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FOREWORI)

The third basis recommendation for equitable sharing of revenue among county
governments has been prepared in accordance with the provision of Article z16 (r)
(b) of the Constitution of Kenya, which mandates the Commission on Revenue
Allocation to make recommendations concerning the basis for the equitable
sharing of revenue raised nationally among the county governments. Further,
Article zr7 @) G) stipulates that in determining the basis of revenue sharing,
the Senate shall request and consider recommendations from the Commission.
In accordance with Article zr7(r), this basis will be used to share revenue among
county governments for the next five financial years, 2o2of 2tto zoz4/25.

This recommendation is anchored in a revenue sharing framework which seeks

to closely align funding to functions assigned to county governments to enhance

service delivery. The framework also takes into account the need to address
developmental gaps and economic disparities among counties. In addition, the
framework seeks to create incentives for county governments to adhere to
principles of fiscal responsibility and to optimize their capacity to raise own
revenue.

This popular version of the third basis is to be read together with the detailed
third basis recommendation.

Dr. Jane Kiringai
CHAIRPERSON



1. INTRODUCTION

The third basis recommendation for equitable sharing of revenue among county
governments has been prepared in accordance with the provision of Article zt6 (t)
(b) of the Constitution. The constitution requires the Commission on Revenue
Allocation (CRA) to make recommendations concerning the basis for the equitable
sharing of revenue raised nationally among the county governments. In addition,
Article ztTQ) requires the Senate once every five years, by resolution to determine the
basis for allocating among the counties the share of revenue raised nationally. In
doing so, the Senate takes into account the commission's recommendations.

The first and second bases were transitionary and shared revenue for seven years.
The first basis was used for four years (zoglt4; zor4lr5; zor5lt6; and zot6lrT)
instead of three years due to delays in approval of the second basis in parliament.
The second basis has been used to share revenue for three years (zot7/t8 to
zorglzo). The third basis once approved by parliament will be used to share revenue
among county governments for the next five financial years, from zozof zt to
zoz4l 25.

In a departure from the first and second basis, this third basis is predicated on
constitutional provision in Article tBZ@)@) of the constitution that "finance should

follou functions".In this regard the basis has four objectives which seek to closely
align funding to functions assigned to county governments. These objectives are:

i. Enhance equitable service delivery;
ii. Address developmental gaps and economic disparities among counties;
iii. Enhance counties capacity to raise own revenue and;
iv. Create incentives for county governments to adhere to principles of fiscal

responsibility.
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2. RECO

In form the
consultative
recommenda
and lessons

N PROCESS

g.tl

invo
basis recommendation, the Commission engaged a

lri"S local and international experts, and the public. The
was also informed by a comprehensive review of the second basis
experiencgs of other countries that have a devolved system similar

to Kenya such as: South Afiica; India, Philippines and Ethiopia among others. This
process rs in Figure r below.
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3. THIRD BASIS RECOMMENDATION FRAMEWORK

The third basis recorrmendation takes into account the functions assigned to county
governments in the Fourth Schedule and the criteria provided in Article zo3 of the
constitution

The major shift from the second to the third basis is that while tire second basis

focussed on expenditure proxies the third basis focusses on functional assignment to
the counties. The third basis seeks to address four objectives derived from the
provisions in the 2010 Constitution. The objectives are:

. Enhance equitable service delivery; Articie rB7, zo3(d)

. Promote balanced development; Article zoS(0(S)ft)

. Incentivize counties to optimise capacity to raise revenue; Article 209(3)
zog(i)

o Incentivtze prudent use of public resources by counties Article; zt6(S)
(c),zor(d)(e)

The functions of county governments are mapped into the above objectives to
determine expenditure needs and appropriate measures for the parameters used to
share revenues.

In fonnulating the third basis, the Commission followed a four stage process as
follows:

1.

ii.
iii.
iv.

Mapping of the devolved county functions into the four objectives above
Determination of the expenditure need for each devolved function
Determination of the appropriate measure for the expenditure need
Setting of the weights for measures of expenditure for each parameter.

To determine the parameter weights, the Commission has been guided by; existing
policies on devolved functions, binding conventions on some of the devolved
functions, actual expenditures by county governments and transfer shares from
nationally raised revenues for key devoived functions.

Objective r: Enhance equitable service delivery

The seryice delivery objective considers the devolved functions carried out by
counties as provided in thc fourth schedule of the constitution namely: county
health; agriculture, livestock and fisheries; pre-primary education, village
poiytechnics, homecraft centres and childcare faciiities; cultural activities, public
entertainment, public amenities and urban senrices. Implementation of specific
national government policies on natural resources and environmental consen,ation

4



is also considered. A basic minimum allocation to each county for public
administration for both the county executive and the assembly has also been taken
into account within the service delivery component.

Objective z: Promote balanced development

To promote balanced development, the third basis has taken into account the need for
county governrnents to address poverty, provide infrastructure and additional costs

in service deliyery emanating from land size. The framework uses number of poor
people, access to roads and land area as the revenue sharing parameters.

Objective 3: To incentivise Counties to Optimise Capacity to Raise
$.evenue

Article 2oge) requires that countygovernments raise revenues byimposing property
and entertainfnent taxes, charges and fees for services rendered. Article zo3(i)
further provides that the basis for equitable sharing of revenue takes into account the
need for econdmic optimisation and the need to provide incentives for counties to
optimise their capacity to raise revenue. To cater for this constitutional requirement,
a fiscal effort rfieasure has been incorporated in the formula.

The fiscal effdrt measure is defined as a ratio of a county's actual Own Source
Revenue (OSR) to the Gross County Product-GCP/county GDP, (OSR/GCP).

Objective 4: fo Incentivise Prudent Use of Public Resources

The Constitution requires county governments to exercise prudence in the use of
public resources. Article zt6(SXc) requires that the Commission's recommendations
encourage fiscal responsibility. Further, the Public Finance Management Act (PFMA)
2ou2holds cor.inty governments to a number of fiscal responsibility measures.

The fiscal responsibility measures include:'l

iii)
iv)

i) Allocating a minimum of thirty per cent of their budget to development
expendijture;
Estabtis'Lment of internal audit committees for both the executive and the
assembfy;
Establidhment of County Budget and Economic Forum (CBEF) and
An indqpendent audit of the accounts of both the executive and assembly by
the Au{itor General.

ii)

To mainstrearh PFMA requirements, the third basis recommendation incorporates a
fiscal prudenge measure which is a composite index that considers the above four
measures of fiscal responsibility.

Table r below gives a summary of the third basis recommendation framework.
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Table r: Summary of objectives, firnctions & indicators for the

third basis

Indicator of tveisht
E6renditure

Constitutional
Functions & Powers

r Countyhealthservices
o Agriculture,livestockandfisheries
. Animal control and welfare

r Pre-primary education, village
polytechnics, homecraft centres
artd childcare facilities.

. Culturd activities, public
entertainment and public
amenities

. County planning and development

. Implementation of specific
national government policies on

natural resources and
environmental conservation

o Ensuring and coordinating the
participation of communities in
governance at the local level

. Urban services and environment
{ Controlof airpollution, noise

pollution, other public nuisances
and outdoor advertising.

{ Firefighting services and disaster
management.

r' Control of drugs and pornography.
. County public works and services

for storm water managemetrt,
water and sanitation services

o Countytransport
o Trade development and regulation

index 17%

ro 96Agricultural index

Countypopulation 18%

Basic share index zo%o

Urban households 5Yo

land area
Rural access index
Poverty

8%
40a
t4Yo

zYo

2o/o

County nevenue collection

o Establishment of Internal audit
committee

. Establishment of the County
Budget and Economic Forum

. Expenditure on development

. Opinion of the External Auditor

Fiscal effort index

Prudence index
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4. EXPENDTTURE NEEDS
RECOMMENDATION

FOR THE THIRD BASIS

This section expounds on the expenditure needs and parameters used to achieve each
objective and weights assigned to each pararneter as provided in Table r.

Objective r: Enhance equitable service deXivery-Allocated weightz 7oo/o

This will be achieved through four (4) pararne'ters narnely:

1. Health-Aliocated weight: 17%

z. .A.griculture, Livestock & Fisheries-Allocatecl weight: to%o

g. Urban services-Allocated weight:5%
4. Other County services-Allocated weight:18%
S. Basic equal share-Allocated weight:zo%o

trao/,
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i)
ii)
iii)

r. Health-allocated weight: r7o/o

Expenditure needs considered under the health parameter are:

Health facility gap-Allocated sub-weight: ro.z%o

In-patient days equivalent-Allocated sub-we ight4. 4%
Outpatient visits-Allocated sub-weigh t:3. 4o/o

Total t7%o

The sub-weights are arrived at through a statistical procedure. The next section
describes these measures in more details.

i) I{ealth }-aciliry* Gap

To determine the health facility shortfalls in each county, the third basis
recommendation uses the infrastructure gap for each level of health care based on
health facility norms and standards provided by the ministry of health as follows:

. Community unit/level I -required for a population of S,ooo people

. Dispensary/level Il-required for a population of 1o,ooo people

. Health center/level Ill-required for a population of 3o,ooo

. Primary referral facilities/level fV-required for a population of loo,ooo

. Secondary referral facilities, Level V-required for a population of r million
persons

r Tertiary referral facilities/Level W-5 million persons (These are nattonal
g ou ernment leu el facilttie s)

The third basis determines the health financing gap using the above norms and
standards which is monetized to inform revenue sharing. Figure z below shows total
facility gaps in level II to Level IV based on data from the ministry of health. 3o
counties have facility gaps while 17 counties have achieved the norms recommended
by the ministry of health.
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L-igrrre e: health facilit-v gap per County- (Level II, III and fV)
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ii) In-Patient days in I-evel IV and V (:l -ye:rr average - zor6l16 to zorT/r8)

iii) Heakh rvorkload/outpatient visits -Clinic visits to Level II & III

Variation in disease burdens across counties result in different heath service demands

as measured by in-patient and out-patient attendances. For inpatient days level [V
and V health facilities are considered while for outpatient level II and III facilities are

considered. Figure 3 below shows the number of people by county visiting inpatient
and outpatient facilities.

F-igure 3: Number of outpatient visits to level II&III and in patient days in
level IV and V

-Nairobi county has a high number of
visits to level 2 &3 facilities and will get a
higher allocation based on this measure

-Lamu county has a low number of visits
to level z&B facilities and much few visits
under inpatient care
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z: Agricul*i., Livestock and Fisheries-Allocated weight z ro%o

1.
Agriculture, li]vestock and fisheries services provided by county governments
include: ..op uhd animal husbandry; livestock sale yards; county abattoirs; plant and
animal control; and fisheries. County governments provide agriculture
extension to farmers in each sub-sector of agriculture. The agriculture,
livestock and services measure is based on a county's proportion of rural
households as provided in the Kenya Population and Housing Census (KPHC) of
2oog. Figure below shows the number of rural households per county.

+
Figure 4: ural households in each couniy- (KPHC ooog)

-Kakamega, Meru and Bungoma will receive
the highest share of revenue in this measure
due to higilr number of rural households.

-Nairobi and Mombasa will get minimal
allocation given the limitation of agriculture,
livestock & fisheries activities in these
counties.
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3: Urban Services-Allocated weightz go/o

Counties are responsible for provision of urban-based services including: solid waste
management; control of air pollution, noise pollution, other public nuisances and
outdoor advertising. County governments are also responsible for county public
works and services such as storm water management.

The number of urban households has been considered to provide service needs in
the urban areas as provided in the Kenya Population and Housing Census data
(KPHC) of zoo9. Figure 5 gives the number of urban households per county.

Irigure 5: LJrhan lrotrseholds: 'roo9 Census

-Nairobi, Kiambu and Mombasa will receive
the highest share of revenue under urban
services due to the high number of
households in the urban areas.

-Lamu will receive minimal allocation under
this measure
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4. Other Services -Allocated weigh tz tBo/o

Other county
homecraft cen

services include: pre-primary education; village polytechnics;
and childcare facilities; cultural activities, public entertainment

and public ties; animal control and welfare; fire-fighting services and disaster
management; trol of drugs and pornography and implementation of specific
national policies on natural resources and environmental conservation.
Given that e services are largely population-based, total county population is

ppropriate measure of expenditure needs based on the 2oog, Kenya
Housing Census. Figure 6 gives the county population

considered an
Population

Figure 6: Co nty Population: Census 2oo9
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Objective z: To promote balanced development-Allocated weight: z60/o

This will be achieved through three (3) parameters namely:

1. Poverty-Allocated weight: 14%
2. Land area-Allocated weight: 8%

3. Roads-Allocated weight-4%

TARGET 1-1

ERADICATE EXTREIV1E
POVERTY

/lI*+++If

t4%"

+%

I

t4
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t. Povert5r- ted weighti t-{o/o

The poverty uses povegty head count which is defined as a county's
proportion people as provided in Kenya Integrated Household Budget Survey
(KIHBS) 20 It6. Under-development and poverty have a close relationship,
therefore is used as a suktitute for developmental needs and economic
differences
county.

counties. Figure 7 gives the contribution of poor people per

Figure 7: ty contribution to povert-v-I(IHBS zor5l16

-T\rrkana, Nairobi and Kakamega have
a higher contribution to poverty and
therefore will get a higher share in this
measure.
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z. Land Area-Allocated weight: 8%

The allocation of revenues based on land parameter is meant to provide counties with
adequate resources to cater for additional costs in service delivery-land
disadvantages since it more expensive to provide services in counties with large land
area and low population density. The measure used for this parameter is the county's
proportion of the land area. Land area been capped at a maximum proportion of
seven per cent. Figure B gives each county's proportion of land area.

I"i1;rtrc 8: ClnuntS [,lrtd At'eit (st1. hnr)

-1.I

-Turkana, Marsabit, Wajir & Garissa will be
allocated higher shares due to their large land area.
They will each be allocated 8.r% share of revenue
due to capping
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3. Roads-Allocated weightz 4o/o

County goverdments are responsible for construction and maintenance of county
roads-class D roads and below. The roads measure is defined by the county's rural
access index (RAI) which is the proportion of a county's population without access to
a motorable rOad within two kilometers based on data from the Kenya Roads Board
for zot7. Figtire 9 gives the o/o of population in each county without access to a
motorable roafl.

Figurc 9: 9.i, Population withottt access to a motorable ro:rd rvithin z krn
distunce)

-Mandera will receive the highest
allocation and Turkana the second
highest.

-Nairobi count5r on the other hand will
receive the lowest allocation in this
parameter due to availability of
motorable roads
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Objective g & 4: fncentivize counties capacity to raise revenue and

prudent use of resources-Total allocated weight 4"/"

This will tre achieved through the following parameters:

1. Fiscatr effort-Allocated weight: z%o

z. Fiscal prudence-Allocated weight: z%
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Fiscal Effort-Allocated w eightz z%"

The fiscal effort measure is defined as a ratio of a county's actual Own Source
Revenue (OSR) to the Gross County Product (GCP) based on data from the Controller
of Budget and KNBS, respectively. The fiscal effort parameter is weighted at two per
cent and will ohange every year based on performance of county governments' OSR

collections. Figure ro gives the proportion of each county's fiscal effort measure

based on FY zorTlt9 data.

Figtu'e ro: C'oi.rntl'on'n s()tu.'ce rL'r'enrro 2oI:/t8 its r':ttio of GCI' zltt1
(0sR/G('P)

-Narok will receive the highest allocation of
8.8o/o of the total revenue in this measure.

-Nyamira will receive the lowest allocation of
0.60/o of total revenue in this measure
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Fiscal Prudence-Allocated weightz zo/o

The fiscal prudence measure is a comppsite index that considers; the external
auditor's opinion of a county's expenditures, use of funds for development and
establishments of internal audit committee and the County Budget and Economic
Forum (CBEF) across all the counties. Each of these indices has a weight of o.5%.
The prudence parameter is weighted at two per cent and will change annually
based on a county's performance in the above areas. These measures are presented
in table z below.

Table z: Fiscal Prudence Measures

r Audit Opinion County Executive &
Assembly

2 Development Expenditure

3 Internal Audit Committee

County Budget and
Economic Forum(CBEF)

Non

Qualified.

Adverse

Disclaimer

At least 3o%

Below 3o%

In place

Not In P]ace

ln place

Not In place

2

o

o

1

o

1

o

1

o

County Government tooo/o

g5=9o%

CA=lOo/o

gg=9o%"

CA=tO%o

County Executive &
Assembly

4 County Government too%o
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5.

The third basls recommendation is a framework for revenue sharing and not a

budgeting toof for counties. Effectively, this framework is used to make a general-
purpose transfer to all county governments. The basis creates a link between the
devolved funcfions and the county shareable revenue and uses better measures of
poverty and fi$cal effort. The basis also provides for peculiar service needs of urban
areas and will bncourage counties to be more careful in the use of public resources.

This recomm{ndation has also taken into account Article zog(d) and fi) which
requires that tflre criteria for revenue sharing ensures that county governments are
able to perforru the functions assigned to them and that the allocations are stable and
predictable. 

I

The impact o the third basis on the allocation for each county will depend on the
equitable allocation to counties for the FY zozof zt. In this regard, the
Commission ds that if there is significant variation on the shareable
resources to counties, the third basis be implemented in a phased-in manner over
a period of year to cushion counties whose allocations for the FY zozolzr will be
significantly uced. For this reason, the Commission recommends the setting aside
of tS% of the ual equitable share increment to cushion counties with a reduction
exceeding . 4oo million emanating from adoption of the third basis.
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