries.
3. Develop a Public Debt Market Communication Strategy to guide dissemination of LMO information.
4. Maintain active engagement with debt market participants to ensure transparency is demonstrated in LMOs.
[bookmark: _Toc219368818]3.2.8 Policy Statement 8: Institutionalize Monitoring, Evaluation, and Learning
Policy Direction:
The Government shall establish a framework for monitoring and evaluating LMO performance to ensure accountability, transparency, and continuous improvement.
Strategies:
1. Develop Key Performance Indicators (KPIs) for evaluating cost and risk outcomes of LMOs.
2. Publish evaluation findings in the Annual Public Debt Management Report and Debt Statistics Bulletin.
3. Institutionalize post-operation reviews to capture lessons learned.
4. Build a knowledge repository within PDMO for future reference and learning.
[bookmark: _Toc219368819]3.2.9 Policy Statement 9: Promote Public Awareness and Transparency
Policy Direction:
The Government shall enhance public understanding and support for LMOs through proactive disclosure of information and communication.
Strategies:
1. Publish simplified summaries of debt management and LMO outcomes for public dissemination.
2. Update the relevant debt related website with timely information on LMOs.
3. Engage the media, civil society organizations, and the general public to improve fiscal literacy on debt operations.
4. Ensure all LMO activities are reported to Parliament and other public debt oversight institutions.


[bookmark: _Toc219368820]CHAPTER FOUR
[bookmark: _Toc219368821]LIABILITY MANAGEMENT OPERATIONS GUIDELINES
[bookmark: _Toc219368822]4.1 Introduction
This Chapter presents liability operations guidelines to ensure proper balance between costs and risks of public debt maturity profile management.
[bookmark: _Toc219368823]4.2 Risk Management 
PDMO will conduct regular DSA and update the MTDS regularly to ensure that overall borrowing for LMOs are within sustainability limits. 
[bookmark: _Toc219368824]4.3 Liability Management Tools
The PDMO will employ liability management tools as per best practice to re-profile public debt maturity structure including the following tools and techniques, among others:
(a) Maturity restructuring including debt securities buy backs, switches and exchanges;
(b) Swapping fixed rate to floating rate debt and vice versa;
(c) Currency swapping;
(d) Use of a LMO account;
(e) Debt pre-payments; and
(f) Diversifying currency liability of public debt.
[bookmark: _Toc219368825] 4.4 Annual Borrowing Programme
The Annual Borrowing Programme will take into account the following in respect to conducting LMOs:
(a) The maturity profile of the existing debt to avoid bunching up of maturities;
(b) An assessment of the ability to refinance debt at a reasonable cost and risks;
(c) The currency composition of existing debt;
(d) The interest rate composition and interest rate composition for proposed debt; and
(e) The need to avoid concentration risks.

















[bookmark: _Toc219368826]CHAPTER FIVE
[bookmark: _Toc219368827]INSTITUTIONAL AND IMPLEMENTATION FRAMEWORK 
[bookmark: _Toc219368828]5.1 Introduction
This Chapter presents the institutional and implementation framework for the Policy.
[bookmark: _Toc219368829]5.2 The National Treasury
The implementation of this Policy will be funded by the National Treasury in collaboration with other relevant government agencies. The Policy will be implemented through a Liability Management Unit and a LMO Committee within the PDMO. 
[bookmark: _Toc219368830]5.3 Public Debt Management Office (PDMO)
The PDMO shall provide technical leadership in planning, executing, and monitoring liability management operations. It shall develop strategies and operational guidelines aligned with this Policy, the fiscal framework and the Medium-Term Debt Management Strategy (MTDS).
[bookmark: _Toc219368831]5.4 Fiscal Agents
The Fiscal Agents of the Government will facilitate execution of LMOs.
[bookmark: _Toc219368832]5.5 Parliament
The Parliament will provide oversight on the implementation of liability management operations to ensure alignment with public debt management objectives. 
[bookmark: _Toc219368833]5.6 Controller of Budget (CoB)
 The Controller of Budget shall authorize withdrawals related to liability management funding and ensure compliance with budgetary allocations and legal provisions. 

[bookmark: _Toc219368834]5.7 Office of the Auditor-General (OAG)
The OAG shall Audit and report on all liability management operations undertaken to ensure compliance with the Constitution, the PFM Act, and other applicable laws and assess the efficiency and effectiveness of LMO transactions. 
[bookmark: _Toc219368835]5.8 Office of the Attorney General and the Department of Justice
The Office of the Attorney General shall provide legal advisory services to the National Treasury on all matters relating to liability management operations, including compliance with national and international laws, and contractual terms governing public debt.
[bookmark: _Toc219368836]5.9 Operational Procedures
The Public Debt Management Office shall establish a Liability Management operations procedures.
[bookmark: _Toc219368837]5.10 Legal and Regulatory Reforms
(a) Parliament may enact any legislation necessary to enforce this Policy or amendments to existing legislation to align to this Policy. 
(b) The National Treasury will review existing Regulations to ensure compliance with the Policy.
(c) Where new rules and regulations are necessary to give force to the Policy, the National Treasury will initiate the drafting of such rules and regulations in accordance with the relevant laws.
[bookmark: _Toc219368838]5.11 Resources
The successful implementation of this policy will require adequate financial, human capital and technical resources. This will ensure effective and efficient implementation for desired policy outcomes. PDMO will mainstream the implementation of this Policy into the annual work plans and budget.

[bookmark: _Toc219265985][bookmark: _Toc219368839]CHAPTER SIX
[bookmark: _Toc219265986][bookmark: _Toc219368840]MONITORING, EVALUATION AND LEARNING 
[bookmark: _Toc219368841]6.1 Introduction
Monitoring, Evaluation and Learning (MEL) are fundamental to the effective implementation of Liability Management Operations (LMOs). The MEL framework ensures that all activities undertaken under this policy are tracked, assessed, and continuously improved, thereby reinforcing transparency, accountability, and public trust in Kenya’s public debt management. Through systematic monitoring and evaluation, the framework supports evidence-based decision-making and enables the National Treasury and its partners to adapt to evolving challenges and opportunities.
[bookmark: _Toc219368842]6.2 Scope and Objectives
The MEL framework applies to all LMOs conducted under this policy, encompassing the Public Debt Management Office (PDMO), the Liability Management Unit (LMU), the standing Inter-Agency LMO Committee, and other relevant stakeholders. 
Its objectives are to:
· Monitor the implementation of LMOs against established targets and standards.
· Evaluate the effectiveness, efficiency, and impact of LMOs on public debt sustainability.
· Facilitate learning and adaptation by systematically capturing and applying lessons learned.
· Ensure timely, accurate, and transparent reporting to all stakeholders.



[bookmark: _Toc219368843]6.3 Institutional Arrangements
To ensure clarity and accountability, the MEL framework assigns distinct roles and responsibilities to key institutions involved in the execution and oversight of LMOs. The following matrix summarises these roles:
	Institution
	Role
	Key Responsibilities

	RMD (Front Office)
	Transaction Execution
	Engages market participants, executes LMOs, and provides operational data for monitoring.

	DPSRM (Middle Office)
	Planning & Risk Oversight
	Designs and monitors LMOs, conducts risk and cost modelling, and leads evaluation processes.

	DR&S (Back Office)
	Settlement & Compliance
	Verifies and reconciles transactions, maintains records, and supports compliance checks.

	Principal Secretary/TNT
	Executive Oversight
	Authorises LMOs, ensures strategic alignment, and reviews MEL findings.

	Cabinet Secretary/TNT
	Policy Approval
	Approves MTDS, LMOs, and policy changes, and receives MEL reports.

	Parliament & OAG
	Oversight
	Reviews MEL reports, ensuring accountability and transparency.


[bookmark: _Toc219368844]6.4 Monitoring Framework
Monitoring is a continuous process, underpinned by a set of Key Performance Indicators (KPIs) that reflect the objectives of the policy. These indicators include, but are not limited to, average time to maturity, foreign exchange debt share, interest savings, debt service reduction, and operational timeliness. Data for monitoring will be collected from internal systems, transaction records, and external sources as appropriate, and maintained in a centralised repository managed by the PDMO.
Automated dashboards and reporting tools will be utilised to track progress against KPIs, flag deviations, and support timely management action. Regular reviews, at least quarterly, will ensure that any emerging issues are identified and addressed promptly.
[bookmark: _Toc219368845]6.5 Evaluation Framework
Evaluation provides an evidence-based assessment of whether LMOs are achieving their intended outcomes efficiently, effectively, and sustainably. The MEL framework incorporates internal self-assessments, external independent evaluations, and participatory reviews involving key stakeholders. Evaluations will consider criteria such as relevance, effectiveness, efficiency, impact, and sustainability.
Formal evaluations will be conducted annually, with mid-term and end-term reviews as appropriate. Independent evaluations will be commissioned at least every five years, or in response to significant policy changes. The compliance checklist, as detailed in Annex 2, will be systematically applied to all LMOs, with results reviewed by the DPSRM and reported to oversight bodies.
[bookmark: _Toc219368846]6.6 Reporting and Feedback
Timely and transparent reporting is central to the MEL framework. Reports will be prepared and disseminated as follows:
· LMO Transaction Plans and Debt Reports will be produced within 14 days of each transaction and shared with Fiscal Agents, the Cabinet Secretary/National Treasury & Economic Planning (CS/NTEP), and published online.
· Quarterly LMO Reports will be submitted to the Principal Secretary/National Treasury (PS/NT), CS/NTEP, Parliament, the Office of the Auditor-General (OAG), and made available to the public.
· The Annual Debt Management Report, including a dedicated LMO chapter, will be presented to Parliament, the OAG, and the public.
· Disclosure and dissemination activities will occur quarterly or as needed, targeting market participants, the official website, and media outlets.
Stakeholder engagement is integral to the MEL process. Feedback from investors, the public, and other stakeholders will be systematically collected through surveys, forums, and consultations, and incorporated into MEL activities. Where monitoring or evaluation identifies underperformance or risks, the PDMO will develop and implement corrective action plans, with progress tracked and reported.
[bookmark: _Toc219368847]6.7 Learning and Knowledge Management
Learning is embedded within the MEL framework to ensure that insights and lessons from LMO activities inform future policy and practice. The PDMO will maintain a digital knowledge hub to document processes, decisions, evaluations, and lessons learned. Regular debriefs, peer exchanges, and technical workshops will foster continuous learning and adaptation. Lessons learned will be integrated into policy updates, operational manuals, and future LMO planning. The PDMO will also benchmark MEL practices against international standards and peer countries, adopting best practices as appropriate.
[bookmark: _Toc219368848]6.8 Policy Review Mechanism
To maintain relevance and effectiveness, the LMO Policy will undergo comprehensive review at least every five years, or earlier if triggered by significant changes in the legal, regulatory, or operational environment. These reviews will be informed by MEL findings and stakeholder feedback, ensuring that the policy remains responsive to Kenya’s evolving public debt management needs.
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[bookmark: _Toc219368850]Annex 1: KPI Matrix
	Indicator
	Category
	Baseline
	Target
	Frequency

	Average Time to Maturity
	Risk
	9 years
	≥ 10 years
	Quarterly

	Average Time to Refixing
	Risk
	5 years
	≥ 6 years
	Quarterly

	FX Debt Share
	Risk
	52%
	≤ 45%
	Quarterly

	Interest Savings from LMOs
	Cost
	Varies
	Positive savings
	Per LMO

	Debt Service Reduction
	Fiscal
	Varies
	Measured reduction
	Annual

	Settlement Timeliness
	Operational
	95%
	100%
	Per LMO


[bookmark: _Toc219368851]Annex 2: Compliance Checklist
	Compliance Requirement
	Yes/No
	Comments

	Approval from LMU
	
	

	Risk analysis completed
	
	

	PS/CS approval obtained (where required)
	
	

	Market sounding conducted
	
	

	Operational procedures followed
	
	

	Settlement completed on time
	
	

	Post‑Operation Evaluation done
	
	

	Reports submitted on time
	
	


[bookmark: _Toc219368852]Annex 3: Definition of Key Terms
	Term
	Definition

	Liability Management Operations (LMOs)
	Strategic financial transactions undertaken by the Government to optimize the cost, risk, and structure of the existing public debt portfolio. LMOs include buybacks, switches, re-profiling, and debt exchanges aimed at improving debt sustainability.

	Liability Management Operations Policy (LMOP)
	A formal government policy framework that outlines the principles, procedures, and governance structures for planning, executing, and monitoring LMOs in alignment with fiscal and debt management strategies.

	Public Debt
	All financial obligations incurred by the Government through borrowing from domestic and external sources, including Treasury bills and bonds, syndicated loans, bilateral and multilateral loans, and Eurobonds.

	Debt Buyback
	A liability management operation where the Government repurchases its outstanding debt securities before maturity to reduce future debt service obligations.

	Debt Switch
	A transaction where holders of existing debt instruments exchange them for new instruments with different terms, such as maturity or interest rate, to manage refinancing risks.

	Debt Exchange
	A process where existing debt instruments are exchanged for new ones, often with modified terms, to optimize the debt portfolio’s cost-risk profile.

	Medium-Term Debt Management Strategy (MTDS)
	A rolling three-year strategy developed by the National Treasury that guides borrowing decisions to meet financing needs at the lowest cost and prudent risk levels.

	Annual Borrowing Plan (ABP)
	A yearly operational plan that outlines the Government’s borrowing activities, instruments, and timelines, aligned with the MTDS and fiscal framework.

	Debt Sustainability Analysis (DSA)
	A forward-looking assessment of a country’s ability to meet its current and future debt obligations without requiring debt relief or accumulating arrears.

	Debt Redemption Profile
	The schedule of principal repayments on public debt over time, indicating the timing and magnitude of refinancing needs.

	Fiscal Space
	The budgetary room available to undertake discretionary spending without compromising fiscal sustainability or breaching debt thresholds.

	Public Debt Management Office (PDMO)
	A specialized Directorate within the National Treasury responsible for managing Kenya’s public debt portfolio, including planning, execution, and reporting of LMOs.

	Liability Management Unit (LMU)
	A proposed sub-unit within the PDMO tasked with designing, executing, and evaluating LMOs under the LMOP framework.

	Debt Instruments
	Financial contracts through which the Government borrows funds, including Treasury bills, bonds, syndicated loans, and multilateral or bilateral credit facilities.

	Debt Portfolio Optimization
	The process of adjusting the composition and structure of public debt to achieve an optimal balance between cost and risk.

	Refinancing Risk
	The risk that the Government may not be able to roll over maturing debt at reasonable cost or terms due to market conditions or fiscal constraints.

	Cost-Risk Trade-Off
	The balance between minimizing debt service costs and managing exposure to risks such as interest rate, exchange rate, and refinancing risks.

	Debt Service
	The payment of interest and principal on public debt as it becomes due.

	Consolidated Fund
	The central account into which all revenues are deposited and from which all public expenditures, including debt service, are made.


[bookmark: _Toc219368853]Annex 3: Summary SWOT Table
	Category
	Key Factors

	Strengths
	• Robust legal and institutional framework. 
• Skilled and experienced PDMO staff. 
• Integration with fiscal and monetary policy. 
• Established transparency and reporting mechanisms. • Existence of MTDS and borrowing policy frameworks.

	Weaknesses
	• No formal LMO policy or operational framework. 
• Limited technical capacity 
• Lack of dedicated LMO budget lines.
 • Weak coordination among key institutions. 
• Data and analytical limitations. 
• Minimal stakeholder engagement.

	Opportunities
	• Scope for debt portfolio optimization.
 • Expanding domestic bond market. 
• Access to technical support from international partners. 
• Ongoing fiscal and regulatory reforms. 
• Availability of modern debt management technologies.

	Threats
	• Macroeconomic instability and global financial volatility. 
• Limited fiscal space and high debt servicing costs. 
• Credit rating downgrades and investor scepticism. 
• External economic shocks and global uncertainty.
 • Political risks affecting policy continuity.


[bookmark: _Toc219368854]Annex 3: Summary Table: Link Between Gaps, Policy Statements, and Strategies
	Identified Gap
	Policy Statement
	Key Strategies

	Absence of formal LMO framework
	Establish a formal LMO policy and legal framework
	Develop LMO Policy, amend PFM Act, define governance and approval structures

	Limited institutional capacity
	Strengthen institutional and technical capacity
	Create LMO Unit, training, tools, and operational manuals

	Weak coordination
	Enhance inter-agency coordination
	Establish LMO Committee, annual calendar, structured communication

	Lack of budget allocations
	Provide dedicated budgetary resources
	Introduce LMO budget line, CBK multi-currency account

	Data and analytical gaps
	Strengthen data management systems
	Integrate systems, automate analysis, centralize data

	Incomplete legal coverage
	Strengthen legal and regulatory framework
	Update legislation, define LMO instruments, audit standards

	Limited stakeholder engagement
	Enhance market and investor engagement
	Regular consultations, investor reports, communication strategy

	Fiscal constraints
	Safeguard fiscal sustainability
	Use LMOs to manage maturities, align with DSA and MTDS

	Weak monitoring and evaluation
	Institutionalize M&E and learning
	KPIs, mid-term and end-term evaluations, post-operation reviews

	Low public awareness
	Promote transparency and communication
	Publish dashboards, summaries, and engage public stakeholders
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