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A Bill lbr

AN ACT of Parliament to provide for thc equitatrle division of revenue raised

nationalty behveen the national and county governments in 2020/21 financial 5,ear, and for
connected purposes.

ENACTED by Parliament of Kenya. as follorvs-

t,Altl'I Pl .ll-l \l l\.\ltY

Short title 1. This Act may be cited as the Division of Revenue

Act,2020.

Interplelation 2. In this Act. unless the context otherwise requires-

No. 16 of201I

Objecl and
purpose ofrhe Ac1.

Allocstions to
natiooal and
countY
governments.

"Cabinet Secretary" means the Cabinet Secretary for
the time being responsible for matters relating to finance;

"revenue" has the meaning assigned to it under section

2 of the Commission on Revenue Allocation Act, 201 l; and

3. 1'he object and purpose of this Act is to provide for
the equitable division of revenue raised nationally between

the natronal a,rd county levels of govemment for the'

financial year 2O20121 in accordance with Article 203 (2) of
the Constitution.

4. Rpvenue raised by the n4tional government in rgspect

of the financial year 2020/21 shall be divided among the

national and county govemments as set out in the Schedule

to this Act.

Variation
revenlle.

5. (l) If the actual revenue raised nationally in the

financial year falls short of the expected revenue set out in
the Schedule, the shortfall shall be borne by the national
govemment, to the extent of the threshold prescribed in

Regulations by the Cabinet Secretaty.

(2) If the actual revenue raised nationally in the

furancial year exceeds the projected revenues set out in the

Schedule, the excess revenue shall accrue to the national
govemment, and may be used to reduce borrowing or pay

debts.
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SCHEDULII (s.4)

Allocation of revenuc raised nationally between the national and county govern ments for the
financiaf year 2020121.

I) pe/level 0f allocnti0n tmonnt in Ksh.

Pcrccntage (70)
of 2015/16

audited and
approved

Revcnue i.c,
Ksh.l,l93,6l9

lUillion
\. I ot:rl Shar:thle llcr cnuc Llt5(,,70r).000,000

l|. \rlion:rl (;(,\ r'.n' cnl' t.5.1-1.()6u.0t|(t.0{)0

Ofrhich

L Leasing oflledical F4uipment
6.205 00t) 0(i0

2. Conlpensation fot. userlees /orgone
9l)0 000,000

3. l.evel 5 hospitab
{.316 000.000

Supplenent for construct ion of caun4) headquarters
li) 000

5. Rehabil itation of Youth Polytechnics
000 0r)0

6.5-I.000.0t)0
( . I-,qualization I.und

I). ( ountv cquitablc \hxrc 26.ayo

\[cmo itcms

l. CountJ, equitablc shnre
.t1 000

). Altlitiottol coaditiortol ollocfitiotts(Notional Gotcrnnteit share of Rewrrue) of
13,731,000,000

2. L Leasing ofMedical Equipment
6.205.000,000

900.00t) 00()

2.3 Lerel 5 hospitals
l 326.000,000

2.4 Supplement for construction ofcounry headqua ers
,r 00

2.5 Rehabilitdtioa ol youth Polytechnics
00

3. Allocatio,,lto Fuel Lery Futu! (15%) 9,433,265,625

1, Coltliliorral ollocations (Loans & gru tg ofwhich: 30,201,347,510

4.1 IDA-Kenya Delolutiotl Sltpport Program (KDSq) (Lelet l)
I t 5.000.000

4.2 lDA-Trans/o ning Health Systensfot universal Care projecr
'75;t A I.l 1

4.3 DANIDA-Unitersal Healthcare For Deyolved System prcgrant
900.000 000

SE-CFET
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316-r00.000.000
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4.4 lDA-National Agriculrure & Rural Incl(si\e Grovth Projecl (NARIGP) 4.26),646 i.i r

*The National Government share includes Ksh. 4,300 million which is a special $ant to the National Health

Insurance Fund (NHIF) for free Matemal health care, to be disbu$ed as a reimbursement to county
govemments.

The principal object of this Bill is to provide for the equitable division ofrevenue raised nationally
among the national and county levels of govemment as required by Article 218 of the Constitution

in order to facilitate the ploper functioning of county govomrnents and to ensure continuity of
county services.

Clauses I and 2 of the Bill provide for the short title of the Bill and the interpretation of terms

used in the Bill.

,Clause 3 of the Bill contains the provisions on the objects and purpose of the Bi1l.

Clause 4 of the Bill prescribes the allocations for the national government and the county

governments from the revenue raised nationally for the fnancial year 2020121.

Clause 5 of the Bill deals with mechanisms for adjusting for variations in revenues enanating
from revenue performance during the finalcial year in which this Bill relates to.

Datedthe... ( 4/114

il IIon (Ant attani, EGH
Cabinet Secretary for
The National Treasury and Planning

4.5 Ell-lnstruments for Derolulion Advice and Suppotl (IDEAS)
? 16,014,39l

!.6 IDA Oltorld Ba ) - Ketrya Climate Smart Agriculnre Project (KCSAP)
7 ,1 t9,'726,'782

4.7 llorld Bank- KerD,a Urban Support Progran(KUSP)- UDG 6,166,000,000

4.8 IDA- Water and Sanitation Development Project (WSDP)
3,400,000,000

4.9 Sveden Agriculnre Sector Development Progranme Il ( ASDP ID
652,584,158

5.0 EII- l{ater Tou'er Protection and Clinale Chonge Mitigation and Adaptation
528,000,000

5.1 Drought Resilience Progrartne in Norlhern Kenya 300,000,000

Total County Allocations- (1+2+3+4) 369.868,611,135 3 r.0%

,ADI i'Ir.tll{,

SECRET
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EXPLANATORY MFI,MOR{NDUM'I'O THE DIVISION OF REVENUE, BILL (DoRB),
2020

Background

1. This memotandum has been prepared as an attachment to the Division of Revenue Bill
(DoRB),2020 in fulfilment of the requirements of Article 218(2) of the Con$itution and Section

191 of the Public Finance Managemenr Act,2012.

2. Article 218(2) of the Constitution requires that the Bill be submitted to Parliameut every
year together with a memorandum explaining:

(a) the proposed revenue allocation se1 our in the Bill;

(b) the extent to which the Bill has taken inro account the provisions of Article 203 (l) ofthe
Constitution: and

(c) any significant deviations from the recommendations of the commission on Revenue

Allocation (CRA).

3. In addition to the above requirements, Section 191 ofthe Public Finaace Management Ac1,

2012 requires that the Bill be submitted to Parliament together with the Medium Term Budget
Policy Statement accompanied by a memorandum which explains;

(a) the extent, ifany, ofdeviation from the recommendations ofthe lntergovemmental Budget
and Economic Council; and

(b) any assumptions and formulae used in arriving at the respective allocations proposed in the
Bill.

Explanation of the Allocations to the National and Counfy Governments as Proposetl in the
Biil

4. The DoRB, 2020 proposes to allocate to county Govemments Ksh.369.g billion in the
financial yeat 2020121, wtrich relative to the financial year 2019120 allocation, reflects a decrease

of Ksh. 8.6 billion or 2.3 %o mainly attributed to a significant decrease of donor funded additional
conditional allocations compared with the funtling in financial year 2019/20.This allocation

SECRET
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5. The bill proposes to allocate County Governmer.rts' an equitable share of revenue raised

nationally forthe financial year 2020121 of Ksh.3l6.5 billion

6. This proposal for County Govemments' equitable revenue share allocation for FY 2020/21

is informed by five (5) factors--- which are detailed in paragraphs 7 to l2-namely:

a) Continued underperformance in ordinary revenue, which forms the base for the annual

division ofrevenue;

b) The fact that the National Govemment corltinues to solely bear shortfalls in revenue in any

given FY:
c) fhere being a Ksh 16i billion tunding gap in the FY 2019/20 budget;

d) A I O.:i96, projct.ted contraction in National Govemment's ne t spendirig in FY 2020/21 vis-

i-vis FY 201 9r2u; and,

e) The pmposal by Nationa! lieasury that the entire incremental revenue in FY 2020/21 be

earmarked for CFS, speoitically debt repayment and pensions.

7. ' Although in the Budget Review and Outlook Paper (BROP) 2019 as rvell as in the draft

BPS 2020, the National Treasury had proposed an equitable share of Ksh 3 17.8 billion to county

governments in FY 2020/21, the revised proposal to allocate Ksh. 316.5 billion is informed largely

by the underperlonnance in ordinary revenue rvitnessed in recent 1'ears. According to the drali

2020 BPS, between FY 2013/14 and FY 2018i19, cunrulative ordinaly revenue shortfalls

amounted to Ksh 932 billion.

8. Additionally, and as per respective annual Division of Revenue Acts (DoRA), over the

years the National Government has always borne any revenue sho(fall. Accordingly, to balance

the budget, this has been achieved by downsizing spending by MDAs; however County allocations

have never been affected by the shortfalls. Fol instance, in FY 2017/18 rvhen ordinary revenue

grew by 4% against a target of l3%o culminating in a Ksh 195 billion shortfall, Counties' allocation

grew by 8% (fi.om Ksh 280.3 billion to Ksh 302 billion). ln aontrast, the National Govemment's

net issues contracted by 7% (from Ksh 1,149 biltion in FY 2016/17 to Ksh 1,072 billion). Similarly,

GIADFT
i\ --'\''l \. i-. I

comprises of; equitable share of Kslr.3l6.5 billion; additional conditional allocations lrom the

share of national government reverlue amounting to Ksh. 13.7 billion; additional conditional

allocations lrom proceeds of loaDs and glants by development paftners amounting to Ksh. 30.2

billion; and additional conditional allocation from Roads Maintenance Levy Fund an'lounting to

Ksh. 9.4 billion.

Counl-l' Governt rcnls' Equilable Share
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actual net issues in FY 2018/19 reflects a Ksh 82 billion reduction frorn what was proposed in the
revised budget (ll) estimates.

9. In l'Y 2019/20 the estimated net issues fortheNational Governments of Ksh. l,4l6billion
have a funding gap of Ksh l6l billion; a gap which rvill occasion further expenditure curs of a
similar nragnitude. The scope for these cuts exists only in the development budget and to a small
extent in 'other o&M'. Accordingly, the base for the current Fy will be adjusted to account for
the above lunding gap. This means that the National Govemment's net issues for development and

'other O&M'rvill drop from Ksh 680 billion to Ksh 519.5 billion.

10. Further, as part ofmeasures to narrow the projected deficit, the National Govemment has

proposed a Ksh 146 billion or 10.3% contraction in thc National Govemment's estimated Fy
2020/21 net issues (i.e. fronr Ksh 1,416 billion in Fy 2019/20 to Ksh 1,271 billion).

I l. Finally, despite the depressed revised revenue forecasls for FY 2019/20 and 2020/21 vis-
i-vis original estimares for both years. collections in Fy 2o20l2l are now projected ro grow by
Ksh 89.8 billion (i.e. fiorn Ksh 1766.9 billion to Ksh 1,856.7 billion). The National rreasury
proposes that the addxiortal rev;nue be directed torvards Consolidated Fund Services (CFS),
specifically debt repa;,rnr,11, pensions and gratuities, and some salaries for Constitutional Offices
ard Independent Commissiotrs. These are non-discretionary expenditures which take first charge
in the public budger.

' 12. Accordingly, 6fthe above projected hdditional revenue in Fy 2020/21, an estimated Ksh
57.2 billion will be earmarked for debt repaymenr and the balance (i.e. approximately Ksh 19.7
biltion) rvill be earmarked for retirees' pension payments as well as GoK contribution to civil
servanls' pension (see 'lable l). cleady, the Ksh 89.8 billion revenue growth will be used to
finance the above mentioned CFS items.
Table l: Allocations to}lards Consolidated Fund Scn'ices h billions
Pa)anents FY 2019i20 Fy 2020121 Variance

Debt repayment (principal) 174.t

Debt repa)ment (interest)
'141.5 456.0 14.-s

I18.7 l0.t

bution to civil sen,ice pension 4.8 t -1..1 9.6

TAL 686. i 763.2 76.9

cF-pE'r'
tl .! !. I ,L. a

'3 '.41

,*.1

Source ofdata: National Treasnry
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13. The proposed Equitable Share for FY 2O2Ol2l of Ksh. 316.5 billion is equivalent to 26.5

percent of the last audited accounts (Ksh 1,194 billion for FY 2015/16) as approved by

Parliament. The proposed allocation meets the requirement of Article 203(2) of the

Constitution.

.4ddit ional Conditiono I Al I ocal io tts to Co unl!- Govern menls

14. Article 202(2) of the Constitution provides for additional allocation to County

Governmelrts from the National Government'S share of revenue, either conditionally or

unconditionally. Pursuant to this Article, the National Government proposes to allocate the

following additional conditional allocations to supPort specitic national policy objectives to be

implemented by County Governnents:

Additional conditional Altocation to facilitate the leasing of medical equipment

of Ksh 6.205 billion. 'lhis grant which is in its sixth year of irnplementation, is

proposed to increase from Ksh. 6.200 billion in FY 2019/10 to Ksh. 6.205 billion in FY

2O2Ol2l aad is intended to t'acilitate the payment of lease amounts in respect of modern

specialised rnedical equipment in at least nvo trcalth facilities in each County

Governntenr over the n:edium term. i his will lacilitate easy access tr specialised hcalth

care services and signiticantly reduce the distalce that Kenyans tiavel in search ofsuch

services today.

Additionaf Conditional allocation for level-S hospitali ofKsh. 4.3 billion. Lbvel-5

hospitals continue to play a critical role in providing specialised health care services to

Kenyans. These hospitals provide specialised health care services to citizens residing

within and outside their host County, usually for complicated cases referred from lower

tevel health facilities. In order to compensate them for the costs incurred in rendering

services to neighbouring Counties, the national government proposes to allocate Ksh.

4.3 billion in financial yeat 2O2Ol2l to I I counties rvith level 5 hospitals'

Additional Conditional allocation of Ksh. 900 million to compeusate county health

facllities for user fees foregone. It is the intentiou of government to suslain the

Govenrment policy ofnot chargirg user fees in public health facilities. In this regard,

and in furtherance of this policy, the National Goveument has ptoposed an allocation

of Ksh. 900 million in the financial yeat ?020/21 lo compensate county govemments

for revenue tbrgone by not charging user fees in the county health facilities. This

C F'I)E?
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additional conditional allocation. which is in its sixth year of implementation, will
further complement govenment efforts or not onry achieving the Universar Hearth
Coverage, but also sustaining its gains.

Additional conditional Allocation for Rehabilitation of youth polytechnics of
Ksh. 2 billion: this additional conditional allocation which is in its fourth year of
implementation and implemented through the state Department of Vocational and
Technical r.aining. is meant to support county goverrunents in equippi,g Technical
and Vocational centres and capiration of student l'ees. The additional conditional
allocation aims at enhancing access to quality and relevant vocational skills training.
Additional Conditional allocation to supplement county allocation for the
construction of cnunty headquarterc of IGh. 300 Million in five counties: This
conditional allocation is iltended to further supplement financing for construction of
headquarters by five county Govemments that did not inherit adequate offices. The
Iive counties are Isiolo: Lamu; Nyandarua; Tana River and rharaka Nithi.'l'his marks
the fourth year of its implemenlation rvherebl, the National Govemment contributes 70
percent of th(: hudger while county Govemnrents contributes 30 percent of the total
cost ol'tlre projects. This aliocation has declined horn Ksh. 4g5 million allocated in Fy
20l9l2t io a proposed allocation ol Ksh. .i00 million in Fy 2020/21 .

Additional clonditional Allocation from the Roact Maintenance Fuel Levy Fund
of Ksh. 9.4 billion. This conditionar allocation wlich is in its sixth year gf alocation
is proposed to be Ksh. 9.4 billion in Fy 2020/21. This allocation is meanr to fi.'ther
enrance County Govemments' capacity to repair and maintain county roads and is
equivalent to l5 percent olthe Road Maintenance Fuel Levy Fund. The allocation has
increased significantly frorn Ksh. 8.98 billion allocated to RMLF in Fy 2019/20 to the
proposed allocation of Ksh. 9.4 billion in Fy 2o2o/21. This is attributed to higher
projected revenues from fuer tevy in Fy 2020/2r compared to projections in Fy
2019/20

Transforming Health systems for universar Carc proJect conditionar alocation
of Ksh. 4-3 billion (world Bank credit): - This conditional allocation through the
Mi.istry of Health is mcant to improve derivery, utilization and quarity of primary
health care services with focus on reproductive, matemal, new-born. child and
adolescent healrh (RMNCAH) at the county level. This additional condilional allocation is
proposed to increase from Ksh. 2.99 billion in Fy 2019120 to Ksh. 4.3 billion in the

rqaBET
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financial year 2020121.I'his is attributed to the structure ofproject implementation and

financing as contained in the Project Appraisal Document. This conditior.ral allocation

will complement the National Govemment efforts on attairunent of the Universal

Health Coverage policy initiative.

DANIDA-Universal Healthcare for Devolved System Program of ksh. 900 million:
The project development objective (PDO) of this programlne is "to improve utili:zatioll

and qualitv of primary health care services rvith a lbcus on reproductive, matemal, new-

bom, child, and adolescent health services. " l he Pro.iect will achieve this objective by:

(a) improving access to and demand for quality Primaly Health Care (PHC) services;

(b) sttengthening institutional capacity in selccted key areas to improve utilization anci

quality of PHC scrvices; and (c) supporting cross-count-v and intcrgovernmental

collaboration in the recently devolved Kenyan health system.

The conditional allocation to this programme is proposed to decline slightly lrom an

allocatiorr of Ksh. 986 rnillion in FY 20lsl20 to an allocation of Ksh. 900 million in
FY 1020/21. This is attributed to provisions of the financing agreement which

envisages gradual decrease of the rrmounts allocated to the projecl in each financial

year, lor sustainabililj'.'l-he progtrrn is expected tc' olose in Deccmber, 2020.

National Agricultural and Rural Inclusive Grorvth Project; NARIGP of Ksh. ,1.26

billion (World Bank credit): - this additional conditional allocation is proposed to be

al located Ksh. 4.25 in the financial year 2020121 . This additional conditional allocation

is meant to furthei compliment efforts by National Govemment'to attain food security

in the country by facilitating counties to increase agricultural productivity and

profitability ol targeted rural communities in selected counties, and to provide

immediate and effective response in case of crisis or emergency. This additional

conditional allocation is proposed to decrease from Ksh. 7.2 billion in FY 2019/20 to

Ksh. 4.3 billion in the financial year 2020121 because the project is at advanced stages

of implementation as conlained in the Project Appraisal Document (PAD) and the

implementation work plans.

Kenya Urban Support Program (KUSP) - Urban Development Grant (UDG)

additional conditional allocation of Ksh.6.36 billionrThe purpose ofthe Grant is to

provide support to urban boards and administmtors rvithin the participating County

Govemments for financing inftastructure investments in urban areas. This is a

performance based grant rvhere the participating county governments are t'unded based

on the score in the Annual Performance Assessment (APA) - for achicvcment ofurban

SECFET
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planning, infrastruclure, and service delivcry targets. 'Ihis additional conditional
allocation has declined liom Ksh. I I billion in Fy 2019/20 to Ksh.6.36 billion in rhe
tlnancial year 2020121. The decrease is attributed to the advanced complerion ofthe
programme and its planned activities as outlined in the project Appraisat Document
(PAD) and the project implen.rentation \\,ork plans.

. Kenya Dcvolution Support Program (KDSP) Counrv- Capacity Building (..level
1") Grant of Ksh. 2.1 billion. This is a co.ditional gra,t, which is in its second year
of inrplenrentation, financed by a world Bank credit to support county govemment's
capacity building under the Kenya Devolution Suppon program (KDSp) amounring to
Ksh. 2.1 billion.'[his granr is intended to supporr capacity building initiatives in rhe
counties in the following areas:

o Strengthenirrg public tinancial management (PFM) systems:
o Strengthening Counlv Hurnan resource management;
o lmproving county planning and Monitoring & Evaluation systems;
o Civic Education and Public Participation; and,
o Strenqlhening lntergovernrrrental relatiurs.

Although the prograninle rvas supposed ro conrc io an end upon disbursenrent of thc
I(sl i 'i Lrii:,..r' .il,caicd to it irr FY 2019i201 tlrc National l reasurl was not able to
disbur'r.'\sh ?.i [-.illion allocated th!'piogr'a]r-r!nc rn Fy 2018/19 due to adjustment in
the amount to be paid ro counly Bo'!'enrments sr;:riirst tine of the Disbursement Linked
lndicators (DLI) under rhe Kenya Devolution Support program (KDSP). As such and
following clarification by the world Bank on the oorrect allocatior, the Exchequer
could not dibburse the Ksh. 2.3 billion to the counties as allocated in the CARA; 20l g

pending KDSP's restrucruring including irrcreasing the allocation to the afore-
mentioned DLI. In this regard, and upon confirmalion on restructuring of the DLI, the
National rreasury has proposed to allocate Ksh. 2.1 billion to KDSp Level I in Fy
2o20/21 as part of arrears oflKsh. 2.3 billion allocared but not disbursed in Fy 20t g/ 19.

o EU-Instruments for Devolution Advice and Support (IDEAS) grant of Ksh. 216
million: This grant which is proposed to be allocated Ksh. 216 million in the financial
year 2020121 is in its lourth year of implementation. The grant is meant to support
national and county goverrrnent's capacities for the managernent of the devolutiort
process and the responsible transfer and use ofresources for the achievement of local
economic development at the county level. This additional conditional allocation has

declined from an allocation of Ksh. 492 miltion in Fy zolg/2o to the proposed

allocation of Ksh. 216 million in the financial year 2020121. This is anributed to
advanced completion rate ofthe programme and its planned activities as outlined in the
Pro.ject Appraisal Document (PAD) and the project implementation work plans.

ECRET



IDA (World Bank) - Kenya Climate Smart Agriculture Projcct (KCSAP) of ksh'

7.1 billion: The projecr developnrent objective (PDO) ol this p.oject is "to increase

agricultural produotivity and build rcsilience to climate change risks in the targetcd

srnallholder I'arrning and pastoral comtnunities in Kenya, and in the event of an Eligible

Crisis or Emergencv, to provide irnmediate and effective respollse'

KCSAP, which is in its third year of ir:rplernentation, focuses on increasing agricr.rltural

productivity and enhancing resilience to impacts of clirnate change; reductions in

Grcenhouse Gas ((iHG) emissions will be a co-benefit'

The allocations to rhis programme has increased sigificantly frnm an allocation of 3.6

billion in rhe financial year 2019120 to the proPosed allocation of Ksh. 7.1 billion in

financial year 2020121. This increase can be attributed to increase in the number of

mobilized beneficiary groups fiom rvhich projects to be funded have been identified

and approved by the National Steering committee. This programme which targets both

the Vulnerable & Marginalized and common lnterest groups; is bound to build equity

and equality among the marginalised persons in the society such as the disabled '
women and youths through tle empowerment projects'

IDA - Water and Sanitation Developmeril Project (wSDP) world Bank credit of

ksh.3.4 billion: 't'he Project Development Objective (PDO) of this program' finarced

by this additional conditional allocation, is to improve water supply and sanitation

services in six select counties located in the coastal and trorth eastem regions ofKenya'

This is achieved by investing in water supply and sanitation infrastructure h. lfu
centers in these counties. The proiect will also improve sewices by strenglhening

institutional capacity in areas, such as, reducing Non-Revenue Water (NRW)'

improving billing and revenue collection systens, and developing medium-term

business plans. In addition, the wSDP will establish a results-based financing

mechanism at the national level to provide incentives to thQ watel Services Providers

(wSps) to accelerate access to water supply and sanitation services and improve

oporational and financial performance.

Agricultural Sector Development Support Programme (ASDSP) II- Ksh" 652

mlltlon- ASDSP II, which is in its thirci year of implementation, is part of the

implementation strategy of the Agricultural Policy (AP) for the national alrd county

govemments. In line with ths AP, the overall goal of ASDSP II is to contribute to

,lransformation ofcrop, livestock and fishery ptoduction into commercially oriented

enterprises that ensure sustainable lood and nutrition security". The Programme

Purpose is "to Develop Sustainable Priority Value Chains (PVCs) for improved

income, food and uutrition security", which rvill contribute to achievement ofthe "BIG

FEcRFt-
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FOUR" agcnda ol the Goverrunent on Ibod security. This additional corrditional
allocation has signilicantly declined frorr an allocation of Ksh. 7.2 billi'n in Fy
l0l9/20 to the proposed allocation ofKsh. 652 rnillion in thc financial year 2020/21.
fhis is anributed to the advanced cornpletion rate olthe programme rvhich is rvithin
the approved programme timerines and as specified in the implernentation work prans.

EU- water Torver Protection and crimate Change Mitigation and Adaptation
Programme (waTER) - Ksh. 528 m rion: -The purpose of this additional allocation.
rvhich is in its second yeal of inrplerncntation. is to facilitate the irlplementation ofthe
national clirnate change action plan and the master plan for the conservation or water
catchment areas of Chcranganl,Hills and Mount Elgon.

The program is being impremented in cherangany Hi s and Mount Ergon ecosystems
and includes Lake victoria and rurkana basins. It is also addressing a numbcr ofcross-
cutting issues like climate change, gender equarity, good govemance and human rights
and is nreant to benefit eleve, counties i.e.. Bungom4 Busia, Ergeyo Marakrvet.
Kakamega. Kisunru, Nandi, Siaya, Trans Nzoia, t-lasin ciishu, vihiga and west pokot.

Ihis addiriorral t:onditional allocation has slightly declined frorr an allocation ofKsh.
880 miitru i;, liY j0l9/2rl to rhe proposed atlng2ltp, of Ksh.52g million in the
financial y'ear )020/2r. This is attributed to a delay in start of the project
implementation by o.e year; a delay which r*as occasioned by rhe need for assessment
of the readi,ess of beneficiary counties as well as a pending programme restructuring
by the EU and the Kenya Government.

Drought Resitiencc Programme in Northertr Kenya (DRpNK) - Ksh.300 m lion-
This is a project financed by proceeds of a loan and grant from the German
Development Bank in Turkana and Marsabit counties. The programme objective is ,,to

ensure that Drougi r resilience and climale change adaptive capacities of the pasroral
and agra-pastoral production systems and liverihoods in serected area.s ofrurkana and
Marsabit County are strengthened on a sustainable basis by expanding and
rehabilitating relevant infrastructure. " The expected projects outputs are to ensure: -
access to water is improved for humans and livestock; fodder basis is improved; access
to nrarket infrastructure is improved; and rural transportation is improved ir.r the two
counties.

This programme is in its second year of implementation and the additional conditional
allocatio. towards its fi,ancing has slightly declined from an allocation ofKsh. 350
million in FY 2019/20 to the proposed allocation of Ksh. 300 million in Fy z02ol2l.
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Evaluation of the Bill against Article 203 (l) of thc Constitution

15. Article 218(2) ofthe Constitution requires division of reverlue betweerl the two levels of
government and across Counfy Governments to take into account the criteria set out in Article

203(l) of the Constitution. The criteria include factors such as: national interest, public debt and

other national obligations and needs ofthe disadvantaged groups and areas, among others.

16. Table 2 provides an assessment olthe extent to ivhich the requirements olArticle 203 (l)
have been incorporated in estirnating the division of revenue between the national ald county

Ievels of Govemment in the financial year 2020/21 .
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I'able 2: livaluati()n ofthc Ilill against Article 203 (l) of thc Constitution

I.:\"\l_1,.\IIO\Ol. I EBIt.t. \(;\t\s',l \lt]I( t u203(l)ol'IHti( o\stITI Ito\

Source: National Treasury and Planning

17. National Interests: These are expendilures which relate to projects and programmes that:

I I lt\l I)ES(lltllIlON (L\h.\ \ttilk)n!) li\ 20 I ('/ l7 l.\ l0l7/llr I.\ 20lli/19 [\ ]019/20 tj\ t{[(r]l
()RI)INAR\ REvl.]\l E (E\( r_t Dt\(; .\l-{) 1.J06.5(rll 1,.165,06J r.65t,517 l,tl-r,775 l.u5fr.70(l

\:rtioosl lnt.rest IAnicle 203 tl Xa)l 79.6S5 82.696 ,r{.t ti6 9{,168 s.l.l8:

Enhancement of security operations (police |ehicles
helicopters, dqence etc-) 18.900 20.556 t7.800 27,911 21.8i 6

Nanonal irrigation & Iefli I tzer .learancc 8.700 8.880 11.775 I 1.103 t0.575
)ituth tntptrttrtrrnt 18,-5-11 18,544 7.112 16_226 I {,62l
Nalrcnal social saleb^ wt - (fot older persorc. OllC
clltA weAare, presidentwl bu sarl', seyere dtsab i4')

16.91{ I7.305 26,8t2 26.362 28,567

Prinary school diqital literacy program t -i.{08 13.408 6.lli 8,.100 l.i()t)

School exanlna tion lees (KSCE & KCPE) 4.001 .1.01.1 4.103 { l0l
li I'ubric debl (Arr. 2{t-t Illlbl) J07,r55 -16:.:11 6r7J96 585.70J (r30.100

13.1.t08 -159.077 -l9l.tils 111,627 .l(,6.-ilr()

90,571 I09.i26 r 18.65 t

213.619 26r.387 l r lil

6.41.1 6.3.36 6.:,r7
14.490

7.602

rr.:.1(l

l{.765

5.937

r3.,158 11,.13 7 lE.05 t

Consdnuional col,lmissior$ (1tt- 218C, i.e. CR4, SRC,
NLC, NPSC,IEBC, TSC

Other constilutional ustitutio,,t- State Low o)frce ttuJ
DPP
Other sbraory bodie: (e g. E4CC, kPP, WP,4, C,4J.
1P44, ]iGtC)

Pensions constiu!ionol salaries & other

) ic.-4G&CoB1 l 7::
il,.l30

60.r69

Emcrgen(ics [An. 203 (l Xk)]

68.702

6..11i

221.623

5,1'71

r(' q15

7.215

I7.759

5..131

9.291

t7.678

h.lra I

20{r.76:l

6..1t9 6,1t8 5.0txt
Canli penciet 5.000 5.000 5.000 s,000 5.000
Stra|egic gt ain resen'c 2.145 1.291 1.4 l9 I ,.t r 8

l)

Equslization Fund [An. 20] (l )(g) and (h)l 6,000 7,127 {,700 5,765 6.5J2

I] BA[,;\\CE-I'O BE SHARED B\'-TIIE 2 I,E\IOI-S oF
COvERNI\IEN'I' JJ{,02(, 5269J7 709,09.1 6lr.l.57l

Coun0 Co\'ernment ellocslion from rclenue raised
n!tionallJ ofrvhichi- !95.020 J 11.205 331,231 130,66() 330.231

a) Equitoble Share ofReyenue 280,t00 302.000 3 r1,000 316,500 i I6,500
b) Additional co ditional allocotions lnancedJrom

revenws tuised ,ratio ally t1.720 12.205 t7.23t t4.)60 13.73 t

277355 t29.tt2l 195,706 3?8,{3J J.t{.J.16
(;

Balance left for the Nationel Government ofwhich :-

Other stalutory o I I ocat ions/earnarked futds (e.g. NG -
C D1.', )nirnlattue Actbn) 37.635 39.512 t5,36) 40.879 4t,3t I

90J09 160J45 337555 293,035\cl Dalrnce 1J9.720
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. are critical to the achievement ofcountry's economic development objectives;

. potentially rvill have significant impact on social rvell-being ofcitizens;

. are anchored in the Vision 2030 and the Medium Term Plan lll (2017 - 7022);

. have significant resource investment requiremenls; and

o have been specified in the 2019 Budget Policy Statement.

These national interests include: activities aimed at enhancing security operations; uational

irrigation and fertilizer subsidy initiatives; Youth Empou'erment; provision of national social

safety net for vulnerable groups and primary school digital literacy program, and school

examination fees subsidy. Revenue allocation for these programs is expected to decrease slightly

from Ksh. 94.2 billion in 2019/20 to Ksh. 86 billion in 2020121.

18. Public Debt: The Bill has fully provided for all public debt related costs. These comprise

ofthe annual debt redemption cost as well as the interest payment for both dornestic and external

debt. In lrnancial year 2020121, the revenue allocation for payment ofpublic debt related costs is

expected to increase significantly to Ksh. 630.1 billion fronr Ksh. 585.7 billion allocated in

financial year 20 1 9 120.

19. Other National Obligations: as provided for under Article 203( I ) (b) of the Constitution,

the Bill has also takeD into account the cost of other national obligations, such as, mandatory

pelsion contributions and/or pa),ments, financing for oonstitutional offices, including Parliament

as well as expenses relating to other statutory bodies and Funds. These are estimatd to cost Ksh.

466.3 biltion in financial j'ear 2 020/21 up from Ksh. 442.6 billion in finhncial year 2019120.

20. Fiscal Capacity and Elliciency of County Governments: Fiscal capacity for county

governments refers to the potential revenues that can be generated from the tax bases assigned to

the counties when a standard average tevel of effort is applied. The second generation formula

developed by the Commission on Revenue Allocation for sharing equitable share ofRevenue has

provided tor 2 % weight to fiscal responsibility parameter. This measure takes into account

variations in fiscal capacity and efficiency in OSR collection across counties in the sharing of

revenue raisd nationally.

21. County governments' ability to perform the functions assigned to them and meet

other developmental needs ofthe county goYcrnments: Based on the factors listed in paragraph

6 key among them:-persistent revenue shortfalls, increased CFS financing, existing fundilg gap

and the proposed contracting ofthe National Government expenditures, it is proposed that County

Govemments' equitable revenue share for FY 2020/21 be retained at Ksh 3 16.5 billion. The
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implication of this is that there will be no additional t'unding from thc equitable revenue slrare for
county Govemments' wage arrd salary costs as well as devclopment and other o&M costs.

Nevertheless, tlre National 'freasury notes that an opportunity exists lor the Counries to finance
any planned gowth in their cxpenditures fi.om own-source revenue (OSR).

22. According to the controller of Budget (coB). counties raised Ksh 40.3 billion in Fy
2018/19 from oSR, equivalent to 75oA of targeted collections, and a 247o improvement fronl
recorded collections in FY 2017118. Thus. assurning that Countics maintain this growth trajectory
in OSR collections in FY 20l9DO and FY 2020/21 , there should be sufficient additional resources
to finance all functions assigned and transfeffed to them as contemplated under Article 203(l) (f)
ofthe Constitution as well as improve service delivery.

)3. Economic Disparities rvithin and among counties and the need to remcdy them:
Allocation of lhe sharable revenue (i.e. equitable share of Ksh. 316.-5 billion) among counties is

based on the second generation formula approved b1, parliament in June. 2016 pursuant to
provisions ol Article 2l 7 and Section l6 ol the Sixth Schcdule.of thc Constiturion. The formula
takes into accoutlt dispal'ilii--s amdng counties and aims at equitable distribution ofresources across

cr',unties. The lbluruia takes into acoount populatron (45%), land area (89i,), poverty (ig%), a basic
equal share (26ozi,). fiscal responsibility (2%;o) and Developmcut factor (l %). Further, ir shoutd be

noted that Ksh. 5.532 biilirrr has also been set aside for the Equalization Fund in 2020/21 which
translates to 0.55 per cent ofthe last audited revenue accounts ofgovernments, as approved by the
National Assemblyr This Fund is used to,finance development prograrunes that aim at reducing
regional disparities among counties.

24- Need for Economic Optimization of Each County: Allocation ol resources to counry
governments rvas guided by the costing ofthe functions assigned to the county governments. The
equitable share ofrevenue allocated to county governments in the financial year 2020i21 is Ksh.
316'5 billion. This is an unconditional allocation which meaus that the county governments can

plan, budget and spend the funds independently. With the additional resources, therefore. county
govemments ate in a position to prioritize projects and consequently allocate resources thus
optimizing their potential for economic development.

25. Stable and Predictable Allocations of counfy Governments' vertical sharo of
Revenue: The county govemments' equitable share of revenue raised nationally has been
protected from cuts that may be necessitated by shortfall in revenue raised nationally. According
to clause 5 ol the DoRB 2020, any shortfall in revenue raised nationally is to be bome by the
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National Govemment. to the extent of the threshold prescribed in Regulations by the Cabinet

Secretary.

26. Need for Flexibility in Responding to Emergencies and Other 'femporary Nccds:

lncluded in the equitable share of revenue lor the national govemment is an allocation of Ksh. 5

billion lor rhe Capital of rhe Contingencies Fund. fhis lrulrd will be used to meet the demands

arising from urgent and unforeseen ueeds in all Counties that sufTer from calamilies in the manner

coltemplated under Section 2l of the Public Firrance Managelrent Act. 2012. In addition, the

Public Finance Management Act,20l2 and the PFM (County govemmenrs) Regulations, 201i

requires each county govemmetlt to set up a County Emergency Fund. County governments are

cxpected to set aside at least 2 % oftheir budget as part of tlreir allocation fbr this purpose.

27. It should be noted that after taking into account all the other factors contemplated under

Article 203(l) of the Constitution, including the needs of county govemments, only Ksh. 334.3

billion or 18 % of the total revenue raised nationally is left to finance other National Govemment

needs, such as, defence, roads, energy etc. This includes Ksh. 41.3 billion for "Other stululorl'

allocations/eanttarked Junds (e.g. NG-CDF, ,l/Jirmative .4ction)" which if netted out only Ksh.

29.1 billion or 16 % of the total revenue raised nationally is left to financc these other National

Govemment needs. This is less than the Ksh. 330.2 billion or l8 % allocated to county

govemment's needs.

Response to the Recommendations of the Commission on Revenue Allocation (CRA)

28. The Division ofRevenue Bill,2020 proposes to rstain the allocation to county govemments

at Ksh. 316.5 billion in financial year 2O2O/21 fiom the shareable reveuue raised nationally as it

were thc case in llnancial 2019120. The CRA, on the other hand, recommends County

Govemments' equitable share ofrevenue olKsh. 321.74 billion as an unconditional allocation to

be shared among county govenlments on the basis of its proposed third bas.is formula of revenue

sharing. However, this basis has not been approved by Parliarnent pursuant to Artiale 217 of the

Constitution.

29. The difference in the Commission on Revenue Allocation (CRA) recommendation and the

DoRB 2020 proposal emanates from the proposal by the National Treasury that County

Governments' equitable revenue share for FY 2020/21 be retained at Ksh 316.5 billion based on

tho factors listed in paragraph 6 and explained in paragraphs 7 to 12. Key among these factors are

persistent revenue shortfalls, increased CFS financing, existing funding gap in financial year

2019120 and the proposed contraction ofthe National Government expenditures in financial year

SECRET
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2020121. On the other hand. CRA has proposed an adjustment to the county equitable share of
revenue tbr finarrcial 1'ear 2019/20 of Ksh. i16.5 billion using the actual thrcc-year averago

development expenditure tbr each level of govemment. 'lhe 5.7 per cent adjustment is based on
the country's three-year (2016-201 8) average economic growh. The adjustment by cRA translates
to additional allocation of Kshs. 5.24 billion to the counties rhus translating to a proposed
allocation of equitable share to county govemments of Ksh. 321.74 billion in financial year

2020121.

30. Table 2 analyses the differences bets,een the CRA recommendalions and the National
Treasury proposal on the division of revenue between the national and county govemments in
2020/2t.

Table 2: Comparison of Recommentlations of the Comnrission on Reycnuc .Allocation and the
Natioual rreasury on lhe equitabl€ share of rc'enue proposetl for Fy 2020/21 @igures in Ksh.
tr{illions)

r-rpcnrli{urc Itenr

tuitablc l(er.crrirc S1n.e iri I Y 2019/2t) Ilascl
2. Adjustment for revenue glorth in FY 2020/2 I

OTAL EQUITABLE SIIARE OF REVENUE: (I+2)

Source: National Treasury and Planning

il' Differences occasioned try arlditional conditional allocations financed from National
government share of revenue amounting to Ksh. 13.7 billion; - whereas cRA has not made
any additional proposals to fund counties, the National rreasury has proposed Ksh. 13.7 billion
to bc financed t'r'om the National Govemment share of revenue.

32. Ncrv conditional transfers for financiug of fivc (5) cities: - cRA has proposed an
allocation of Ksh. 5 billion starting FY 20l9l2o to finance five cities in Urban Areas and Cities
Act,20l l, namely: Nairobi, Mombasa, Kisumu, Nakuru and Eldoret. These cities are ccntres of
groMh and provide unique and critical services to the residents.

The National rreasury and Planning recognizes and appreciates the unique services offered by
these cities such as sewerage system, water reticulation, solid wastc disposal and storm water
drainage and management.

l=^

CIL{

.\

Variancc

r)

(

3 16,500

li (A-
)

-1 t6.500
5.240

321.7{0 3 16.500

5.240

5,2{0
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In order to support these cities and other urban areas. the National 'freasurv and Plaruiing has in

the FY 2020/21 provided Kslr. 6.36 billion fbr Kenya Urban Support Progranr (KUSP) as an Urban

Development Grant (UDG) financed fiom proceeds of a grant by the World Bank to complement

et'forts ofcounty govemments in carrying out this function. The purpose of this grant is to establish

and strengthen urban institutions to deliver improved infrastructure and services in participating

counties in Kenya. It should be noted that these services are paft of the devolved functions and

county govemments should be encouraged to plan and budget for thern. We note that Nairobi and

Mombasa City are not covered under the KUSP. In light of the constrained fiscal tiameu,ork,

however the National Treasury may not be able to ptovide additional resources beyond rvhat has

been provided.

i3. Finally, the National Treasury has proposed an allocation amounting to Ksh. 30.2 billion

as additional conditional allocations from proceeds of loans and grants by various development

partners to finance respective programs and projects in the financial 5'ear 2020121.

('onclusion

35. lt should, bowever, be noted that the proposed equitable share allocated to colurty

govemments in the Division of Revenue Bill, 2020, at 26.5 per cent of the rnost recent audited

revenue, as appmved by the National Assembly, is way above the minimum tfueshold required

under Article 203(2) ofthe Constitution.
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34. The proposals contained in the Bill take into account the fiscal framework set out in the

BPS for 2020/21 and are intended to ensure fiscal sustainability specifically against the backdrop

ofescalating expenditure pressure on the fiscal framervork occasioned by increase in Consolidated

Fund Services (CFS).


