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Concept of Securitization

he term securitization is used to refer to a process of converting a government’s predictable

future revenue streams into upfront financing by leveraging those revenues to support the

issuance of debt instruments or securities. Through this system, the investor pays money at
the beginning and receives the cash flows from the identified source of income in the future. Subject
to the relevant legal, regulatory, and institutional environment, a government can use securitization
for a number of steady and certain income flows, such as toll incomes from roads, income from
airports and ports, user or service charges, leasing incomes from public property, certain tax and
non-tax incomes, incomes from state-owned corporations, future income flows from infrastructure
investments.

An illustrative example would be where the government is expecting to generate Ksh 20 billion per
year from an established revenue stream for ten years but decides to securitize its expected future
revenues and generate Ksh 120 billion immediately from investors. This creates immediate upfront
liquidity now but it also locks up future revenues for debt service, thereby reducing the resources
available to future budgets.

In Kenya, the idea is becoming more relevant as government and private institutions seek alternatives
to traditional borrowing. Existing funding mechanisms that could support securitization include
the Road Maintenance Levy Fund (RMLF) and the Sports Fund, both of which generate relatively
predictable revenues. Other revenue streams being explored include the Railway Development Levy
(RDL), toll road revenues, airport fees, port charges, electricity tariffs, and water tariffs. If effectively
structured, these revenue sources could mobilize long-term financing for future infrastructure
investments, including the Standard Gauge Railway (SGR) Extension, while reducing pressure on
the national budget.
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How Securitization Works

Step 1: Identify a Reliable Revenue Stream

he first step of the securitization process is to identify a revenue stream that provides

stable, predictable and regular income over time. Investors are willing to provide financing

only when they are confident that the project will continue generating enough cash flow
to repay them. Reliable revenue stream would include Road toll collections, the Kenya Airports
Authority’s passenger and landing fees, Kenya Power’s monthly energy payments, and utility firms’
water rates are all dependable sources of income. These earnings are appealing because they are tied
to necessary services that people frequently use, are generated consistently, and can be predicted
with some degree of accuracy. Finding a solid and reliable revenue source is the cornerstone of a
successful deal because securitization uses these anticipated future revenues as security to acquire
money today.

Step 2: Create a Special Purpose Vehicle (SPV)

Once a reliable stream of revenue has been identified, an SPV (Special Purpose Vehicle) is set up as
a separate legal entity to receive and manage the revenues generated by the project. The SPV isolates
the revenue-generating assets from the originator, protecting investors from risks associated with
the sponsor’s other operations or financial commitments. by directing revenues such as tolls, utility
payments or airport fees to the SPV, investors have greater assurance that the cash flows will be used
primarily to service the securities issued, thus making the financing more secure and attractive.

Step 3: Issue Securities

The Special Purpose Vehicle (SPV) raises money by offering investors securities, usually bonds, once
it has been established and future revenues have been determined. The anticipated future cash flows
from the underlying revenue stream such as tolls, electricity payments, airport fees, or water charges
are used to back these bonds. The money raised is immediately available to finance infrastructure
projects or other investment needs, and investors buy the bonds in exchange for regular interest
payments and principal repayment. By converting future income into upfront capital, this process
allows organizations to start projects without having to wait years to gather the required resources.
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Step 4: Investors Buy Securities

Investors buy the securities after they are issued and supply the project’s funding. These investors
may include pension funds, insurance companies, commercial banks, and development finance
institutions, all of which are attracted by the opportunity make profit from the securities’ future
revenue stream. By purchasing these bonds, they provide initial funding for infrastructure or other
development projects in exchange for regular interest payments and principal repayment from the
Special Purpose Vehicle’s (SPV) earnings.

Step 5: Capital Raised

After investors buy the securities, the money raised is immediately available for a number of
strategic uses, such as funding expansion initiatives, financing new infrastructure projects, and
restructuring existing debt. This makes it possible for governments, state-owned businesses, or
corporations to obtain substantial sums of money up front rather than having to wait years to
collect revenue. Securitization accelerates development, enhances service delivery, and strengthens
financial sustainability through more effective management of investment and debt obligations by
converting future income streams into current financing.
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How It Works in Practice:

A Case of a Fuel Levy

Collection of the fuel Levy

he process begins when a levy, like a fuel levy, is collected from customers at the point

of importation or purchase. These collections offer a steady stream of income that can be

utilized to support long term financing agreements because they happen frequently and
produce predictable revenues.

Ring-Fencing of Revenue

A portion of the levy proceeds is legally ring-fenced rather than going into the general government
budget. This indicates that the designated revenue cannot be used for other government expenses
and is only set aside for a particular purpose. Investors are reassured by ring-fencing that the funds
pledged will continue to be available for debt repayment.

Creation of the SPV

The ring-fenced levy revenues are assigned to a Special Purpose Vehicle (SPV), an independent
legal entity created solely for the securitization transaction. The SPV is structured to be bankruptcy-
remote, meaning its obligations are separated from the government’s broader financial risks. This
enhances the credit quality of the transaction and makes it more attractive to investors.

Raising Upfront Financing

The SPV issues bonds or obtains loans from financial institutions using the future levy collections
as collateral. Investors contribute money up front with the hope that the levy will continue to bring
in enough money later on. Instead of having to wait years to accumulate the money through annual
collections, this enables governments to access a significant amount of capital right away.
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Repayment of Investors

By using a bond to raise money from investors, a road can be constructed today, with future fuel
levy collections serving as collateral for repayment. A certain amount of levy revenue, say Ksh 10
billion a year, is ring-fenced and transferred to a Special Purpose Vehicle (SPV), a special project
account that functions independently of other government funds, in order to guarantee investors
are paid back. The SPV receives the designated fuel levy revenues over the bond’s duration, such as
ten years, and uses them only to reimburse investors for the principal and interest owed. Investors
are reassured by this arrangement that there is a dependable and secure source of income allocated
to debt servicing. In case the revenue from fuel levy fall short to pay the bondholders, then the
responsibility of making sure that bonds are paid will still lie with the government. This can be
achieved through topping up the SPV using any other sources of budget resources, reserve funds or
guarantees so that investors receive the agreed principal and interest on time.
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The Kenyan Context

4.1 The Road Maintenance Levy Fund (RMLF)
Background of the Road Maintenance Levy Fund (RMLF)

oad Maintenance Levy Fund (RMLF) is the main source of funding for maintenance and

rehabilitation of roads in Kenya. Motorists contribute to the fund through a Ksh 25 per litre

evy on every litre of petrol and diesel purchased. The fund is managed by the Kenya Roads
Board (KRB) and is utilized to finance road maintenance activities undertaken by agencies such as
Kenya National Highways Authority (KeNHA), Kenya Urban Roads Authority (KURA) and Kenya
Rural Roads Authority (KeRRA).

Securitisation of Ksh 7 per Litre

The Government securitised Ksh 7 for every Ksh 25 collected per litre under the RMLF to clear a
huge backlog of unpaid contractor bills and revive stalled road projects. Under this arrangement,
future fuel levy revenues were used as collateral to raise Ksh175 billion in advance. The money will
be used to clear verified contractor arrears and to resume over 580 stalled road projects across the
country.

Additional Securitisation of Ksh 5 per Litre

The Government subsequently approved the securitisation of an additional Ksh5 per litre from the
RMLE. This is expected to raise approximately Ksh 120 billion to finance new road certificates and
ongoing infrastructure projects. As a result, a total of Ksh 12 out of the Ksh 25 per litre levy has now
been committed to securitisation, leaving Ksh 13 per litre available for routine road maintenance
and related activities.
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In November 2025, Roads and Transport Cabinet Secretary Davis Chirchir informed the National
Assembly Departmental Committee on Transport and Infrastructure that Cabinet had approved an
additional securitisation of Ksh5 per litre from the RMLF, bringing the total securitised amount to
Ksh 12 per litre'.

Legal Basis and Key Policy Issues

The Kenya Roads Board Act’s Section 32A (2), which permits the Board to set aside a portion of the
Fund to obtain additional funding, serves as the foundation for the securitization. Concerns have
been expressed that dedicating a sizable portion of future levy revenues may reduce funds available
for road maintenance and create long-term financial obligations tied to future fuel levy collections,
even though the arrangement offers immediate resources to settle outstanding bills and expedite
infrastructure delivery.

4.2 Implications on Future Levies
4.2.1 Reduced Fiscal Flexibility for Future Allocations

Among the most crucial issues with securitization of a levy such as the Road Maintenance Levy
Fund (RMLF) is the issue that it limits the flexibility of the government’s budget in the future. When
part of the revenue is securitized, the government is bound by law to commit to diverting a certain
amount of its income towards repaying the debt raised from the investors. This can take a number
of years, normally 10 years and above, depending on the type of the bond.

For this reason, future governments have no discretion about how to allocate the proceeds from
this part of the tax. It must go first towards investors, regardless of any changes in economic
circumstances or any emergencies that may arise. Thus, for example, future governments may find
themselves constrained by the need to allocate a considerable portion of tax revenue to investors
before considering how to respond to emergencies like climate change, health care initiatives,
education, or disaster relief.

The matter highlights the aspect of intergenerational equity, an ethical principle that attempts to
achieve an equitable distribution of both costs and benefits of the public policy from one generation
to another. With securitisation, the current government enjoys the short-term benefit of getting a
significant amount of money in one go which will be utilised in undertaking various infrastructure
development projects. But, the people of future generations and those who use the roads will bear
the burden of servicing the loan through levies.

This arrangement allows the present generation to enjoy the benefits of accelerated infrastructure
investment while transferring part of the repayment burden to future generations who may not have

"The Kenya Times — Govt Plans to Securitise Extra Ksh5 Per Litre of the Road Maintenance Levy
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had any opportunity to influence or consent to the decision. Should the economic benefits from
the projects financed using securitization be large enough, then burden sharing might make sense.
Should there be poor allocation of resources, cost overruns in projects, or the economic gains are
not realized at all, then the coming generation will have to pay for infrastructure worth nothing to
them.

Securitization therefore presents a trade-off between raising finance for development now and
maintaining fiscal autonomy in the future. Policymakers need to carefully consider whether it is
appropriate to place constraints on future governments as a result of today’s borrowing decision. It
depends on the benefits of the projects to be undertaken in terms of its socio-economic returns. In
simple terms: securitisation is like a family deciding to borrow money today by pledging part of its
future salary for the next decade. The family gets cash immediately.

4.2.2 Pressure to Maintain or Increase Levy Rates
Pressure to Keep Levy Rates High to Meet Debt Obligations

Since fuellevy revenue has been committed to pay back investors, there is pressure on the government
to keep fuel levies at high levels in order to have enough revenue to service the debt. This makes it
difficult for the government to lower fuel prices during hard times.

Fuel Pricing Becomes a Fiscal Tool Rather Than a Market Driven Variable

Through securitization, it is possible to convert fuel duties from something that is market oriented
into a source of income meant to pay debts. In such a case, fuel prices could be based more on the
investors’ expectations and debt covenants rather than demand and supply.

4.4.3 Risk of Levy Proliferation

The success of the RMLF securitization process has led to an increased desire for such type of
financing for other levies including Affordable Housing Levy, Railway Development Levy, and
Sports Development Levy. Although such an arrangement provides considerable up-front funds
for development purposes, it sets a precedent that would enable many more levies to be used as
collateral for loans. Such a scenario will make it difficult for decision-makers to respond flexibly to
changes in the economy and society at large as time goes by.
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Does securitization create fiscal

capacity or merely advance
future revenues

ecuritization will help governments raise money instantaneously by turning future income

into money available immediately. Nevertheless, the main issue here is if securitization raises

new fiscal capacity or only pulls in future income. Securitization cannot raise new money;
it only redirects future money to meet current needs. Even though it might help raise funds for
emergency projects or lower borrowing expenses or solve budgeting issues, future income will be
tied to servicing these investments. Consequently, the government will lack flexibility in meeting
future budgetary requirements. Thus, securitization is a funding tool that pulls future income into
the present and not a means to create new fiscal capacity.

The process of securitization can therefore be considered economically justifiable in circumstances
whereby the government is able to use the money generated through securitization to undertake
development projects that will generate more value than the cost incurred through securitization
and the revenue that is foregone in the future. An illustration would be where securitization of part
of the Road Maintenance Levy Fund (RMLF) will enable the construction of vital transportation
routes reducing logistics costs and increasing trade and economic growth.Additionally, If the cost
of borrowing by the government using treasury bonds or foreign borrowings is relatively high
compared to the cost of securitization, then securitization can be a better source of finance. This will
help in diversifying financing channels and lower the costs of borrowing.
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Why the need for Securitization

in Kenya

Rising Public Debt and Debt Servicing Costs

enya’s fiscal space for development spending has decreased due to the country’s growing

public debt and debt servicing obligations. Funding for social protection, infrastructure,

ealth care, and education is limited since more money is going toward interest payments.

Continuing to rely on borrowing puts you at risk for credit crowding out and increased refinancing

costs. By turning future revenue streams into immediate capital, securitization provides an
alternative that promotes development and lessens the burden on public debt.

Growing Infrastructure Investment Needs

Kenya’s long-term development goals, such as Vision 2030 and the Bottom-Up Economic
Transformation Agenda (BETA), call for significant investments in the social and infrastructure
sectors. The need for roads, reasonably priced housing, water and sanitation systems, healthcare
facilities, and dependable energy infrastructure has increased due to rapid urbanization, population
growth, industrialization, and climate-related issues. However, these sectors require far more funding
than the public resources that are currently available. By using the capital markets to mobilize
private capital, securitization can aid in closing this funding gap. Kenya can draw in long-term
investors like pension funds, insurance companies, and institutional investors to fund important
development projects without solely depending on budgetary allotments or outside borrowing by
bundling predictable revenue-generating assets like toll roads, utility payments, housing receivables,
or energy tariffs.

Limited Budgetary Resources

Kenya’s budgetary situation is defined by conflicting spending priorities and slow revenue growth
in comparison to development requirements. There are few funds available for capital investment
because government revenues are divided between ongoing expenses, debt repayment commitments,
county transfers, and necessary public services. However, raising taxes might not be viable from a
political or financial standpoint. As a result, despite their economic significance, many development
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projects experience delays or inadequate funding. By monetizing current and potential revenue
streams, securitization gives government organizations access to upfront funding while distributing
financing costs over time. This increases the amount of resources available for investment without
necessitating large cuts to other public spending or quick tax increases.

Innovative Affordable Financing Solutions

Kenya requires creative financing solutions that can augment public budgets and lessen reliance
on costly borrowing given the limitations of traditional sources of funding. Experience around the
world has demonstrated that securitization can reduce financing costs by separating high quality
cash generating assets and directly tying repayment to those assets instead of depending only on
government creditworthiness. Access to a larger pool of investors and better financing terms are
frequently the outcomes of this. Additionally, by developing new investment products for pension
funds, insurance companies, and other institutional investors looking for steady long-term returns,
securitization can expand Kenyas capital markets. Securitization offers a workable way to raise
private capital, increase liquidity, diversify funding sources, and promote economic growth without
placing a strain on Kenya’s ability to maintain fiscal sustainability while accelerating development.
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How Securitisation Affects

Future Budgets

7.1 Competition for Limited Budgetary Resources

ecuritization escalates the competition for the already limited budgetary resources of the

country by introducing more claims on the future earnings of the government. Annual debt

servicing costs of the country are said to be at about Kshs1 trillion, an amount that is quite
equal to the pay bill for the public sector of the country, which is at about Kshs1.1 trillion. This
implies that there is very little room left in the budget for development spending. The introduction of
more obligations to pay for the investments makes even less money available for recurrent spending
and development of infrastructure. The Public Debt and Privatization Committee of the National
Assembly states that “the securitization process may disguise any constraints to external funding
whilst adding to fiscal risks.” Therefore, although securitization may solve the problem of financing
for a time being, it is likely to restrict fiscal flexibility in the long run.

7.2 Erosion of Parliamentary Oversight

The issue of securitization is a serious problem for parliamentary scrutiny since it may enable the
government to avoid the regular nine months” budgetary scrutiny procedure. The matter is that
securitizations are usually not accounted for in budgets since they are usually carried out in the
form of sale of future revenues rather than through loans. This means that parliamentary and public
control over government financing is undermined, and the legislators are not able to evaluate
whether government commitments for future revenues correspond to the country’s development
needs. In order to address this issue, MPs want to get more rights to control securitization activities.

7.3. The “Quick Fix” Trap

Securitization is seen as an enticing “quick fix” since it enables the government to raise funds rapidly
without adding to the national debt. Although this may seem like a way out, securitization can be
viewed more as a short-term solution that helps meet liquidity requirements rather than dealing
with the debt issue. Indeed, by selling future earnings to investors, governments restrict themselves
from future investments in development projects or other expenses. Thus, securitization is not a
way out but a barrier that makes future budget planning difficult due to the lack of funds.
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Securitization, Public Debt, and

the "Hidden Debt” Debate

When Does Securitization Constitutes Borrowing

he securitization process turns into borrowing if the government retains significant financial

risk even after selling its future income streams. Thus, if the government receives funding

now by leveraging future fuel levy or toll road income yet agrees to pay back the investors
in case the income does not meet expectations, then borrowing occurs. In such circumstances, the
citizens could ultimately have to make up any deficit. Although the transaction is called “sales” but
functions like a loan in the cases where the government either guarantees payments or takes on
losses and commits its future revenue to repay the investors, it limits the funds that will be available
for the use by future governments and should be considered as part of public debt of the country.

When Securitization Creates Contingent Liabilities

In some cases, securitization will likely result in future financial obligation for the government
despite the fact that no immediate debt is created. For instance, in case the government makes a
commitment to investors on some revenues such as the revenues from fuel taxes and toll charges that
should be above a specified minimum level, then in case the revenues are lower than the specified
level, then the government will have to use the tax payer money to make up for the gap. While
initially this is not reflected as debt, it is still the potential obligation that could be turned into debt
at a later stage. In addition, governments will often give guarantees or reserves as way of making the
investment more appealing. The importance of this is that there are many countries that have had
problems with their debt due to neglecting such future obligations from government guarantees,
public-private partnerships and state owned enterprises.

When Securitization Is Truly Off-Balance-Sheet Financing

Securitization is not a form of government debt if the government fully transfers its rights to collect
future incomes and leaves the risks entirely to the investors. In such a situation, the investors know
that they will either gain or lose money depending on how much revenue is collected from them, but
there are no guarantees made by the government in terms of returns or the filling of potential gaps
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in revenue. Thus, if the right to collect toll fees from a road for the next decade is sold, the investors
assume the risk that fewer cars will use the road, hence earning less money. In essence, since the
government assumes no responsibility in compensating the loss, it is just like the sale of an asset.

Why Securitization May Create Hidden Debt

Sometimes, securitization may result in the creation of hidden debts whereby although what may
seem to be sales in documentation turns out to be an extension of loans to the government. For
instance, while the government claims that it has sold its future income streams to other investors,
in case the government still guarantees the payments, absorbs all the losses or maintains control
over the asset, then the government has remained at the receiving end of the financial obligation.
It implies that the real debt levels of the country may be underestimated. In most cases, the issue
arises when there is a reduction in revenues or economic contraction, forcing the government to use
taxpayers’ funds to meet such obligations.

Implications for Debt Sustainability Assessments (DSAs)

A sustainable debt is one where the borrowing country has the capacity to repay it without incurring
any economic hardship or cutting down on public spending. Securitization may have an impact
on this since it enables the government to utilize its revenue in advance. Though this may help the
government raise some fast cash for its immediate needs, it will mean less money for the future
governments. Should the securitization not be accurately accounted for, the debt of the country
would be understated giving it the illusion of having more space to borrow. Moreover, in case the
government had guaranteed anything and revenues were reduced because of economic difficulties,
droughts or reduction in the tax revenues, then the taxpayer will ultimately bear the burden.
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Existing Legal Framework

ithin the Kenyan public finance arena, there is no specific Act of Parliament concerning

revenue securitization in the Government. This legal basis can, however, be derived

from the Public Finance Management (PFM) Act of 2012, which is an Act for public
borrowing, public financial and non-financial resources management, and innovative financing
approvals by the National Treasury and the Parliament. In this regard, any securitization of revenues
will have to adhere to the PEM provisions.

Securitization activities in Kenya are regulated through the Capital Markets Act and the Capital
Markets (Asset Backed Securities) Regulations of 2007. This legal framework permits the
establishment of Special Purpose Vehicles (SPV) and issuance of asset backed securities within the
jurisdiction of the Capital Markets Authority (CMA). Capital Markets Authority (CMA) oversees
the issuance process, disclosure, investor protection and approval of the securitization activity. The
capital markets act and regulations are supported by other legislative acts such as the Companies
Act, Insolvency Act, trusts laws and tax laws.

One of the major problems facing the securitization of the government is the need to make sure
that any promised future revenues to investors do not amount to hidden public debts and also do
not undermine the parliamentary scrutiny of the public finances. For this reason, transparency, the
approval process, disclosure of contingent liabilities, and compliance with the PFM Act is essential
when the government wishes to securitize its revenue sources.
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Key Gaps in Kenya’'s
Securitization Framework

hile Kenya has enacted laws that allow the government and other public bodies to

access finance from their future income sources, there is no securitization framework

in place in the country to lay down the parameters of the process. The PFM Act, Public

Debt Management Framework, and various Acts governing levies and funds in sectors give limited

guidance on securitization of public revenue. This leaves many legal and fiscal questions open

regarding the need for parliamentary approval, transparency and disclosure, and risks involved in

pledging future revenues.

Key concerns include

Gap Current Challenge Why It Matters Recommended Action
(Priority Reforms)

Absence of a dedicated
securitization law

Limited parliamentary
scrutiny and approval
requirements

Inadequate transparency
and public disclosure
obligations

Provisions on securitization
are scattered throughout
various legislation without
having any systematic
framework, regulations, and
control.

Existing frameworks may
permit securitization
arrangements to be
undertaken with limited
legislative involvement,
particularly where
transactions are classified
outside conventional
borrowing.

Limited publication and
disclosure of transaction
details, financial terms,
revenues, costs, and overall
fiscal implications involved

Leaves room for doubt
regarding investor rights,
obligations of the government,
and arbitration.

Weakens democratic
accountability and may
allow significant future
revenue commitments
without adequate public
representation or policy
debate.

Restricts public oversight,
weakens trust in public
finance, and conceals long
term fiscal obligations that
affect future budget

Need to establish a
comprehensive statutory
framework for public
sector securitization, either
through amendments to
the PFM framework or
dedicated legislation
Require prior
parliamentary approval
for all securitization
transactions above
specified thresholds
and mandate periodic
reporting to Parliament
on performance and
risks.

Introduces mandatory
disclosure of transaction

structure, income,
expense, repayment,
risk, and independent
assessment.
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Current Challenge Why It Matters Recommended Action
(Priority Reforms)

Unclear treatment of Securitized transactions may It could mask the actual fiscal Adopt standards
securitized revenues in public  be regarded as asset sales situation of the government for accounting and
debt reporting instead of loans, thus leading to ~ and create problems for debt disclosure that require
discrepancies in recordingand ~  sustainability analysis. securitized liabilities to
reporting in public debt data. be disclosed in debt and
fiscal risk disclosures, as
appropriate.

Potential conflicts with Securitization ties up future =~ May challenge the Ensure that the
constitutional principles public revenues outside of constitutional values of constitutional or legal
of annual budgeting and budgetary cycles, which legislative dominance in protections are clarified
legislative oversight of may limit the Parliament’s public finance and limit through parliamentary
public finances. capacity to use them onan  budget flexibility for future approval of multi-year
annual basis. administrations. revenue obligations and
regular scrutiny of the

revenues securitized.

This gap analysis is particularly relevant in the context of proposals to securitize revenue streams
such as the Road Maintenance Levy Fund (RMLF). While, ssecuritization may provide quick funds
for development, lack of legal and fiscal provisions will put future government revenues at risk
through securitization. For instance, in Kenya, future receipts from the RMLF) could be securitized
to generate money for roads development in advance. Although this approach may speed up the
process of investment, the lack of legislation that regulates securitization, inadequate parliamentary
scrutiny, poor transparency provision, and insufficient information on debt obligations may
subject the taxpayers to unforeseen fiscal consequences. In case future revenues from RMLF are
overcommitted today, tomorrow’s governments will be deprived of budget flexibility and other
spending opportunities due to the additional fiscal burden on the generations to come. In order
to protect the public finances, Kenya must develop a strong legislative basis that would require
parliamentary approval, public disclosure, fiscal sustainability analysis, debt accounting, and risk
assessment.
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Policy Safeguards for
Responsible Securitization

11.1 Mandatory Parliamentary Approval

1l securitizations need to be subjected to parliamentary approval by law prior to execution.

The need for this arises from the fact that this guarantees democratic control, increases

transparency in financial management by government agencies, and helps lawmakers
evaluate the possible impacts of the transaction on government finances. It is important to prevent
any abuse of future revenues generated by the government.

11.2 Annual Disclosure in Budget Documents

All securitization transactions must be reported in the annual budget documents of each
government, detailing the amount of financing raised, revenues pledged for payments, repayments
to be made, and costs involved. Disclosure is important because it increases transparency and
facilitates discussion of the fiscal implications of the transaction.

11.3 Fiscal Sustainability Assessments

Prior to endorsing any securitization deal, a thorough fiscal sustainability assessment needs to be
undertaken to assess its effects on future revenue streams, expenditures, and debts of the government.
This assessment will assist in determining whether the deal is fiscally sustainable or not.

11.4 Caps on Securitized Revenues

Cap should be put in place by the government regarding the percentage of the revenue that will be
securitized. This will avoid overreliance on the future sources of revenue and retain fiscal flexibility
while ensuring that enough revenues are left to fund necessary public expenditures.

11.5 Auditor General Review

The Auditor-General must undertake periodic reviews of securitization deals to determine whether
there is compliance with laws, value for money, and financial risks. Audits promote accountability,
help detect possible abuses, and assure the public that the country’s resources are used for the
benefit of the country’s citizens.
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11.6 Public Participation Requirements

Citizenship participation ought to be a mandatory process in securitization initiatives for the citizens
and various civil society groups to give their input prior to any commitments being made. It ensures
transparency in decision making and also builds trust among the populace as such decisions will
impact public finances in future.

11.7 Independent Cost-Benefit Analysis

It is advisable for an independent cost-benefit analysis to be done before embarking on any deal of
securitization to find out if the benefits outweigh the costs. This will minimize political influence in
the decision-making process and also provide a true picture of the worthiness of the transaction to
the taxpayers.

11.8 Inclusion in Debt Sustainability Reports

Security obligations need to be incorporated within government debt sustainability reports even
if they are structured in an unconventional way which falls outside conventional borrowing
arrangements. This is necessary because it gives a better idea of the extent of exposure and will help
manage the debt prudently and estimate the future cost of obligations.

pY.W Understanding Securitization and Fiscal Sustainability: Opportunities, Risks and Policy Considerations



e l 2 International Case Studies

arious nations have utilized securitization of public revenues to finance projects, manage

debts and provide services. This clearly shows how securitization is able to tap significant

amounts of money from future income sources, but only when the country has sound legal

structures, good governance, sustainable incomes and sound fiscal management systems. Learning

about the practices of other nations in securitization can be helpful to Kenya in designing sound

securitization systems for development purposes.

International Experiences with Infrastructure Revenue Securitization

Financing Mechanism | Infrastructure/Project Type Key Issues / Lessons
Learned

Mobilized funds for

South Africa

Nigeria

Ghana

United States

Brazil

Future property taxes
and municipal service
charges

Future oil revenues and
taxes

ESLA-backed bonds
secured by energy
levies

Toll-road revenue
bonds

Future infrastructure

revenues

Municipal infrastructure

Infrastructure and public
financing

Energy sector debt
refinancing

Roads, bridges and transport

Transport and utilities

infrastructure

Mobilized

substantial capital

Improved liquidity

and reduced

financing costs

Large-scale

investment financed

Attracted
capital

private

Success concentrated
in well-governed
municipalities; weak
governance and
revenue collection
constrained others.

Oil revenue
volatility created
repayment risks
and sustainability
concerns.

Revenue ring-fencing
attracted investors,
though collection
shortfalls remained

a risk.

Stable toll revenues
supported strong
credit quality and
investor confidence.

Transparency,
governance and long-
term fiscal obligations
remained concerns.
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Country Financing Mechanism | Infrastructure/Project Type | Outcome Key Issues / Lessons

Learned
Turkey Future airport and Airports and transport Mobilized Dependent
transport user fees significant on accurate
investment traffic forecasts,
macroeconomic
stability and
regulation.
Chile Future toll and service ~ Concession infrastructure Financed major Strong regulation and
revenues infrastructure contractual certainty-
through maintained investor
concessions confidence.

Source: Author’s compilation based on World Bank (2001), PPIAF (2001), Inter-American Development Bank (2022),
National Highways Authority of India (2024), ESLA PLC Ghana, Ghana Ministry of Finance (2025), and other country specific
infrastructure financing reports.

Cross-Country Lessons

o Success factors: predictable revenues, strong governance, revenue ring-fencing, regulatory
credibility, and investor confidence.
o Risks: revenue volatility, weak institutions, reduced fiscal flexibility, poor transparency, and

macroeconomic instability.
» Policy implication: securitization works best when backed by stable revenue streams, sound
governance, and prudent debt management.

Key Lesson for Kenya

International experience shows that securitization can expand infrastructure financing if revenues
are predictable and legally protected. However, strong oversight, transparency, fiscal safeguards, and
parliamentary scrutiny are essential to prevent excessive future revenue commitments.
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Questions Worth Asking

Before Securitizing Future
Revenues

What Happens Without Securitization?

i.  If there were no securitization, then the government would continue to rely on budgetary
allocations annually, borrowing, or delayed payment of funds for such road constructions,
which would delay the process and make it costly because of inflation and claims by contractors.

ii.  Nonetheless, not securitizing would save the future revenues for future expenditures.

ili. The main issue is whether the benefits from speedy construction of the infrastructure justify
future revenue commitments made now.

Transparency and Accountability Questions Citizens and Parliament
Should Ask

i Which particular sources of income are guaranteed, and for what period of time?

ii.  Whatare the costs associated with the securitization process, including interest rates, fees, and
guarantees, in comparison with other sources of financing?

iii. What methods will Parliament and citizens employ to track the use of the funds and the
performance of the projects supported?

iv.  What contingency plans exist if the pledged revenues fall below projections?

Who Ultimately Bears the Risks?

i.  Investors can be at risk from potential lower revenues than expected.

ii.  Taxpayers could bear risks risks if government guarantees are called upon or if alternative
public resources are needed to meet obligations.

iii. The road agencies will find themselves with limited financial flexibility due to already being
committed a part of their future revenue stream.

iv.  The future government will find itself limited with financial flexibility to deal with new
developments priorities due to the binding obligation for repayment.
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Conclusion

ecuritization represents a new financial tool for governments and public organizations through

the transformation of stable income flows to cash. Securitization could help in delivering

important infrastructure projects faster, in overcoming financing gaps, and in expanding
financing beyond conventional loans. Proper use of securitization could promote economic
development and enhance delivery of public services.

Nonetheless, there are several long-term financial implications of the advantages. Due to the fact
that future revenues have been promised to investors, it becomes difficult for the government to
have flexibility in future budgets. The example of the Road Maintenance Levy Fund (RMLF) shows
not only the ability of securitization to provide large amounts of money but also some dangers in
promising future revenues. For securitization to be a sustainable financing option, there must be

good legislation and other measures of protection.
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