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PREFACE

Mandate and Functions of the Committee

Mr. Speaker Sir, Article 124 o{ the Constitution of Kenya, provides for the

estabiishment of Committees by either House of Parliament. Committees are

central to the workings, roles a;td functions of Parliament as set out in

Article 94 and more specifically in Article 96 of the Constitution as regards

the Senate.

Parliamentary committees consider policy issues, scrutinize the workings

and expenditure of the national and county governments and examine

proposals for legislation. The roles of Committees are twofold, invesLigative

process ald deliberative process. The end results of these processes are

reports to the House in Plenary on inquiry of certain issues under the

mandate of a particular committee.
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Mr. Speaker Sir, the Standing Committee on Finance, Commerce and

Budget is estabiished pursuant to Standing Order No. 208 and is mandated,

to investigate, inquire into and report on all matters relating to coordination,

control ald monitoring of the county budgets and to:

,1. Discuss and reuiew the estimates of County gouenam.ents and moke

recommendation"s to the Serate;

2. Examine the Medium term Budget Policg Statement presented to the

Sertate;

3. Examine and report on the Budget allocated to constitrttional

commissions and independent ofJices;

4. Examtne bills related to the Counties;

5. Examine the Budget, including the Diuision of Reuenue Bill; and

6. Examine and consirler alL maTters relaled to resoLutian s attd Btlls for
oppropriations, share of nalionol reuenue amorlgst the counti.es and

all matters concerning the National Budgel including public finance,

monetary polbi.es and public debl trading actiuities and commerce,

tourism, inuestment and diuestiitres policies, planning and

deuelopment policy.
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Membership of the Committee

Mr. Speaker Sir, the Fourth Schedule of the Senate Standing Orders

provides that the Commjttee "shali consist of ttre Chairperson and not more

than hfteen other members" The Committee is composed of the foilowing

Senators -

1. The Hon. Sen. Bi11ow Kerrow, MBS, MP. -Chairperson

The Hon. Sen. Peter Ole Mositet, MP. -Vice-Chairperson

The Hon. Sen. G. G. Kariuki, EGH, MP

o The Hon. Sen. Moses Wetang'ula, EGH, MP

The Hon. Sen. Beatrice Elachi, CBS, MP

The Hon. Sen. Mutahi Kagwe, EGH, MP.

The Hon. Sen. (Dr.) Boni Kha-lwale, MBS, MP.

The Hon. Sen. (Prof.) Peter Anyang' Nyongb, EGH, MP.

The Hon. Sen. (Dr.) Zlpporah Kittony, MBS, OGW, MP.

10. The Hon. Sen. Aaron Kipkirui Cheruiyot, MP

@ 11. The Hon. Sen. Catherine Mukite Nabwa-la, MP.

12. The Hon. Sen. Mutula Kilonzo Junior, MP.

13. The Hon. Sen. (Prof.) John Lonyangapuo, CBS, MP.

L4. The Hon. Sen. Paul Njoroge Ben, MP

n\(9 15. The Hon. Sen. (Dr.) Wilfred Machage, MGH, MP

L6. The Hon. Sen. (Dr.) Agnes Zani, MP

o
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BACKGROUND AND EXECUTIVE SUMMARY

Mr. Speaker Sir, Article 2 1B of the Constifution provides that "At lea.st two

montLs before the end of each financial year, there slnll be introduced in

ParLiament a Di:tision of Reuenue BiLl, Luhbh shdl di:tide reuenue raised bg the

notiona| gouernment among the national and county leueb of gouentment. .."

Mr. Speaker Sir, The Division of Revenue Bill (National Assembiy Bill No. 4

of 2016\, was passed by the National Assembly on Wednesday, 30h March,

2O16 and by way of Message submitted the Bill to the Senate on 3Om March,

2016.

The Message was communicated to the Senate on Wednesday, 306 March,

2016, pursuant to Senate Standing Order 40(4). The National Assembly

tl:erefore seeks the concurrence of the Senate to the said Bill as passed by

the National Assembly.

Standing Order No. 148 of the Senate Standing Orders requires that a Bill,

which originates in the Nationa-l Assembly, be proceeded wittr by the Senate

in ttte same manner as a Bill introduced in the Senate by way of First

Reading in accordance with Standing Order No. 129.

Mr. Speaker Sir, The Division of Revenue Bill was read a First Time in the

Senate on Wednesday 30th March, 20 i 6, and thereafter the Bill stood

committed to the Standing Committee on Finance, Commerce and Budget

pursuant to standing order 130 (1) of the Senate standing orders.

Mr. Speaker Sir, The Bill provides for tJ e Division of nationally raised

revenue between the two levels of government as well as setting out specific

resources to be provided to counties as conditional grants and loans, and

Standing Committee on Finance, Commerce and Budget Report on Division of Revenue Bill,2015 6



t1-re Equalization Fund. In addition, the Bill is accompanied by an

explanatory memorandum as required in Article 218(2) of the Constitution

setting out the explanation of revenue allocation as proposed by the Bill

along with the evaluation of the Bill in relation to the criteria mentioned in

Article 203(1) of tl:e Constitution. It also, as required, provides a summary

of any significant deviation from the recommendations from the Commission

on Revenue Allocation with an explanation for each such deviation.

Mr. Speaker Sir, hrrsuant to Article 1 18 (1) (b) of the Constitution and

standing order 130(4) of the Senate, the Standing Committee, in its
consideration of the Bill, invited key stakeholders, including the National

Treasury, Council of Governors, Commission on Revenue Allocation, County

Assembly Forum who provided both oral and written submissions to the

Committee.

The Committee also invited other non-state actors and the general public

who similariy participated and submitted their contributions amidst media

presence that ensured wider coverage and dissemination. In that regard, the

Committee facilitated public participation and took into account the views

and recommendations of the public in its report to the Senate.

Mr. Speaker Sir, I would like to remind Honourable Senators that the

enactment of the Division of Revenue Bill is critical in setting the stage for

the preparation of the County Allocation of Revenue Act, which will inform

the preparation of respective county budget documents in a manner that is

timely and enables fiscal clarity and planning.

Mr. Speaker Sir, this report is hereby submitted to the Senate for its

consideration and adoption pursuant to standing order 134 (1) as read

together with standing order 160(3) which states that the Senate shall

standinB Committee on Finance, Commerce and Budget Report on Division of Revenue 8ill, 2015 7



conclude its consideration of a Division of Revenue Bili not later than ten

days after the Bill has been introduced.

The Committee's Observations and General Recommendations

The Committee while considering the Bill as well as the submissions from

different stakeholders made the following observations:

(a)The total County Government a.llocation from the revenue raised

nationally was enhanced from Ksh.287.O4 billion in the FY

2015/2016 to Ksh. 302,197,516,7t9 in the FY 2016/2017.

The 2016/2017 proposed allocation translates to 32.3% of the

approved audited revenue of Ksh. 935,653 million of FY

2Ol3/2OI4 thereby fulfrlling the constitutiona.l requirement as

per Article 203(2\ of the Constitution.

(b)Based on the deliberations the Committee held wittr various

sta-keholders, the Committee observed that the resulting

allocation had been subjected to various negotiations during

the budget process to try and build consensus on the key

contentious issues.

(c) The Committee, in accordance with Article 2 1 8(2)(c) of the

Constitution, was informed by the explanatory notes

accompanying the Bill, on the reasons for significant deviations

made from the recommendations of the Commission on

Revenue Allocation.

(d)The Committee noted that as county revenues continued to

grow, it was equally important for county governments to

appreciate the importance of oversight in ensuring the prudent

management of fiscal resources in line with Article 201 of the

Constitution. Further there needed to be a renewed fo.r"d(on

Standing Committee on Finance, Commerce and Bud8et Report on Division of Revenue Bill, 2015 8



increasing collection of county own source revenues to

complement transfers from Nationa-l Government.

(e)The Committee observed that there was an urgent need to bring

clarity to the administration and reporting of conditional grants

as line ministries were rea-ilocating funds meant for count-ies to

other ministry functions. The Committee recommends that

the National Treasury should set up system where funds for

conditional grants related to County functions are

disbursed directly to the county revenue fund. Further, line

rninistries should only be left with the function of

ascertaining that counties have met grant conditions and

thereafter advising National Treasury to release funds.

(f) The Committee observed that the National Treasury seemed to

be experiencing challenges in the management of county issues

particularly on timely fiscal transfers and reporting, as well as

follow up rvith line ministries tasked with transfer of approved

conditiona,l funds. The Committee recommends that it may

be prudeut for the National Treasury to consider

establishing a dedicated unit within its structures to
exclusively handle fiscal matters with a view to ensuring

seamless intergovernmental fi scal administration.

(g) The Committee observed that allocations based on National

Interest under Article 203(1)(a) of the Constitution were only

National Government projects. The Committee noted that

national interest was however not equivalent to National

Government priorities and that national interest must be

determined by the two levels of Government based on agreed

priorities that contribute to overall national goals. The

Committee recommends that what is classifred as national

interest should be defined through an intergovernmental

consultation at IBEC with approval from Senate.
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(h)The Committee noted that in order to arrive at County

Governments' equitable share of revenue for FY 2016/17, the

baseline (i.e. equitable revenue share allocation in FY 20151 16\

had been adjusted by a revenue growth factor of 7.8 percent.

Based on this adjustment, County Governments' equitable

share of revenue in FY 2016/ 17 was estimated to be Kshs.

280.3 billion. The adjustment was necessitated by Exchequer

shortfalls to the tune of an estimated Kshs. 65 biliion by the

end of December 2015. This shortfall, the Committee noted was

expected to grow to about Kshs. 80 billion by the end of the

financial yeat 2015 I 16 and would be borne by the Nationa-l

Government as the equitable share of revenue for count5r

governments would be transferred to them without deduction.

(i) The Committee noted that on the matter of the Roads

Maintenance Levy Fund there was lack of clarity on counly

roads due to an on-going contestation of the dehnition and

assignment of roads fa-l1ing under the mandate of the National

and County Governments. The Committee noted that it was

critical that the proposed Roads Bill clarify some of these

matters as a matter of priority so as to ensure ProPer

structure of funding in the sector.

[) The Committee noted that Statutory Allocations e.g. CDF and

Women Affirmative Action Fund would be allocated Ksh. 36.6

Billion in FY 201612017. The allocation of these funds from the

gross government ordinary revenue instead of national

government share of revenue, the Committee noted, had the

effect of reducing resources available for sharing between the

national and county governments and should instead be

considered only under the nationa1 government sha-re following

the vertical division.

Standing committee on Finance, Commerce and Budget Report on Division of Revenue Bill, 2016 10



(k) The Committee observed that the transfer of approved funds,

including conditional a-llocations should be fast tracked in line

with approved schedules. This is informed by continued

inordinate delays in facilitating county trarrsfers thereby

affecting delivery of county functions and services as well as

Ieading to an increase ln pending bills The Committee

pursuant to Article 219 of the Constitution recommends

that the National Treasury should ensure counties share of

revenue raised by the National Government is transferred

to them without undue delay and without deduction'

(l) The Committee observed that National Treasury further agreed

to provide more resources to five counties under an agreed

framework between the five counties and the Nationa'l Treasury

for construcLion of County Headquarters. It is noted that there

were 5 counties that did not inherit o{fices t}rat could

accommodate the headquarters of the county governments'

These counties include: Isiolo; Lamu; Nyandarua; Tana River

and Tharaka Nithi. Following consultations wit]" the counties

concerned, it was agreed that the construction of county

headquarters be funded at the cost of Ksh 51B Million (Ksh'

315.5 Million for the County Executive Oflices and Ksh' 202'5

Million for the County Assembly). The Nationa-l Government

would contribute 70 percent of the budget while county

governments would contribute 30 percent' The contribution of

the National Government would be spread over the next three

flrnancial years. In the financial year 2016117, therefore, the

Nationa-l Treasury proposed to provide a totaL of Ksh' 610

million for the construction of county headquarters' (i e Ksh

1 22 Miilion to each of tJ:e five counties)' The Committee

endorsed this agreement including considering an allocation to

other deserving counties in successive financia-l years'
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(m) The Committee acknowledged the credit facility extended by
the World Bank to support counties and National Government

on capacity building, public financial management and civic
education. However they expressed concern as to the purpose

and whether the World Bank wouid not consider that the
monies be directed towards development in the counties.

(n) The Committee observed with a lot of concern the prevailing

condition of pending bills in the counties mainly arising out of
poor fisca1 management ald budget implementation. The
Committee is of the view that county governments should
ascertain and clear these pending bills as a matter of
urgency to avoid a county fiscal crisis. The Committee
further recommends that this matter be looked into within
the intergovernmental fiscal framework, which includes
CoG, CRA, National Treasury, IBEC, County Assemblies,
Senate and other institutions,

cognizant of the guardian roie of the senate in safeguarding the interest of
the counties and their governments and taking into account t].e efforts and
involvement of the Senate in negotiating non-reduction of the county
equitable share during the scrutiny and approval stage of the 20l6 Budget
Policy Statement (BPS), the Committee hereby proposes that this report and
its recommendations be adopted by the House.

COMMITTEE RECOMMENDATION

Mr. Speaker Sir, The Committee proposes that the county equitable share
of Ksh. 28O,3OO,OOO,OOO and the conditional allocations of Ksh.
21,897,516,719, bringing the total county allocation for the Fy 2Ot6/2017
to Ksh. 3O2,797,5L6,719 as contained in the Division of Revenue Bill
(National Assembly Bill No.4 of 2076r be adopted by this House.
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Acltnowledgements

The Committee thanks the Offices of t}le Speaker ald Clerk of the Senate for

the support extended to the Committee in the execution of its mandate. The

Chairperson of t.I:e Committee also takes this opportunity to thanl< a-11

Members of the Committee for their patience, sacrifice and commitment to

pubLic service, which enabled tJ:e Committee complete the assigned task

within the stipulated time. The Committee also appreciates the media for

the coverage of its proceedings on the day of the public hearing. Further, the

Committee aclmovrledges the non-state actors and members of the public

who expressed interest in the Bill and submitted memoranda for

consideration by the Committee. I further wish to thalk the National

Treasury, Cornmission on Revenue Allocation and Council of Governors who

made insightful contributions and recommendaLions to the Bi-il.

Mr. Speaker Sir, It is now my pleasant duty arrd privilege, on behalf of t}"e

Standing Committee on Finance, Commerce and Budget, to present to the

Senate, this Report of the Committee on the Division of Revenue Bi-1I

(National Assembly Bill No. 4 ol2016l.

SIGNED

SENATOR BILLOW KERROW, M.P.

(Chairperson, Standing Committee on Finance Commerce and Budget)

Date 1t lb+l
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We, Members of the Standing Committee on Finance, Commerce ald Budget

do hereby affx our signatures to this Report to a-ffirm the correctness of the

contents arid support for the Report -

1. Sen. BiIIow Kerrow, MBS, MP
Lb

2. Sen. Peter Ole Mositet, MP

3. Sen. G. G. Kariuki, EGH, MP

4. Sen. Moses Wetang'ula, EGH, MP

5. Sen. Beatrice Elachi, CBS, MP

6. Sen. Mutahi Kagwe, EGH, MP

7. Sen. (Dr.) Boni Khalwale, MBS, MP .

8. Sen. (Prof.) Peter Anyang Nyong'o, EGH, MP ..

9. Sen. (Dr.) Zipporah Kittony, MBS, OGW, MP..

10. Sen. Aaron Kipkirui Cheruiyot, MP

11. Sen. Catherine Mukiite Nabwala, MP
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L2. Sen. Mutuia Kilonzo Junior,

13. Sen. (Prof.) John Lonyangapuo, CBS, MP

L4. Sen. Paul Njoroge Ben, MP

15. Sen. (Dr.) Wilfred Machage, MGH, MP........

16. Sen. (Dr.) Agnes Zani, MP
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I

l.OINTRODUCTION

VERTICAL ALLOCATION OF REVENUE FOR FISCAL YEAR
2OL6lL7

The principal object of the Division of Revenue 8il1, 2016 is to provide

for the equitable division of revenue raised nationally among the

national and county levels of governments as required by Article 218

of the Constitution in order to facilitate the proper functioning of the

county governments and to ensure on-going services are provided for.

In view of that, the Bill provides that revenue raised by the nationa-l

government in respect of the FY 2016 / 17 be divided among the

national and count5r governments.

In this regard, the total estimated national revenue between the two

levels of government with respect to the FY 2016/17 is 1'38O.199

billion compared to the current estimates for the current FY 2015/ 16

of Ksk..1,242.7OO billion. The Bill provides for countlz equitable share

of kshs 28O.3O billion up from Ks!a.259.77 billion while national

government share amounts to Kshs 1,099.89 billion.

In determining the county equitable share of revenue of Ksh. 28O.3OO

billion for the FY 2016/17, a basis for county budgets to plan and

budget, the Division of Revenue Bill 2016 adjusts the baseline

equitable share of I/,:sb. 259.775 billion with a revenue growth factor

of 7.8 percent or kshs 20.22 bilTiorl In view of the conditiona-l

ailocations amounting to kshs 21.89 billion, the total county

allocation therefore amounts to kshs 3O2.L9A billion, translating to

32.3 oA of the audited revenues

The conditionai allocations include loans and grants amounting to

kshs 3.87 billion. Further, the DoRB contains increases in

2

3

I
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a-llocations towards the F\rel Lery Fund for road maintenance by kshs

1.OO6 billioa ald l,evel 5 hospitals by kshs 4OO million. The Bill also

contains a new conditional item of specia.l purpose grant of kshs 2OO

million to the two referra-l hospitals in Lamu and Tana River with a
view to supporting speci^lized medical access and capacity in
responding to terrorism and other security threats.

Table I below represents the breakdown of allocations between the

two levels of government altd tJle conditiona.l allocations to counties to

be financed from national government share.
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Allocation of Revenue Raised Nationally Between National Government and County

Governments for the FY 2076 / L7

Type / Levels of Allocation Amount (Kshs) Percentage of FY

2OL3l 14 Audited

Revenue (Kshs

National Government

Allocation (of which):

1,O99,899,OOO,OOO

* Free Maternal H e alth Care 4,121,O29,353
* Leosinq of Medbal Equip ment 4.500.o00,000
* Compensatjon for use fees forqone 900.000.000
.i, Leuel-S H o s pita\s 4,OOO,000,ooo
,i. Specinl purpose grant supporting

access to emerqencu medical seruices

200,oo0,000

Allocatian from Fuel Leuu Fund ( I 5%) 4.306.807.629
* Conditional allocations (oans and

grarlts)
3,870,679,737

Equalisation Fund 6, OOO,OOO,OOO o.640k

Total County AUocation
County Equitable Share 280,300,000,000

2t,897,5t6,719
* Free Maternal Health Care 4,121,029,353
.i. Leasing of Medicat Equipment 4,500,o00,000

* Compensation for use fees forgone 900,o00,000

.i. Leuel- 5 Hospitols 4,O0O,000,000

* Special purpose grant supporting

access to emergencll medico) serubes

200,000,000

.i. ALlocation from Fuel Leug Fund

(1s%)

4,306,807,629

.1. Conditinnal A lL o catto n s

loans and grants 3,870,679,737

Total County Allocatious 3O2,t97,516,7L9 32.3%

Table 1

Source: Division of Revenue Bill, 2016
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2.O SUBMISSIONS FROM STAKEHOLDERS
This part presents the deliberations of the Committee witJ: various

stakeholders including, National Treasury, Commission on Revenue

Allocation and Council of Governors. It also highlights the views and

recommendations of the public submitted during the public hearings

held on Monday, 116 April, 2016 and Tuesday, 12b April,2076.

2.1 MEETING WITH THE NATIONAL TREASURY

7. The Committee at its sitting held on Tuesday, l1s April, 2016, met

and held deliberations with the Nationa-1 Treasury on the Division of

Revenue Bill, 2016. The National Treasury made t}re following

observations alrd clarifications on the Bill:

a. In order to arrive at County Governments' equitable share of

revenue lor FY 2016/17, the baseline (i.e. equitable revenue

share allocation in FY 2015/16\ was adjusted by a revenue

growth factor of 7.8 percent. Based on this adjustment, Count5z

Governments' equitable share of revenue in FY 2016/17 was

estirnated to be Kshs. 280.3 billion. The adjustment was

necessitated by Exchequer shortfa-lls to the tune of an estimated

Kshs. 50 billion by the end of December 2015. This shortfall

was expected to grow to about Kshs. 80 billion by the end of the

financial year 2015116. Accordingly, the National Government

would bear responsibility for cushioning county governments of

this revenue shortfall, as the equitable share of revenue for

county governments will be transferred to them without

deduction. If the Kshs. 80 billion were reduced from the

National Governments equitable share for FY 2016/17, it would

imply disproportionate negative liscal impact on tJle National

Government leaving it worse off than the last financial years'

equitable share. It was therefore necessary to plan with a
realistic growth factor, hence the adjustment to 7.8 percent.
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This allocation the Committee was advised was above the

constitutional minimum of 1 5 percent of the latest audited

revenues for FY 2013/ 14 (i.e. Ksh. 935.7 biilion).

b. In addition to the above equitable share a1localion, County

Governments wouid in FY 2OL6l17, receive additiona-l

conditiona-l a-llocations amounting to Kshs 21 .9 billion as

follows:

a) Free maternal hea.lthcare: Ksh.4.1 bi-llion

b) Leasing of medica1 equipment: Ksh. 4.5 billion

c) Compensation for user fees foregone: Ksh. 900 million

d) Level 5 hospital grant: Ksh. 4 billion

e) Kshs 4.3 biilion in the form of a conditional grant

transferred from the Road Maintenance Lely Fund

(RMLF)

f) Kshs 0.2 bi-llion in the form of a Special Purpose Grant

supporting strengthening of access to emergency

medical services in Lamu and TaIa River counties,

which are vulnerable to security t1lreats.

g) Kshs 3.9 biilion from proceeds of loans and grants from

Development Partners to finance devolved functions

within specific counties in accordance with the signed

frnancing agreement for each loan/grant.

County allocations under (a), (c), (d), (e), and (f) would be

transferred to the respective County Revenue Funds (CRFs)

while grants under (b) and (g) sha-ll be budgeted for at the

nationa-l level and managed by the National Government on

beha.lf of county governments.
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a) Condilional grant to support the construction of countSl

headquarters in 5 counties: There were 5 counties that

did not inherit offrces that could accommodate the

headquarters of the county governments. These counties

inciuded: Isiolo; Lamu; Nyandarua; Tana River and

Tharaka Nithi. Following consultations with the counties

concerned, it was agreed that the construction of countlr

headquarters be funded at the cost of Ksh. 518 Million

(Ksh. 315.5 Million for the County Executive Offices and

Ksh. 202.5 Million for the County Assembly). The

National Government would contribute 70 percent of the

budget while county governments wouid contribute 3O

percent. The contribution of the Nationa"l Government

would be spread over the next three finarcia-l years. In

the lrnancial year 2016 / 17, therefore, the Nationa-l

Treasury proposed to provide a total of Ksh. 610 million

for the construction of county headquarters. (i.e. Ksh

122 Million to each of the five counties).

b) Conditional grant amounting to Ksh 1.41 billion to be

financed by a World Bank credit in support of the Kenya

Devolution Support Program (KDSP). The World Bank

had agreed to extend to the Government of Kenya (GoK)

a total of US $200 Million over a period of five (5) years

for purposes of the Kenya Devolution Support

Programme (KDSP). This credit was to be disbursed on

the basis of capacity building and performance levels

achieved by the national and count5r governments and

only upon conhrmation that the pre-determined results

Standing Committee on Finance, Commerce and Budget Report on Division of Revenue Bill, 2016 20
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amendments to the DoRB and CARB 2016 submitted to

Pa-riiament to incorporate the foliowing changes:



had been achieved. it is expected that 80% of the funds

[US$160 million) would flow to county governments as

capacity and performalce grants and the ba.lance

20%(US$40 million) would go to Nationa-l Government.

The approval for the credit facility had not been granted by the time of

submitting the DoRB and CARB 2076 in February 2016 and therefore

could not be reflected in the DoRB and CARB 2016. The World Bank

Board approved the credit facilit54 on 15th March 2016. The support

would entail capacity building for devolution, anchored under the

Nationa-l Capacity Building Framework (NCBF). KDSP wouid seek to

strengthen institutions and systems for devolved service delivery in

the following five priority areasl

i. Strengthening public frnancial management (PFM) systems;

ii. Strengthening county human resource management;

iii. Improving county planning and monitoring & evaluation

systems; and,

iv. Civic education and public participation.

v. Strengtheningintergovernmentalrelations'

With the above two amendments, tota-l allocations to counry governments in

FY 2016/17 would be Ksh. 304.1 Billion or 33o/o of the last audited revenue.

d. There would also be an additional a-llocation Ksh' 6 biliion from

the Equaiization Fund to be spent in counties that a-re

determined as marginalized'

e. Accordingiy, in the FY 2016/17, counties would share an

estimated Kshs 302.2 billion, which represented a 5 percent

increase from projected total transfers for 2O75116, which was

Kshs 287.0 bi11ion.
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;1. The balance of the shareable revenue aJter allocating funds to

the Equalization Fund and County Governments eslimated at

Ksh. i,093.9 billion would be allocated to the National

Govemment.

DEVIATION FROM CRA RECOMMENDATIONS

8. Pursuant to Article 218 (2)(cl of the Constitution, t]le National

Treasury must provide a summary of any significant deviation from

the Commission on Revenue Allocation's recommendations, with an

explanation for each such deviation

9. The National Treasury made the following observations on its
deviations from the recommendations of the Commission on Revenue

Allocation (CRA):

a) County Equitable Share of Revenue: The CRA recommended

County Governments' equitable share of revenue of Ksh. 331.8

billion. Sources of differences with the National Treasury

proposal were as follows:

Use of different reuenue groutth factor: CRA grew the county

equitabie share of revenue by 15.09 percent, which was the

average growth rate of audited shareable revenue raised nationally

over the past three years. The Nationa-l Treasury on the other hand

used a revenue growth factor of 7.8 percent. This growth factor

took into consideration performance of revenues that had not been

performing well in the recent past.

Countg equitable reuenue share adjustment of Ksh. 27.8 billion for
o.d.ditionai countg roads: In anticipation of a decision by the

Transition Authority (TA) to transfer additional county roads in FY

2016117, the CRA had proposed to gross up the county equitable

share of revenue for 2016li7 by an allocation of Ksh. 27.8 billion

for construction and rehabilitation of county roads. At the time

when CRA recommended the transfer of an additional Ksh. 27.8
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billion to County Governments, the Transition Authority (TA) had

not gazetted the decision to transfer additiona-l county roads to

County Governments. The National Treasury view was that any

additiona-l resources to be transferred to County Governments in

respect of county roads function should be supported by a gazetle

notice by the TA authorising such transfer arld a determination of

resources, if any, to be transferred to County Governments.

Treasury further argued t}lat as early as FY 2013/i4, resources

relating to roads were transferred to County Governments and

therefore the county equitable revenue share proposed by the

Nationa.l Treasury for FY 2OL6ll7 already includes an allocation

for county roads. Therefore, there was no justification for transfer

of additional resources since resources were a.lready transferred.

What had been delayed was the process of transferring the

function.

CountA equitoble reuetuue share a-djustment of Ksh. 5 biLlion to cater

for public partbipation:. The CRA had proposed a further adjustment

of the equitable revenue share to include an a-llocation of Ksh.5.0

billion to cater for public participation in Fy 2016117. The National

Treasury view was that whilst public participation was a
constitutiona-l requirement for both levels of government in

carrying out any development agenda, each level of government

was required by 1aw to set aside funds for the same function from

its resources

b) Existiug Conditional Allocations: The CRA had proposed to

increase by a higher grotth factor of 15.09 percent (to Ksh 20

billion in FY 2016l17) all existing conditional allocations for:

kvel-S Hospitals; Free Maternal Health Care; Compensation for

user fees forgone; leasing of medical equipment and county

roads. The National Treasury on the other hand had proposed

an allocation of Ksh. 17.8 billion for FY 2016/ 17. These

conditiona-l a-llocations had been determined through the MTEF
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budget process following sector negotiations upon consideration

of a-11 national government priorities.

c) Proposed new conditional allocatious: The CRA had proposed

several new conditional a-llocations amounting to Ksh. 25.7

billion that the National Treasury had not included in the

County Allocation of Revenue Bill for FY 2016/17. These

include:

Allocotion ta cater for emoluments for Deuolued stnff of Ksh. 5.196

btllion - CRA had proposed an additional Ksh. 5.196 billion, to be

shared proportionately among counties based on payroll of

devolved staff. These allocations were intended to act as a short-

term measure to cushion counties that inherited a relatively higher

number of employees, against expenses on sa.laries as they awaited

conclusion of ttre staJf rationa-Iization programme. Treasury

however noted that in the costing of devolved functions, adequate

provisions were made to cater for county personnel expenses.

Indeed, additional allocations (Ksh. 6.3 billion) were approved by

the Senate to cater for countSr payroll and were included in the

equitable share of revenue for FY 2015/16. Treasury further

emphasized that in FY 2013 / 14 amounts set aside to hold

harmless county governments that inherited higher than average

wage bilIs, were shared on the basis of the revenue sharing formula

following an agreement among county governments. In the opinion

of the National Treasury, at the current level of funding county

governments had sufficient resources to cater for the cost of

personnel emoluments.

Additionoi conditional allocotion for constnrctbn of County

headquarters of Ksh 4.0 billion - CRA proposed an additional

conditiona-l a-llocation of Ksh. 4.0 billion to be shared equally for

construction of county headquarters in Tharaka Nithi, Lamu,

Nyandarua, Tana River and Isiolo counties. The above named
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counties did not inherit oflices Lhat could accommodate the county

government. Following further consuitation it had been agreed that

the construction of county headquarters in the 5 counties be

funded at a cost of Ksh. 5O0 million per county (Ksh. 300 for the

County Executive office and Ksh. 200 million for the County

Assembly). The National Government would contribute 70 percent

of the cost and the county governments would contribute 30

percent. The National Government contribution would be spread

over three years. The National Treasury would therefore be

proposing further amendment to the DoRB and CARB 20 16 to

reflect this change by replacing the Schedule in the DoRB 2016 as

weil as Schedule 2 of the Count5r Allocation of Revenue Bi1l, 2016'

Additional condttional allocations for Rehabilitation of Prim'ary and

Second-aty school of Ksh. 5.O billbn- ttre proposed new conditionai

additional aliocation by CRA of Ksh. 5.0 billion was meart for

building of school infrastructure, a role they said has been left to

parents despite the function being a national one. The view of the

Nationa-l Treasury was that these were National government

functions and that such a conditiona-l grant could only be initiated

by the ministry responsible for primary and secondar5r education'

Conditional al.ditiond allocation for the Establishment of Countg

Emergerrcg F\tnd of Ksh. 5.2 biltion: - CRA had proposed new

conditiona-l additional allocation of Ksh. 5.2 billion as seed money

towards establishment of County Emergency Funds in line with

provisions of PFMA Section 110(1) to be shared proportionateiy

among counties. The National Treasury held a contrary opinion on

this proposal as the Public Finance Management Act, 2012,

anticipated that a.ll governments, both national and county, shouid

set aside funds for the establishment of their respective Emergency

Funds. More over a similar proposal had been dropped on the

above legal basis by the mediation committee of Parliament when

making recommendations on the Division of Revenue Bi1l, 2015'
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CondikonaL additianal allocation for the Rehabilitation of Village

Polgtechnics of Ksh. 6.3 billbn: - the CRA had further proposed an

additional conditional a-llocation of Ksh. 6.3 billion from the

nationa-l government share of revenue to county governments so as

to build, equip and renovate village polytechnics. The CRA further
argued that these village polSrtechnics would go a long way in
serring as centres of excellence to empower youth with the

requisite skills to generate emplo5rment. The National Treasury

acknowledged this is a devolved function and that tJ,e village

po\rtechnics were essential in developing skills of youth who don't

transit to institutions of higher learning. However, due to limitation
in resources, the National Treasur5r recommended that this
conditional allocation be done through donor financing within the
provisions of the External Resources Policy of the National

Treasury. As such, it was proposed that t1.e decision to include it
in the budget for FY 2016/1,7 be shelved untii a potential donor is
identified.

Response to the Recomm endations of the Intergovernmental Budget
And Economic Council (rBEC)

10. The Intergovernmental Budget and Economic Council (IBEC)

recommended that county equitable share of revenue for FY 2016/17

be increased by a growth factor arrived at on the basis of the

principles agreed at the IBEC meeting of 1lth February 2015. The

implementation of this recommendation was however, not possible

given that revenue collection at the national level has been below

target.

1 i. The IBEC further resolved that county governments be allocated

additiona.l conditional grants amounting to Ksh. 1.5 billion to support
the rehabilitation of village polytechnics. The Nationa-l Government

recognised the critical role played by village polytechnics in
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contributing to economic development arld increasing employment

opporfunities for the youth. However, given the tight financial

position of Government it was not possible to provide this additionai

a.llocation to counties in FY 2016 / 17. The request would be

considered when the financial position of Government improved. The

National Government would also seek the support of development

partners.

2.2 MEETING \I/ITH THE COMMISSION ON REVENUE ALLOCATION

12. Submissions from the Commission on Revenue Allocation (CRA) were

as follows:

(a) Revenue Growth Factor:

The National Assembly Bill 2016 provided for a revenue growth factor

of 7.8oh. This was a National Treasury growth factor whose ca-lculation

had not been explained in any document. It was neither a revenue

growth factor nor was it a GDP growth factor. A revenue growth factor

of 7.8 percent was too low for consideration as a basis for increasing

a-llocations to county governments for financial year 2016/17 .

The Intergovernmental Budget and Economic Council (IBEC)

recommended that tl.e CRA and the National Treasury calculate the

revenue growth factor based on the IBEC minute resolution of 116

Februarl, 2015 that approved the use of a three-year average growth

of both revenue and Gross Domestic Product.

The Commission recommended to the Senate that the IBEC growth

factor be used. This was 10.270: (15.O9+5.3)/2. The three-year

revenue and GDP gpwth rates were equal to l5.O9o/o and 5.3%,

respectively.
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(b) County Governments' Equitable Share

The National Assembly Bill 2016 did not provide for additional

allocations for all functions transferred to county governments. The

Transition Authority in February 2076 gazetted, more functions for

transfer to county governments. This inciuded roads, libraries, a-mong

others.

In accordance with the provisions of Article 187(2), the Commission

recommended to the Senate that resources for County roads and

Libraries, amounting to Ksh. 8.43 billion arrd Ksh. 0.3i9 billion,

respectively be allocated to county governments as part of the

equitable share for 2016 / L7 . The ad hoc technica-l comrnittee of the

Summit had agreed to this in March 2016.

(c) Conditional Allocations to Countv Governments

In accordance with the provisions of Article 202(2), conditional

a-llocations to county governments were from the national

government's equitable share. The Nationa-l Assembly Bill 20 i6
provided for the allocations without full adjustment for inflation.

IBEC recommended that with the exception of the allocation for the

leasing of medical equipment, that the other conditional allocations be

as recommended by the CRA

(d) Road Maintenance Lewv Fund IRMLFI

The National Assembly Bill 20 16 did not provide for additional

a-llocations for maintenance of additional kilometers of roads

transferred to county governments in Februar5r 2016 by the Transition

Authority.

Kenya Road Boards Act provides that RMLF is allocated as follows:

Kenya National Highways Authority (KeNHA) = 40%; Kenya Rural
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Roads Authority (KeRRA) = 32o/o i Kenya Urban Roads Authority

(KURA) = 15%; Kenya Wildiife Service (KWS) = 7o/o', Kenya Roads

Board (KRB) = 2ok; and Emergency = 107o

The Commission acknowledged that counties were allocated 15% of

RMLF in the year 2015/16 out of which lO.2oh was from KERRA and

4.8o/o from KURA a-tlocations respectively. However the 1 5 % resources

transferred to the county government from the RMLF was not

commensurate to the number of Kilometers transferred to county

governments, amounting to 120,000kms-

Based on a criteria provided by the State Department of Infrastructure

for maintenalce of class C roads and class D roads under KURA and

KeRRA the Commission recommended to Senate that an additional

lOo/o of the RMLF be alLocated to county governments for the

maintenance of the additional road network transferred to county

governments. In tota-l, county governments should be allocated 25% of

the RMLF in FY 2016 / 17 .

(e) Rehabilitation of Village Polytechnics

The National Assembly Bill 20 i 6 did not provide for allocations to

county governments for rehabilitation of village polytechnics' IBEC

recommended that a conditiona-l allocation of Ksh.i.5 billion be given

to county governments in 2016 / 17 . The youth needed to be

meaningfully engaged and emplol'rnent of the youth should be the

country's first national interest. This was important to address the

twin problems of youth radicalization and insecurity The observation

by the National Assembly that village polytechnics would be

considered once tl:e financiat position of the country improved

amounted to double speal< given that t'ryS and education were ranked

as part of the national interest.
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The Commission recommended to the Senate that Ksh

allocated to county governments as a conditiona_l

1.5 billion be

allocation to
rehabilitate/ built and equip village polytechnics across the country.

2.3 MEETING WITH THE COUNCIL OF GOVERNORS

13. Submissions from
follows:

the Council of Governors (CoG) were as

I

11.

Allocation of funds to the Constituency Development Fund
(CDF) before determining the equitable share between the
two levels of government: CDF is a Nationa-l Government Fund,
which should be derived from the National Government share
after the equitable share has been a.liocated.

Allocations based on National Interest under Article 2OA(1)(a)

of the Constitution: In the DoRB, the items considered under
national interest were actually Nationa.l Government projects-
National Youth Service re-engineering and the iaptops project.
National interest was however not equiva_lent to National
Government priorities. National interest must be determined by
ttre two levels and must be based on priorities that contribute to
the overall national goals, not just one level. Matters related to
security, economics and youth empowerment were examples that
could be factored as national interest. Issues of national interest
should be defined through an intergovernmental consultation.

(b) Rec o mrn en datio ns

The laptop project cannot be classified under a project of
nationa-l interest and therefore cannot be a deduction from the
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equitable share. This money should come from the National

Government share of revenue.

The following functions had been devolved but should be

considered as nationa-l interests: Youth Polytechnics which

hardly ever receive adequate allocation yet the youth form the

largest section of the population; and the Early Childhood

Education (ECDE) due to its significant role in childhood

development. The Council proposes that there is need for

intergovernmental consultations on national interest priorities

before any allocation is made on the same.

(c) Eq ualisation Fund

This fund has never been disbursed despite the Commission for

Revenue Allocation's (CRA) proposal on how is to be shared

between the identified marginalized Counties. The National

Treasury allocated the Fund Kshs. 3.4 billion in the FY

2Ol4/15, Kshs. 6 billion in the FY2015/ 16 and currently a

proposal of Kshs. 6 billion. The 2014/15 aad 2015116

allocations have never been disbursed to the marginalised

areas.

Under the Constitution, the sectors that the fund is aimed at

target County functions. In this regard, the Council of

Governors would like the Senate to ensure that the fund is

disbursed as a conditional grant to the identified fourteen (14)

Counties.

(d) Emer encv (Contingencies and strate g1c Eraln reservel:

There is a provision for Kshs. 7.245 blllion towards flexibility in

responding to emergencies and other temporary needs' This

fund should be equally a-llocated to both levels of government

since they both respond to emergencies. Additionally, the

allocation for the Strategic Grain Reserve should also be
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considered as a shared

devolved function.

responsibilit5r since agriculture rsa

VI

(e) Growth factor of Countv Governme nts Equitable share:

The National Treasury had used a factor of 7.8o/o as the growth

factor. It was however not clear how this was arrived at. The

Council of Governors had agreed to the growth factor of lls.Ogyo

from the initial proposed growth factor of 2O.44o/o being the
actual growth rate of revenues in the past. CRA as mandated by
the Constitution in Article 205 had calculated the growth factor

at 15.09%.

The Council however noted that it was erroneous for the CRA to
state t}rat the Intergovernmental Budget and Economic Counci-l

(IBEC) agreed and adopted to use the GDP to determine
sharable revenue. They stated that was no such agreement at
IBEC ald that it was a proposal from the Deputy President to
apply a growth of lO.2%o. The Council did not accept this
proposal but rather maintained its position of using the l5.O9yo

scientifically ca-lculated growth rate as per the initial proposal

by CRA. The Council reiterated that the growth rate of 15.09%

should be based and that Count5z Governments, a.llocation

should not be reduced when there is a progressive positive

growth of revenues.

With a revenue growth of 7.8%o lhe County Governments

equitable share of revenue reflects an allocation of 30. 0% of
the nationally raised revenues, which was lower than the
allocation for the 2ol5l 16 financial year which was 33.44yo

against an agreed growth rate of 7O.47Yo.

The Council therefore requested that the Senate consider a
total allocation to County Governments as equitable share of
35o/o.

Standing committee on Finance, commerce and Budget Report on Division of Revenue Bill, 2016 32



v11

(f) Unfunded Functions:

County traflsport: Additiona-1 3 1 , 1 13 Kms of roads had been

devolved to County Governments with no attendant resources.

The inter-agency technical committee of the summit proposed

that Kshs.8.43 billion should be devolved to fo1low this

function. It was also agreed that that the Counties should be

a-llocated 25o/o of tJre Road Maintenance Levy Fund.

Library services: Fifty-nine (59) iibraries were devolved with no

attendant resources. The inter-agency technical committee of

the summit proposed that Kshs.S19 million should be

devolved to follow this function.

Museums: Transition Authority devolved this function without

identification of attendant resources. The Council of Governors

requested that the Senate allocate funds for this particular

function.

(c) Lega1 Frarnework for Conditional Grants:

A draJt document on the administration and reporting of the

conditional grants had been generated but not yet adopted. The

Council requested tJ:at the Senate assist in fina-lization of the

document before the approval of the DoRB They a.lso noted

that it was crilica-l to differentiate between conditional grants

and donor funds and that all donor funds related to County

functions should be disbursed directly to the counly revenue

fund.

(h) National Debt:

The CoG noted that the guidelines on borrowing should be

implemented consultatively and t1lat the loans and Grants

Council should be established to vet borrowing.

v[1.

LX

x

xl
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(i) Pensions:

xlI The Naliona,l Treasury has only factored the aspect of the

pensions for the Nationa1 Government staff. Staff working at

County Governments should a-1so be factored in the formula of

computation of the provision as they are a.lso pubiic servants

ald qualifu for pension.

fi) Conclusion

xlv. The Council of Governors proposed that the allocation of the

sharable revenue to Counties be Kshs. 332 billion being

equivalent of 357o of the most recent audited approved

accounts for 2073 /74 a.mounting to Kshs. 936 billion.
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xiii. The BilI mentions that Ksh. 6.3 biliion was tralsferred to
County Governments in the 2015/ 16 frnancial year to cater for

county payroll. This is not factua-l as Countlr Governments were

only allocated Ksh 1.7 Billion towards the same after the

mediation process of the 2015 Division of Revenue BiIl.



2,4 PUBLIC HEARING AND MEETING WITH NON-STATE ACTORS

14. The Committee received submissions from the Internationa-l Budget

Partnership (IBP), Institute of Economic Affairs, The Institute for

Socia-l Accountability (TISA), Institute of Certified Public Accountants

Kenya (ICPAK), HaJ<i Jamii, Langata Youth Network, Institute of Public

Finance and Mr. Waweru Njoroge a member of the public.

15. Their submissions rajsed the following salient issues in as far as the

Division of Revenue Bill, 2016 is concerned:

(alPublic Participation The CRA proposed a conditional grant of

Ksh. 5 billion for public participation (approximately 10 1

million per county government). However, the National Treasury

and National Assembly rejected this proposal. It's important to

not that only a handful of county governments have made

concrete attempts at establishing public participation

frameworks as envisioned in the devolution laws. It is the

responsibility of both levels of government to support the

exercise of citizen sovereignty through adequate financial

a-llocations.

County Governments are assigned function 74 'Ensuring ond

coordinating the partbipation of communtties and locations in

gouerrLance at the locol leuel and ossisrrng communiti.es and.

locatiors to deuelop the admhbtratiue capaci\ for the effectiue

exercke of the funrttons and. pou)ers and partbipa{an in

gouernance at the Local leuel.' Unbundled this function requires

an estimated Ksh. 100-150 million. There is therefore needed a

conditiona-l grant to support this central tenant of the

constitution and devolved government. This conditional grant

should be accompanied by conditions, which aid transpa-rency,

accountability and intra/inter-governmental relations in the
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application of public participation as well as in count5/

processes.

(blRoads Maintenance Levy Fund. There is lack of clarity on

countlz roads. The constitution identifies two types of roads,

Nationa-l trunk roads and county roads. However, there is
contestation of the definition and assignment of roads falling

under the mandate of the National and County Governments.

The DoRB should clari$r the class of roads targeted by the

RMLF for accountability purposes. Decline in allocations:

Historically, maintenance of class A, B & C roads took up 407o

of resources of the Road Maintenance Lely Fund.

Road Maintenance Allocations

A,BandCroads 4O'/o

Roads in constituencies 320h

Roads in cities and municipalities 750k

Roads in Nationa-l Parks and Game

Reserves

70h

Source: Kenya Roads Board

The rest of the roads including ali roads in cities, municipalities

and town councils are county road therefore in essence, 47ok of

the RMLF is what should be currently funding roads in

counties. This however is not the case as currently county

governments are receiving 1 5% of the RMLF, 32% less than

what they would be receiving prior to devolution.
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(clThe uncoordinated restructuring of government owned

entities. State corporations (Government Owned Entities)

account for a growing share of Kenya's budget. Presently, state

corporations performing functions that should have been

devolved receive around 78 billion Kenyan Shillings in domestic



funds from the budget. If these corporations were reformed,

this money would flow to counties either through conditional

grant or the unconditional equitable share.

(d) Funds Follow Functions/ Costing of Government futlctiotts

There is lack of an agreed costing of government functions; and

completion of the unbundling of functions. This ma-kes it

diffrcult to determine whether the allocated resources are

su{ficient. The CRA had factored in potential transfer of

additiona-l functions by indicating in their recommendations

that the equitable sha-re allocation may increase by Ksh' 4,732

million if devoived functions currently being performed by the

Waters Services noard and the Regional Development

Authorities are unbundled and transferred to the counties'

Therefore any anticipated transfer of additiona-l functions

should factor in the matching resources. Parliament should

refer to the CRA Report on Costing of Government Functions to

determine adequacy of funding to the two levels of government'

(ef Conditional Allocations to suPPort ov'n revenue

enhancement' The Bill has not addressed the subject of own

source revenue generation. The First Quarter, County Budget

Implementation Report by the Controller of Budget indicated

that in the period July to September 20 15, the County

governments rea.lized a tota-l of Kshs.6.93 billion from local

sources, representing 72.2 per cent of the annual local revenue

target of Kshs.56.61 bil-lion This was below the target of 25 per

cent in the reporting period. The Nalional Treasury in the draft

Budget Policy Statement 2016 has acknowledged this

challenge. Resources should be allocated s towards building

revenue enhancement capacity of the counties through

measures such as investment in lCT
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(f) Deal with Absorption Capacity Challenges. There are huge

challenges in absorption of the budget both for ttre national

and county governments. There is need to start tying

additional allocation to entities to the real fiscal responsibility

issues such as absorption capacity, structura-l balance between

recurrent and capital expenditure ald compliarce to PFM

systems as measured by the report from both internal audit
and the Auditor Genera-i.

(glstaff rationalization vs Public Wage. According to the

Nationa-l Assembly's "Socio-economic audit of the Constitution

Report", The average nationai govemment wage cost per

employee in 2OI3 was Ksh. 442,OOO. This translates,

indicativeiy to an annual wage cost of Ksh. 26.5 billion. The

Report further points out that with devolution, a significant

number of the national government workforce transferred to

the counties. This was reflected in the increase of the wage bill
of the counties by Ksh. 49.7 billion from Ksh. 21.6 billion in
2012/13 to Ksh.71.2 billion 1rL2013/4.

A corresponding reduction in the wage bill of the Nationai

Government would have been expected. This is not evident.

The wage bill of the National Government increased from Ksh.

274.4 billion to Ksh. 281.2 billion. Adjusted for the transferred

workforce, this translates to a 25oh increase in the National

Government wage biIl, which implies either a significant

upward revision of pay, or an equally significant increase in

hiring 3.

(h) Special purpose grant supporting specialized medical

access of Ksh. 2OO M: Other grants also lack justifications

such as the special conditiona-l grant that is meant for two

health facilities in Tana River and Lamu Counties to help them
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meet demand for emergency medica-l services. The decision was

informed by their proximity to Somalia that made them

vulnerable to terror attacks. Parliament should interrogate why

only these two counties were selected given that there are other

border counties prone to cross border insecurify. The National

Treasury should increase this allocation to cater for Mandera,

Wajir and Garissa Counties.

(i) National Interests: There is a drop in the revenue a-llocation for

the national interest functions from Ksh. 79.2 biilion in FY

2015116 to Ksh. 72.0 billion in 2016/77. These national

interests are: enhancing secudty operations; subsidy initiatives

in national irrigation & fertilizers; NYS re-engineering; provision

of national social safety for vulnerable groups and provision of

laptops to primary schools. The irrigation programme is a

generally failed project and should be redesigned instead of

continued allocation of more funds to it.

(j) Public debt: According to the National Treasu4r, public debt is

expected to increase by Ksh. 7i.4 billion from Ksh. 362.4 billion

in FY 2015/ 16 to Ksh. 433.8 billion i'n FY 2016lL7 due to'shift

to the less expensive debt in the international market'. We

are concerned that there is an increase in the public debt

despite the National treasury claims that it is a shift to the less

expensive debt in the international malket. We expect the size of

public debt to reduce if there is a rea-1 shift to the less expensive

debt in the international market. Huge public debts have an

effect of slowing down economic growth.

(k) Other National Obligations: The Division of Revenue Bill 20 16

has taken into consideration the cost of other national

obligations iike mandatory pension contributions/pa)rments,

financing for the constitutional offices, including parliament as
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well as expenses relating to other statutory bodies and funds.

The revenue a-llocated to this is estimated to be Ksh. 363.2

billion in FY 2016 / 17 up from Ksh. 341 .7 billion in FY

2Ol5/16. We recommend for the Division of Revenue BilI 2016

to cut the revenue allocated towards "other national
obligations". We specifrcally recommend for the reduction on the

number of employees in those constitutional offrces so as to cut
on the wage bill.

(l) The Division of Revenue Bill, 2016 proposes to allocate count5z

governments an equitable share of Ksh. 280.3 a variation from

Ksh. 331 .8 billion that was proposed by the CRA. This

difference is due to the use of a contrasting revenue growth

factor by the two institutions. The CRA grows t.Jle county

equitable shale revenue by 15.09% (basing on the average

growth rate of audited sharable revenue raised nalionally over

tJ.e past three years), whereas the Nationa-l Treasury used a
growth factor of 7.8%o. The National Treasury indicated that it
had relied on prior year figures and justified the difference with
CRA based on the fact that it took actua-l revenue "performance"

into account. It is unclear what this means since CRA used

audited accounts, which already factor in actua.l collections

(rather tharr targets). Parliament should demand a clear

explanation for this difference in $owth factors. They noted that
the National Treasury had given a growth factor of 9.85 percent

in the draft Budget Policy Statement (BPS) released in late

January, but had provided no explanation for its shift to a lower

percentage in the Division of Revenue Bill.

(m) The Statutory Allocations (earmarked funds e.g. CDF, Women

Affirmative Action Fund) will be allocated Ksh. 36.6 Bitlion in FY

2016/2017. Sec.   (1) (a) of the National Government CDF Act

2015 requires that the fund consist of monies of an amount not
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less than 2.5 percent of all the national government's share of

revenue as divided by the annual Division of Revenue Act. The

proposed National Government share of revenue in FY

2016l2ol7 is Ksh. 204 billion. Therefore, 2.5o/o of 204 Billion is

equal to Ksh. 5.1 Billion. The allocation of these funds from the

gross government ordinar5r revenue instead of nationa-l

government shareable revenue has the effect of reducing

resources available for sharing between the nationa-l and county

governments.

(nf Monies allocated to independent Constitutional Offices e.g.

Office of Auditor General & Office of Controller of Budget.

The allocation to the Independent Ofhces is stagnating despite

the numerous ca.lls from these ofllces to facilitate eflicient

operations. There has been a marginal increase from Ksh. 4.72

billion in FY 2015/2016 to Ksh. 4.723 in FY 2016/2017. We

recommended an increased allocation towards these

independent offices. The senate as the institution safeguarding

the interests of the counLies should ensure that the auditor

general has enough resources for county audits within the

constitutionally allowed timeline. The senate should note that

the audit report for FY 14/ 15 is now three months overdue and

lack of adequate resources could be one of the reasons

harnpering the effrciency of the Auditor General's office.

(of The Division of Revenue Bill 20 16 provides no expla-nation for

the difference in the rate of growth of the county's equitable

share and overa-I1 sharable revenue. In the Division of Revenue

Bii-1 2016, the Nationa.l Treasury had recommended Kshs. 302

billion be devolved to the counties, an increase from Kshs. 287

billion in 2015 / L6. Most of these funds were for the equitable

share, which will increase by 8% (to Kshs. 280 billion in

2016117, from Kshs. 260 billion in 2015/16). At the sarne time,
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sharable revenue will increase by lI% (to Kshs. 1,380 billion

from Kshs. 1,243 billion in 2015/ i6). This means nationa-l

government will take an increasing share of total revenue.

The rate of growth of the national arrd county sha-res need not

be exactly the same, but any differences require erplanation. No

such arguments are made in the DORB, which fue1s suspicion

that allocations are arbitrarily arrived at or are skewed to favor

one levei of government.

(p) There is a need for further debate about what constitutes the

"nationa.l interest" to ensure that it properly reflects the

directron the country wishes to move. CRA, in the previous year,

had indicated that national interest should not be equated to

nationa-l government prograrns but should be a collective

reflection of the country's priorities, regardless of which level of

government carries them out. Treasury however continued to

defrne it in terms of the current government's flagship

programs. Parliament should ask hard questions about how

national interest is defined each year.

(q) There is need to improve on the justifications for conditional

grants (including the Level 5 grant) and how they are

distributed. There is no clear basis for the size of conditional

grants. It is not clear why the grant to Level 5 hospitals is
pegged at 4 billion or the free maternity grant at 4.1 billion. The

free maternity grant has declined from 4.3 billion last year

without explanation. Even the road grant, which both Treasury

and CRA had agr:eed should be 15% of last year's Road Levy

Fund, turned out to be valued differently by the two

institutions. The National Treasury claimed that 15% of the

fund was equivalent to 4.3 billion whereas CRA claimed that

157o was equivalent to 4.8 billion. Due to absence of publicly
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available financial statements from the Kenya Roads Board to

ver$ the actual returns in 2Ol4l 75, Parliament should

interrogate further the reasons for the disagreement between

Treasury and CRA over the Fund's returns.

(r) There is no clear basis for the distributiona-l criteria used to

allocate conditional grants, which is particularly egregious in

the case of the Level 5 facilities. The grant is distributed based

on bed occupancy rates; however using rates is never a good

approach to distributing service-related grants unless the

objective is extreme redistribution.

(s) The conditional grants proposed by National Treasury have

limited conditions attached to them in the documents

proposing their creation. It is important tlLat the conditions be

clearly laid out, followed by clearly dehned enforcement

measures should the facilities benefiting from the grant not

meet the conditions. While there are some conditions mentioned

in the Counfy Allocation of Revenue Bill, it is not clear how they

are enforced.

(t) The failure to reform state corporations. It was clear since

2OlO that water service boards, regional development

authorities, roads boaJds ald other state corporations in

agriculfure, etc. wouid have to be reformed as they perform

some d.evolved functions. Very little has happened in ttris

regard, however. The issue of roads has been litigated in court

and it is likely that other sectors will end up in court as well'
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3.O COMMITTEE OBSERVATIONS AND

GENERAL RECOMMENDATIONS

(a)The total County Government a-llocation from the revenue raised

nationally was enhanced from Ksh,287.O4 billion in tJ:e Fy
2015/2016 to Ksh. 302,19'1,5t6,719 in the FY 2016/2OtT.
Tt,e 2016l2017 proposed allocation translates to 32.3% ofthe
approved audited revenue of Ksh. 935,653 million of FY

2013/2014 thereby fulfilling the constitutional requirement as

per Article 203(2) of the Constitution.

(b)Based on the deliberations the Committee held with various

stakeholders, the Committee observed that the resulting
a-llocation had been subjected to various negotiations during
the budget process to try and build consensus on the key

contentious issues.

(c)The Committee, in accordance with Arlicle 218(2)(c) of the

Constitution, was informed by the explanatory notes

accompanying the Biil, on the reasons for significant deviations

made from the recommendations of the Commission on

Revenue Allocation.

(d)The Committee noted that as county revenues continued to
grow, it was equally important for county governments to

appreciate the importance of oversight in ensuring the prudent

management of fisca-l resources in line with Article 20 I of the
Constitution. Further there needed to be a renewed focused on

increasing collection of county own source revenues to
complement transfers from National Government.
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(e)The Committee observed that there was an urgent need to bring

clarity to the administration and reporting of conditional grants

as line ministries were reallocating funds meant for counties to

other ministry functions. The Committee lecommends that

the National Treasury should set up system where funds for

conditional grants related to County functions are

disbursed directly to the county revenue fund. Further, line

rninistries should only be left with the function of

ascertaining that counties have met grant conditions and

thereafter advising National Treasury to release funds.

(f) The Committee observed that the National Treasury seemed to

be experiencing challenges in the management of county issues

particularly on timely fiscal transfers and reporting, as well as

follow up with line ministries tasked with transfer of approved

conditional funds. The Committee recommeods that it may

be prudent for the National Treasury to consider

establishing a dedicated unit within its structures to

exclusively handle fiscal matters with a view to ensuring

seamless intergovernmental flrscal administration.

(g) The Committee observed that allocations based on Nationa-l

Interest under Article 203(1)(a) of tJ.e Constitution were only

National Government projects. The Committee noted that

national interest was however not equiva-lent to National

Government priorities and that nationa-l interest must be

determined by the two levels of Government based on agreed

priorities that contribute to overali nalional goals' The

Committee recommends that what is classified as national

interest should be defined through an intergovernmental

consultation at IBEC with approval from Senate.

(h)The Committee noted that in order to arrive at County

Governments' equitable share of revenue for FY 2016/17, tl:e
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baseline (i.e. equitable revenue share a-llocation in FY 20151 16)

had been adjusted by a revenue growth factor of 7.8 percent.

Similarly the Committee noted that the growth factor used by

CRA and IBEC was 15.09% and 7O.2o/o respectively, which in
the Committees opinion does not the current performance of
revenue. Th,e 7.8o/o adjustment for growth as used in the bill
provides County Governments' with an equitable share of

revenue in FY 2016/17 estimated to be Kshs.280.3 billion. The

adjustment was necessitated by Exchequer shortfalls to the

tune of an estimated Kshs. 65 billion by the end of December

2015. This shortfall, the Committee noted was expected to grow

to about Kshs. 80 billion by the end of the financial year

2Ol5/16 ald would be borne by the Nationa-l Government as

the equitable share of revenue for county governments would

be transferred to them without deduction.

(i) The Committee noted that on the matter of the Roads

Maintenance Lely Fund there was lack of clarily on counl5r

roads due to an on-going contestation of the definition and

assignment of roads falling under the mandate of the National

arrd County Governments. The Committee noted that it was

critical that the proposed Roads Bill clarify some of these

rnatters as a matter of priority so as to ensure proper

structure of funding in the sector.

fi) The Committee noted that Statutory Allocations e.g. CDF and

Women Affirmative Action Fund would be allocated Ksh. 36.6

Biilion in FY 2016/2017. The a-llocation of ttrese funds from the

gross government ordinary revenue instead of national

government share of revenue, the Committee noted, had the

effect of reducing resources available for sharing between the

national and county governments and should instead be

considered only under the national government share following

the vertica-l division.
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(k) The Committee observed that the transfer of approved funds,

including conditional allocations should be fast tracked in line

with approved scheduies. This is informed by continued

inordinate delays in facilitating counly transfers thereby

affecting delivery of county functlons ald services as well as

leading to an increase in pending bills. The Committee

pursuarrt to Article 2L9 of the Constitution recommends

that the National Treasury should ensure counties share of

revenue raised by the National Government is transferred

to them without undue delay and without deduction.

(1) The Committee observed that Nationa1 Treasury further agreed

to provide more resources to five counties under an agreed

framework between the five counties and the National Treasury

for construction of County Headquarters. It is noted t.I.at there

were 5 counties that did not inherit oflices that could

accommodate the headquarters of the county governments.

These counties include: Isiolo; Lamu; Nyandarua; Tala River

and Tharaka Nithi. Following consultations with the counties

concerned, it was agreed that the construction of county

headquarters be funded at the cost of Ksh. 518 Million (Ksh.

315.5 Miilion for the County Executive Ofiices and Ksh. 202.5

Million for the County Assembly)' The Nationa.l Government

would contribute 70 percent of the budget while county

governments would contribute 30 percent. The contribution of

the National Government would be spread over the next three

lrnancial years. In the frnancia-I year 2016/17, therefore, the

National Treasury proposed to provide a tota-l of Ksh. 610

million for the construction of county headquarters. (i.e. Ksh

122 Million to each of the five counties). The Committee

endorsed this agreement including considering an allocation to

other deserving counties in successive financial years.
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(m) The Committee acknowledged the credit facilit5r extended by

the World Bank to support counties and National Government

on capacity building, public financial management and civic

education. However they expressed concem as to the purpose

and whether the World Bank would not consider that the

monies be directed towards development in the counties.

(n) The Committee observed with a lot of concern the prevailing

condition of pending bills in the counties majnly arising out of
poor fisca1 management and budget implementation. The

Committee is of the view that county governments should

ascertain and clear these pending bills as a matter of
urgency to avoid a county fiscal crisis. The Committee
further recommends that this matter be looked into within
the intergovernmental fiscal framework, which includes
CoG, CRA, National Treasury, IBEC, County Assemblies,

Senate and other institutions.

COMMITTEE SPECIFIC OBSERVATIONS ON CRA

RECOMMENDATIONS

The Committee members deliberated on the recommendations from the

Commission on Revenue Allocation regarding the Bill and observed as

follows -

1. The CRA proposals had been discussed at Inter governmental

Ievel by both IBEC and Summit, and subsequently the proposals

below were arrived at:

a. The revenue growth formuia be adjusted by including the

GDP growth factor to a proposed figure of lO.2ok; and

b. Kenya Shillings 1.5 billion be provided for village

pollrtechnics.
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2. An AdHoc Committee of the Summit also proposed that Ksh. 8.34

billion be provided for the county roads; a Ksh. 2.2 btlbon

increase from the fuel levy fund, and Ksh. 3 19 million be

provided for libraries.

3. Members observed that the village polytechnics, as weU as CRA

recommendations for the Ksh. 5 billion for public participation,

should be borne by the counties from their shareable revenue.

4. Members recommended that the proposed additiona-l allocations

by the summit AdHoc Committee be adopted, subject to

availability of Summit meeting minutes endorsing the same' If the

proposals have not been approved by ttre Summit, no

adjustments would be made.

5. The Committee recommended tJ:at the revenue growth factor

proposed by the National Treasury be retained due to declining

revenue collections by the Kenya Revenue Authority and rising

debt obligations.
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4.O COMMITTEE RECOMMENDATION

Following ttre deliberations held with the National Treasury, Council of

Governors ald Commission on Revenue Allocation in conjunction with

Lhe submissions received during ttre public hearing, the Standing

Committee on Finance, Commerce and Budget, as provided for by

standing order 134(1) and as read together with standing order 160(3)

of the Senate Standing Orders, recommends as follows:

That, this House adopts the proposed county equitable share

allocation of Ksh. 28O,3OO,OOO,OOO and Ksh. 21,897,516,719 as

additional conditional allocation, bringing the total county

allocation for the FY 2OL6 / 2OL7 to Ksh. 302,197,516,719 as

contained in the Division of Revenue Bill (National Assembly BilI
No.4 of 2O16).
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5.O APPENDIXES

(a) Minutes of the Committee sittings on the consideration of

the Division of Revenue Bill (National Assembly Bill No. 11

of 2015).

(b) Submission by Commission on Revenue Allocation

(c) Submission by Council of Governors

(d) Submission by International Budget Partnership

(e) Submission by The Institute of Social Accountability

(f) Submission by Institute of Chartered Public Accountants

(g) Submission by HakiJamii
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MIN NO. 3tU20t6: PRELIMINARIES

The chair called the meeting to order at 10.25 arn followed by a word of prayer

MIN NO.312/2016: ADOPTION OF THE AGENDA

The agenda was adopted as follows;

l. Preliminaries

(, Prayer

(i, Remarks by the Chairperson

2. Adoption ofthe Agenda

3. Confirmation of Minutes

4. Adoption of the Committee Report on the Division of Revenue 8il1,2016.

5. House Keeping

6. Aay Other Business

7. Date of Next Meeting

8. Adjoumment

MIN NO. 313t2016: CONFIRMATION OF MINUTES

The Chairman led the meeting to the confirmatioq of Minutes of all the 4 Sittings that

discussed the Division of Revenue Bill, 20 I 6 Siftings as follows;

Minutes of the 49th sitting on l lth April, 2016 were confirmed as a uue record of the

proceedings having been proposed ald seconded by Sen. Aaron Cheruiyot and seconded

by Sen. Beatrice Elachi respectively.

Minutes of the 50th sitting on l2th April, 20i6 were confirmed as a tnle record of the

proceedings having been proposed and seconded by Sen. Mutahi Kagwe and seconded by

Sen. Zipporah Kittony respectively.



. Minr5tes of the 5 I't sitting on I 2th April, 201 6 were confirmed as a true record of the

proceedings having been proposed and seconded by Sen. Mutahi Kagwe and seconded by

Sen. Zipporah Kittony respectively.

Minutes of the 52'd sitting on 13s May, 2016 were confirmed as a true record of the

proceedings having been proposed and seconded by Sen. Mutahi Kagwe and Sen.

Beatrice Elachi respectivelY.

MIN NO. 314t20L6: ADOPTION OF THE COMMITTEE RIPORT

ON THE DIVISION OF R-EVENUE BILL,2016.

The Chairperson led the Committee through the draft recommendations and adopted their

report with the foilowing recommendations -

(a) The total county Government allocation from the revenue raised nationally

was 'enhanced from Ksh.287.04 billion in the FY 201512016 to Ksh'

302,197,5!6,,719 in the Fy 2016120lT . The 2016/201'7 proposed allocation

translates lo 32.3%o of the approved audited revenue of Ksh' 935'653

million of FY 2013/2014 thereby fulfilling the constitutional requirement

as per Article 203(2) of the Constitution.

(b) Based on the deliberations the comminee held with various stakeholders,

rhe committee observed that the resulting allocation had been subjected to

various negotiations during the budget process to try and build consensus

on the key contentious issues.

(c) The cornrnittee, in accordance with Article 21 8(2Xc) of the constitution,

was informed by the explanatory notes accompanying the Bill, on the

reasons for significant deviations made from the recommendations of the

Commission on Revenue Allocation.

(d) The Committee noted that as counry revenues continued to gror '. it was

equally important for county govemments to appreciate the importance of

oversight in ensuring the prudent management of fiscai resources in line

with Anicle 201 of the Constitution. Further there neeCed to be a renewed



focused on increasing colleclion of counry own

complement transfers from National Government.

source revenues to

(e) The Cornmittee observed that there was arr urgent need to bring ciarity to

the administration and reporting of conditional grants as line rninistries

were reallocating funds meant for counties to other ministry functions. The

Committee recommends that the Nationa! Treasury should set up

system where funds for conditional grants related to Counfy functions

are disbursed directly to the county revenue fund. Further, line

ministries should only be Ieft with the iunction of ascertaining that

counties have met grant conditions and thereafter advising National

Treasury to release funds.

(f) The Committee obsen,ed thar the National Treasury seemed to be

experiencing challenges in the management of county issues particularly

on timely fiscal transfers and reporting, as well as follow up with line

ministries tasked with transler of approved conditional funds. The

Committee recommends that it may be prudent for the National

Treasury to consider establishing a detiicated unit within its structures

to exclusively handle fiscal matters with a vierv to ensuring seamless

intergovernmental fiscal administration.

(g) The Committee observed that allocations based on National Interest under

Article 203( I )(a) of the Constitution were only National Government

projects. The Committee noted that national interest was however not

equivalent to National Govemment priorities and that national interest

must be determined by the two levels of Governrrent based on agreed

priorities that contribute to overall nationai goals. The Committee

recommends that what is classified as national interest should be

defined through an intergovernmental consultation at IBEC with

approval from Senate.



(h) The Committee noted that in ordei to arrive aI County Govemmenis'

equitable share of revenue for FY 2016/17, Lhe baseline (i.e. equitable

revenue share allocation in FY 2015116) had been adjusted by a revenue

growth factor of 7.8 percent. Similarly the Cornmittee noted that the

grow& factor used by CRA and IBEC was 15.09%o and l0'2Vo

respectively, which in the Commiuees opinion does not the current

performance of revenue. The 7 '8%o adjustment lor growth as used in the

bill provides County Govemments' witir an equiable share of revenue in

FY 2016117 estimated to be Kshs. 280.3 billion. The adjustment was

necessitated by Exchequer shortl'alis to the tune of an estimated Kshs' 65

billion by the end of December 2015. This shoitfail, rhe Comrnittee noted

was expected to grow to about Kshs. 80 billioir by the end of the financial

year 2015116 and would be borne by the National Govemment as the

equitable share of revenue for county goverrrnents would be transferred to

them without deduction.

(i) The Committee noted that on the matter of rhe Roads Maintenance Levy

Fund there was lack of clarity on count)' roads duc to an on-going

contestation of the definition and assignment of roads falling under the

mandate of the National and Countv Gor''emments. The Committee noted

that it was critical that the proposed .Roads Bili ciarify some of these

matters as a matter of priority so as to eEsure proper strueture of

funding in the sector.

O The Committee noted that Statutory Ailocations e.g. CDF and Women

Affirmative Action Fund would be allocated Ksh. 36.6 Billion in FY

2016120l,7 . The allocation of these f,rnds iion"t the $oss government

ordinary revenue instead of national govemlnent share of revenue, the

committee noted, had the effect of reducing resources available foi sharing

between the national and county goverrrrnents and should instead be

considered only under the national governmenl share foilowing the vertical

division.



(k) The Commiftee observed that the transitr oi aopicved funds, including

conditional allocations should be fast tracked 
"n 

line rvith approved

schedules. This is informed by continued inordinate delays in facilitating

county transfers thereby affecring <ieliver-,', oi coung 'funcrions and services

as well as leading to an increase ln pending bills. The Committee

pursuant to Article 219 of the Constitution recomrnends that the

National Treasury should ensure couilties share of revenue raised by

the National Government is transferred to thern without undue delay

and without deduction.

(l) The Committee observed that Nationai Treasury further agreed to provide

more resources to five counties unrier an agreed fra:rework between the

five counties and the National Treasury lor construction of County

Headquarters. It is noted that there were 5 counties that did not inherit

offrces that could accommo,jate iiie heaoquaners of the counry

govemments. These counties inciude: Isiolo: Lan:u; Nyandarua; Tana

River and Tharaka Nithi. Folloling consultations with the counties

concerned, it was agreed that the conslruction of counry headquarters be

funded at the cost of Ksh. 5 i 8 Million (Ksh. 3 i 5.5 Miliion for the County

Executive Offices and Ksh.202.5 Niiiiion ror ihe County Assembly). The

National Government would comnbuie 70 percen: of the budget while

county govemments would contribute 30 percent. The contribution of the

National Govemment would be spreari cver the next three financiai years.

In the financial y ear 201611-1 , therefbre. the National lreasury proposed to

provide a total of Ksh. 6 10 miiiion 'ior the ccnstiuction of county

headquarters. (i.e. Ksh 122 Miliion to :ach of the flrve counties). The

Committee endorsed this agreemen: inclucins clrnsidering an allocation to

other deserving counties in successive fiiranciai years.

(m) The Committee acknowiedged the creclit i'aciiiq; extended by the

World Bank to support couniies and Naiior:ai Covernment on capacity



building, public hnancial manage:nen! and civi; educatiou. Horvever they

expressed concern as to the purpose and whe-,ner ile Wcrld Bank would

not consider that the monies be <iirec:ed to'rarcs dev'elopment in the

countles.

(n) The committee observed wi& a iot ci concerr tlie orevailing condition of

pending bills in the counties rnainly u'ising out of poor 'rrscal management

and budget implementation. The com:nlttee is of tlie view that county

governmeEts should ascertain and clear tirese .oerding bilis as a matter

ofurgencytoavoidaeoEat.yilscalciisls.TieCom'aitteefurther

recommends that this *latter 'oe locked into within the

intergovernmentat fiscai framewori:. wlrlcc ilciades CoG, CRA,

National Treasury, trBEC, Coanqr Asse:ilbiies, Sesate and other

institutions.

The Committee members deliberated on the recci::u:endarions iirru-i the Commission on

Revenue Allocation regarding the Bill and observec as ibilcl-'.s -

1. The cRA proposals had been discussed at Inter g;r'ernnertal level by both

IBEC and Summit, and subsequenily Lhe proposa's oelori'were arrived at:

a. The tevenue growth formula be ad.justed ov inciuding the GDP growth

factor to a proposed figure of 14.2o/o: ana

b. Kenya Shillings t -5 billion be proviCeri ibr vi jiaee .Dolytechnics'

2. An AdHoc Committee of the sui'nmit also .olcposec ihal Ksh. 8.34 billion be

provided for the county roads: a Ksh. 2.2 biilior irrc:ease from Lhe fuel lerry

fi:nd, and Ksh. 3 i9 million be provided t:or iibraries

3. Members observed that the .viliage polvrechrrics. as well as cRA

recommendations for the Ksh.5 billion for pubiic r;ar'iicipation, should be

bome by the counties from their shareable ieve:iue'

4. Members recommended that the propcsei aciitiona: allocations by the

summit AdHoc Committee be adopted- subiect to avaiiability of Summit



meeting minules endorsing the sarne. i! ihe propr-:sais ilar/e nol been approved

by the Summit, no adjustments wculC be nade.

5. The Committee recommended that [he relenue grow'lh i'acror proposed by the

National Treasury be retained due to deciining reven:I. coilecrions by the

Kenya Revenue Authority and rising debl obiieaijon::.

Following the deliberations held with the Naiicnal Treasury. Cour,cil of Covernors and

Commission on Revenue Allocation in conjunction ''r'ith tqe siibi:.rissions received during

the public hearing, the Standing Commifiee cn Fiiance. Con:arerce ard Budge! as

provided for by standing order 134(1) and as read roseth?r rv:rri iianding order 160(3) of

the Senate Standing Orders, recommended thai, the i{ouse:ldop:s the proposed county

equitable share allocation of Ksh. 280,300,{10*,000 antl Ksh. ?1.897,515,719 as

additional conditional allocation, bringing the totai ecurry alioca,t-ion for the FY

201612017 to Ksh. 302,197,516,719 as contaiued iir ihe Dr..'isio; of Revenue Bill

(National Assembly Bill No.4 of 2016).

DATE OF lrFX';' IY1P"Ur*a

The date of the next meeting was to be called. on ri.--,Ir,Je

MIN NO. 316t2016: ADJOI-;l?-iYl\{li}iT

There being no other business, the rneeting rras acicuiited i: i I.2Sai-n

SICNET)

(CHAIRPERSOIiT

DATE

MIN NO. 315t2816:



MINUTES OF THE 52ND SITTING OF THE SENATE STAND ING COMMITTEE

ON FINANCE . COMMERCE AND BUDGET HELD AT COUNTY HALL. N{INI

WEDNESDAY 13TH A?RIL 2016 AT t0.00AMCHAMBER ON

PRESENT

1. Sen. Billow Kerrow

2. Sen. Moses Wetang'ula

3. Sen. Mutahi Kagwe

4. Sen. (Dr.) Wilfred Machage

5. Sen. Beatrice Elachi

6. Sen. Catherine Mukite

7. Sen. Paul Ben Njoroge

ABSENT WITH APOLOGY

1. Sen. Peter Ole Mositet

2. Sen. Zipporah KittonY

3. Sen. Mutula Kilonzo Junior

4. Sen. (Dr.) Boni Khalwale

5. Sen. (Dr.) Agnes Zani

6. Sen. Aaron Kipkirui CheruiYot

7. Sen. G.G Kariuki

8. Sen. (Prof.) Peter Anyang' Nyong'o

9. Sen, @rof.) John Lonyang'aPuo

IN AT-TENDANCE

1. Ms. Brenda Ogembo

2. Mr. Victor B ett

3. Mr. Robert NYagah

4. Mr. Fredrick Muthengi

5. Mr. Gorod Abdi

6. Ms. Lucy Radoli

7. Ms. Faturna Abdi

8. lvt. Mbithi

SENATE SECRETARIAT

-Committee Clerk

-Committee Clerk

-Parliamentary Budget Offi ce

-Parliamentary Budget Offi ce

-Parliamentary Bud get Offi ce

-Parliamentary Budget Office

- Audio Recording

-Seargent at Arms

-Chairperson

-Mernber

-Member

-Member

-Member

-Member

-Member

-Vice Chairperson

-Member

-Member

-Member

-Member

-Member

-Member

-Member

-Member



MTN NO. 305/2016: PRELIMINARIES

The chair called the meeting to order at 10.25 am followed by a word of prayer.

MIN NO.3 06t2016: ADOPTION OF THE AGENDA

The agenda was adopted as follows;

l. Preliminaries

(, Prayer

(i, Remarlrs by the Chairperson

2. Adoption of the Agenda

3. Confirmation of Minutes

4. consideration of Matters arising from the Division of Revenue Bill, 2016.

5. House Keeping

6. Aay Other Business

7. Date of Next Meeting

8. Adjoumment

07 /2016: CONFIRMATION OF MINUTES

The Chairuran informed tlre rteeting that the confirrnation of rninutes will be done during

the next housekeeping meeting.

CONSIDERATIO NOFMA TTERS ARISING

FROM THE DIVISION OF REVENUE BILL.

2016.

The chairperson lead the committee through the draft schedule as presented to the

cornmittee (copy artached) that gives comparisons of proposals in the Vill, as presented

by the National rreasury, IBEC's position though it requires backing of signed minutes

of the Summit and CRA's position.

The Committee went through the schedule and after extensive discussions the Committee

was uncomfortable with going for mediation since the country,s collections during the

last Financial Year was not as was projected and therefore figures were way too low. The

MIN NO.3

MIN NO. 308/20r6:



.aommittee observed that, as it was presented by the National Treasury tha! Exchequer

shortfalls to the tune of an estimated Kshs. 50 billion by the end of December 2015 was

observed.

The Committee therefore resolved to adopt the Committees report the following day

(1414/2016) in the moming meeting after the Committee gets a copy of the signed

minutes, subject to its availability for it to be able to make a concise decision on the

figures as contained in the table.

SCtIf,DLX-E

Allochtion of revenue raised nrtionslly between the nstionsl ant
county goyemments for fisc!l ycar 2016/17

Committee
Recommcndation

o/o ofF\ 2013114

audited revenue QGh.
935,653 millions*)

Amoxnt in Kshs.Type/ level of allocation

A. NationAl Government Revenue Share

44,
4,12t,029J53l. Frec oalemal healthcare.

4,500,000,0002. trasing of medica.l cquipmcnl

900,000,0003. Compensation for usc fccs forcgonc.

4,000,000,0004. Lovel 5 Hospitals.

200,000,0005. Special purposc grant supporting access to emergenry medica.l scrviccs

4)6,807,6296. Allocarion Fom Fuclt \y Fund (I50lo)

3,810,679,t377. Conditional allocarions 0oans and grants)

0.61./"urli5ation Funds
30.00%280J00,000,000uitable SharetB. Coun

71 I 719Add C onditional A I I ocation

OAv:
4,121 ,029,353L Frec nElerial bealhcate.

4j00,000,0002. t-easing ofrnedical cquipmenl

900,m0,0003. CompqEation ftr usc fcas forwona.

4,000.000,0004. t \€l5 H6pitals.

200,000,0005. SFcial purposc grdE supporting acccss to crne€cncy medic€l swic.s

43ctr,807,6296. Allocation iom Fu.lt!i? Fund (157.).

3.870.6't9.73',77. Condition l allocations (loans and grants)

302,191516,'t19Totsl County Alloc!tion

r380,199,000,000Tot{l Shsmblc Revenue

' bosod on 201 3/14 audiEd rwentrcs as appoved by tE Nalional Ass.rnbiy

I

I

I

IL099-899.trc0,00

6.000.0

r2Jo%l



Other considerations CR4 Nationsl AJsembly BiI
and submitted by
NationalTrersury

IBEC

towards equitsbl.

1 . Revoruc go*th faaor as outslEnding factor CRA uscs I 5.09
pcrccnl bcing averagcs ofthc lasl ttrce yea$ whilc Trcaslr/s
allocarion rcflccts 7.8 7c IBEC pcrctrtagc is ar 10.2 pcrct{rt

39,200,000,000 20,225,000,000 26.4&r.000.000

2. County Roads CRA srbmits 6at tbc amounr proposcd by
Adhoc Tednical Corfflinrc* oflBEC bc cmsidqEd

?7,7m,000,000 8130,000,000

3. Libmrics- CRA gopo6a.l thrt allocalion towards librarics as
propos.d by lhc Adhoc t€clnlica.l cornrnitce ofIBEC and es onc of
thc funoions devolvcd bc coruidcrcd

319,000,m0

4. Public Paniciparion 5,000,000,000

Additional conditional

5. CRA $bmiE tul R@d Fucl lr{y bc ar 0lc lcvclproposcd by
trc Adhoc Commincc ofspptying 25 o/o ofthc hvy filnd .

4,?56,000,000 4J07,000,000 6,587,000,000

6. Village pobrecfuics I -500,000,000

MIN NO. 309/2016:

The date of the next meeting was to be held on l3tr'April, 2016 at 10.00am

ADJOURNMENT

There being no other business, the rreeting was adjourned at l.55pm.

SIGNED

(cHATRPERSON)

DATB trl t4

DATE OF NEXT MEETING

MIN NO. 310/2016:



.MINUTES OF THE 5IST SITTING OF THE SENATE STAND ING COMMITTEE

ON FINANCE" CO CE AND BUDGET HEL[) AT COUNTY HALL. MINI
CHAMBER ON TUESDAY 12TE APRIL 2016 AT 12.00 NOON

PRESENT

1. Sen. Billow Kerrow

2. Sen. ZipporahKittony

3. Sen. Moses Wetang'ula

4. Sen. Mutahi Kagwe

5. Sen. Mutula Kilonzo Junior

ABSENT WITH APOLOGY

1. Sen. Peter Ole Mositet

2. Sen. (Dr.) Wilfred Machage

3. Sen. (Dr.) Boni Khalwale

4. Sen. (Dr.) Agnes Zani

5. Sen. Beatrice Elachi

6. Sen. Aaron Kipkirui Cheruiyot

7. Sen. Catherine Mukite

8. Sen. Paul Ben Njoroge

9. Sen. G.G Kariuki

10. Sen. (Prof.) Peter Anyang' Nyong'o

I L Sen. (Prof.) John Lonyang'apuo

INATTENDANCE

1. Dr. Kamau Thugge

2. Mr. Aursent Mwenda

3. Mr. Geoffrey Malombe

4. lvlr. Geoffrey Mwau

5. N4r. Fred Owegi

-Chairperson

-Member

-Member

-Member

-Member

-Vice Chairperson

-Mernber

-Member

-Member

-Member

-Member

-Member

-Member

-Member

-Member

-Member

THE NATIONAL TREASURY

-PS, National Treasury

-Ag. Head, IGFR

-Snr. Ass. Acc. Gemeral

-DG, BFEA, National Treasury

-Advisor, National Treasury



l. Ms. Brenda Ogembo

2. Mr. Victor Bett

3. Mr. Fredrick Muthengi

4. Mr. Gorod Abdi

5. Ms. Lucy Radoli

6. Ms. Fatuma Abdi

7. Mr. Mbifti

SENATE SECRETARIAT

-Committee Clerk

-Committee Clerk

-Parliamentary Budget Offi ce

-Parliamentary Bud get Offrce

-Parliamentary Budget Offi ce

- Audio Recording

- Seargent at Arms

The chair called the meeting to order at 10. i0 am followed by a word of prayer.

MIN NO. 306/2016: ADOPTION OF THE AGENDA

The agenda was adopted as follows;

1. Preliminaries

(, Prayer

(ii) Remarl<s by the Chairperson

2. Adoption of the Agenda

3. Confirmation of Minutes

4. Public Hearing on the Division of Revenue Bill, (DORB)' 2016.

r Mceting with the Council of Governors (11 am - 12 noon)

. Meeting with the National Treasury (12 noon - 1 pm)

5. House Keeping

6. Any Other Business

'1. Date of Next Meeting

8. Adjoumment

MIN NO. 307120162 CONFIRMATION OF MINUTES

The Chairman infonned the greeting tlat the confinnation of minutes will be done during

the next housekeeping meeting.

MIN NO.305/2016: PRELIMINARIES



.MIN
No. 308/2016: MEETII,IG WITII THE NATTONAL TRBASURY

The PS of the National Treasury, Dr. Thugge took the Committee through his

presentation as follows;

1. In order to arrive at Counfy Govemments' equitable share of revenue for FY 201611'7,

the baseline (i.e. equitable revenue share allocation in FY 2015116) is adjusted by a

revenue growth factor of 7.8 percent. Based on this adjustffrent, County Governments'

equitable share of revenue in FY 2016117 is estimated to be Kshs. 280.3 billion. The

adjustrnent was necessitated by Exchequer shortfatls to the tune ofan estimated Kshs.

50 billion by the end of December 2015. This shortfall is expected to glow to about

Kshs. 80 bitlion by the end of the financial year 2075/16. Accordingly, the National

Government will be cushioning county governments of this revenue shortfall hence

the equitable share of revenue for county goverrunents will be transferred to them

without deduction. If the Kshs. 80 billion is reduced from the National Govemments

equitable share for FY 2016/17, it therefore implies disproportionate negative fiscal

impact on the National Government leaving it worse off than the last financial years'

equitable share. It is therefore necessary to plan with a realistic glowth factor, hence

the adjustment to 7.8 percent. This allocation is above the constitutional minimum of

15 percent of the latest audited revenues for FY 2}l3l14 (i.e. Ksh' 935.7 billion) and

indeed it is more than double the Constitutional minimum threshold'

2. ln addition to the above equitable share allocation, County Governments will in FY

2016117, receive additional conditional allocations amounting to Kshs 21.9 billion as

follows:

a) free matemal healthcare: Ksh. 4.1 billion

b) leasing of medical equipment: Ksh. 4.5 billion

c) compensation for user fees foregone: Ksh. 900 million

d) level 5 hospital grant: Ksh.4 billion

e) Kshs 4.3 billion in the form of a conditional grant transferred from the Road

Maintenance LevY Fund (RMLF)



f) Kshs 0.2 billion in the form of a Special purpose Grant supporting strengthening

of access to emergency medical services in Lamu and rana River counties, which

are wlnerable to security threats.

g) Kshs 3.9 billion from proceeds of loans aad grants from Development partners to

filance devolved functions within specific counties in accordance with the signed

financing agreement for each loan/grant.

county allocations under (a), (c), (d), (e), and (f) will be transferred to the respective

county Revenue Funds (cRFs) while grants under (b) and (g) shall be budgeted for at the

national level and managed by the National Government on behalf of county

govemments.

The National rreasury will be proposing two further amendments to the DoRB and

CARB 201 6 submitted to Parliament to incorporate the following changes:

a) conditional grant to support the construction of county headquarters in 5 counties:

There are 5 counties that did not inherit offices that could accommodate the

headquarters of the county govemments. These counties include: Isiolo; Lamu;

Nyandarua; Tana River and rharaka Nithi. Following consultations with the

counties concerned, it has been agreed that the construction of county headquarters

be funded at the cost of Ksh. 518 Miliion (Ksh.315.5 Million for the counry

Executive offices and Ksh. 202.5 Million for the county Assembly). The National

Government will contribute 70 percent of the budget while county governments

will contribute 30 percent. The contribution of the National Government will be

spread over next three financial years. ln the financial yeu 2016117, therefore, the

National rreasury proposes to provide a total of Ksh. 610 million for the

construction of county headquarters. (i.e. Ksh 122 Million to each of the five

counties).

b) Conditional grant amounting to Ksh 1.41 billion to be financed by a world Bank

credit in support of the Kenya Devolution support program (KDSP). The world

Bank has agreed to extend to the Government of Kenya (GoK) a total of US $200

Million over a period of five (5) years for purposes of the Kenya Devolution

Support Programme (KDSP). This credit is to be disbursed on the basis of capacity

building and performance levels achieved by the national and county governments

and only upon confirmation that the pre-determined results have been achieved. It



, 'is expecred that 80%o of the funds (us$160 million) will flow to county

Govemments as capacity and performance grants and the balance 20%(us$40

million).

The approval for the credit facility had not been granted by the time of subrnifting the

DoRB and CARB 2016 in February 20t6 and tlerefore could not be reflected in the

DoRB and CARB 2016. The world Bank Board approved the credit facility on 15n

march 2016. The support will entail capacity building for devolution, anchored under the

National Capacity Building Framework (NCBF). KDSP will seek to strengthen

institutions and systems for devolved service delivery in the follorving hve priority areas:

(i) Strengthening public financial management (PFM) systems;

(ii) Stren4hening County Human resource management;

(iii) Improving county planning and Monitoring & Evaluation systems; and,

(iv) Civic Education and Public Participation.

(") Strengthening lntergovernmental relations.

The National Treasury wili therefore be proposing further amendments to the DoRB 2016

as suggested above (by replacing the schedule in the DoRB 2016) and to the GARB 2016

by replacing rhe Third schedule of the Bill with the one attached to this briel

With the above two amendments, total allocations to county governments in FY 2016/17

will be Ksh. 304.1 Billion or 33%o of the last audited revenue'

3. There will also be an additional allocation Ksh. 6 billion from the Equalization

Fund to be spent in counties which have been determined to be marginalized.

4. Accordingly, in 2016117, counties will share an estimated Kshs 302.2 billion,

which represents a 5 percent increase from projected total transfers for 2015116, which is

Kshs 287.0 billion.

5. The balance of the shareable revenue after allocating funds to Equalization Fund

and County Governments estimated at Ksh. 1,093.9 billion will be allocated to the



National Govemment. (A copy of the Division of Revenue Bill, 2016, including the

MEMORANDTII4 explaining the allocations is attached for information)

6. The equitable share ofrevenue and the conditional allocations are allocated among

county governments on the basis of the revenue sharing formula approved by parliament

in November 2012. The formula takes into account population (45 percent), land area (g

percent), poverty (20 percent), equal share (25 percent), and fiscal responsibility (2

percent). However, a process led by the commission on Revenue Allocation (cRA) is
ongoing to develop the second generation criteria for the sharing of revenue among the

counties.

Differences between the CRA and National Treasury proposals

7. County Equitable Share of Revenue: The CRA recommends County

Govemments' equitable share of revenue of Ksh. 33 i.8 billion. Sources of differences

with the National Treasury proposal are as foilows:

Use of di erent revenue Frowth factor. CRA grows the county equitable share

of revenue by 15.09 percent, which is the average growth rate of audited

shareable revenue raised nationally over the past thee years. The National

Treasury on the other hand uses a revenue growth factor of 7.9 percent. This

groMh factor has taken into consideration performance of revenues which

have not been performing well in the recent past.

Countv e itable revenue share adiustment ofKsh. 27.8 billton for addili,onal

county roads: In anticipation of a decision by the Transition Authority (TA) to

transfer additional county roads in FY 2016/17, the CRA proposed to gross up

the county equitable share ofrevenue for 2016/17 by an allocation ofKsh.27.8

billion for conslruction and rehabilitation of county roads. It should be noted

that at the tirne when CRA recommended the transfer of an additional Ksh.

27.8 billion to County Governments, the TA had not gazetted the decision to

transfer additional county roads to County Governments. The National

Treasury view is that any additional resources to be transferred to Counry

Governments in respect of county roads function should be supported by a



gazette notice by the TA authorising such transfer and a detennination of

resources, if any, to be transferred to County Governments. It should, however,

be noted that as early as FY 2013/14, resources relating to roads were

transferred to County Govemments and therefore the county equitable revenue

share proposed by the National Treasury for FY 2016ll'7 already includes an

allocation for county roads. Therefore, there is no justification for transfer of

additional resources since resources were already transferred. What had been

delayed is the process of transferring the function.

Counfy equitable revenue share adiustment ofKsh. 5 b illion to cater for public

ticiDation: The CRA has proposed a furlher adjustment of the equitable

reyenue share to include an allocation of Ksh.5.0 billion to cater for public

participation in FY 2016117. The National Treasury view is that whilst publib

participation is a constitutional requirement for both levels of govemment in

carrying out any development agenda, each level of govemment is required by

law to set aside funds for the same function form its resources.

8. Existing Conditional Allocations: The CRA has proposed to increase by a higher

growth factor of 15.09 percent (to Ksh. 20 billion in FY 2016/17) all existing conditional

allocations for: Level-S Hospitals; Free Matemal Health Care; Compensation for user

fees forgone; Ieasing of medical equipment and county roads. The National Treasury on

the other hand has proposed an allocation ofKsh. 17.8 billion for EY 2016/17. These

conditional allocations, as is the practice, have determined through the MTEF budget

process following sector negotiations upon consideration of all national govemment

priorities. This is the process provided for in law for determining annual budgetary

allocations.

9. Proposed new conditional allocations: The CRA has proposed several new

conditional allocations amounting to Ksh. 25.7 billion r,"'hich the National Treasury has

not included in the County Allocation of Revenue Bill for FY 2016117. These include:

a. Allocation to cater for emoluments for Devolved staff of Ksh. 5.196 billion-

CRA has proposed an additional Ksh. 5.196 billion, to be

proportionately among counties based on payroll of devolved staff

shared

These



allocations are intended to act as a short term stop gap measure to cushion

counties that inherited a relatively higher number of employees, against

expenses on salaries as they await conclusion of the staff rationalization

programme. It should, however, be noted that in costing of devolved functions

adequate provisions were made to cater for county personnel expenses. Indeed,

additional allocations (Ksh. 6.3 billion) were approved by the Senate to cater

for county payroll were included in the equitable share of revenue for FY

2015116.It should also be remembered that in FY 2013/14 amounts set aside ro

hold harmless county governments that inherited higher than average wage

bills, were shared on the basis of the revenue sharing formula following an

agreement among county governments. In the opinion of the National

Treasury, at the curent level of funding county governments have sufficient

resources to cater for the cost ofpersonnel emoluments.

b itional conditional al I on r construclion o un o

Ksh. 4.0 billion - CRA proposes an additional conditional allocation ofKsh.

4.0 billion to be shared equally for construction of county headquarters in

Tharaka Nithi, Lamu, Nyandarua, Tana River and Isiolo counties. The above

named counties did not inherit offices that could accommodate the county

government. Following further consultation it has been agreed that the

construction of county headquarters in the 5 counties be funded at a cost of

Ksh. 500 million per county (Ksh. 300 for the County Executive office and

Ksh. 200 rnillion for the County Assembly). The National Government will
contribute 70 percent of the cost and the county govemments will connibute 30

percent. The National Govemment contribution will be spread over three years.

The National Treasury will therefore be proposing further amendment to the

DoRB and CARB 20 i 6 to reflect this change by replacing Schedule in the

DoRB 2016 as well as Schedule 2 of the CARB 2016.

c. Additional nditional allocations for Rehabilitation o Primary and{
Secondam school of Ksh. 5.0 billion- the proposed new conditional additionat

allocation by CRA of Ksh. 5.0 billion is meant for building of school

infrastructure, a role they say has been left to parents despite the function being



a national one. The \riew of the National lreasury is that these are National

government functions and that such a conditional grant can only be initiated by

the ministry responsible for primary and secondary education.

Fund of Ksh. 5.2 billion: - CRA has proposed new conditional additional

allocation of Ksh. 5.2 billion as seed money towards establishment of County

Emergency Funds in line with provisions of PFMA Section 110(1) to be shared

proportionately among counties. The National Treasury holds contrary opinion

on this proposal because the PFMA anticipates that all governments, both

national and county, should set aside funds for the establishment of their

respective Emergency Funds. More over a similar proposal was dropped on the

above legal basis by the mediation committee of Parliament when making

recornmendations on the Division of Revenue Bill, 201 5.

e. Conditional additional allocation for the Rehabi litation of Villase Pol echnics

of I*h. 6.3 billion: - the CRA has further proposed an additional conditional

allocation of Ksh. 6.3 billion from the national govefirment share of revenue to

county governments so as to build, equip and renovate village poll'technics.

The CRA further argue that these village poll'technics will go a long way to

serve as centres of excellence to empower youth with the requisite skills to

generate employment. The National Treasury acknowledges this is a devolved

function and that the Village Pol1'technics ale essential in developing skills of

the Youth who don't transit to institutions of higher leaming' However, due to

limitation in resources, the National Treasury recomrnends that this conditional

allocation be done tfuough donor financing within the provisions of the

External Resources Policy of the National Treasury. As such, it is proposed

that the decision to include it in the budget for FY 2016/1'.7 be shelved until a

potential donor is identified'

d. Conditional additional allocation for the Establishment of County Emergency



10' Response to the Recommendations of the Intergovernmental Budget and

Economic Council (IBEC)

The lntergovemmental Budget and Economic council (IBEC) recommended that

county equitable share of revenue for FY 2016/17 be increased by a groMh factor

arrived at on the basis of the principles agreed at the IBEC meeting of l lth February

2015. The iraplernentation of this recommendation is, however, not possible given

tlat revenue collection at the national level has been below target.

The IBEC further resolved that county govemments be allocated additional

conditional grants amounting to Ksh. 1.5 billion to support the rehabilitation of village

polltechnics. The National Govemment recognizes the critical role piayed by vilage
polytechnics in contributing to economic development and increasing employment

opportunities for the youth. However, given the tight financial position of
Government it is not possible to provide this additional allocation to counties in FY

2016117. This request will be considered when the financial position of Government

improves. The National Govemment will also seek the support of development

partners.

The IBEC also recommended that the National Government considers allocating some

funds for the construction of headquarters for five counties, that is, Lamu, Tharaka

Nithi, Isiolo, Nyandarua, and Tana River. As explained at the IBEC meeting of 9th

February 2016, this will be funded when discussions with ttre concemed counties are

concluded and subject to availability of funds. Following further consultations, it has

been agreed that constructions of county headquarters be funded in the manner

proposed in paragraph 9b above.

ll'It should also be noted, as demonstrated in the table below, after taking into account

the criteria set out in Article 203(l) of the consritution, only Ksh. 203.4 billion of the

shareable revenue is left to finance all other national Government need. It is clear

from the table below that any increase in county allocation will further reduce the

allocation for national government and make it difficult for the national government

to deliver critical services such as intemal security, roads, energy, education etc.



'fable: Evaluation of the Bill against Article 203 (l) of ttre Constitution (These are estimates at the

time of finalizing the pt'oposal on the Division of Revenue Bill, 20lQ

z0t5lt6 2016/17

Ksh.
Millions

Ksh.
Millions
1,249,900 1,380,199Ordinary Revenue (excluding AIA)

79,189

t7,700

12,500

17,05s

14,354

17,580

71,954

18,900

9,s00

I 1,620

t4,354

17,s 80

I} National Interest [Article 203 (lXa)]
i. Enhancement of Security Operations (police vehicles, helicopters,

defence etc.)

2. National Irrigation & Fertilizer Clearance

3. NYS Re-engineering

4. National Social safety net - (for older persons, OVC, Child Welfare,
severe disability, urban food subsidy)

5. Laptops

362 91 433 800C Public Debt (Article 203 [1][bl)

341 744 363,162I)

56,1l5

208,763

l171

27,705

6,607

4,85s

l7,759

36,635

54,617

189,066

4,720

27,277

6,863

4,697

17,t61

37,343

l. Pensions, constitutional salaries & other

3. Constitutional Commissions (Art.248(2)) - i.e. CRA, CIC, SRC, NLC,
NPSC, IEBC, TSC

3. Independent Offrces(Art. 248(3)) - i.e. AG & CoB

5. Other Constitutional Institutions- AG's oflice and DPP

6. Other Statutory Bodies (e.g. EACC,RPP,wPA,CAJ, trOA, NGEC)

7. Judiciary

8. Other Statutory Allocations(earmarked funds e.g. Constituency
Development Fund, Women Affrmative Action Fund)

4, Parliament

7 ,245E Emergencies IArticle 203 (1Xk)l

5,000

2,245

s,000

2,245

l.Contingencies

2.Strategic Grain Reserve

6,0006,000F Equalisation Fund [Article 203 (1) (g) and (h)]
498,0384s3,331(; Balance to be shared betrveen the National and County Government

273 070 291 (r0 0II County GoverDment Allocation from Revenue Raised Nationally

203 438I Balance Available for National Government Needs

ITEM DESCRIPTION

Other National Obligations (Article 203 [f ][b])

7 ,745

180.261

l



MIN NO. 309 12016: DATE OF NEXT MEETING

The date of the next meeting was to be held on i3s Aprii, 2016 at 10.00am.

MIN NO. 310/2016. A-DJOURNMENT

There being no other business, the meeting was adjoumed at l.55pm.

SIGNED

(cHATRPERSON)

DATE

Itur.Pl +
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2. Sen. (Prof.) Peter Anyang' Nyong'o -Member
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3. Ir4r. Ezekiel Rema

4. Mr. Geoffrey Kerosi

5. Mr. Raphael Muya

6. 1t4r. John Kinuthia

7. Ms. Jacky Kagume

8. Mr. Edwin Kilasi

9. Mr. Daniel Orogo

l0.Mr. Daniel Ndirangu

1. Ms. Brenda Ogembo

2. Mr. Victor Bett

3. Mr. Fredrick Muthengi

4. Mr. Gorod Abdi

5. Ms. Lucy Radoli

6. Ms. Fatuma Abdi
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-Hakii Jarnii

-Prog. Officer IEA

-Research Analyst
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-Intern, Haki Jamii
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-Committee Clerk

-Committee Clerk
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-Parliamentary Budget Offi ce
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-Seargent at Arms

MIN N o.298t2016: PRELIMINARIES

The chair called the meeting to order at 10.r0 am folrowed by a word ofprayer.

MIN N o. 299t2016: ADOPTION OF THE AGENDA

The agenda was adopted as follows;

1. Prelirninaries

(, Prayer

(ii) Remarl<s by the Chairperson

2. Adoption of the Agenda

3. Confirmation of Minutes

4. Public Hearing on the Division of Revenue Bill, (DORB),2016.

. Meeting with the Council of Governors (11 am _ 12 noon)

. Meeting with the National Treasury (12 noon _ I pm)
5. House Keeping



MIN NO. 300/2016:

f. Any Other Business

7. Date of Next Meeting

8. Adjoumment

CONFIRMATION OF MINUTES

The Chairman informed the meeting that the confirmation of minutes will be done during

the next housekeeping meeting.

MIN NO. 301/2016: MEETING WITH MEMBERS OF THE PUBLIC.

A. INTERNATI ONAL BUDGET PARTNERSHIP-KENYA(IBP)

The International Budget Partnership-Kenya raised the following issues;

1. The Division of Revenue Bill 2016 provides no explanation for the difference in

the rate of growth ofthe county's equitable share and overall sharable revenue.

According to their presentation, In the Division of Revenue Bill 2016, the National

Treasury has recotnmended Kshs. 302 billion be devolved to the counties an increase

from Kshs. 287 billion in 2015116. Most of these funds are for the equitable share, which

will increase by 8% (to Kshs. 280 billion in 2016117, from Kshs. 260 billion in 2015/16).

At the same time, sharable revenue will increase by ll% (to Kshs. 1,380 billion from

Kshs. 1,243 billion in 2015116). This means national govemment will take an increasing

share of total revenue.

2. Tbe debate over the meaning of the "national interest" continues this year with

no

significant improvements. Last year, CRA indicated that the national interest should not

be equated to national govemment progralns. Instead, it should be a collective reflection

on the country's priorities, regardless of which level of government carries them out.

Civil society organizations, including IBP Kenya, agreed. Nothing has been done to

revisit the issue ofhow to define the national interest, and Treasury continues to define it

in terms of the current government's flagship programs.



3. There is a need to improve on the justifications for conditional grants including

the Level 5 grant) and how they are distributed.

a) There is no clear basis for the size of conditional grants. It is not clear why

the grant to Level 5 hospitals is pegged at 4 billion or the free maternity grant

at 4.1 billion.

b) There is also no clear basis for the distributional criteria used to allocate

these grants, which is particularly egregioirs in the case of the Level 5

facilities.

c) Other grants also lack justifications. Example being why Tara River and Lamu

Counties only were selected and given the special conditional grant meant for

health facilities yet there are otler border counties prone to cross border

insecurity.

d) The conditional grants proposed by National Treasury have limited

conditions attached to them iu the documents proposing their creation. It is
inportant that the conditions be clearly laid out, followed by clearly defined

enforcement measures should the facilities benefiting from the grant not meet the

conditions.

4. The failure to reform statc corporations is no longer excusable four years into

dcvolution. It has been clear since 2010 that water service boards, regional

development authorities, toads boards and other state corporations in agriculture, etc.

would have to be reformed as they perform at least some devolved functions.

*(Part of submissions is attached)

B. TI]E INSTITUTE FOR SOCIAL ACCOUNTABILITY (TISA )

The main issue highlighted by TISA was on Public Participation, that;

The CRA proposed a conditional grant of Kshs 5 billion for public participation (approx.

10 I million per county govemment). However this proposal was rejected by both the

National Treasury aad National Assembly. On the other hand, only a handful of county

governments have made concrete attempts at establishing public participation

frameworks as envisioned in the devolution laws. It is the responsibility of both levels of



'goverrnent to support the exercise of citizen sovereignty through adequate financial

allocations.

County Govemments are assigned fi.rnction 14 Ensuring and coordinating the

participation of communities and locations in govemance at the local level and assisting

communities and locations to develop the administrative capacity for the effective

exercise of the functions and powers and participation in govemance at the local level.

Unbundled this function requires an estimated Ksh 100-l50million. There is therefore

need for a conditional grant to support this central tenant ofthe constitution and devolved

governrnent. We therefore urge Senate to reilstate the conditional grant for public

participation. This grant should be accompanied by conditions which aid transparency,

accountability and intra/inter-govemmental relations in the application of public

participation as well as in county processes. Some proposed conditions are: Counties

contribute at least l\Yo of the proposed 101 million; Counties establish a public

participation framework to administrate, monitor and report on the application of all

funds on public participation; Counties ensure intra- and intergovernmental relations are

addressed in the framework; Counties ensure a reciprocal role of non-state-actors is

provided; Counties ensure measures for transparency, citizen monitoring and oversight

and accountability are empowered through the framework; Provide a period of three

years.

*(Part of submissions is attached)

C. ECONOMIC AND SOC IAL RIGHTS CENTER KI.IAN{II)

a) Special purpose grant supporting specialized medical access of Ksh. 200 M:

The National Treasury has established a special purpose grant of Ksh. 200 M to be

shared equally befween two counties (I-amu and Tana River) to support

strengthening of access to emergency medical services because they border

Somalia and therefore wlnerable to terror attack, security tfueats and

humanitarian crisis

b) National Interests: There is a drop in the revenue allocation for the national

interest functions from Ksh.79.2 billion in FY 2015/i6 to Ksh. 72.0 billion in



2016/17. These national interests are: enhancing security operations; subsidy

initiatives in national irrigation & fertilizers; NYS re-engineering; provision of

national social safety for vulnerable groups and provision of laptops to primary

schools.

c) Public debt: According to the National Treasury, public debt is expected to

increase by Ksh. 71.4 billion from Ksh. 362.4 billion in FY 2015/16 to Ksh. 433.8

billion in Fy 2016117 due to 'shift to the less expensive debt in the

international market',

d) County equitable share adjustment of Ksh. 5 billion to cater for public

participation: The CRA has proposed for further adjustment in allocation ofKsh.

5 billion to cater for public participation in2016117. The National Treasury's view

is that each level of the govemment is required by law to set aside funds for public

participation from its sources.

e) Fiscal Capacity and Efficiency of County Governments: The potential revenues

that can be generated tax bases assigned to County Govemments have not been

fully assessed. Thus there is the inability of the national treasury to measure the

county govemments' fiscal capacity and effrciency.

f) Other National Obligations: The Division of Revenue Bill 2016 has taken into

consideration the cost of otier national obligations like mandatory pension

contributions/payments, finaacing for the constitutional offices, including

parliarnent as well as expenses relating to other statutory bodies and funds. The

revenue allocated to this is estimated to be Ksh. 363.2 billion in FY 2016/17 up

from Ksh. 341.7 billion in FY 2015/16.

*(Part of s abmissions is ottached)

MEETING WITH THE COUNCIL OF

The Chairman COG after being given the floor made his presentation and

recommendations as follows on behalf of the Council of Govemors:

MIN NO. 302/2016:

GOVERNORS (COG)



l:, fhe DoRB contravenes Article 203 of the Constitution in the following

as pects:

Allocation of funds to the Constituency Development Fund (CDF) before

determining the equitable share between the two levels of government.

CDF is a National Govemment fund which should be derived from the

National Govemment share after the equitable share has been allocated.

Recommendations that the laptop project cannot be classified under a

project of national interest and therefore cannot be a deduction from the

equitable share. This money should come from the National Govemment

share of revenue.

1l

lu Allocations based on National lnterest under Article 203(1)(a) of the

Constitution.

In the DoRB, the items considered under national interest are actually National

Government projects- National Youth Service re- engineering and the laptops project.

This fund has never been disbursed despite the Commission for Revenue Allocation's

(CRA) proposal on how is to be shared between the identified marginalized Counties.

The National Treasury allocated the Fund Kshs. 3.4 billion ir the FY 2014/15, Kshs. 6

billion in the FY20i5/16 and currently a proposal of Kshs. 6 billion. The 2014/15 and

2015116 allocations have never been disbursed to the marginalized areas.

3. Emersencv (Continsencies and strategic srain reserve):

There is a provision for Kshs. 7.245 billion towards flexibiLity in responding to

ernergencies and other temporary needs. This fund should be equally allocated to both

levels of govemment since they both respond to emergencies. Additionally, the allocation

for the Strategic Grain Reserve should also be considered as a shared responsibility since

agriculture is a devolved function

2. Eq ualisation Fund:



The National Treasury has used a factor of 7.8%. It is however not ciear how this was

arrived at.

a) The Council of Govemors has agreed to the $owth factor of 15.09% from the initial

proposed grouth factor of 20.44%o being the actual growth rate of revenues in the

past. CRA as mandated by the Constitution Article 205 calculated the growth factor at

15.09%. It is however eroneous for the CRA to state that the Intergovemmental

Budget and Economic Council (IBEC) agreed and adopted to use the GDP to

determine sharable revenue. There was no such agreement at IBEC. It was a proposal

from the Deputy President to apply a growth of 10.2%o. The Council did not accept

this proposal but rather maintained its position of using the 15.09% scientifically

calculated groMh rate as per the initial proposal by CRA. (See attached initial

proposal Appendix I). The Council reiterates that allocation should be based on the

CRA formula.

b) County Governments' allocation should not be reduced when there is a progressive

positive glowth of revenues.

c) With a revenue growth of 7.8% the County Govemments equitable share of revenue

reflects an allocation of 30. 0% ofthe nationally raised revenues which is lower than

the allocation for the 2015/16 furancial year which wu 33.44Yo against an agreed

growth rate of 10.41%. The Council therefore requests the Senate to consider a total

allocation to County Govemments as equitable share of 35o/o of tle total sharable

revenue.

5. Unfunded Functions:

a) County transport.

Additional 31,113 Kms of roads have been devolved to County Govemments with no

attendant resources. The inter-agency technical committee of the summit proposed that

Kshs.8.43 billion should be devolved to follow this function. (See Appendix II). It was

also agreed that that the Counties should be allocated 25o/o of lhe Road Maintenance Levy

Fund.

4. Grorvth factor of Counfy Governments Equitable share:



b) Library services

59 libraries were devolved with no attendant resources. The inter-agency technical

committee of the sumrnit proposed that Kshs.3l9 million should be devolved to follow

this function.

c) Museums

Transition Authority devolved this function without identification of attendant resources.

The Council of Governors is requesting the Senate to allocate funds for this particular

function,

IGRTC being an independent body is rnandated to take over the residual functions of the

Transition Authority. IGRTC',s budget should be independent from the Ministry of

Devolution & Planning. Its budget should be housed at the office of the Presidency, who

chairs the Sumrnit. There is need to increase the budgetary allocation for the IGRTC

rather than a reduction and the assets that were being held by Transition Authority should

be transferred to the Committee. There is pending work in the transition like costing of

functions and audit of assets and liabilities. The lntergovernrnental Relations Act should

be amended to stengthen the IGRTC.

7 . LeeaI Framework for Conditional Grants:

A draft document on the administration and reporting of the conditional grants has been

generated but not yet adopted. The Council is requesting the Senate to assist in the

finalization of the document before the approval of the DoRB. It is also worthy of note

that it is critical to differentiate between conditional grants and donor funds. Where donor

funds are related to County functions, they should be disbursed to the Counties, not held

at the national ministries.

The National Government should set up a unit at the National Treasury to manage

conditional grants. The use of National Governtnent agencies to hold funds for County

functions undermines devolution.

6. [ntergovernmental Relations Technical Committee(IGRTC):



8. Accountabilitv and tra ns f,arenc\':

counties are workilg under very difficult circumstaaces to improve on governance and it
unfair to paint all counties as corrupt. counties control only 2l%o of the National

sharable revenue while the National Government controls a stake of 79%o. The fight
against grant should be done through institutions and should target only those that are

culpable.

The guidelines on borrowing should be implemented consultatively. The Loans and

Grants Council should be established to vet borrowing.

The National rreasury has only factored the aspect of the pensions for the National

Government staff. Staff working at county Governments should also be factored ia the

formula of computation of the provision as they are also public servants and qualifu for

pension as they make part of the national obligation.

The Bill rnentions that Ksh. 6.3 billion was transferred to county Governments in

lhe20l5l16 financial year to cater for county payroll. This is not factual as county

Governments were only allocated Ksh 1.7 Billion towards the same after the mediation

process of the 2015 Division of Revenue Bill.

a) The Bill has also highlighted that additional allocation to counties are determined

through the national MTEF budget process based on the weight attached to the

national govemment policy objectives that the allocations are intended to support.

Recornmendation: The council of Govemors insist that the county Governments through

the council should be involved ia the MTEF process and allocation of all conditional

grants.

b) The Bill indicates that "conditional allocations" for the purposes of this Act, means

additional resources allocated to County Govemments from revenue raised

9. National Debt:

10. Pensions:

I l. Conditional allocation to county governments:



'nationally. This is a contradiction to other sections of the Bill that involves other

conditional allocations such as allocation from the Govemment of Denmark which

is meant to support the delivery of health services in Counties.

Conclusion

The Council of Govemors proposes that the allocation of the sharable revenue to

Counties be Kshs. 332 billion being equivalent of 35oh of the most recent audited

approved accounts for 20l3ll4 amounting to Kshs. 936 billion.

*(Part of subntr'sslarrs r's attached)

DATE OF NEXT MEETING

fhe date of the next meeting was to be held on 12s April, 2016 at 12.00Noon.

There being no other business, the meeting was adjoumed at 1 1.55am.

SIGNED hNr*t\-
(CHAIRPERSON)

DATE

MIN NO.303/2016:

N{IN NO. 304/20t6: ADJOIIRNMENT

r*l ,+ lu



. MINI]TES OF THE 49TH SITTING OF THE SENATE STANDING CONT\{ITTEE

HELD AT COUNTY HALLON FINANCE COMMERCE AND BUDGET

GROUND FLOOR BOARDROOI{ ON MONDAY. IlTH APRIL. 2016 AT 9.00 A\{

PR-ESENT
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8. Sen. (Dr.) Agnes Zani

IN ATTENDANCE

i. Mr. Micah Cheserem

2. Ms. Amina Ahmed

3. Ms. Rose Bosibori Osoro

4. Mr. Meshack Onyango

5. Ms. Lineth OYugi

6. Mr. James Katule

COMMISSION ON RE\'ENUE ALLOCATION

-Chairman, CRA

-Cornmissioner

-Commissioner

-Comrnissioner

-Director, R & P

-Director, FA

-Chairperson
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-Member

-Member
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-Member
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1. Ms. Brenda Ogembo

2. Ivfr. Victor Bett

3. Mr. Robert Nyagah

4. Mr. Fredrick Muthengi

5. Mr. Gorod Abdi

6. Ms. Julie Mwithiga

7. Ms. Fatuma Abdi

SENATE SECRETARIAT

-Committee Clerk

-Committee Clerk

-Parliamentary Budget Office

-Parliamentary Budget Offi ce

-Parliamentary Budget OfIice

-Parliamentary Budget Offi ce

- Audio Recording

1. Preliminaries

(, Prayer

(i, Remarl<s by the Chairperson

2. Adoption of the Agenda

3. Confirmation of Minutes

4. Meeting on the Division of Revenue Bill, (DORB),2016.
. Briefing by the Parliamentary Budget Office (9 am - l0 am)
. Meeting with the Council of Governors (10 am -l I am)
. Meeting with the Commission on Revenue Allocation (l l am _12 pm)

5. House Keeping

6. Any Other Business

7. Date of Next Meeting

8. Adjournment

MIN NO. 29 t/2016: CONFIRMAT ION OF MINUTES

The chainnan informed the meeting that the confirmation of rrinutes will be done during

the next housekeeping meeting.

MIN NO. 289/2016: PRELIMINARIES

The chair called the meeting to order at 9.27 am followed by a word of prayer.

MIN NO. 290/2016: ADOPTION OF THE AGENDA

The agenda wzis adopted as follows;



. MIN.NO.292/2016:

The Parliamentary Budget office after being given the floor rnade the follorving

presentation:

The stark variations between the two revenue proposals depict differences in the

interpretation of revenue growths and conditional allocations. The Committee listened to

the both the National Treasury and the CRA regarding their respective views on 2016117

revenue allocation. Having considered the views of the two institutions, departmental

committees and other stakeholders, the Committee itself further noted several emerging

factors which may inform revenue allocation in2016/17 and in the medium term.

1. Need to entrench fiscal prudence and austerity in the light of weak domestic

revenue collections and deteriorating debt financing conditions. The Comminee in

particular noted the flagrant spending on non-essential items like non-essential travel,

allowances. Equally, the Comrnittee was concemed about inflated expenditures and

contracts and corruption which continue to bleed scarce resources. Owing to weak

domestic revenue performance and emerging borrowing constaints, each level of

government should attempt to achieve same targeted services with minimal resources.

2. Need to base allocations on real revenue growth: The Committee noted variations

in the revenue assumptions used to compute equitable shares, which partly explain the

differences in the revenue sharing proposals (CRA 15.09% relative to EPS 7.9%).

Reconciliation ofthese measures could help bridge the differences.

3. Conditional Allocations should remain stable, Strong justifications for conditional

allocations and pre-negotiations could help reduce the proliferation of conditional

allocations in the tight of the enabling (remedial) Article 187 of the constitution. Where

conditional allocations are negotiated and given, a good framework for implerrentation

and transfer of resources need to be devised, including where necessary the transfer of

functions between levels of govemrnent.

4. Revenue Sharing (Horizontal) formula among counfy governments: The

Committee noted with concern that the current and proposed formula for sharing revenue

among counties was biased towards counties with large population and those with high

MEETING WITH THE PARLIAI\{ENTARY

BIJDGET OFFICE,



poverly levels. The formula cannot capture the unique but deplorable needs of urban

areas and slums. This, approach, it was observed that it is unlikely for it to achieve the

primary goal of devolution which is to reduce inequalities in public goods and services

given that some of the poorest citizens dwell in urban slums. Thus, the ideal sharing

fonnula should 'needs-based', where "needs" can be discerned through a Human

Development Index.

5. Revenue allocations should also be informed by gross financing resources

available to each level of govemment. In this regard, consideration should be made with

regard to "own county revenues" to inform the overall debate on revenue share

determinations (counties collected about Ksh. 33 billion in 2014/15).

6. Need to boost some conditional allocations: The Committee noted that the amounts

to free maternal health and leasing of medical equipment need to be enhanced given their

impact on overall wellbeing of the population.

7. The need to formalize the revenue sharing framework as provided in the

constitution: Article 202 and 203 are the bedrock of revenue sharing between the two

levels of government. However, as the Committee noted, the framework for

determination of the revenue allocation were far from adequate. For example, the

Committee proposed that the basis of sharing in Article 203(l) be formalized ttrough

clear interpretation or legislation so as to determine contentious issues such the meaning

of "National Interest". Similarly, the framework for conditional and unconditional

allocations should also be expounded so as to make revenue sharing easier, less

acrimonious, and stable.



Level / Type of Allocation 201slt6 201612011

National Government 97 6,925.50 1,099,899.0 0

Of Which

Free Matemal Healthcare 4,298.00 4,t21.03

Leasing of Medical Equiprnent 4 500.00 4,500.00

Compensation for User Fess Forgone 900.00 900.00

Level Five (5) Hospitals 3,600.48 4,000.00

Special Purpose Grants supporting access to

Emergency Medical Services

200.00

Add Allocation from the Fuel Levy Fund

(1s%)

3,300.00 4,306.81

Conditional Allocations (Loans & Grants) 10,67 1 .21 3,870.69

Total County Conditional Allocations 27,269.69 21,898.

Equalization Fund 6,000.00 6,000.00

County Equitable Share 259,'174.50 280,300.00

Total Sharable Revenue t,242,700.0 0 r,380,199.0 0

. Allocations in Kshs in million for FY 2015/16 and FY 2016117

MIN NO. 293t20L6: MEETING WITH THE COMMISSION ON

REVENUE ALLOCATION

The Chairman CRA after being given the floor made his presentation and

recommendations as follows:

a) Revenue Growth Factor:

i). The National Assembly Bill 2016 provides for a revenue growth factor of 7.8%.

This is a National Treasury growth factors whose calculation has not been

explained in any document. It is neither a revenue growth factor nor is it a GDP



growth factor. A revenue gror,lth factor of 7.8 percent is too low for consideration

as a basis for increasing allocations to county governments for financial year

2016/17.

ii). IBEC recommended that the CRA and the National Treasury calculates the

revenue Growth factor based on the IBEC minute resolution of ns February 2015

that approved the use ofa three year average grouth ofboth revenue and GDp.

iiD. The Commission recommends to the Senate that the IBEC growth factor be used.

This is 10.2%: (15.09+5.3)72. The three year revenue and GDP growth rates are

equal to 15.09% and 5.302, respectively.

b) County Governments' Equitable Share

i)' The National Assembly Bill 2016 does not provide for additional allocations for

all functions transferred to county governments. The Transition Authority in

February 2016 gazetted more functions for transfer to county govemments. This

includes roads and libraries, among others.

ii). In accordance with the provisions of Article 187(2), the Commission recommends

to Senate that resources for County roads and Libraries, amounting to Ksh, 8.43

billion and Ksh. 0.3 19, respectively be allocated to county govemments as part of
the equitable share for 201611"1 . This was agreed by the ad hoc technical

cornmittee of the Summit in March 2016.

c) Conditional Allocations to County Governments

i). In accordance with the provisions of Article 202(2), conditional allocations to county

govemments are from the national goverruIent's equitable share. The National

Assembly Bill 2016 provides for the allocations without full adjustment for inflation.

ii). IBEC recommended that with the exception of the allocation for the leasing of
medical equipment, the other conditional allocations be as recommended by the CRA

d) Road Maintenance Lery Fund.



r) The National Assembly Bill 2016 does not provide for additional allocations for

'' maintenance of additional kilometers of roads transferred to county govemments in

February 2016 by the Transition Authority.

ii). Kenya Road Boards Act provides that RMLF is aliocated as follows: KeNIIA:40%;

KeRRA : 32o/o', KLIRA : 1 5%; KWS : 1 %; KRB - 2%o; and Emergency = 1 0%

iii). The Commission acknowledges that counties were allocated l5Yo of RMLF in the

year 2015-16 out of which 10.2%o was from KERRA a.nd 4.8% from KURA

allocations respectively. However the 15 Yo resources transferred to the county

government fiom the RMLF is not commensurate to the number of Kilometers

transferred to county govemments, amounting to 120,000kms.

ir,). Based on a criteria provided by the State Department of Infrastructure for

maintenance of class C roads and class D roads under KURA and KeRRA the

Commission recommends to Senate that an additional 10% of the RMLF be allocated

to county govemments for the maintenaace of the additional road network transferred

to county governments. In total, county goverments should be allocated 25%o of the

RMLF in finaacial year 2016111 .

e) Rehabilitation of Village Polytechnics

The National Assembly Bill 2016 does not provide for allocations to county govemments

for rehabilitation of village polltechnics.

i). IBEC recomrnended that a conditional allocation of Ksh.i'5 billion be given to

county governments in 2016/17.

ii). The youth need to be meaningfully engaged. Emplolnnent of the youth should be

the country's first national interest. This is important to address the hvin probiems

of youth radicalization and insecurity. The observation by the National Assembly

that village polltechnics rvill be considered once the financial position of the

country improves amounts to double speak given that NYS and education are

ranked as part of the national interest.



iii). The Commission recommends to the Senate that Ksh. 1.5 billion be allocated to

county governments as a conditional allocation to rehabilitate/ built and equip

village polytechnics across the country.

MEETING WITH THE COUNCIL OF

The Council of Govemors' on the last Minute informed the secretariat that they were not

able to appear before the Committee, since the Chairperson, Finance Committee of the

COG is not feeling we1l, via text message to the secretariat sent the same day. However

the Secretariat was infonned that the COG would be represent the Following day

(121412016) during the Public Hearing.

l. Sen. Mutula Kilonzo Jnr. was not comfortable with the Pending Bills that are

continuously growing in Counties and that steps should be taken to address the

issue. The Committee agreed that this should be addressed by the controller of
Budget since we are heading towards an Election year debts shouldn't be forwarded

to the incoming leadership of the Counties. This also applies to finding a way of
introducing caps on expenditures at the Counfy Governments;

2. The Committee was not comfortable with the happenings surrounding the issue of
Chase Bank being placed under receivership and that CBK, should come out clear

and explain mechanisms they have put in place to cushion other banks and that he

should resist from using too much force on commercial banks. The Committee was

also concemed that given the 1 Million cap on withdrawals on Commercial Barks,

how did some individuals able to withdraw large amounts of monies at certain

branches of Chase Bank?

The Committee also reviewed a letter from the Capital Markets requesting to visit

the Committee and agreed to schedule the meeting on Thursday, 21" April, 2016;

The Committee received an invitation from the WTO for the 136 and l4th of June,

2016 in Geneva, a delegates conference and three members were nominated;

. Sen. Moses Wetangula

. Sen. Njoroge Ben

. Sen. Aaron Cheruiyot

3

4

MIN NO. 294120I6:

GOVBRNORS

N,rIN NO. 295/2016: ANY OTHER BUSINESS



the Comminee tlen resolved that the following Ministries that fall within the

domain of the Cornmittee be invited to give a status update of the happenings in

their respective Ministries.

r Ministry of Tourism - Tuesday, 26e April, 20 16

r Ministy of Industrialization - Thursday,28s April,2016

MIN NO. 296t20r6: DATE OF NEXT MEETING

The date of the next meeting was to be held on l2s April, 2016 as from 9.00am.

MIN NO. 297t2016: ADJOURNN{BNT

There being no other business, the meeting was adjoumed at 12.25pm.

SIGNED

DATE

(CHAIRPERSON)

t'rl'(l t a

l==(t""l
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PUBLIC HEARING ORGANISED BY THE SEi{ATE COMMITTEE ON FINANCE,
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AT
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DlViSl0ii ,iF RillEliUE FCIR FY 2416117

-1. ia crJer to arrive at Cci-:ntv Governments' equitabie share of revenue for FY 2016117, the baseline

ii.e. equitable i'evenue share allocation in FY 2015/16) is adjusted by an revenue growth factor of

7.a cercant. 3ased on 'fiis adlustment, County Govemments' equitable share of revenue in FY

2C1$117 is esiimaied to be Kshs.280.3 billion. The adjustment was necessitated by Exchequer

sricriails to the iune oi an estimated Kshs. 50 billion by the end of December 2015. This shortfall is

exD.cteC to gro,n/ to about Kshs. 80 billion by ihe end of the flnancial year 2015116. Accordingly, the

)taiicna! Government will be cushioning couniy govemments of this revenue shortfall hence the

*rriiabie share of ievenue for county governments will be transferred to them without dedirction. lf

:ie Ks:,s. 80 biilion is reduced fiom the National Governments equilable share for FY 2016i17, it

::',:iaicre impiies d jsoi'ooortionate negative fiscal impact on the National Govemment leaving it

,:;irse :ff thaii the last financial years' equitabie share. It is therefore necessary to plan with a

:e?iisi,c growth facioi-, hence the adjustment to 7.8 percent. This allocation is above the

coisiitir'i;onal minrmirm of 15 percent of the latest audited revenues for FY 2013114 (i.e. Ksh. 935.7

riilion) and inceec it is moie than double the Constitutional minimum threshold.

2. ii adoirron to ihe abcve equitable share allocatron, County Governments will in FY 2016/17, receive

aiaiiional cooditional aliocations amounting to Kshs 21.9 billion as follows:

iiee rnaternal healthcare: Ksh.4.1 billion

ie:sing of medical equipment: Kh. 4.5 billion

ccnpensaiion for user fees foregone: Ksh. 900 million

ievel 5 hospiial grant: Ksh.4 billion

(sls 4.3 biii;on in the form of a conditional grant transfened from the Road Maintenance Levy

:,rc (RMLF)

(sis 0.2 biilion in the fcrm of a Special Purpose Grant supporting strengthening of access to

ei-rrergenc-y rngdical services in Lamu and Tana River counties, which are vulnerable to security

isrs 3.9 liiiion frcrn proceeds of loans and grants fiom Development Partners to finance

i-.v:lved ilncticns within specific counties in accordance with the signed financing agreement

ioi each loan/grant,

Cou,':l aiiocaticns uniar (a), (c), (d) (e) and (f) will be transferred to the respective County Revenue

Fun:s iCRis) whiis grants under (b) and (g) shall be budgeted for at the national level and managed

by the Nati'r.rai Governneni on behalf of county governments.

The i'.ail::ral Treasury will be proposing hvo furiher amendments to the DoRB and CARB 2016

susii.,rer rr Parliament to incorporate the following changes:



:3rdiiioiral _lienr ic supDort ihe cons','uction of county headouarters in 5 counties: There are 5

;ciiies ihai did not inherii oftrces that could accommodaie the headquariers of the county

?3r,emmeilrs. llese counties include: lsiolo, Lamu; Nyancjarua; Tana River and Tharaka Nithi.

:o:ici,,,ing ccisritations with the countias concerned, it has been agreed that the constructlon

:f ccunly neaccuafters be funcjecj at the cost of Ksn. 518 Million (Ksh. 315.5 Million for the

3:unty irec,.rii','e Ofilces and Ksh.202.5 [4illion for the Couniy Assembly). The Nattonal

3.t..,ernnei't r,{iir coniribute 70 perceni of the budget while county governments will contribute

j"1i lefceni. Ti:3 contributicn of ths National Govemment v/ill be spread over next three

'.:,nrrciai yea;s. lil the financiai year 2016117, therefore, the National Treasury propses to

:ri,rioe a icia: :i Ksh. 510 miilion for the construction of county headquarters. (i.e. lch 122

\.i:;ilcn io e3ch cr the flve counties),

: l:c:-,: jtionai grii.t ainounting ro Ksh 1.41 billion to be financed by a world Bank credit in

::ircr1 ci :na (enya Devoluiicn Support Progi'am (KDSP) The World Bank has agreed to

:x:snd to :le Glvernmenl of Kenya (Go$ a total of US $200 Million over a period of iive (5)

),ears for rui.poses of the Kenya Devolution Support Programme (KDSP). This credit is to be

:isrirsed cn lire basis of capacity building and performance levels achieved by the national

:r't: :ouniy go,i3rnments and only upon confirmation that the pre-determinrid results have been

z.:,', j:r;ed, :i is expected that B0% of the funds (US$160 million) will flow to County

Scir:mmer^,ts as capacity and per'ormance grants and the balance 20%(US$40 million).

-ihe ::r:oiti icr tre credit iacility had not been granted by the time of submitting the DoRB and CARB

2Ci,j in reri.uary 20i3 and therefor.e could not be reflected in the DoRB and CARB 2016. The World

Banl 3carc approried :tre credit facility cn 1 Sth march 2016, The support will entaii capacity building for

Ce,r,:1,:ircr, anchorao urrder the National Capacity Building Framework (NCBF). KDSP will seek to

sris.lj:)e0 irsiitutions ar,d sysiems ior Cevolved service delivery in the following five priority areas:

:::ienEiisniiiE lu.5lic f,nancial management (PFM) systems;

r;. Strengtheninq Ccuniy Human resource management;

liiil :r,cioving count/ pianning and l\rlonitoring & Evaluahon systems; anci,

;lv) !li1i: Eciucai:on and Public Participation.

i; Sri:agtneni:,E lntergovemmental relations

Tne ilarlonai Treasi-:ry vrill therefore be proposing furthet amendments to the DoRB 2016 as suggested

abc\a 1i..,::placlrrq the Schedule in the DoRB 2016) and to the CARB 2016 by replacing the Third

Scl'i--dri,: (if ths 31il with ihe one attached to this briei,

Wit:i .ie :Uove twc amendments, total allocations to county governments in FY 2016/17 will be Ksh.

30+ : 3iilio:.. cr 337c oi l:,e lasi audited revenue.

3. --l:re 
wiii alsc :e an aciditional allocation Ksh. 6 billion from the Equalization Fund to be spent

in c.'-'ii;s ivhici have b:en determined io be marginalized.



1.. -,::5.oingiy ir,2i't6i17 , counties rvill share an estimated Kshs 302.2 billion, which represenis a

5 aE.';er: ,icieese i.'or lrojected tcial transfei's ior 2015i16, which is Kshs 287.0 billion.

5. rra baiance ci the shareable revenue after allocating funds to Equalization Fund and County

Gcr'erlrr..r:s estimaiec at Kh. 1,093,9 billion will b,e allocated to the National Govemrnent. (A copy of

th: -1.,r::o:;f Rereiru:3i1i,2016, including the MEMORANDUM explaining the allocations is attached
;^. :- i^.-..,'-^'

5. r;.\e eciriia:,ie slare of revenue and the conditional allocations are allocated among county
g3','.ri i:isr::s cn tte i,:srs of the revanue shanng fo,rnula approved by Parliament in November 2012.

Ti,e f;r.::rria ialies iito 3ccount population (45 percent), land area (8 percent), poverty (20 percent),

Bcuar si:a,e (25 percent), and fiscal responsibilifl (2 percent). However, a process led by the
Cc:.r: s; i:: ci'i Reven,ie Aliocatron (CRA) is ongoing io develop the second geneiaton criteria for the

sha. .;; l,' ig',,enue :ncrg the counties.

Di:-i:i'g::ces l:etueen ine CRA end Natioial T!-easury Proposals

7. i;r:nty Eclltable Share oi Revanue: The CRA recommends County Govemments' eouitable
sta.-: r; :e!'enue of Ksir. 331.8 biliion. soui-ces of difierences wiih the National Treasury proposal are

aS ir.iic'.';:i

-j:', cf }rtilent rcvenue qrowlh factor: CRA grows the county equitable share of revenue
oy 15.CS perceni, which is the avei'age growth rate of audrted shareible revenue raised
ilalional:y orrer the past three years. The National Treasury on the other hand uses a
reverru; Eiowih factor of 7.9 percent. This growth factor has taken into mnsideration

reili-li'i, ana-. of revenues which have not been periorming well in the recent past.

,cuiable revenite share adiustnent of Ksh.27.B billion for additional countv roads
ln :r':ir:rira:ion of a ciecision by the Ti'ansition Authority (TA) to transfer additional county
i:aCs ir f :' 2A1Afi7 , -ke CRA proposed to gross up the county equitable share of revenue
icr 21':;ji',7 ,y an allocation of Ksh. 27.8 billion for construction and rehabilitatton of munty
?acs. ;: i,rc'ilci be noted that ai the time when CRA recommended the transfer of an

:Ctiitrcnal Ksh, 27,8 biiiion to County Govemments, the TA had not gazetted the decision

io iia:,sie: 3cditional county roads to County Governments. The Natronal Treasury view is
:.-5al ari aCCttional rescurces io be transfei'red to County Govemments in respeci of county
:caCs f-r,ci,on should be supported by a gazette notice by the TA authorising such transfer
aic e .,eiqtixination of resources, if any, to be transferred to County Govemments. lt

shcillc. i:iv;ver, be ncted that as early as n 2U3114, resources relating to roads were
ii'aiis:e;r:i ,o Counl/ Governments anC therefore the county equitable revenue share
ri'oDcs.3; r;y ti':e National Treasury for FY 2016117 already includes an allocation for county
:;:.ds lha,eicre, there is no justifcation for transfer of additional resources since
iiSDr,?€i i,eia aii'eacy transierreri. What had been delayed is the process of transferring

1,:



Co'!nt,/ ecuiieble revenue share iustmeni of Ksh. 5 billion io cater for public particioaticn

The CRA has prooosed a funher adjustmsnt of the equitable revenue share to include an

allccatior,r oi Ksh.5,0 D;llion to cater for public participation in FY 2016117 . The National

ii'easury view is ihat whilst pubiic participation is a constitutional requirement for both

lavsis of gcvernnneni in cai'rying cui any development agenda, each level of government is

;ecuri'ecj by iaw lc sei aside iuncis for the same function form its resources,

8. Lxisiing coiiitlonai Allocations: Iha cRA has proposed to increase by a higher growth

factor :i t 5 ,i9 percerl itc Ksh. 20 billion in FY 2016117) all existlng conditional allocations for: Level'S

Hosoitais: i:ee Materral Health Care; Compensation for user iees forgone; leasing of medical

equipmenL :nd :cuniy roads. The National Treasury on the other hand has proposed an allocatjon of

Ksh. 17,r citiion Jci n 2Ai6ii7. These conditional allocations, as is the practice, have determined

through ;ie MTiF ouiEat lrooess foliowing sector negotiations upon consideration of all national

gov3ir'::.1in:. :rroiities. This is the process pi'ovided for in law for determining annual budgetary

alioc:,:::'s.

g. ir..,lcs;c i:ei'; ;si.lditlonal allocatio.rs: The cRA has proposed several new conditional

allcca:i1s arnounting io Ksh, 25.7 billion which the National Treasury has not included in the Counry

Allcci:iir' :r Rev;r";ue )il ior iY 2A16117, These inciude:

;, i.liccai:ior: to catei for emolunents for Devolved staif of Ksh. 5.196 billion'.' CR{ has

.ric.isec an addilional Ksh. 5.196 biliion, to be shared proportionately among counties

::ased on oayroll of devolveci staff. These allocations are intencjed to act as a short term

::roD 3?0 measure to cushion counties that inherited a relatively higher number of

;.nrioyees, against expenses on salaries as they await conclusion of the staff

ia'r:ciralizalci ri^ogi'amme. lt should, however, be noted that in costing of devolved

;unclions aC?quaie provisions were made io cater ior county personnel expenses. Indeed,

addiironar aliocaticns (Ksh. 5,3 billion) were approved by the Senate to cater for counry

pay:.i) were rncludeC i;r the equitable share of revenue for FY 2015/16. lt should also be

i:nemberaC thai rn FY 2013/14 amounts set asicie to hold harmless county govemmenis

:r,a: inheni:,i iighei than average wage bills, were shared on the basls of the revenue

sia::rg fo::r-,rula ioilcwing an agieement among county govemmenls. ln the opinion of the

i.:arcnal TieasJry, a't the cuirent level oi funding county govemments have sufficient

fes-!;ces ic catei' for the cost of personnel emoluments.

: iltct;cnat ccndncnA -

cF.r.oroo3ses an additional conditional allocation of Ksh, 4.0 billion to be shared equally

::i :cnsr:c'icir of county headquarlers in Tharaka Nithi, Lamu' Nyandarua, Tana River

an.i isioto coxrtiss. The above named counties did not inhe,'it offices that could

'":arnrrnocil? tne county government. Following further consuitation it has been agreed

:r3.: :I!3 :.:.irsi'lr9iicn of county headquailers in the 5 counties be funded at a cost of Ksh.

:Crl 
'-niil;c;: 

pei colnti/ (Ksh.300 for me Counly Executive ofiice and Ksh.200 miilion for

.,:: l;ui':r A;sar^nblv). The Nationa! Government will contribule 70 percent of the cost and

.i-: l3i.ii,ir, gcr;ei-nnents will contribute 30 percent. The National Government contribution

,.1r, i,: spiea: :,rer three years. The National Treasury will therefore be proposing iurther



ai::;rCmert lc iie DoRB and CARB 2016 to reflect this change by reolacing Schedule in

.r-. foRE 2i,i € as weii as Scheduie 2 of the CARB 2016.

1. :.::yirtai 6i:-1i!icna! allccations for Rehabilitaiion of Primary and Secondary schoo/ of
,/.sr' 5.C tiilion- ..ite pi-oposeii new conditronal additional allocation by CRA of Ksh. 5.0
r:il::cr is neaii ici bi-riiciing of schooi infrastructure, a role they say has been left to parents

iesrite iire ,'ur:ct;cn being a national one. The view of the National Treasury is that these

?rs i.latio;ai gcvemment functions and that such a conditional grant can cnly be initiated

-lv iie rn;nis:r',' i:sconsible fcr pi'i'-nary and secondary education.

'-:, t:lcltpiiai zllilrtai ailocaiion iorihe Establishnent of County EmeraencLfund ofKsh

i-;-!!!E!.. - C?A has proposed new conditional additional allocaiion of Ksh.5,2 billion as

rie !{ illolev irwards establishment of County Emergency Funds in line with provisions of
)Ft,tA S::tion i10ii ) to be shared proportionately among counties. The National Treasury
',611.-s 1;1121,, ooinion cn this prooosal because ihe PFMA anticipates trat all

:;ctieri'rm-.rits ootr national and courrty, should sel aside funds for the establishment of

.nei,' reslecirve Emergency Funds, More over a similar proposal was dropped on the

.,-h,r,ve iegal basis by the mediation committee of Parliament when making

::c3irni-,r3ncatrcns on the Divlsion of Revenue Bill, 2015.

:. ..1:,:iiric.r-"/ 
=a:li;ixa! allocation for the Rehabiiitation cf Villaqe Polvtechnics of Ksh. 6.3

tit!::.:t: - 1:e CR"A nas fuither proposed an additional condiiional allocation of Ksh. 6.3

;ilii:',r froi:r ilrc n?tronal government share of revenue to county govemments so as to
iui:,:I, eci::p anC :enovate village oclytechnics. The CRA further argue that these village

:c,'riechr,i;s .l:ii gc a long way 1o serve as centres of excellence to empower youth wilh

:ir. :eqlir$ite skilis io generate employment. The National Treasury acknowledges this is a

.l;'r:ii,,e. fir.r:icn and ihat the Viliage Poiytechnics are essential in developing skills of the
'/,-,.ltl^i r',,i0.:icn't iransit io institutions of higher learning. However, due to limitaiion in

'is:jrices, r'ie i\Jational Treasury i'ecommends that this conditional allocation be done

il r.igh o-li- li' ;irrancing wiihin lhe provisions of he E(emal Resources Policy of the

i,i.:rilnai ireasufy. As such, ii is proposed that the decision to include it in the budget for

?'" ?J1Ert7 ,:3 .heiried untrl a potential cionor is identified.

10. ft:slcirs: ix ahe ftr,:o:rmeldatlons of the lnteigovernmental Budget and Economic Council

- ie i:,ieig;r'arnnan,al ludget ancj Economic Council (IBEC) recommended that county equitable

ii::: i':;,,:;rii: io: lY ?0i6117 be increased by a growth factor anived at on the basis of the

:,iii-,:ric;es ,:greec aL tiie IBEC meeting of 11th February 2015. The implementation of this

i Jc.,,rn:i,.':iiori ,s. 
"ic\i.'iver, not possible given that revenue collection at the national level has

'-,'s i:-- ,u;ih::i iesolved rhat couniy govemments be allocated additional conditional grants

'ii.i::,,iiiir! il, (sn 1.5 biliion to supoort the rehabilitation of village Dolytechnics. The National

e.,*.,: iiisas ihe ciiiicai roie played by village polytechnics in contributing to economic

6l



ii'!,3i:::'ii:,i ani iii.i:asitg empioyr'nent opportunities ior the youth. However, given the tight

':r;, c::i :-.iiicr: r:; ll',;tnnent it is not possible to provide this additional allocation to counties in

:r 
..- ji !r - Ti::s -a:-;...i w:il ix mnside;'eC when the iinancial position of Govemment imDroves.

::,; r.:ai;ci i, Gci':i-.i;re.rl wiil also s3€k the support of development partners,

.:: 'EEl. ::rso :i-:cc't',re:,ded that ihe National Gcvemment considers allocating some funds for

.: :. .- l'! ili ::iicrj :i ;-ii:c;,.jafiars ici ive counties, that is, Lamu, Tharaka Nithi, lsiolo' NyanCarua,

.-:,-, .e,i.,-: ier .,-s :'<::a,rei al the ISEC meeting of 9th February 2016, this will be funded when

.:, s':,-:sl:;r.. witl- :i r .c..arned ccunties are conciuded and subject to availability of funds.

::'i: ,,i,; '. ,1ne:' .:r ':iiJiietrcns, it has been agreed ilat constructions of county headquarters be

-:..ii.;i ' ^ir.; m3:,::i :ic lJsec in paragraph 9b above.

11..::-:J'i'.::'' be:::,:-'e.asdemonsiaiedinthetableoelow,aftertakingintoaccountthecriieriaset

:-. .- ,i.,', i ; 20,iii: i,; i:e Constitutioil, only Ksh. 203.4 billion of the shareable revenue is left to

.: :.' :1. lrt ..thei -:::'.:r C:vei'n,rner.l need. lt is ciear from the table below that any increase in

---i:'ry a;i:iztioi r,',t i:ir;el reduce th,-" aiiocation for national government anci make it ciifficult lor

^: ia+ia'il gor'?'l.:'.ini tc delivei critical services such as internal security, roads, energy,

TaL.:.:: i.'a,.;*ti:.,, r:'i;!:e Ei.l-l 3gzi..st Article 203 (i) of the Coastitution (These are

esri.,::j'jrt :1i r:: ti;ie :.:: 'iicaiising the proposai oE the Division of Revelue Bill,2016)

.'; I :.,1 r-i !.aRi:l""; c i {

-i!i , :.'evei.:,.3 'e:;:ll3irg AIA)

1.,.' ;::' rrigi'.:.-'!:: 3: !:i: Iize: Ciearance

,:: r!Lr!: .i---iar€si i.,rcict:203 (1)(ai]

. j:,;:a-:. -:en: c: ;',:triiiry Coeiations (poiice vehicles, helicopters,

..:ll; C;:;. (Ariicie 233 [1iIb]]

ii
lr! i.:.r:,.-: \rili.i zal 3bligei.i,,:s (anieie 2C3 [1][bi)

:q:-.,'-r:. :onsr.;ai..rtiai saiaries & other

.:si;;!::oiiai 'lorr:nissions (An. 248(2)) - i.e. CR-A-, CIC' SRC,

:i.:i-,.:iO:.;:,":i+i--. la8(3)) - i.e. AG &CoB

\L1 1!!

54,517 56,r5

2015t17zAt5/t6
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Iable 1: Resourcc Mobiliration and Allocation
Billions of Shillings

2o7s/t6 2076177

I. AVAILAELE RE5OURCES

1 Total Revenues

o/w: AIA

2 Net Domestic Borrowing

3 Net Foreign Financing

Grants

Loans

1,901.80

1,311.1

109.1

770.3

479.9

73.4

346.5

2,051.60

1,495.3

7!6.2
184.8

370.5

59.8

370.7

II. TOTAL EXPENDITURES

5 Recurrent Expenditures

6 Development expenditure/'Net lcr'dinB

7 Transfers to Count), Governments

1,901.8

989.7

647 .9

264.2

2,OSL.6

1.,O94.2

672.6

284.8

ll l. Rem3ining Resources for AdciitionalAllocations

L



TABLE 2: SUMMARY Ot THE NATTONAL TNTEREST BU DG ETA RY ALLOCATTONS FY 2016177

D

ITEIIl DESCRIPTION t07st76 2016n1
Ksh. Millions Ksh. Millions

Ordina ALARevenue excludin 000I 0 1991

B

l. Enhancement ofsecurity Operations (police vehicles, helicopters, defence e.
2. National lnigation & Fertili:rer Clearance

79,r89
17,7@

12,500

L7,055

1,4,354

L7,580

71,954

t8,900

9,500

t,620
14,354

17,580

3. Youth Empowerment
4. National Social safety net - (for clCer persons, OVC, Child Welfare, severe r
5. Digita.l Literacy

Natio nal Interest [Article 203 (t)(a)l

C bPublic Debt Article 203 I 362 391 433 800

i3. Constrrutional Conrrrissions (Art . Z4B(?t) - i.e. CRA, SRC, NLC, NPSC,
IEBC, TSC
3. lndepeircient Ofiices(Art. 24S(3)),- i.e. a.C & CcB
4. Parliament

5. Oiher Constitutional Insritutions- AG,s oft'ice and Dpp
6. Orlrer Sututory tsodies (e.g. EAC]C,Rpp,WpA,CAJ, IPOA, NCEC)
7. Judlcia:y

54,617

I 89,066

4,720
2'1,?_71

6,863

4,697

i'l,t6t

3',7 ,343

o erh nN llo a i.)o :l tllo s I c 1 30 I
I . Pensious. constitutional sataries & other

IU
ad ffi ati und)

3 o he tatuS t) oCAtI no earro alked nds es( Corrstig hierrcv
Deve entL} Fr,r om en mt ve c o Fn

34t 744 t63 l(t2

208,i63

36,635

56,1 l5

4..723

27,705

5,607

4,855

17 ,7 59

E ,1
5

IAl.ticle 203I}ner cilctcs
,7 245

5.000
c Giain Reserve

1 245

I.Contingencies
5,000

and1ualisati0u Fund Article 203
6 000

31 498,038
aII a ceil beto hs red bel1l'een tir e it ilntio a dn oC TLI

Coun
294NGovcru ITI en A o CA ntio illfro et eDIT eu aR ised tio ail lt 273 070I

I32,361 017
folaBa ceD A ila leb r N ti n() a o1'G ,Icrn en Needs

IldncBtion

-Ri.atc Deparr.rneirt of eCucation
State L\ept ScieucoTecltnol gr

Health

Preventive/promotive

National Referral
Other

154,841

81,441

73,400
59,134

i5,102
23,470
12,244

15s,37s

61,385

73,990

59,576

15,582

?4,308

10,96C

Rernaining 5harable ,qsvenue for Rest of Nat. Gov. (81,664) (10,934)

,)

Government
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1. INTRODUCTION
Article zo5 provides that:

(, When a Bill that includes provisions dealing with the sharing of
revenue, or any financial matter concerning county
governments is published, the Commission on Revenue
Allocation shall consider those provisions and may make
recommendations to the National Assembly and Senate(z) Any recommendations made by the Commission on Revenue
Allocation shall be tabled in parliament before voting on the
BiII.

2. BACKGROUND
Pursuant to Article 216, the Commission submitted its
recommendations to Parliament that Ksh.33z billion be allocated to
county governments as equitable share and IGh.46 billion as conditional
grants for flnancial year zot6ft7. This allocation is equivalent to 95o/oof
shareable revenue of the most recent audited approved accounts for
zot3l14 amounting to IGh.936 billion.

Figure 1 presents the CRA and the National Assembly Bitt No. 4 of zot6
recommendadons on the equitable share to counttesfor Fy zot6/t7
Figure r: Comparison of Equitable Share Recommendations
on the Division of Revenue for Ff zot:6/17

45%
o\ Shs.

Billion
"l

cl nt
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r( J ?q
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l5 30
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z8o

o 25%

2073/14 2o14l1s 2}ts/16 2Ot6/17

..1-,CRA .l-National Assembly =*;.lBEC

Source CRA zot6
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While the CRA recommendatton prouides for an increase in the

equitable share allocation to countA gouernments as a proportion of the

shareable reuenue, the National Assembly Bill No. 4 of zot6 prouides

for a decrease as shown in Figure t aboue.

Figure z: Trend of Shareable Revenue, Ksh. Billi6n5

1,6oo

1,4OO

1,2OO

1,OOO

8oo
6oo

400
200

o

1,445

CJ:>x
e.=&=
o.r 

.ii

6J(a

q

L,251

936
1,038

682 777
6rr

zoto/tt zor!/D 2ot2/73 2oL3/74 2o74lls 207s/76 2076177

Financial Years

Source CRA zo16

t ectualShareable Revenue Estimate ! ProjectionrITI

Revenue Growth Factor

(i). The Commission recommendation on the revenue growth factor of
t1.og% is an average of the three years shareable revenue growth
rates (Table 3).

The IBEC recommendation on the revenue growth factor of to.z% is

an a three year average of both the revenue gror'rth of. t5.og% and
Gross Domestic Product of. S.g% (Table +).

The National Assembly recommendation on the revenue growth

factor of Z.B%has not been explained.

The recommendation on the equitable share to countA gouernments for
financial year zot6/t7 of Ksh. gz billion is equiualent to z3% of the

projected shareable reDenue for financial year 2016/17 estimated at
Ksh. t,445 billion.



4
Comparison between CRA, National Assembly BiIl No. 4 of
eor6 and IBEC Recomrnendations on Sharing of Revenue for
zo16ltT
Table r: Equitable Share to Coun\r Governments

*Recommendations of the Sr-rmniit Ad hoc Technical Comrnittee, Malcir eor6
3t.60/o

ITEM zor5/16
Ksh.Mn

zol6/t7
Ksh. Million

A EQUITABLE SIIARE TO
COUNTIES

ActuaI
Allocation CII.A

National
Assernbly
BilI No.4

zo16,

IBEC

1 Latest Audited Accounts zorzlt3 zot3/14 zor3ll4 zorglr.4

2
Shareable Revenue: Audited
Accounts zz6,8s8 935,653 935,6s3 935,653

.f Equitable Share (Baseline) 259,775 259,775 259,775 259,775

26,4844

Adjust by the three year
average revenue growth of
15.09 percent (National
Treasury=7.8%;
IBEC=ro.z%)

39,2oo 20.-225

tr,)
County Roads (Summit Ad Hoc
Technical Committee)

27,790 o 8,4so-

6 Public Participation 5,ooo o o

10
Libraries (Summit Ad Hoc
Technical Committee) 319*

13
Total Equitable Share to
Counfies 259,775 331,765 z8o,3oo z95,OO8

74 Fercentage Share to Counties 33.44"/" 39.46"/" 29.96%

' Source: National Assembly Bill No. 4 zo16
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Table z: Conditional Allocations to County Governments

Source CRA" zo16

"Recommendations of the Sr-rmmit Ad hoc Technical Committee, March col6

zor5/16 zo16/t7

B
CURRENT CONDTTIONAI

ALLOCATIONS
Actual CR.4.

National
Treasury IBEC

1q Level 5 Hospitals 3,600 4,143 4,Ooo 4,743
t6 Free Maternal Health Care 4,298 4,947 4,300 4,947

L7
Compensation for user fees

forgone
900 1,O36 900 1,O36

r8 Leasing of Medical Equipment 4,500 5,L79 4,500 4,500

L9

Road Fuel Lery Fund (tS% of.

Acttal zot4 I t5) : Summit Ad Hoc
Technical Committee z5%

3,300 4,756 4,307 6,s9z*

20 Sub Total 16,598 2O,06n 18,oo7 2t,213

C
NE\MCONDITIONAI
AILOCATIONS

27 Additional allocation for ECDE

22
Personnel Emoluments for
devolved staff

5,196 o o

Da)
Construction of headquarters in
five Counties

4,ooo o
Contribut

ory

24 Rehabilitation of schools 5,Ooo o CDF

25

Establishment of County
Emergency Funds (z% of
Equitable Share: Ksh. 259,775

Million)

5,196 o o

26
Rehabilitation of village
polytechnics

6,3oo o 1,500

,1
Sub Total New Conditional
Allocations

25,,69t' o 1,5OO

zB Total Conditional Allocations 16,598 45',752 r8,oo7

D
Total Transfer to Counties
for zor6/17

276;373 377,5r7 298;3o4 317,721
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Table 4: Growth in Shareable Revenues for zor6lrT

National Assembly Bill No. 6 zo16 Recommendation

Allocation to National Government 517

z6o

CRA Recommendation

6s6 26.9%

/.//o

Allocation to National Government

i i Allocation to County Governments z6o

6o4

332 ,'7 '7

zor5/16 zot6lrT Growth

Total Shareable Revenue 777 zo.5o/o

z8o

Allocation to National Government 517 64t z4.o%

IBEC Recommendation

Allocation to County Governments z6o 295 8.s%
Source CRA zo16

EQUITY IN RESOURCE ALLOCATION

The growth in shareable revenue as shown in Table 4 is zo.S%. The
National Assembly Bill, zo16 only provides for a growth of 7.8 % in the
county governments equitable share for financial year zot6f t7. This is
too low and does not demonstrate equity in the sharing of resources
between the two levels of government.

I

Allocation to County Governments

517 t6.B%:

%6
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Revenue Growth Rates

Table 3: Three Years Average Growth in Shareable Revenue

Source CRA, zo16

Gross Domestic Products Growth Rates:

Table 4: GDP Growth Rates zorz/rg-zor.4/r5

NO. YI1AR SIIAREABLE
RE\'ENT.IE
KSH.
BILLTONS

GROWTH
COMPUTATION

GROWTH
o/

zouf rz 682

1 zotz/t3 777 Q77 + 682) x too% = 113. 885 13.89

2 zor3/14 %6 (936 +77) x to ooA= t2o. 44L 20.44

J zor4/15 r,o38 (r,o3 8 +936) x to o = t:o.9 42 ro.94

Total 45.27

Average for three
years (45.27+3)

15.o9

\.EAR QUARTER QUARTERLY
GROWTH RATES

ANNUAI
GROWTII
RATES

2012 Qa 4.5

5.6

2072 Q+ 4.7

2O13 Qr 6.o

2O13 Qz 7.o
20t3 Q3 6.8

5.1

2O13 Q+ ,o

20t4 Qr 4.7

20t4 Qz o. L)

2014 Qs 5.2

5.3

20L4 Q+ 5.5

2O15 Qr 5,q
2O15 Q2 5.o

3 Year Average GDF Growth Rate 5.3

Source.' I<NBS 2o15
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CRA RECOMMENDATIONS ON THE DIVISION OF REVENIJE BILL,
2016 (NATIONAL ASSEMBLY BILL NO.t OF zot6)

(a.) Revenue Growth Factor:
i. The National Assembly Bill zo16 provides for a revenue

growth factor of 2.8%. This is aNational Treasury growth
factors whose calculation has not been explained in any
document. It is neither a revenue growth factor nor is it a
GDP growth factor. A revenue growth factor of 7.8 percent

is too lolv for consideration as a basis for increasing
allocations to county governments for financial year
zot6lt7.

ii. IBEC recommended that the CRA and the National
Treasury calculates the revenue Growth factor based on
the IBEC minute resolution of rrth February zor5 that
approved the use of a three year average growth of both
revenue and GDP.

iii. The Commission recommends to the Senate that the IBEC
growth factor be used. This is to.z%o: (r5.o9+5.3)/2. The
three year revenue and GDP growth rates are equal to
LS.og% and 5.3%, respectively.

(b.) County Governments' Equitable Share
i. The National Assembly Bill zo16 does not provide for

additional allocations for all functions transferred to
county governments. The Transition Authority in
February zot6 gazetled more functions for transfer to
county governments. This includes roads and libraries,
among others.

ii. In accordance with the provisions of Article r87(z), the
Commission recommends to Senate that resources for
County roads and Libraries, amounting to IGh. 8.43
billion and Ksh. 0.319, respectively be allocated to county
governments as part of the equitable share for zot6lt7.
This was agreed by the ad hoc technical committee of the

Summit in March zo16.
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Conditional Allocations to County Governments

1 In accordance with the provisions of Arricle zoz(z),,

conditional allocations to county governments are from
the national government's equitable share. The National
Assembly Bill zo16 provides for the allocations without
full adjustment for inflation.
IBEC recommended that with the exception of the

allocation for the leasing of medical equipment, the other
conditional allocations be as recommended by the CRA

Road Maintenance Levy Fund.
The National Assembly Bill zo16 does not provide for
additional aliocations for maintenance of additional
kilometers of roads transferred to county governments in
February zo16 by the Transition Authority.
I(enya Road Boards Act provides that RMLF is allocated

as foliows: KeNFIA - 4o%; KeRRA = 3z%; KURA = t5%)

KWS = r%; KRB = z%;andEmergencY=too%
The Commission acknowledges that counties were

allocated q% of RMLF in the year zo15-16 out of which

to.2%) \\,as from I(ERRA and 4.8% from KURA allocations
respectively. Horvever the r5 % resources transferred to
the county government from the RMLF is not
commensurate to the number of Kilometers transferred to
county governments, amounting to rzo,oookms.
Based on a criteria provided by the State Department of
Infrastructure for maintenance of class C roads and class

D roads under KURA and I(eRRA the Commission

recommends to Senate that an additional ro% of the

RMLF be allocated to county governments for the

maintenance of the additional road network transferred to

county governments. In total, county governments should

be allocated z5% of the RMLF in financial year zot6f 17.

Rehabilitation of Village Polytechnics
The National Assembly Bill zo16 does not provide for
allocations to county governments for rehabilitation of
village poly'technics.

(c.)

11.

11.

ul.

1\r.

I

(d)
I
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IBEC recommended that a conditional allocation of Ksh.t.5
billion be given to county governments in zot6lt7.
The youth need to be meaningfully engaged. Employment of
the youth should be the country's first national interest. This
is important to address the twin problems of youth
rad.icalization and insecurity. The observation by the

National Assembly that village polytechnics will be

considered once t}re financial position of the country
improves amounts to double speak given that NYS and
education are ranked as part ofthe national interest.
The Commission recommends to the Senate that Ksh. t.5
billion be allocated to county governments as a conditional
allocation to rehabilitate/ built and equip village polytechnics
across the country.

111.

t\/
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lntroduction
Ai-ticle 2o2 of the Constitution provides that:

(t) Revenue raised nationally shall be shared equitabiy among the national and county

governmen'Ls;

(z) County governments may be given additional allocations from the national's share of

the revenue, either conditionally or unconditionally.

The allocation of revenue raised (for the financial yearzot5/t6) by the National Covernment

between the two levels of government is guided by the Division of Revenue Bill, 2o16

(DoRB). The Council of Covernors has reviewed the DoRB and raises the following concerns

on the sanre:

r. The DoRB contravenes Artlcle 20I of the Constitu tion in the following asDects:

Allocation of funds to the Constituency Development Fund (CDF) before
determining the equitable share between the two levels of government. CDF

is a National Covernment fund which should be derived from the National

Covernment share after the equitable share has been allocated.

Allocations based on National Interest under Article zo3(t)(a) of the
Constitution.
ln the DoRB, the items considered under national interest are actually

National Covernment proiects- National Youth Service re- engineering and the
Iaptops project. National interest is not equivalent to National Covernment

priorities. National interest must be determined by the two levels and must be

based on priorities that contribute to the overall national goals, not iust one
ievel. Matters related to security, economics and youth empowerment are

examples that could be factored as national interest.

What constitutes national interest should not be restricted to National

Government functions since the County 6overnments also implement proiects
that of national interest e.g. youth polytechnics. lssues of national interest
should be defined through an intergovernmental consultation.

COUNCIL OF GOVERNORS

REVIEW OF THE DIVISION OF REVENUE BILL 2015



Re coin rn en ciations
The laptoD project cannot be classified under a project of national interest and

therefore cannot be a deduction from the equitable share. This money should
come from the National Government share of revenue.

The following functions have been devolved but should be considered as

national interests: Youth Polytechnics which hardly ever receive adequate
allocation yet the youth form the largest section of the population; and the
Ear-ly Childhood Education (ECDE) due to its significant role in childhood
development.

The Council proposes that there is need for intergovernm ental consultations
on nationai interest priorities before any allocation is made on the same. This

is because these priorities can also be performed by County Covernments
through conditional grants anci should therefore not be restricted to National

6overnment functions.

z. Egua!isation Fur-rd:

This fund has never been disbursed despite the Commission for Revenue Allocation's
(CRA) proposal on how is to be shared between the identified marginalized Counties.
The National Treasury allocated the Fund Kshs.3.4 billion in the FY 2oi4l15, Kshs.6
billion in the FY2or5/16 and currently a proposal of Kshs. 6 billion. The:ot4lt5 and

2015/16 allocations have never.been disbursed to the marginalised areas.

Under the Constitution, the sectors that the fund is aimed at targeting are essentially
County functions. In this regard, the Council of Covernors is seeking the intervention
of the Senate to ensure that the fund is disbursed as a conditional grant to the
identified founeen (r4) Cou nties.

lmerEencv r( C,N ngencies and strategic erain reserve):, [!
There is a provision for Kshs. 7.245 billion towards flexibility in responding to
emergencies ancj other temporary needs. This fund should be equally allocated to
both levels of government since they both respond to emergencies. Additionally, the
allocation for the Strategic Grain Reserve should also be considered as a shared
resoonsibility since agriculture is a devolved function.

6i-owth iactor of Cour':tv Cor/ernrnents Eeuitable share:

The National Treasury has used a factor oi 7.8,%. lt is however not clear how this was

arr-ived at.

a) The Councii of Covernors has agreed to the growth factor of 15.092 from the
initial proposed growth factor of 20.44% being the actual growth rate of
revenues in the past. CRA as mandated by the Constitution Article 205

calculated the growth factor at 15.o92. lt is however erroneous forthe CRA to

2
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state that the lnteigovernmental Budget and Economic Council (IBEC) agreed

and adopted to use the 6DP to determine sharable revenue. There was no

such agreement at IBEC. lt was a proposal from the Deputy President to apply

a grcwth of to.z%. The Council did not accePt this proposal but rather

i-nsintaineci its position of using the 15.o92 scientifically calculated growth rate

as per the initial proposal by CRA. (See attached initial proposal Appendix I).

The Council reitei-ates that allocation should be based on the CRA formula.

o) County Covernments' allocation should not be reduced when there is a

lrogressrve positive growth of revenues.

c) Vr'ith a revenue growth of 7.82 the County Covernments equitable share of
!'evenue i'eflects an allocation of ;o. o% of the nationally raised revenues which

is lcwer than the allocation for the uor5/r6 financial year which was 3).412
against an agreed growth rate of 10.412. The Council therefore requests the

Senate to consider a totai allocation to County Covernments as equitable

share of 352 of the total sharable revenue.

,-li:fund=i Functions:

a) County ti'ansport.

A.dcjitional 3r,1i3 Krns cf i'oads have been devolved to County Governments

rvith no attencjant resources. The inter-agency technical committee of the

sunrmit proposed that Kshs.8.43 billion should be devolved to follow this

function. (See Appendix ll). lt was also agreed that that the Counties should

be ailocated 2iZ of the Road Maintenance Levy Fund.

5) i-ary se rvrces

99 libraries were devolved with no attendant resources. The inter-agency

technical conrmittee of the summit proposed that Kshs.3t9 million should be

devolved to follow this function.

c) Museums

Transition Authority devolved this function without identification of attendant

i'esources. The Council of Governors is requesting the Senate to allocate funds

for this particula:' function.

ir,t€i-gcvE inmental Reiations Technical Cammittee RTC):

rCRTC being an inciependent bocjy is mandated to take over the residual functions of

lhe Transition Authority. ICRTC's budget shoutd be independent from the Ministry of

Devoiuticn & Planning. lts budget should be housed at tlie Office of the Presidency,

{

3



\^./ho chaiis the Summit. There is need to inci-ease the budgetary allocation for the

ICRTC )-3ther than a reduction and the assets that were being held by Transition

Autirority Ehouid be transferred to the Committee, There is pending work in the

transltion like costing of functions and audit of assets ahd liabilities. The

;ntergcvernmental Relations Act shouid be amended to strengthen the IGRTC.

Lsi-a{ Franiework for Conditional Crants:

A Ci'=ft docur:rent on the administratioi'l and reporting of the conditional grants has

been genei'ated but not yet adopted. The Council is requesting the Senate to assist in

t-he finalization of the document bef ore the approval of the DoRB. lt is also worthy of
note that it is critical to differentiate berween conditional grants and donor funds.

Whare donor funds are related to County functions, they should be disbursed to the

Ccunties, aot heid at the national ministries.

The Nationai Covernment should set up a unit at the National Treasury to manage

ccnditional grants. The use of National Covernment agencies .to hold funds for
:ou,1ty -:u nctio ns undermines devolution.

8. ;\ccoi.r;::atl}itv and tiansDarencv:
io;i:ties are working under very diificult circumstances to improve on governance
aia it unfair to oaint al! Counties as corrupt. Counties control only 2iZ of the National
sharaoie ievenue while the National Covernment controls a stake of 792. The fight
against grant should be done through institutions and should target only those that
are culozbie.

) irieticnal Debt:
The guicielines on borrowing should be implemented consultatively. The Loans and
Crants icuncil should be established to vet borrowing.

1o. Pe 5:OI:s:

The National Treasury has only factored the aspect of the pensions for the National
Covernment stafr. Staff working at County Governments should also be factored in
the foi-i:ruia of computation of the provision as they are also public servants and
,lualifl, fcr pension as they make part of the national obligation.

The Bill menticns that Ksh. 6.3 billion was transferred to County Governments in
th€2ol5/16 financial year to cater for county payroll. This is not factual as County
Covernments were only allocated Ksh t.7 Billion towards the same after the
rr,-.1eciiat:cn process of the 2oi5 Division of Revenue Bill.

4



-- ----.,4^^-t -l ^.--.-: on to aountv goveininents:

lhe 3ili has aiso highlighted that additional allocation to Counties are determined
':hrcugh the national MTEF budget process based on the weight attached to the

na'.ional government policy oojectives that the allocations are intended to suppott'

B.ecomr:endation: The Council of Covernors insist that the County Covernments

througn the Council should be involved in the MTEF process and allocation of all

:onciiticnal grants.

r) ;ne B:!i li:ilcates that "conditional ailocations" for the purposes of this Act, means

adcjitioi-:ai resoui-ces allocated to County Governments from revenue raised

nationaiiy. This is a contradiction to other sections of the Bill that involves other

ccniiticnal ailoiations such as allocation from the 60vernment of Denmark which is

mea!-rr to supDort the delivery of heaith services in Counties.

Co,-lcl!sisn

The Counc:! of Covernors Droposes that the allocation of the sharable revenue to Counties

be Kshs. 3jt billion being equivaleni af 357" of the most recent audited approved accounts

lor zoglt4 amornting to Kshs. 936 billion.

The Sexate shouid also review the rnandate of several National Covernment authorities that

continue to coliecr levies on functions that are devolved, for instance, National Construction

Authcri:i,, :he Water Resource Management Authority, the Water Services Regulatory Board

and cthers.
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MEMORANDI'M

The fust part of dris memora-ndum is 2 sr''rn'.,,.y of the key questions that we encouage Peiiarnent
to ask wheo consldgnng &e Division of Revenue Bili (DORB) 2016. The second part is aa ia depth
analysis of the issues and concerns related to the DORB 2016. This memorandum wijl also be made
available on our website at www.intematioralbudgerorg/kerya- For fi:r&er iaformation, please

contact us at +254729937158.

PART I: Sum-mary of Key Questions

1. Why is there a disparity in the rate of growth of the equitable share in comparison to
that of sharable revenue? In the DORB 2016, the equitable share is set to increase by 8%o

while the sharable revemre will grow by 11%- The DORB, however, offers no explanation for
this difference. Nor does it adequately explain rpfuy fleasury's growth rate t lower tha-n that
proposed by the Commission oa Reveaue A,llocation- To avoid srxpicions that allocatioos are

arbitrarily arived at or distorted to favour one level of govemmeag the DORB should provide
a.n explaaatioa for the disparity.

2. Why are allocations for laptops or the National Youth Service considered part of the

"national interes!" while Treasury suggests that there is not enough finding to support
polytech''ics? As was the case last year, the Treasury proposes a-n arbitrary defi-oitioa of
national interest which is not propedy defeoded in the documentatioa.

Why is the grant to Level 5 facilities distributed in a way that favours smaller facilities at
the expense of larger one? Our aaalysis E.ads tbat the way this $aflt is drstributed rewards

fu6ilix6s yifi 5;milar bed occupa.ncy rates, even if ofle faciiity is much Jarger t}aa aaothel Thb
bas the effect of giving Nakuflr a.od i\{em 5irnilar 2an6pa15, yet Nakuru bas neady twice as many
inpatient beds. This is not equitabie, as it punishes larger &c ities for no justi-Eable reason.

4- More generally, what are the iustifications for the mrmber, type and distribution criteria
ofthe conditional grants and are these consistent with principles of equity and
tansparency? The number of coadrtional grants in the DORB has increased each year since

2073 /74,btt thexe has been inadequate debate over the basis 6o. 
"tglfuhing 

these graas and

iBP Kenya

Timau Plaza

6ih Floor SID Offices
Argwings Kodhek Road

Acrors froin the French s<hool
tlairobi, Kenya

.,
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PART II: Detailed Analysis of Key Issues and Concerns in the DORB 2016

The Ioteroational Budget Partnership-Kenya wishes to raise the foliowiog issues with regard to the

Division of Revenue Bill (DORB) 2016 for ttre attenuoa of Parliarnent

The Division of Revenue Bill2016 provides no explanatioo for the difference i-n ttre rate

of growth of the equitable share for counties and overall sharable revenue. In the Division

of Reveoue BiIl 2016, the Natiooel Treasury has recorr'r"eoded IGhs. 302 billion be devolved to

the cou:rties, al1 increase ftom Kshs. 287 billion h 2015/16. Most of these fimds are for the

equitable sbare, which will increase by 8% (ftom Kshs. 260 billion last year to Kshs. 280 billion

this year). At ttre same time, sharable revenue s,ill increase by 11% (to Kshs. 1,380 billion ftom

Kshs. 1 143 billio n n 2015 / 7Q . This means national govemmeot will take aa increasing share

of totz.l reveoue Why should this be?

The rate of growth of ttre national a.ad county shares need not be cacdy the same, but aoy

differeoces require explaration- Itiis possible to argue tlat tle sbale for either level should

increase because the country needs to prioritize fi:nctioas carried out by that levd in a giveo

year (such as security or health). or it is possible to argue thrt the cost of a set of fi:nctions

performed by ooe leve-l or ttre other are groving ftster a-od that level therefore needs a larger

share-

No such argsmens are -rde in the DORB, which fuels suspicioo tlat allocations are arbitrarily

arrived at oi are skewed to favor one level of govemmeot. Treasury iustfies the share for

cor::rties on the basis of a:r "agreed growth fuctor" that lacks a clear basis and upon whic-h no

one seems to have agreed The Natioul flgasury has applied a reveoue growth factor of7 8

perceng which they claim is based ol revenue performaace in the recent past This djffeG by a

Luge ;;;gi; from &e growth frctor applied by rlie Cofu:nission bn Revenue Aliocation (CRA)

of 15.1%inis recommeodations fot 2076/77. cRA uses the a-oaual reveoue growth in revenue

over the last three years based oo audited reveaue accourts. The Able below shows how CRA

arrives at its figure

tI,

1

Average 3 Year

Cr.orl'tfi

Audited Reveaue

Accouats

2017 /t2 ?0r2st3 2073 /14 20141t5

682

73.9%
Gronitr i.u Sharesble

Reveoue

http://internationalbud get-org/kenya/
Iel +2547 29937 1 58

the criteria for distributir:g them. This lack of attentioa to distributional cdteria is leading to

inequities a.ld may rmdermine the pulposes for rr'luch they were created-

5. Why, four years into devolution, have we still not refomed state corporations to release

fonds and firnctions in the roads, water and regional develoPment sectors? WtriIe state

corporations in these zreas perform some regional fi.r-octions and may need to be preserved in
some form, there is no question that &ey need to be reformed and some of their fi:nctions

released to counties. Why haso't this bappeoed and what can be dooe to speed up the process?

???l e36l 1m8l

20.s%l 10.-.%l



National Treasury iodicates that it bas aJso relied on poor year figures and jusufes ttre
dlffereace wrth CRA based on ttre fr6 the1i1 16q[ 2cnra-l reveaue "pedorma-oce,, into accounl
It is undear what this means since cP.A used audited accor:nts, which already frctor i_o acnral
collections (rattrer tha" urges).

Pa iamsnl 5[6uI6 demand a clear explanation for this differeace i:: growth frctors. It is worth
noting that National Treasury gave a growth &ctor of 9.85 percert ia the draft Budget policy
Statement @PS) released in late Jaauary, ard has also provided no expla.nation for iG sbift to a
lower nuober a few wee}s later.

2. The debate over the meaning of the ..national interestD continues this year with no
signficant improvements, Last year, CRA i::dicated that the nationa.l interest should not be
equated to s2ti6nal govemment programs. Instead, it should be a collective reflection on the
country's priorities, regardless of which level of government ca-rries them oul Civil society
org:-rizatrons, rnduding IBP Kenya, agreed. Nothhg has been done to revisit the issue of how
to define the national interest, and Treasury cootinues to defi-ae it in terns of the curre.ot
govemment's flagship programs. This is al hadequate iustification for the major trade-offs that
must be made in any budget Pe'liamgnl s[6g]fl 25[ herd guestioos about how we define the
oational interest each yeal

3 & 4' There is a need to improve on the iustifications for conditional grants (including the
Levd 5 grant) and how they are distributed.

a- There is no clear basis for the size of conditional grarts. It is not clear why the grant to
r,evel 5 hospitals is pegged at 4 billion or the ftee matemity granr at 4.1 billion. Tte ftee
m'tPrn;ty gra,at has dedined &om 4.3 billion last year rithout expLaaation- Even the road grant,
which both rreasury aad cRA agree should be 150lo of last year's Road Lew Fun4 tums out to
be valued di-ffeready by the two instinrtions. The National Treasury clei.''s r\at 15oh of the fi:nd
is equiva-lent to 4.3 billion whereas CRA claim5 that 15% is equivalent to 4-8 billion. Sioce there
are no publicly avaiJable finaacial staterneflts ftom the Keoya Rbads Board to ven-& the actual
returas rn 2014/1J, Pe iarnent should inteffogate further the reasons for the disagreeoeot
between Treasury a.ud CRA over the Fund's returos.

b. There is also no clear basis for the distributional criteria used to allocate these grants,
which is particulady egregious in the case of the Level 5 facilities. The able below shows
how the gralt is distributed based on bed occupancy rates. But using rates is never a good
approach to distributing service-related gr2nts u-oless tie objective is extreme redistribution. In
this case, a better approach is to look aot at occupatrcy rates but at the share of a.ll bed
occupancy rn the couatry that occurs in a parucular facfity (compare colu-mn 2 and column 5 in
the table below). This is a better measure of relative costs, because a county like Nakuru *rth
twice as many beds as Meru is going to be serrr.og neady twice as oa.oy people witl the same
occuPancy :'late Q70/o). The current forrnula redistributes heavily from Nakuru to Meru for f,o
obvious reason.

http://internationalbudger.orqlkenya/
Tel: +254729917158
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c. Other grants also lack justiEcations. The road fr:nd is distributed accordirg to the CRA

formula for the equitable sh,re. [Jsing this formula to distribute the road mainteneace grant

sees counties with fewer roads receive more money for road mainteaance- Since the Fr:nd was

crezted to help main..in 2kgady existi"g roads across the country, this is lot the most logic2l

way to distribute it. The Natiooel Treasury has also recor:rmeaded the addition of one

conditional grart ta, 2016 / 77 . This special conditiood grz:rt is meaat for two health hciljties ia

Ta.na River ald Lamu counties to help them meet deomd for coergeocy servrces. This

decision is informed by th& prorimity 1q $ernalia srhich has made them vuloerable to terror

xftxgls. padiarneol should interrogate why only these two counties were selected given that

tlere are other border counties Prooe to cross border icecurity'

d. The conditional grants proposed by Natioaal Treasury have lim.ited conditions attached

to ther', ia the documents prop6sing their creation It is importaot that the conditioos be

clea-dy laid out, followed by clearly defned eaforcemeot measures should tle facilities beoefiting

ftom the gla.f,t trot meet the coaditions. While there are some conditions meatioaed in the

Couaty AJlocatiori of Revenue Bi[ it ls oot dear how they are enforced For erzmple, the user

fee graat requires frcilities to have a "finctioml Health Malagemeol Q6mmittee." who checks

to *r*" that tiis is tle case a.nd what happeos rf it is aoo There is no esidence tlat such

conditions are enforced or tlat those facjlities that frll short are salctioned (e,g., do oot receive

th& allocations).

5. The faiture to refom statc corporatioos is no longer excusable four years iato

devolution- It haq beeo clear since 2010 that water serrice boards, regiond development

authorities, roads boards and other state corporations in aSriculture, etc would have to be

reformed as they perform at lezst some desolved fi:actions. very litde bas haPPefled h fhis

regzrd, howeve1 The issue of roads has beeo litigted il court and it is likely that other sectors

will end up in couft ia we]l While the cours bave a role to play, legal processes- iue oot a

substitute-for properly pla-nned refo"-" of governmeot ageocies with al eye on how best to

separate functions aad sequence transfers. It is uflfortunate rhrt the e:ecrrdve bas friled to act

o, tb.se ,.for-s, but Padiameot should force the exeortive to prepare detailed pla.ns for state

corporatioa restructuring.

CAnl ColElt
AllocdoD

.(noeEor B.sd o
ir@ba d Oc.cpi.d B.d
ri r !bII! ofth! TctrlOcqplld B.d

shff€ ot Ocs+id
B.d E 6r toElo*+-", (96)

25.87L519365.317.919 339,146,{00296 8%'i9 375

cr.sz3 23,609)256,705,?s2 ri39,028,8023836-L

146.093.976324323,699 7A2_229.7235%22+ 15971
(+5.796,281),o6,936,{16 152-732.69711%39588
86.093.+63356.069361 259.975.901'196306 2367i

(8?,+55,4U)457,1i7,60t119t 369,9",7,19739980 .r99

o62.707.858)518.n7.T22356,06936,tt53 13%n 588
310.48L311 ii.557.9i,5388.{39.306271 8%81
397,962,949 (+6,517,862)351,1{5,08710%457 3+77it

134.971.739258.093.8,{56% 393,065.584265 22585
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TISA MEMORANDUM ON THE DTVISION OF REVENUE BILL 9016

About The Institute for Social Accor.rntability (TISA)

t. The Institute for Social Accountability (TISA) is a civil society initiative committed
towards the achievement of sound policy and good governance in local development in
Kenya, to uplift livelihoods o[ especially, the poor and marginalized. TISA has established
itself as a Ieading player in decentralised 6overnance fieid and has engaged with relevant
state and non-state actors in the quest to promote ellective loca.l governanc'e in Kenya.

9. PublicParticipation
The CRA proposed a conditional grant of Kes E billion for public participation (approx
totmillion per county government). However this proposat was rejected by both the National
Treasury and Nationa.l Assembly. On the other hand, only a handtul of county governments
have made concrete attempts at establishing public participation frameworks as envisioned in
the devolution laws. It is the responsibility ofboth levels ofgovernment to support the exercise
of citizen sovereigngr thr.ough adequate financial allocations.

Connty Governnents are assigned fi:nction t+ Ensuing and coordinating thc participarion ol
ammunities and locations in governarue at thz bcal lzvel and assising communities and bcations to
dzaelop thz a.dtninutratiae capariryfor thz effectioc eeercise of thz fandio?ts and powers an-d pa*cipation
in goaerna.ncc al th, lDcal /ezel Unbundled this function requires an estimated Ksh 1OO-

lsomillion. (See Annex t a-nd e). There is therefore needed a conditional grant to support this
centra-l tenant of the constitution and devolved government. We therefore urge Senate to
reinstate the conditiona-l grant for public participation. This grant shouJd be accompanied by
conditions which aid transparency, accountability and intra/inter-governmenta-l relations in the
application ofpublic participation as well as in county processes. some proposed conditions are:

I
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Counties contribute at least tO% of the proposed 1Ot million; Counties est2blish a public

participation framework to administrate, monitor and report on the application of all funds on

public participation; Counties ensure intra- and intergovernmental relations are addressed in

the framework; Counties ensure a reciprocal role of non-state-actors is provided; Counties

ensure measures for transparency, citizen monitoring and oversight and accountability are

empowered through the frameworlg Provide a period ofthree years.

9. Roads Maintenance Lely Fu-nd

Lack of claity on county roads: The constitution identifies fwo tJpes of roads, National

trunk roads and county roads. However, there is contestation of the definition and

assignment of roads falling under the mandate of the National and County

Governments. The DoR should clari$ the class of roads targeted by the RMLF for

accountability purposes.

Declinc in allocatiotrs Historically, maintenarce of class A, B & C roads took up +o%

ofresources ofthe Road Maintenance Levy Fund.
ll.

Allocations

A,BandCroads 44o/o

roads in constituencies s2%

roads in
municipdities

cities and 7 5o/o

roads in National Parks and

Game Reserves

10k

Sourcc Kmla Roads Board

The rest of the roads including all roads in cities, municipalities and town councils are

county road therefore in essence, +20,6 of the RMLF is what should be is currently

funding roads in counties. This however is not the case. Currently county governments

are receiving 15% of the RMLF, sqolo less than what they would be receiving prior to

devolution.

Weah bgal JrancuorA The Road Maintenance l,erry Fund Act, 1999 and the Kenya

Roads Board Act, 1999 have both undesirable and unconstitutional provisions. The

composition of board members is by both the government offrcials and non-state

actors, the president is responsible for appointing of the chairperson a clear

indicaiion of political influence. These institutionil arrangements and piattices

undermine the road funds autonomy. Further, general oversight of the road sector is

entirely by the KRB, this leaves limited room for public to query on accountability.

The ongoing review olthe Roads Bill eot5 should address these gaps.

2
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Weak d.ectntralizcd agnq sh-utture: The County Governments have been working
u,ell with the national agencies. However, there is still need for structured systems
for planning and implementation (Senate (eorS) Report on Roads and Transport).
According to the Kenya Roads Biil, qots, each county government is establish
Counfy Roads Agency's lor the management, development and maintenance of
county roads. The Kenya Nationai Highways Authority and the Kenya Nationa_l

Secondary Roads Authority (KeNSRA) will replace KuRA and KeRRA and absorb
their assets and employees which will manage and develop national trunk roads on
beha.lf ol the nationa.l government. What support will be accorded to county
governments to perform this function? Which staff will be seconded seeing that
KeNSRA is absorbing historic 'county' agencies? What is the planned evolution of
the agency structure?

Lack of conditional grant frammtork Section 24,(11) of The Public Finance
Management Act, zovq provides that 'The regdations shdl provide for the
establishment, management, operation or winding up of national public funds'.
However, the PFM regulations in turn faii provide a comprehensive funds policy.
Therefore, currently the republic of Kenya at this time has no framework lor the
eflective management of public funds. Given the wanton prolileration of lunds with
poor coordination, reporting and measurabiliry, it is difiicult to monitor how far
counties will deliver on maintaining and repairing roads.

4. The uncoordinated restructuring ofgovernment owned entities (Parastatals)

we laud the President's move to establish the Taskforce on Parastatal Relorm in 9014, but we
note that the Task Force report paid only cursory attention to devolution. Firstly in its
composition - the institutions that arbitrate for devolution r',,ere excluded from the assignment.
secondly, the Taskforce report proposed the merging and dissolution of several agencies with
no rationale given and inadequate attention paid to functional roles.

The shortcomings in the report manifest themselves in the ?fu GorennLent Ozuud Entities Bitl
eota which faiis to provide a procedure lor the handing over of state agencies working in
sectors Ialing under the functions of county government. Further to this, the amendments ol
the various laws as proposed in the second schedule are inadequate from the perspective of
county functionaJ mandates.

In addition, state corporations (Government owned Entities) account for a growing share of
Kenya's budget. Presently, state corporations performing functions that should have been
devolved receive around 78 billion Kenyan Shillings in domestic funds lrom the budget. Ifthese

3



corporations are reformed, this would flow to counties either through conditional grant or the

unconditional equitable share. t

5. Incomplete transition activities not addressed in tle DoR9or6

The CIC End Term Reporte and the Interim Report of the Working Group on Socio-

Economic Audit ofthe Constitution of Kenyas both highlight the achievements as well as gaps

in the transition process. The hilure to complete these transitiona.l activities has a direct

bearing on the e{Gctiveness of county governments. A 2016 rePort by the Transition

Authority cites these as:a Incomplete assets audit, va.luation and transfer/non-cooperation by

Ministries, Lack of national policies/attempt to claw back national functions, failure to update

public human resource database, lailure to transfer pending functions/performed by state

corporations, fai]ure to determine costing of county functions, inadequate capacity building of
the counties, delays in setting up county pensions schemes among other issues. The National

Treasury and NA have rejected the CRA proposa]s to lurd some of these transition items, it
now falls to the Senate to safeguard devolution by reinstating funds to complete the transition

Process.

6. Dialogue over implementation process

With the exit of the CIC and TA, and given numerous outstanding, and contentious issues we

call for a national dia.logue on the status of implementation of devolution to prePare a roadmap

for the next three years ofdevolution.

l lntemational Partnership Kenya - Have state corporations changed under devolution? (2015)
r Commission for rhe lmplementation of tlre Constitution - End Term Report December 2015.
r lnterim Report of the Working Group on Socio - Economic Audit of the Constitution of Keny4 May ,oI5
Commissioned by the Parliamentary Budget Committee ofthe National Assembly ofKenya.
. Daily Narion - Transition Authority Status ofTransition to Devolved System ofGovernment, February 2ol6
(Thursday +6 February 9016). 
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Annex r Unbundling Public Particiaption

i. Management of Public Particiaption
o Policy development and administration (legislation, regulations)

o Decentralization

o Establishment and administration of villages/village councils

. Management of neighborhood/residents associations

. Administration of administrative units
o Establishment and administration of County Assembly public participation framework

ii. Planning
o Establishment ofplanning units
o Ongoing stakeholder mapping and engagement

iii. Civic Education ofpublic
o Content development

o Designation of civic educators

. Development of materia-is

o Undertaking CE

o Monitoring and reporting
iv. Capacity development of county officers

. Supporting public participation training activities for county ollicers
o Monitoring and evaluating capacity building

v. Citizen Forums
o Administration ofcitizen forums notifications, guided dialogue, reporting, feedback

vi. Communication
r Develop & administrate communication policy
r Undertake national statutory notifications
. County communication staffand procedures

o Notice boards, use of ICT, resource centers, use ofmass media

vii. Petition procedures to the county executive and county assembly

vin. Complaints and feedback mechanisms

ix. Reporting on public participation

x- Monitoringpublicparticipation

xi Involvement of Non State Actors (ror:nd table, meetings, joint work plans)

xii Supporting Inca and Inter- governmental forums
o County elected leaders forum (st(f)
. Intergovernmentalplanningandcoordination

xiii Public Participation in the County Budget process

5



Annex I Tentative Bud t for the Im ementation ofPub]jc P ation Annua]
NotesProposed Co6t

Per Sub- Activity

Sub-ActivitiesActivity

800,o00 This cost will cater for I
resource persons per ward at a

cost of lo,ooo per ward in the

4,0 wards of lhe C.ounty

Community resource pe.sons 4

per r,vard

900,oo0 This cost will cater for

duplication/production of any

materials needed during
stakeholder mapping

Production of Materials

This cost will cater for a

consultant to develop a

stakeholder mapping tool

900,000Development of tool

Stakeholder mapping

480,@0 This cost will support the
database officer at a cost of
4o,ooo per month for 12

months.

Database o{Ilcer

This cost will cater for the cost

ofpurchasing ofa laptop to aid

in data management.

80,oooPurclmse ofLaptop

Database Management

1,76O,OOOSub-Total

This support for
notices/SMS/community radio

cost at a cost or2oo,o0o Per
month

,,400,oo0Notification

This cost will support the
expenses related to venue and

public address system during
the citizen fomms at a cost of
t Sooo per ward for 40 wards in
6 months.

3,600,oooMeetirrg Venue/Public Address

system

9,400,000 This cost will support

refreshments during the citizen
forums at a cost of l0,ooo per

citizen fomm in 40 wards in l2
months.

Refreshments

Citizen Forums convened by
\try'ard administrator after every

trro months

6
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Production of Materials 9,400,000 This cost will suppon

duplication/production of
materials needed during the
citizen forums at a cost of
to,oOo per citizen forum in +o
wards in 6 months.

Translation for Peopie with
Disabilities(PWDs)

r,400,000 This cost will support
translation related costs such as

sigl language interpreters,
Braille traoslations at a cosr of
IO,0OO per forum in 40 wards in
6 months.

Documentation
writing.

and report 360,OOOO This cost will support a

Monitoring and Evaluation
officer who will be responsible
for document at a cost of60,000
per month.

Adminisrator (Fieid allowance) 960,O@ This cost will support 6eld

allowances for the u,ard

adminisEators at a cost of 9@o
per forum

Sub-Total 1,r,59O,OOO

Quarterly Sub County Forums
Notifications 400,ooo This suppon for

notices,/SMS/community rad i o
cost at a cost of 10O,0OO per
month

Venue, PA system, 4.o,000 This will support venue and
public address system during
the sub-county forum at a cost
of lo,ooo per quarterly forum

Refreshments 4.o0,o00 This will suppon participane
refreshments during the sutr-
county forum at a cost ofgOO
per person for an estimated
9o0 people per quanerly forum

Production of Materials 800,ooo This will suppon duplication of
materials including reports rhar
may will be used during the
sub-county forum at a cost of
2O0 per person for an

estimated eOO pmple per
quarterly forum

1



Translation for People with
Disabilities(PWDs)

+o,oo0 This will cater for translation
related cost at a cost of 5ooo

for t peop)e per quarterly
forum

Documentation including report
writing

190,000 This cost will support a

rapporteur per quanerly forum

at a cost of 9o,ooo per forum

Sub-total 1,8OO,OOO

Montily Vrllage Admi-D.istator

Meetings

Monthly village forums 9,460,000 This cost will cater for
expenses related to orgarizing
and holding village level

meetings in all the 916 villages

of Kitui County at a cost of
lo,ooo Per village forum

Village council
Members monthly allowance l4,760,000 This cost will suppon

allowances for the 5 village
elders at a cost of looo for 946

villages per year.

Ward Development Comnittee Members allowance 1,680,000 This cost will support
allowances for the 7 members

ofthe ward development
committee at a cost of 5oo pe!

committee member in .1o wards

8
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Hire ofvenue and PA system
ReGeshments for participants

300,000

This cost will support I
oversight forums per year

including venue, PA and

refreshments at a cost of
l50,OOO per forum

Forum materials(Stationery,

duplication of reports)

40,oo0
Tiris cost will support al)

expenses related to
duplication/production of any

materials needed during the
oversight forums

Documentation including report
writing, photography,video

l90,ooo
This cost will support

documentation processes of
results of rhe oversight
comrnittees forums at a cost of
60,000 per forum.

iCranslation services for PWDS {o,ooo
This cost will support

translation related costs such as

sign language interpreters
during the e oversight forums

Incentives to promote good
practice

Awards ceremony

Prizes

Media visibility

5,OOO,000 This cost will support
initiatives that acknowledges
good practices of public

participation such as award

ceremonies for best performers

at the County

Sub-Total 96,4OO,OOO

Sub-Total Estim ated Pu blic Participation Bu dget 4.4.,.1,8O,OOO

MoD.itori-ug Public Participation 9,994,OOO o3% of total public
participation budget. This cost
will support activities that go

towards monitoring public
participation initiatives ro
enable documentation of
successes, chal)enges and

lessons learnt in the process of
documentation

Total Estimated Poblic Participation Budget 46,7O4,OOO

Civic Education Generation of content (experts) 500,o00 This cost will support
consultancy services to develop

I
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content for civic education

Publishing of Materials 9,0oO,000 This cost will suppon all

expenses reJated to publishing
of materials including editing,
design, layout and printing.

Notifications 500,oo0 lChis will suppon cost related

to notfications e.g to citizens

on civic education initiatives
through community radio,

SMS, placement of notices

Ovic education resource persons 9,{O0,000 This cost wil! support 8o civic

education resource persons at a

rate of 60,00o per year per

Person.

Sub-Total 5,4OO,OOO

Capacity Building Trairiagfm*bnt Oficcrs 9,4OO,O0O This cost will cater lor training
expenses for loo officers at a

cost ofSOOO per oflic€r for 6
days per year

T r aining ci!-izat conrnitt c s
c,250,un This cost will support training

ofSoo represen tatives from
citizen committees at a cost of
l5OO per person for 5 days

annually.

Matriah (Statiotty, haLd orrs

ct)

r,000,000 This will support duplication of
materials including reports that
may will be used during the

capacity building forums.

Sub-total 5,65O,O{N

Communication Simplification of content I,440,OOO This cost will support two
assistant oflicers at Ksh 60,000

each who will be responsible for
data simpiification.

Use ofonline pladorms r,000,oo0 This cost will support online
pladorms such as rxebsite, SMS,

which will be used for

communication.

Use of Mass Media 4.o,o00,000 support

media

This cost

mainstream

*'ill
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communication initiatives such

as national newspapers, TV
adverts

Notice boards I,OOO,000 This is a one offcost that tlre

County will incur to purchase

and put up notice boards in
strategic areas within the

County for placing important
communication.

Ward level Resource Centres 90,000,ooo Establishing Ward Resource

centres approximately 5oo,o00
per ward and will include cost

for purchase ofe.g I computers,
photocopier, one staQ

Sub County
Centres

Ievel Resource l,9o0,o0o This cost will facilitate setting
up of resource centres at the
sub-counry level at an

appropriate cost of tso,ooo per

sub-county

Materials preparation 3,OO0,O00 This cost will hcilitate the

developmelt of materia]s such

as reports, brochures as needed

PWD considerations TBC

Dissemination costs 500,ooo This cost will cater for
dissemination costs such as

courier services among others
ofmaterials and other
information that the county will
need to disseminate to tie
constituent5

Petitions aod complaints ollicer 890,000 This cost will cater for an

ofticer who will be responsible

for handling petitions and

complaints at a 60,000 per

month and purchase ofa laptop
at I0O,0OO

Documentation(preparation
and dissemination of monthly

300,000 This cost will suppon

documentation including
reports preparations and

11
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reports/other materials) dissemination expenses

Social Media

mechalism
complaint 720,OOO This cost will support an officer

who vill be responsible for the
social media complaint
mechanism at a cost of60,000

Per month.

Online platform development

and support
r,500,000 This cost will suppon

development and maintenance

ofan online pladorm as agreed

bt the county.

Sub-Total 71,,18O,O0O

r-\on-State actors A-nnual Rould
Table Forum

Non State Actors annual Round

Table Forum
500,000 This cost will facilitate ar

annual non-state actors round
table on public participation

Cou.uty Budget and Ecooomic
Support

County Budget and Economic
Forum (CBEF) support

2,OO0,OOO This cost will support activities
of the CBEF including,

Trainings Meetings and Field

engagement5.

Courty Iiaders Foruh support

County l,eaders Fomm r,ooo,oo0 This cost vrill support at least
9meetings ofthe County
leaders forum

The CouDty IDtergoverumenta-l
Forlm

County
Forum

Intergovernmental 500,ooo This cost will support at least
four meetings ofthe Counry
intergovernmental forum

Support to the County Planning
and Budget process

Public participation at all

budget implementation stages

9,940,OOO (see ercel attachedl

Sectoral EngageEeEt at t}le
Couaty levd

Public Participation initiatives
at the sector level

5,OOO,000 This cost will facilitate any
publ ic participation initiatives
at the sector level at an

approximate cost ofSoo,ooo per
Ministry for the 1o sectors of
Kitui County.

Sub-totzl 18,944,OOO

Total Annua.l Tentativc Budget fot Public Participation I .r 7,.r7,r,OOO

72
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Other cost (oversight)

Project N{adagement ComEittees looo shilling per month per

member from the cost of t}!e

project

l
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The Institute of Ccrtificd Public Accolutanrs of Kenya (ICPAK) is a stanrmrl, bodr. of
accountants q,ith the mandate to develop aad regulatc accoulrmcy proftssion in Kenyz. The
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ICPAI( POSI'TION PAI'trR ON'TIIE DIVISION OII IItrVDNUE I]II,L 2016

April 20I6

llrt'k glrrrrrrtl Inlin rrir liorl

Revenue allocation is an important phase in Kenya's budgeting cycle. The Constitution provides mechanisms for equitable share of rcvenue raised nationally,
as well as intergovernmental transfers r(4fi1g1es 2OZ and 203 ofthe Constitution). The revenue raised nationally shall be shared equitably among the two lcvcls
of government (vertical share) and among forty seven county governments (horizontai share) to enable them provide services and perform functions assigrrcd
to them as set out in the Fourth Schedule ofthe Constitution.

Equally, the Budget Policy Statement afflually gives important information on projections in expenditure and revenue for the hnancial year. The Budget
Policy Statcment (BPS) for the FY 2016/17 indicated that the economy grew by 5.3 percent in 2014 and is projected to rise to 5.6 percent in 201 5, 6.0 percent

in 2016 and 6.5 percent over the medium term.

However, revenues collection has lagged behind significantly and domestic securities market grossly underperformed in the filst quarter. It is indicatul tlrat by
the end ofDecember 2015, total cumulative revenue including A-l-A amounted to Ksh 575.2 billion agairst a target ofKsh 642.9 billion implying a short.fall
of Ksh 67.7 billion. Ordinary revenue collection was below the target by Ksh 47.6 billion while A-l-A collection recorded a shortfall of Ksh 20.0 biltion. On
revenue projections ,lhe FY 2016117 budget targets revenue collection including Appropriation-in-Aid (AIA) of Ksh I ,51 1.1 billion (20.8 percent of CDP)
fromKsh 1,311.1 billion (20.3 percent ofGDP) in FY 2015/16.

the national Eovqrnment.
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'fhe BpS 2016 also summarizes budget allocation to the three arms of government as well as sharable revenues to counties as follows:

Table 1: Summary of Budtet Allocation FY 2016/17

Dctails 2015n6 20t6t11 2016n8 2018/19

I National Government l, 461,054 1,462,80r 1,586,032 |,679,788

Parliamcnt 27,277 27,705 35,t 43 3 5,5 09

l The Judiciary t7 ,t6l t7,786 I 9,01 8 19,584

4 County CoYernment 264,200 290,206 320,329 353,587

TOTAL t, 7 69,692 1,798,498 1,960,521 2,088,468

*of which County Sharable 259,800 285,400 3 I 5,100 347 ,900

Source: Draft Budget Policy Statement 2016

This information provides the foundation for the preparation of the Division of Revenue and the County Allocation of Revenue Bills to share resources

equitably between the two levels of govemments and among the forty seven county governments respectively. This paper thereforg gives the ICPAK's

perspectives on the Division ofRevenue Bill 2016 with a view to giving proposals to the National Assembly.

Division o[ lLcvcnuc I]ill 2016

The Division of Revenue Bill, 2016 is prepared in fulfillment of the requirements of Article 218 of the Constitution and section 191 ofthc Public Finance

Management Act,2012. The D'lvision of Revenue Bill, 2016 proposes to allocate county govertunents Ksh. 302 billion in the financial year 2016/17, which

comprises of an equitable share of Ksh. 280.3 billion and an additional conditional allocations amounting to Ksh. 2l .9 billion.

The DORB 2016 further allocates Ksh. 433.8 billion for payment of debet rclated expenses in 7016117, rtp from362.4 billion in the 2015/16 financial year.

However, its worth noting the difference between the DORB 20 l6 allocations and the CRA Recommendations. The CRA had proposed that Ksh. 331 .7 billion

be allocated to county goyernments as cquitable share; with an additional Ksh. 45.7 billion as conditional transfers and Ksh. 5 billion for public Participation.

)
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We are ofthe considered opinion any

anticipated llsnsfer of additional functions

should factor in the nratching resources.

We recommendcd that Parliament refcrs to tho

CRA Report on Costinq of Governrnent

Eg!!!!g!! to deternrine adequacy offunding to

the two levcls ofgovernment2.

- For instanc€, according to the report, the

total annual cost of ljeslth servic€
provision, excluding cost ofdrugs and

healtlr commodities, was estirnated be I(ES
35 million for community level, KES 14

million for dispensary, KES 9l million for

heal r centre, KES 530 million for county

levcl hospitsl level 4), KES 1.4 billion for

county refcnal hospital (level 5), KES 89

rnillion for Port I{ealth, KES 247 million
for Spinal hrjury Hospital, KES 1.3 billio[
for Mathari Mental Hospital.

- At thc national level, lhe full cost ofservicc
delivery at Moi Teaching and l{cfcrral

llospital and Kcnyatta National Hospital
was KIIS 6.7 billion and l(ES l4 billiorr,
rcspectivcly. Additionally, othcr costs at

narional level totalled KIIS 2l billion
annually

The DORB and the BPS

proposcd that Ksh. 280.3

billion and Kstrs. 2E5 billion
as equitable share to the

Counties respectively for FY
20t6lt7
The BPS 2016 subsequently

proposed that Ksh. 1.46

trillion be allocated to fie
National Government; Ksh.

27-7 billion to Parliament and

Ksh. 17.7 billion to [re
Judiciary in the FY 2016/17

There is lack of an agrced costing of
government functions; and completion ofthc
unbundling of functions. This makes it
difficult to detennine whether the allocated

resources are suffi cient.

Tlre CRA had factored in potential trarsfcr of
additional functions by indicating in their

recommendations that the equitable share

allocation msy increase by Ksh. 4,732

million ifdevolved functions currently being

performed by the Waters Services Board and

thc Regiolral Development Authorities arc

unbundled and transferred to the countics.

Funds Follow
FunctioIls/

Costirg of
Goverrment
funcliors

I

2 
See " htto://www.crakenva.ore/costinE of a overnment IU nction5-fin.l-reoort/



2. Condilional
Alloc.tioDs to
support own
revenue

erlhancement

The Division of Rcvenue Bill
2016 allocates Ituhs. 21.9

billion as conditional and

unconditional transfers.

These can be b,roken down as

follows: Free mat€rnal health

care Ksh. 4.1 billion; Leasing

of medical equipment , Ksh.

4.5 billic'n; Compensation for

user fees forgone at 0.9

billion; Level 5 hospitals at

Kshs. 4 billion; Special

purpose grant supporting

access to emergencY medical

services at Ksh. 0.2 billion;
Allocation from Fucl Lcvy

Fund (15%) at Ksh.4.3 billion
and loans and grsnts at Ksh.

3.8 billion

The subject of owl revenue gereration has not

bcen addressed by the Bill.

The First Quarter, County Budgct

Implementation Report by the Conbolls of
Budget indicated that in the period July to

September 2015, the County governments

realized a total of Kshs.6.93 billion fom local

sourccs, representinr 12.2 pq cent of the annual

local revenue target of Kshs.56.6l billion. This

\ras below rhe targct of 25 yr cent in the

reporting period

This challenge has bccn acknowledged by thc

National Treasury in the draft Budget Policy

Statemert 2016. It was thereforc anticipatcd that

resourcrs will be allocated to support

infrastucture and systems for county own

revcnue geoeration.

Resource should be allocsted s towards building
revenue enhancement capacity ofthe counties

through measures such as investment in ICT.

- According to thc Institute ofcertified
Public Accountants of Kenya (ICPAK)
2014 Baseline Survcy on Devolution in
Kenya with respecl to Public Financial
Management Systems, 37olo ofthc counties

sampled rclied on single business pcrmits

as their core source oflocal revenues; 32olo

relied on user-fees with 31% ofthem
relying on property rates.

- The ICPAK study found that counties wcrc

facing serious ciallenges on own revenuc

collection with some counties collecting

lcss than what the defunct local authoritics,

municipal and/or county aouncils used to
collect when combined

3. Equalization
Fund

Allocation to tho equalization fund

has inqeased fiom Ksh.3.4 billion
ia 20l3l14 to the currcnt proposed

Ksh. 6 billon for the financial ycar

20t61t7.

Ycar

A lot ofresources are being allocated to this fund

yet little has been done to assess whether the

equalization fund projects are impactful or not.

An audit should be done on the utilization ofthe
previous year's allocation. This will help inform
and establish whetlrer indeed fie basic services

in those areas have improved. This will gauge

thc impact ofthe cqualization fund.

Review the criteria developed by the
Commission for Revcnuc Allocation for the

allocation of the equalizstion fund to the

marginalized areas.

4. Deal rYith

Absorption
Csprcity
Challerge,s

The Conboller ofBudget's reports

over the years havc pointed out to

challenges both by the National
and County Covcrnmgnts in

absorbing the devclopmcnt

There are huge challengcs in absorption ofthe
budget both for the national and county

gov ernm ents.

The Budget Policy Statemcnt 2016 indicatcd that

thc execution ofdevelopment expenditure was

There is reed to stan tying additional allocation

to entities to the rcal fiscal r€sponsibility issues

such as absorption capacity, structural balance

between recurreirt and cspital expcnditurc and

complianca to PFM systems es measured by the

4
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budgels generally below tsrget which reflects Iow
absorption of domestically fi nanced development

by the National government MDAS.

5 Staff
rationolization
vs Public Wage

The National and County

Covcrnments agrecd to undertakc a

joint Capacity Assessment and

Itationalization Programme

(CARPs)-entai I ed restructuring,

Biometric human resource audit,

determining skills and

competencies, establishing optimal

staffing levels fot the two levels of
governmcnt.

Recommendations of this report

will determine the compersation to

employees both at the national and

county levels.

Issues ofpublic service rcstructuring not

considered in revenue allocation. Acaording to
the National Assembly's "$ggiggggggqig-gg3[!
of the Constitution Report", The average

national govemment yrage cost per employee in

2013 was Ksh. 442,000. This translates,

indicatively to an annual wage cost ofKsh. 26.5

billion.

The Report furthex points out that with
devolution, a significant number of the national

government workforce aansfered to the counties

This was rcflected in the increase ofthe wage bill
ofthe counties by Ksh. 49.7 billion from Ksh.

| 
21.6 billion in 201213 to Ksh. 71.2 billion in

120t314.

A corresponding reductior itr the wrge bill of
tlre Nstional Gover[ment would have lrecn

expcctcd.'fhis is not evident.

The wage bill ofthe National Government

increased fiom Ksh.274.4 billion to Ksh. 281.2

billion. Adjusted for the tr-ansferred workforce,

this translates to I25olo increase iu the National

Government wage bill which implies eilher a

significant upward revision ofpay, or an equally

signilicant increase in hiring'r.

The BPS 2016 should Actor in measures on

restructuring and rationalizing ofthe civil
service to dete.mine the actual compensation of
emplgyees at the two levels ofgovernment

a

r€port from both internal audit and the Auditor
Gcneral, aI

.'

3 The lnterim Report of the working Group on the Socio-Economic Audit of the constitution of Kenya, 2010
5



,
L1

\

I


