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1. Introduction

Bauchi State Debt Sustainability Analysis and Debt Management Strategy
(S’DSA-DMS) is conducted to ascertain the debt sustainability of the State as well
as feasible debt management strategy using the actual historical figures for the
period 2019-2023 to formulate trends and patterns in the State’s public finances,
and also evaluates the debt sustainability in 2024-2033 (the long-term). The
analysis highlights recent trends in revenue, expenditure, and public debt, and
the related policies adopted by the State in order to evaluate the prospective
performance of the State’s public finances.

The main objective of the debt strategy is to ensure that the government'’s
financing needs and payment obligations are met at the lowest possible cost,
consistent with a prudent degree of risk”. Consequently, for the four Debt
Management Strategies (DMS), the analysis calculates costs of carrying public
debt, and measures risks associated to macroeconomic and fiscal shocks.

The State S-DSA results show that the State maintains a prudent debt position
that appears to be sustainable in both the short and the long term. This position is
guided by State’s review in terms IGR mobilization to introduced tax
administration reforms to capture more tax payers into the tax net to improve IGR
mobilization as well as its control of recurrent expenditure growth. The State is
exploring available sources of revenue within the State’s jurisdiction to review
policies that will enhance revenue collection to include land use charges also the
review of tenancy rate used since the beginning of time. The State Government
had successfully implemented the N30,000 minimum wage in the past, however
the upward review of minimum wage policy by the Federal Government to up to
N70,000 can significantly influence personnel expenditure in both the short and
long run. Given the State’s own forecasts for the economy and reasonable
assumptions concerning the State’s revenue and expenditure policies going
forward, the long-term outlook for the public debt appears sustainable

Bauchi State pursues a prudent debt management strategy that maintains an
adequate cost of carrying debt and an admissible exposure to risks. A prudent
debt management strategy emerges from the State’s reliance on a mix of sources
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of finance, including external concessional loans and domestic low-cost financing.
Given the State’s own forecasts for the economy and reasonable assumptions
concerning the State’s budget and financing policies going forward, the medium-
term cost-risk profile for the public debt portfolio appears consistent with debt-
management objectives.

2. Bauchi State Fiscal and Debt Framework

Bauchi State had been using the annual appropriation/budget through which
government policies are translated into tangible results. The four cardinal rigorous
processes of formulation, preparation, authorization and implementation over the
years had given the State a clear resources utilization to execute government
policies. Similarly, the State is also utilizing the Medium-Term Expenditure Framework
In terms of IGR mobilization, the State had relied heavily on successful tax
administration to match the appropriated expenditure.

The State had implemented the Human Resource Management Information System
(HRMIS) under the World Bank’s Governance and Capacity Building Programme to
enroll electronically all personnel both active (serving) and inactive (retired) to
administer and maintain personnel cost to block leakages. Overhead cost is also
maintained to only costs that are absolutely necessary

With regards Recurrent Expenditure, the current FGN & States reconciliation
exercise on the withdrawals made by the FGN from Excess Crude, PPT, Royalties
accounts etc will enable the State to settle four of its FGN support facilities namely:
Budget Support Facility, Salary Bailout, Excess Crude Account Loan and FGN Bridge
facility of over N40 Billion Naira resulting from the year 2024. This will reflect a high
repayment amount in the year 2024 but would have also freed the quantum of the
State domestic debt to allow more space to accommodate new loans to execute more
capital projects in the State in the projection period. On the other hand, the new
National minimum wage increase of up to N70,000 will certainly affects the State
fiscal variables. The State is carefully assessing a doable and sustainable amount that



it can comfortably implement without subjecting the State salary payment burden
that may lead to salary arrears.

The main feature of the 2024 Budget in terms fiscal outcomes is to ensure
government policies are translated into tangible results thereby ensuring Budget
accomplishment and renewed commitment. This is to guarantee completion of on-
going projects, prepare and capture new projects to be completed within the tenor of
the current administration as well as maintaining higher proportion of the capital
expenditure to recurrent expenditure - currently at 59.5 in favour of capital
expenditure against 40.5 recurrent expenditure. The Budget is prepared based on the
Medium-Term Expenditure Framework (MTEF) in compliance with the Bauchi State
Fiscal Responsibility Law (2009) and the National Format and Chart of Accounts to
improve the quality of financial reporting in line with the International Public-Sector
Accounting Standards (IPSAS). The objective and target of the States’ 2025 - 2027
MTEF is to ensure fiscal sustainability over the years. Sustainability remains the core
requirement of the fiscal policy as the State has the responsibility to ensure that it
meets current and future obligations.



Fiscal Framework

Item 2024 2025 2026 2027
Opening Balance 5,541,208,817 7,152,000,211 7,852,455,024 7,933,105,577
Recurrent Revenue

Statutory Allocation 61,909,072,252 40,546,372,895 42,904,397,681 49 950,235,000
Derivation 0 0 0 |
VAT 58,613,738,915 80,136,654,329 98,471,445,003 120,950,091,720
IGR 37,682,126,012 47 272,762,137 62,358,688,514 81,139,860,841
Excess Crude / Other Revenue 50,313,553,747 55,802,305,065 66,962,766,078 80,355,319,294
Total Recurrent Revenue 208,518,490,926| 223,758,094,426| 270,697,297,277 332,395,506,855
Recurrent Expenditure

Personnel Costs 33,581,975,559 34,366,781,366 35,955,727,323 37,209,151,678
Social Contribution and Social Benefit 11,434,740,681 13,746,992,360 16,738,475,906 20,367,046,399
Overheads 58,508,031,355 69,024,222,015 82,588,967,430 100,560,567,677
Grants, Contributions and Subsidies 4,198,346,969 4,325,763 ,431 4 968,940,606 5,278,911,200
Public Debt Service 28,153,383,124 31,227,778,517 38,379,862,030 44 596,848,725
Total 135,876,477,688| 152,691,537,690| 178631973294 208,012,525,679
Transfer to Capital Account 78,183,222 056| 78,218556,947| 99,917,779,007 132,316,086,753
Capital Receipts

Grants 25,545,657,083 31,509,237,180 27,990,237,180 27,220,237,180
Other Capital Receipts 4,342,364,756 5,993,263,422 4,943,263,422 4 443,263,422
Total 29,888,021,839| 37,502,500,602| 32,933,500,602 31,663,500,602
Reserves

Contingency Reserve 0 0 0 0
Planning Reserve 8,080,686,975 8,999,633,311 8,538,621,673 10,366,004,533
Total Reserves 8,080,686,975 8,999,633,311 8,538,621,673 10,366,004,533
Capital Expenditure 151,922,261,123| 170,292,578,097| 162,153,161,241 196,833,185,529
Discretional Funds 113,668,314,204 130,479,319,565 129,574,902,709 164,994,926,998
Non-Discretional Funds 38,253,946,919 39,813,258,531 32,578,258,531 31,838,258,531
Financing (Loans) 59,083,704,414 71,423,608,882 45,773,608,882 51,273,608,882
Total Revenue (Including Opening Balance) 303,031,425,997| 339,836,204,122| 357,256,861,785 423,265,721,917
Total Expenditure (including Contingency Reserveg 295,879,425,786( 331,983,749,098 349,323,756,208 415,211,715,742
Closing Balance 7,152,000,211 7,852,455,024 7,933,105,577 8,054,006,175
Ratios

Growth in Recurrent Revenue 38.33% 7.31% 20.98% 22.79%

Growth in Recurrent Expenditure 44.88% 12.38% 16.99% 16.45%

Capital Expenditure Ratio 54.08% 54.01% 48.86% 49.90%

Deficit (Financing) to Total Expenditure 19.97% 21.51% 13.10% 12.35%

Deficit (Financing) to GDP Ratio NA NA NA NA




3. THE STATE REVENUE, EXPENDITURE, AND PUBLIC DEBT TRENDS (2019 -
2023)

3.1 Revenue, Expenditure, Overall and Primary Balance

Bauchi State’s aggregate revenue for the historical period (2019 - 2023) under
review revealed a significant decrease from N116 Billion in 2019 to N103 Billion by the
year 2020 owing to a sharp decline in federal transfers. Subsequently, the State
revenue indicated a significant increase through the remaining historical period from
N135 Billion to N154 Billion and to N219 Billion from 2021 - 2022 through 2023
respectively. This increase resulted from improved IGR generation and grant received
during the years.

The State’s Federal Allocation, including transfers from the excess crude account,
derivations, VAT allocation, exchange rate gain, augmentation among others slightly
decreased from N65.67 Billion in 2019 to N63.44 Billion in 2020 largely attributable to
a slide in federal oil receipts due to the lower oil prices and to rebel attacks on oil
production facilities. However, the Federal Allocation presents a significant increase
through-out the remaining historical period from N63.44 Billion in 2020 to N75.12 in
year 2021 to N80.86 Billion in and then N122.41 Billion in 2023 resulting from the
growth increased in the financial resources to the real sector of the economy.

Bauchi State’s Internally Generated Revenue (IGR) also showed a significant
growth by 146.76 percent during the period under review from N12.29 Billion in 2019
to N30.33 Billion in 2023. The improvement in IGR was mainly because of tax
administration reforms implemented. These reforms covered legal, institutional, and
operational frameworks. Accordingly, several reform activities were instituted to
strengthen the IGR collection. Specifically, as bedrock for other reforms, new
Revenue Administration law was passed, among other things, to consolidate State
revenue code covering all State IGR sources. Collections were thereafter enhanced
with improvement on all electronic platforms and payment gateways used by the
State Internal Revenue Service. The State also expanded its Taxpayer database and
developed an electronic taxpayer database system. Revenue sources were expanded
to include Introduction of Land Use Charge and all revenue leakages were blocked
through automation processes.



Bauchi State real aggregate expenditure from the beginning of the current
historical year under review shows a significant drop by 23 percent from the year 2019
to the year 2020, thereafter rebounded by 61 percent in year 2021; this fluctuation
resulted from the suspension of the repayment of some FGN/CBN intervention
facilities for a year due to the drop in federation transfer. In 2022 aggregate spending
slightly dropped by 1 percent thereafter; significantly increased by 45 percent in the
year 2023; this is based on the huge positive growth registered for capital projects.

The period under review showed expenditure variations in terms of overhead cost
and other recurrent expenditure in favour of capital expenditure, the suspension of
the repayment of some of the FGN/CBN intervention facilities allows the State to
stabilize and the State had been cutting down cost to accommodate the ones that are
absolutely necessary which is guided by the formulation of a more realistic annual
budget and medium term expenditure frame work for the period under review.

The State actual repayment obligations both in terms of principal and interest
showed a continued decline from 2019 to 2021. This resulted in the inability to take
more loans and the suspension of the repayment of some FGN/CBN intervention
facilities to allow States have some funds to cater for mandatories due to decline of
Federal transfers resulting from the hit of Covid-19. However, the resumption in the
repayment reflects the significant increase in the year 2022 and 2023 respectively.

The State personnel as a share of revenue indicated a continued decline
throughout the historical period. This reflects the continued increase in Federal
transfers and improved IGR. This is coupled by the fact that there is currently an
embargo on new employment and more and more public servants are retiring
monthly, even though they constitute pension and gratuity cost, their exit can also
influence the drop in the personnel cost.
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3.2 Existing Public Debt Portfolio

Public debt includes the explicit financial commitments - like loans and
securities - that have paper contracts instrumenting the government promises to
repay. The State public debt showed a significant increase from N135 Billion in 2019
to N140 Billion in 2020. Though, slightly dropping to N138 Billion in 2021, thereafter
presents a continuous increase through the remaining historical period that is to N179
and N221 Billion for years 2022 and 2023 respectively. This continued increase in the
State public debt is attributed to the continued increase in long term facilities to
finance developmental projects, increase in both interest rate and the exchange rate
value which had a high influence on the total value of the State debt stock.

The State’s debt portfolio largely consists of External loans, domestic loans and
arrears. The composition of the State existing public debt portfolio as at end 2023 as
a share of total debt stood at follows: External debt mainly from WB & AfDB
represents 29.20 percent, while; Domestic debt share stood at 51.94 percent which
includes but not limited to Budget Support Facility, Salary Bailout Facility, Bond (FGN
& State), Excess Crude Account Backed Loan, Commercial Banks Loan, Commercial
Agriculture Loan and Infrastructure Loan; whereas, 18.90 percent remained the
portion for arrears comprising of pension and gratuity, contractors and judgment
debts among others .

Bauchi State held a low-cost, low-risk debt portfolio; treading carefully with
regards to its debt limit and borrowing needs. The debt portfolio carried an average,
implicit interest rate of 11.21 percent in 2019-2023 and the interest payments
represented just 4.8 percent of total expenditure. In addition, the State debt
portfolio is exposed to currency, interest rate, and rollover risks. The State debt
continues to increase with the addition of new domestic facilities on one hand and
increase in External loan owing to exchange rate risk exposure as well as increase in
interest rate in respect to domestic loans (Commercial Bank Loans). The State
External loan is at USD 133.90 at N253/1 USB which translates to NGN 33.90 Billion in
2019 but it is now to USD 170.44 at N379/1 USB equivalent to NGN 64.60 Billion
despite all the repayments made within the historical period. 84.35 percent of the
domestic loans are CBN intervention loans, 5.99 percent represents Bond (FGN &
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State) which all have fixed-rate obligations, thus not affected by changes in interest
rates as these loans have maturities running from 10 years and above. Only 12.8
percent of the State debt portfolio being commercial bank loan might be associated
with potential deterioration of domestic financial conditions, thus, is negligible.
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4, Debt Sustainability Analysis

The concept of debt sustainability refers to the ability of the government to
honor its future financial obligations. Since policies and institutions governing
spending and taxation largely determine such obligations, debt sustainability
ultimately refers to the ability of the government to maintain sound fiscal policies
over time without having to introduce major budgetary or debt adjustments in the
future. Conversely, fiscal policies are deemed unsustainable when they lead to
excessive accumulation of public debt, which could eventually cause the government
to take action to address the unwanted consequences of a heavy debt burden”
Government therefore should endeavor to strike a balance between revenue and
expenditure, so that any debt incurred will not impact negatively on the State,
leading to serious financial crisis.
Source: DMO/SABER Presentation

The ratio analysis computed based on the debt burden and performance
indicators revealed that Bauchi State is way below the thresholds in terms of debt
burden with indicative thresholds. This established that Bauchi State remains within
sustainable limit both in the short run and in the long term. Specifically, the ratio of
debt as a percentage of the State GDP indicates an average of 6.29 percent, debt as a
percentage of revenue indicates an average of 158.13 percent, debt service as a
percentage of revenue indicates an average of 16.94 percent, while personnel cost as
a percentage of revenue indicates an average of 36.90 percent through the historical
period for debt burdens with indicative threshold. The following table presents the

debt burden and performance indicators

Indicative

Debt Burden 2019 2020 2021 2022 2023
Threshold

Debt as % of SGDP 25 6 6 5 74 T
Debt as % of Revenue 200 174 167 144 170 136
Debt Service as % of Revenue 40 23 18 15 16 13
Personnel Cost as % of Revenue 60 37 47 43 % 7 31
Debt Service as a share of Gross
FAAC Allocation NA 27 24 21 23 17
Interest as a share of Revenue NA 8 6 6 8 7/
External Debt Service as a share
of Revenue NA 1 1 1 1 1
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4.1 Medium-Term Budget Forecast

The State’s medium-term debt sustainability is based upon a gradual recovery
and stability of the Nigerian economy that will increase FAAC statutory allocation.
According to the Federal Government and State’s own forecasts, the Nigerian
economy is expected to gradually recover in the period 2024-2025, with real GDP
expanding at an average annual rate of 3.1 percent and domestic inflation is expected
to gradually decrease on the back of monetary policy tightening and exchange rate
stabilization. Such a moderate recovery will be supported by higher oil prices in
global markets, an increase in domestic production, prudent fiscal policy, and the

stabilization of the exchange rate relevant for international public-sector financial
transactions at its current level. Oil and gas revenue, as well as shared resources such
as custom duties and VAT, would then increase relative to the depressed levels
observed in 2023, thus improving the State’s revenue position.

The Bauchi State Fiscal Strategy Paper for 2025 is based on the estimated
national variables of oil benchmark of $S80 per barrel, daily oil production of 1.8000
mbpd and exchange rate of N1,314.94 to 1 US Dollar, inflation rate of 23 %, and Gross
Domestic Product (GDP) growth rate of 2.96 %.

Macro-Economic Framework

Item 2024 2025 2026 2027
National Inflation 33.20% 23.00% 15.10% 15.38%
National Real GDP Growth 3.30% 2.96% 2.98% 3.34%
Oil Production Benchmark (MBPD) 1.2800 1.8000 1.8100 2.6000
Qil Price Benchmark $78.02 $80.00 $80.00 $74.00
NGN:USD Exchange Rate 1469 1314.94 1466.33 1438.22
Other Assumptions

Mineral Ratio 16% 16% 16% 16%

Bauchi State has adopted a “centralized IGR collection” using an “E-Bills Pay”
platform used by the entire Banks network to drive the State IGR and “UPAY Portal”
for the purpose of centrally processing of the State workers’ salaries with an
integrated biometric data system. This is to support the continuation of recent efforts
to mobilize local revenue sources, and unchanged policies concerning personnel and
other operating expenses. At local level, the tax administration reforms adopted by
the State Government to strengthen resources provided by IGR, are expected to
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continue in the next few years and will benefit from the overall economic recovery.
On the other hand, no new policies are anticipated with regard to personnel and
overhead costs, which are thus likely to preserve their historical trends

4.2 BORROWING OPTIONS

The State government proposes to finance its new borrowing from 2024 to 2033
mainly through long term financing instruments of more than 6 years particularly bond
issuance with a ratio of 37.02 percent and exploring Other Domestic financing
specifically - Government to Government Facilities such as CBN Development
Finance loans which may run at single digit interest rate also at a ratio of 17.15
percent. This is followed by Commercial Bank Loans with maturity of more than 6
years at a ratio of 12.43 percent to reasonably match huge financing gap for capital
projects to long term sources of funds. On the other hand, lower financing gaps shall
be matched with short term financing instrument with maturity period of 1-5 years.
This can be utilized on quick win projects viz-a-viz the level of risk involved (political)
and it is anticipated on a ratio of 1.71 percent of the total debt portfolio.

With regards External - Concessional financing, the State will rely on the
support of the Federal Government to make such funds available on-lending required
from Multilateral sources and other External financing that have minimal or no
exchange rate risk and it is proposed to be at a ratio of 31.69 percent.

The following table presents the proposed financing terms for the borrowing options:

Borrowing Terms of New Debt (issued/contracted from 2024 onwards)
Borrowing Terms for New Domestic Debt (issued/contracted Interest Rate Maturity (# of Grace (# of

from 2024 onwards) (%) years) years)
Commercial Bank Loans (maturity 1 to 5 years, including A 35.00% 5 0
Commercial Bank Loans (maturity 6 years or longer, includ 35.00% 10 1
State Bonds (maturity 1 to 5 years) 25.00% S 0
State Bonds (maturity 6 years or longer) 25.00% 12 1
Other Domestic Financing 22.00% 15 1

Borrowing Terms for New External Debt (issued/contracted Interest Rate Maturity (#of Grace (# of

from 2024 onwards) (%) years) years)
External Financing - Concessional Loans (e.g., World Bank, 1.50% 30 3
External Financing - Bilateral Loans 5.00% 15 3
Other External Financing 5.00% 10 4

14



4.3 DSA SIMULATION RESULTS

Bauchi State Total Revenue (including grants and excluding other capital
receipts) is projected to increase from N223.71 Billion in 2024 to N862.45 Billion in
2033, representing an increase of N638.74 Billion or 285.52 percent over the
projection period (Chart 16). Total expenditure is expected to expand from N304.54
Billion in 2024 to N906.88 Billion in 2033 also representing an increase by N602.34
Billion or 197.79 percent (Chart 17). Therefore, the fiscal deficit - computed as the
difference between revenue and expenditure is expected to remain within a range of
(N3,299.55) Billion and N1,728.93 Billion in nominal terms, compared to the 2023
deficit of (N1,167.94) Billion.

About 75.6 percent of the State debt are FGN/CBN intervention facilities with a
single digit interest rate and have longer maturity period (10 years and above) as a
consequence of the FGN & States reconciliation exercise on the withdrawals made by
the FGN from Excess Crude, PPT, Royalties accounts etc that will enable the State to
settle four of its FGN support facilities, the State’s public debt is expected decline
thereby raising the State’s repayment capacity (Charts 22).

Debt is projected to raise from N221,587.87 Billion as at end-2023 to
N456,357.72 Billion by 2033 owing to the projected exchange rate figure. Exchange
rate for the base year 2023 is being computed at N379 per $1 USD but projected to be
above N1,100 all through the projection period which is three times fold of the base
year figure. For the first year of projection 2024 the exchange rate is peg at N1,300 to
$1 USD; this indicates an expected increase of 243.01 percent for external loans (from
64Billion to 216Billion). And this trend spreads over the projection period. However,
relative to the State’s repayment capacity, the public debt position will improve: it is
expected to decrease from 136 percent of the Revenue in 2023 to 53 percent by 2033.

As the fiscal deficit stabilizes in nominal terms over the next few years, and
the public debt ratio improves indicating that all the ratios are currently way below
the thresholds including Debt service and personnel cost as a share of revenue, the
analysis of the Baseline Scenario under the reference debt strategy (51) suggests the
State will be able to preserve the sustainability of its debt in the medium-term to
long term.
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4.4 DSA Sensitivity Analysis

The State faces important sources of fiscal risks associated to the possibility of
adverse country wide macroeconomic conditions and the reversal of the State’s
revenue and expenditure policies. A sensitivity analysis is undertaken considering
macroeconomic shocks and policy shocks to evaluate the robustness of the
sustainability assessment for the baseline scenarios discussed in the previous sub-
sections. When considering both macroeconomic and policy shocks, it is assumed that
external and domestic borrowings cover any revenue shortfall and additional
expenditure relative to the baseline scenario discussed earlier

The State’s debt sustainability is expected to mildly deteriorate if the revenue
shock materialize under the reference debt strategy (51), mainly as a consequence of
a diminished repayment capacity. The public debt ratio in terms of debt stock as a
share of revenue will reach 198 percent of Total Revenue by 2025 mainly as a
consequence of the revenue shortfall.

The State’s debt sustainability would slightly decline if the interest rate,
exchange rate and expenditure shocks materialize under the reference debt strategy
(S1), mainly as a consequence of a diminished repayment capacity to reach 169
percent, 184 percent and 179 percent respectively.

The 2024 DSA analysis shows that Bauchi State remains at low risk of debt
distress under sensitivity analysis. The State DSA analysis shows deterioration related
to revenue shocks, interest rate and exchange rate shocks that would lead to increase
Gross Financing at the beginning of the projection period. The shocks apply nearly
reached the threshold under debt as percent of Revenue in the year 2025 under the
projection period. There is the need for the authorities to further diversify the
sources of revenue away from crude oil (FAAC), as well as implement far reaching
policies that will augment IGR into the state.
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Chart 27: Debt Stock as a share of SGDP
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Public debt management is the process of establishing and executing a strategy
for managing the government’s debt in order to raise the required amount of funding
at the lowest possible cost over the medium to long run, consistent with a prudent
degree of risk”, Debt Management Strategy examines the costs and risks inherent in
the current debt portfolio, as well as in the debt portfolios that would arise from a
range of possible issuance strategies, considering factors such as the macroeconomic
and financial market environment, the availability of financing from different
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