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CO SION ON RE,VENUE ALLOCATION

DATE: t8th December 2or7
Clerk of the Senate
Clerk of the National Assembly
Cabinet Secretary, National Treasury
Governors, County Governments
Clerks of County Assemblies
Dear Sir/Madarn

RE: RECOMMENDATION ON SHARING OF REVENUE FOR
FINANCIAL YEAR zorS/r9

Pursuant to Article zt6 (tXa) of the Constitution of I(enya 2o1o, the Commission
on Revenue Allocation is mandated to make recornmendations concerning the
basis for equitable sharing of revenue raised by the national government between
national and county governments. Article zt6 (il requires the Commission to
submit such recommendations to the Senate, National Assembly, the National
Executive, County Assemblies and County Executives.

Accordingly, the Commission recommends that for financial year zot}f zotg,
Kshs. 1,377..2 billion and Kshs.3B7.2 billion be allocated to national and
county governments respectively, as equitable shares. The Commission further
recommends that Kshs. 3o.S billion be allocated from the national
government equitable share to counties as conditional grants.

The equitable share of revenue for each county government for financial year
2ot9lrg has been included in this document as Table 11. These county
allocations are based on the second basis for revenue sharing among county
governments approved by Parliament in zo16.

Yours sincerely,

f- I

t

Dr. Jane Kiringai
CHATRPERSON
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EXECUTTVIJ SUMMARY

The comtnission on Revettue Allocation makes recomrnendations on revenue
sharing between national and courrty govemrnents in accordance with Articlezoz(t&z) and Article zr6(rXa). This specific recommendatio, has beer-rinforrned by the Fourth scheclule, requirernents of Article zo3(r) of theconstitution and the need for fiscal consolidation for a sustainable fiscalframework' It also takes into account functional assignme,t between national
and county governtuetlts as well as the overall performance of the economy.

t.......

The nationally raised sharable revenue for financial year zor8/tg is projectedto be IGhs. 7,717 billion. From the projectecl revenues, the Com,rission
recommends that I(shs. 7,377.2 billion be allocatecl to national governrnent,
IGhs'332'z billion to county governments as equitable shares and IGhs. 8.6billion for the Equalization Fund.

Tlre commission ftrrther recornrlencis that IGhs. go,46t billion be allocatedfrom the national government equitable share to county governments asconditional grants. The conditional transf'ers include I(shs. zi,46r million forongoing conditional programrles ar-rcl IGhs. 6,ooo million as new conditio.al
grants for establishment of cancer centres and cancer drug access program.

The last approved auditecl shareable revenue is I(shs. gg6 billion for financial
year 2013 lzor4.In this regard, the proposecl allocation to county governments
translates to 36 percent of shareable revenue. The equitable share allocation tocounty governments is shared among the 47 counties based on the second basisfor sharing of revenues approved by parliarnent in zor6.

First, the Commissiotl recomlnends the transf'er of an aclditional IGhs. 8.7billion, for functions previously transferrecl to cour-rty governments withoutattendant resources. This adjustment increases the baseline fbr countygovernlxents share from IGhs.3oz billion in financial year ory/.,Bto IGh.3ro.7
billion.

second, the baseline is adjustecl for inflation and for growth in service delivery.This rneans that the shareable allocations for zory/fi for both levels ofgovernment are adjusted for changes in prices of goocls. A further adjustrne,t ismade to allow for enha,cement i, service delivery.
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Although there has been a challenge in expenditure classification, county

governtnents are meeting the Public Finance Management (PFM) development

f,udget benchmark of 30 percent of county budgets'

However, greater attention needs to be paid to revenue raising efforts especially

as the country enters the second phase of devolution. The commission notes

with concern the poor performance of county own Sources of revenue' Although

both equitable ,hur" and expend.itures at the county governmept level have

been increasing, the own source revenue performance of the county

gor.rn-"nts ha"s lagged behind. This has resulted from low revenue collection

capacity at the county level, non-compliance in payment of fees, charges and

property rates; and pilferage attributed to manual revenue collection'

The huge shortfalls in meeting the own sources revenues targets pose a financial

risk to county governments as evidenced by huge pe'ding bills' estirnated at

Kslrs. 3s.B4billion as at the end of 3stl' June 2077'

The commission further observes an increasing public debt burden that is in

turn not only putting fiscal pressure on the national government but eroding

the quantr* olshareable revenue. Similarly, the Commission takes note of the

run-away wage bill that takes the lion's share of recurrent expenditure at both

levels of government, inviting a critical review of staffing levels and taking

deliberate efforts in steering clear from duplication at both levels of

government.
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1.O INTRODUCTION
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Revenue raised nationally is shared equitably arnong the national and county
governments. The Cornmission has been rnandated to make recommendations on
the basis for the equitable sharing of revenue to the Senate, the National Assembly,
the National Executive, County Assernblies and the County Executives six months
before the start of the financial year (Public Finance Management Act (pFMA)
2or2 section 19o). In making the recommendation, the Cornmission is guided by
the functional assignment and resource needs of each government. In addition to
the equitable share, county governments receive additional funds from the
national governlnent equitable share, to implement specific national policies.
These are in the form of conditional grants.

The financial years zorg/t4to zo16f tz marked the first five year of implementing
devolution. Over this period and despite many challenges, county governments put
in place necessaly structures that enabled therl to function reasonably smoothly.
The Commission has over the same period made five annual recommendations on
revenue sharing between national and county governrnents. The
recommendations take cognisance of Article zo3(r), which stipulates the criteria
to consider when deterrnining the equitable shares between the two levels of
government. This recomlnendation is made at a time when the country has elected
new governors, with more than 50 percent of them being new. Given the
experiences from the past five years, county governments and indeed the entire
economy is poised to experience accelerated development with irnproved service
delivery which is a key objective of devolution.

This recommendation is presented in eight Chapters. Chapter One introduces the
recommendation by summarising the overall perforrnance of the economy. In
Chapter Two, the fiscal performance of both national and county governments is
reviewed while the main thrust of Chapter Three is to articulate the functional
assignments for national and county governments. Chapter Four presents the
Commission's approach on revenue sharing, paving the way for presentation of the
recomlnendations on the shares of revenue to national and county governrnents in
Chapter Five. In Chapter Six the Commission demostrates how this revenue
sharing recommendation meets the requirements of Article 2oS (r) of the
Cottsiiltrtion of I(etrvrr 1'hapter Seven details tl-rc sharing of the equitable share
allocittion to the 47 counly governlnents based on the seconcl basis for horizontal
I'evcii L, : sltat ritt.g r,r'h i 1 'l.'- ii rrpter Eight conclud es thc lc r:o irt ruend ation.
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Growth in the global econonry slowed to 2.9 percent in zo16 from 3.1 percent in
2o1S. The sluggish growth was an outcome of the slow pace of global investment,

dwindling world trade, slow productivity growth and high levels of debt. Low

commodity prices, conflicts and geopolitics also affected the global economy.

World Gross Product growth is expected to dip marginally to 2.7 percent in zotT

with a modest recovery to z.g percent in zol81.

During 2c16, the real Gross Domestic Product (GDP) in the East Africa

Community (EAC) grew by 6.r percent compared to 5.8 percent in zor5. The

growth was fueled by public infrastructure investment, increased private

consumption and low oil prices. On average, EAC countries are projected to record

slightly higher growth rates in zotT due to irnproved business environment.

However, the external environment poses a potential challenge to the growth of
the EAC econornies due to possible terms of trade shocks and tighter external

filancing colnpoullded by u nfavourabl e weather cor-rditions.

Kenya's GDP growth increased marginally to 5.8 percent in zo16 compared to 5.7

percent in zor5. This growth was driven by growth in accommodation and food

services; information and communication; real estate; and, transport and storage.

On the demand side, growth was buoyed by consumption in both the public and

private sectors. Conversely, growth in construction; mining and quarrying; and

financial and insurance activities decelerated in zot6. In addition, persistent

drought experienced in the fourth quarter of zot6 hampered growth and

negatively impacted agriculture and electricity generation.

Economic growth in zotT is likely to be influenced more by the domestic rather

thal external factors. The weather has remained unfavourable, negatively affecting

agriculture; electricity generation and water supply. Due to the high share of
agricultural contribution to GDP, this wili translate into iower rural demand for
goods and services, and impact negatively on sectors such as manufacturing and

trade that have strong inter-linkages. The deceleration in growth of credit to the

private sector that started in zot6 continues and likely to further constraiu growth

in zot7. The dampened performance of the economy will negatively affect revenue

growth and therefore the quantum of resources available for sharing among the

two levels of government.

| ,ot7, Wollcl Econouric Sitttation Pt'rtsllccttts b1'Unitccl Nations
2



The rest of this review of the perforrnance of the economy focuses on recent trends
in macro prices and public debt and their implications on shareable revenue.

r.2.1.Inflation
Inflation is a key factor taken into account by the Cornmission in recommending
the equitable basis for the sharing of revenue between the national and county
governlnents. This is because high inflation increases the nominal resource needs
of both levels government to sustain service delivery. High inflation also
undermines the ability of national government to realise revenue targets.

The annual average inflation rate has remained within the government target set
at 5+2.5 percent in the Medium-Term Plan II (MTP) and within the EAC
convergence criteria of B.o percent. It declined marginally from 6.6 percent in
201,5 to 6.3 percent in zo16 due to stable transport prices, tight monetary policy,
and decline in the cost of electricity, kerosene and cooking gas. However, due to
prolonged poor weather conditions and campaign periods experienced in 2or7,
inflation is likely to increase slightly but remain generally within target.

Figure r show trends in inflation and its relationship with growth in GDP growth.

Figure 1: Annual GDP Growth and Inflation Rates
l
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t.2.z Interest Rates
Interest rate regimes shape the flow of credit and overall performance of an

economy. They also have significant public debt implications especially in
countries that heavily rely on domestic borrowing.

The arnendrnent of the Banking Act in August zot6 to cap the lending rates to a
maxirnurn of 4 percent above the Central Bank Rate (CBR) has seen a substantial
decline in overall credit and skewed the flow of credit towards the public sector.

More significantly, the interest rate ceiling may have precipitated macroeconomic
incompatibilities that will take a while to deal with. Overall, domestic credit growth
decelerated from zo.B percent in 2ot; lo 6.4 percent in zo16. The slow credit
absorption by the private sector is likely to reduce productivity and further darnpen

the performance of the economy and revenue growth. A buoyant economy and
gradually increasing revenue will be irnportant in the pursuit of l(enya's devolution
agenda.

r.2.3 Exchange Rates
In zo16, the Kenya shilling remained stable against rnajor world currencies. I'his
was attributed to narrowing of the current account deficit, largely due to a lower
import bill, an improvement in earnings from exports, and increased diaspora
remittances.

The Kenyan shilling exchange rate has been relatively stable against major
currencies. By the end of June 2oL7, the Kenya Shilling was exchanging against the
US dollar at Kshs. ro3.6 compared to IGhs. 1o1.S in June zot6. The I(enyan shilling
gained marginally against the Sterling Pound and the Japanese yen by 4.3 percent
and o.B percent respectively.

The exchange rate is expected to remain stable due to a significant level of reserves,

the continued growth in remittances and stable shilling supports the performance
of the current account and servicing of public debt both of which affect the amount
of revenue available for sharing.

r.2.4 Putrlic Debt
Kenya's public debt increased significantly over tirne despite the governrnent's
policy objective to contain and reduce it in the medittrn term. The total gross public
debt was IGhs. 4,4oT billion, equivalentto 47.9 percent of GDP as at the end of
June 2017. This comprised 52.1 percent of external debt and 47.9 percent of
domestic debt.

Tlre total external debt has risen from Kshs. 1,722 billion by 3stt' June zot6 to IGhs.

2,295 billion by Soth June 2017. The clebt stocl< cornprises of gz.7 percent,38

4



percent, z8'6 percent and o.7 percent owed to biiateral, multilateral i,stitutions,
commercial banks and suppliers credit respectively. The dornestic rlebt stock
increased to Kshs. 2,L12 billion by the end of June 2o7Z from IGI-rs. r,B15 biliion in
June 2076, a t6.4 percent increase.

On debt service, the governtnent paid IGhs .27t.2billion in zo16 up from IGhs. zr5
billion in zor5 in interest payments. These payments comprised of IGhs . 212.9
billion interests on domestic loan and 58.4 billion for external loans. Interest
payment has the first charge on the consolidated account. The accumulatio, of
debt exerts fiscal pressure and reduces revenue available for sharing. Figure z
sumnrarises the trend of total public debt from zooTloB to zo16l17.

F-igu.e z: I(enya's stock of public Debt in rGhs. Eilli<>,s
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The rise in public debt has largely been attributed to heavy government investment
in infrastructure projects. Though government borrowing is still consiste.t with
the mediuln-term debt management strategy, which aims at ensuring public debt
sustainability, it narrows the window for future borrowing, and increases
vulnerability to fiscal risks in the event of an urgent need for borrowing.
Furthermore, domestic debt crowds out private sector undermining prospects for
future growth. Debt service reduces the quantum of shareable revenue.
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2.O FISCAL PERFORMANCE OF NATIONAL AND
COUNTY GOVERNMENTS

The national and county governments' budget requirements continue to exert

pressure on the available nationally raised revenues. This underscores the need for

ih. t*o levels of government to not only put efforts in broadening their revenue

bases but also improving fiscal performance to ensure lrlore efficient use of

resources for bettei provision of services. The section that follows analyses the

performance of revenue and expenditures for both national and county

governments.

Ordinary revenue (shareable revenue) has increased steadily despite the slow

growth of the economy which has been below the double-digit Vision 2o3o target.

The total ordinary revenlre raised for the financial year zo16 lry rs estimated at

Kshs. 1,306 billion up from Kshs. r,153 billion collected the previous financial year,

representing a 13.3 percent growth. Total revenue (including A-i-A, loans and

grants) *r, Krhr . r,427 billion up from IGhs. t,z6z billion, representing a 13

f,ercent growth. The improvement in revenue growth can be attributed to the

reforms that the National Treasury and Kenya Revenue Authority have

implemented. Figure 3 presents a summary of trends in total government revenues

frorn zotof ttto zot6lt7.
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Pay-As-You-Earn (PAYE) and corporate taxes are the main sources of the ordinaryrevenues' on average, these revenue sources contribute approximately 48 percent
of the total revenues collected in financial year zoftltTwith corporate tax growing
faster than PAYE from FYzor5/16. This is an outcome of either growth in profit bylarge corporations or the job losses in the labour market. rhe pJformance of localvAT has significantly grown while the contribution of non-tax revenues (others)has remained ]ow' overall, growth of revenue streams has been changingreflecting changes in the structure of the economy.

The total ordinary revenues to GDP ratio has generally remained constant sincezoro/tt declining only marginally in zo6lt7. tt 
" 

r.u.nu. growth has largelyremained between ro to 15 percent except in zotg/14 when it splkea to a record zopercent' It is also evident from Figure 4 that even though cop growth and totalrevenue to GDP ratio is almost constant, revenues growth is somehow volatile.
liigure 4: ordinary Revctil-te t,o GDP ltatio, GDp Gl-,ola.th Rate z,rd RevenueGrorrytlr since zoto / qal:
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2"8. Coumty Revenaues
The county governments' revenues comprise of equitable share, conditionalgrants, own source Revenues (osR), loans and grants. The following sub-section
analyses the performance of each revenue type.

5%

:.tat5f t{t zat{tll,7

O I'r.l i n a,e.;y I{.e vcntlc Growth
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z.S.r. Fiscal T'ransfers to County Gov^ernments

The county gor"r*rents, total fiscal"transfers si,ce the inception of devolution i,
financial year 2ot2/r3 amounts to IGhs. r.4 trillion, cortprising of an equitable

share of Kshs. ,.3't.illion and conditional grants of Kshs' u6'6 rnillio,' This

accounts for 84 perce.t of the total revenues available to the counties. on average,

transfers to counties having grown from Bo percent i1 zol3 lt4lo BB percept in

zot6ltT .County governments depend largely on the equitable share as their main

source of ..r"r.].. The iinplication is that either the ability of the county

governments to generate their own source revenues is reducing as the equitable

share increases or the equitable share may have a pelverse effecton generation of

own source revenues at the county lever. The trend also raises broader concern

about possibre deveropment of a dependency syndro,re at the county level. Total

revenue collected by ctunties d"creased i, zo16ltT.Table t presents a sumlrlary of

revenues to counties bY source'

Equitable
share

Conditional
Grants

Total
CountY
Revenue

o/o

Conditional
Grant to
Equitable
Share

680/o

tto/o

% OSRto
Equitable
ShareYear

zorzf 13

zotglt4
zot4/15
zor5/16
zol.6lrT
zorT/18

TOTAL

osR

9,784
19O,OOO

zz6,66t
259,775

2Bo,3oo

3O2,ooo

t,z68r5zo

6,658

20,OOO

15,759

16,598

tB,oz8

3g,6Br
tt6r7z4

6,7s6

z6,z96

33,849

35,o22
24,71o

23,r98
zg6,z96

zZ6,z69

311,395

323,o38
B4r,68r

l.r5r,r1877

6g%

t4o/o

-o///o

6%

6%

tgo/o

9%

t5o/u

tgo/o

9%

too/otz6,6gB

sotn.ce: GARA; Cotntttl Bttclglet Intltlententation lteuieru Reports;variotLs isstte's

2.3.2. Equitable share to county Governments
county governments have been allocated a cumulative sum of IGhs. r.3 trillio,

from financial year 2o72/r3 to 2ot7l1} as equitable share' Figure 5 shows that

though equitable share to coutlty governmelts is growing in absolute tertns' the

year on year growth has clecri,ecl f.irn 19 percent in fi,a,cial year 2or4ltsto about

B percent in FY zotTlt}.The equitable share allocation to couuties is based on

assig,ed fu,ction u,-,.1t1-,. unrrul g.owth i, orclinary revenlles' Except i, fi,ancial

year 2013/14 whel the nationallyraised revenue grew by zo percent' the growth

B

has averaged ro Percent'



Figure 5: Equitable Share to County Governments
L9%

Ls%

280
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2075 201.6
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Source: CARA,Various Issues, CRA Computations, zotT

2.8.8. Conditional Grants
Article 202(2) provides that in addition to the equitable share, counties may
receive additional allocations from the national governments' share of revenue,
either conditionally or unconditionally. Unlike equitable share which allows
counties an opportunity to pursue local level development preferences, conditional
allocations are tied to implementation of specific national policies with clear
objectives. Table 2 presents a summary of conditional grants to county
governments for the financial years zotgl14to zorTlrB.

Table z: Approved Conditional Grants to Counties

zor3/t4 zor4/rg zorg/16 zo16/17 zorT/r8

310

A zeo

€ z7o

=cA 250

o 230

o 210.E

I 1e0

S tlo

302

8%

2017

8%

260

20%

L6%

72%

8%

4%
2013 2074

Nominal I

-i

Free Maternal Health Care

Leasing of Medical Equipment

4.2 4.7 4.2'

4.s4.s4.5

Special Purpose Grant o.2

World Bankloan o.5o8 1.3 +.8

Development ofVillage
Polytechnic 2

Total 19.9 15.6 3r.28 zr.8
Source: County Allocation of Reuenue Act, Vartotts

'?Utilised through the National Hospital Insurance Fund effective financial year zotT/tB
9
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For the zotTltS financial year, the national government changed the mode of

transfer of conditional grant on free maternal health care. The grant is now

chanlelled through the National Hospital Insurance Fund (NHIF) in line with the

national government policy to improve the efficiency attd management of the

grant. This change is meant to increase access to improved health care services by

extending the coverage to include the mission and private hospitals.

The national government also approved two additional conditional grants, one for

construction of five county headquarters and another for developing village

polytechnics. The counties to benefit from the construction of county headquarters

are Isiolo, Lamu, Nyandarua, Tana River and Tharaka Nithi. All counties will
benefit from the grant on village polytechnics. A special purpose grant that

benefitted Lamu and Tana River only was meant to enhance healthcare provision

in the two counties. A conditional grant to Level 5 hospitals benefit rr hospitals

across the country that are county level referral hospitals. These conditional grants

meet urgent development needs that could be missed in the general financing

framework. However, the identification of projects supported through conditional
grants is at the moment ad-hoc and risks becoming supply driven. A more

systematic approach would optimize benefits from such grants.

2.8.4. County Own Sources Revenues
Article 2o9 (3) empowers county governments to collect revellues from taxes, user

fee and charges. A review of the performance of county governments in this regard

indicates that they have performed poorly against their own revenue targets. Their

actual revenue collection has remained volatile, not only rnissing target but often,

less revenue is being collected in subsequent years.

The inability of county government to realise targeted revenues has been attributed

to the low capacity of counties to collect revenues; unrealistic forecasts, non-

compliance with payment of fees and charges and property rates; pilferage due to

manual collection systems and resulting failure to adequately report all revenues

collected at the county level. Most counties seem to intentionally prepare

unrealistic revenue forecasts as a balancing mechanism to meet the PFM AcI- zotz
requirement of a balanced budget. The huge shortfalls in OSR collections in respect

of meeting revenue targets poses a financial risk as evidettced by huge pending

bills estirnated at Kshs. 35.84 billion by the end of 3oth June 2or73. It also

perpetuates dependency on equitable share. Appendix II presents a summary of

county OSR targets and actual collections. Considering this trend, ntechanisms

rr Arrrrnirl C<xrnty Governnreuts li-rclget Itnplementation Review Rcport FYz<tt6f t7

10



rnllst be put in place for encouraging counties to put greater etfort in raising their
own revenlles

2.:i.S. Fiscal Effort
It is primarily for purpose of encouraging greater effort in raising revenue from

owlt sources that the second horizontal revenue sharing forrnula has an inbuilt
mechanism for incentivising improvements in OSR performance. The fiscal effort
factor which has a weight of z percent of the shareable revenue among county

governments, uses per capita revenue effbrt to encourage counties to increase their
revenue raising effort. This factor varies frotl year to year to ensure that counties

continuously put more effort in broadening their revenue bases and increasing

efficiency in revenue administration and collection.

For financial year zot9f zot9, the fiscal effort factor is calculated using the revenue

performance of counties' OSR for FY zor5l t6 and financial year zo16l t7. On this

account Mombasa, Lamu, Machakos, Bomet and Samburu substantialiy increased

their revenues. Over the same review period, Nakuru, I(iambu, Narok and Nairobi

registered significant decline in revenue.

iz,, r r)., 1.\,*-r. ;-i.tr "ys n s'o if Xixp exa dittl re
The total expenditure for both national and county governments for the financial

year 2ot6f t7 was IGhs. 2,1.41.tbillion of which IGhs. t,B24billion was for national

government and IGhs. 319.1 for county governments. Of these expenditures, the

national government spent IGhs. 6+6 billion on development (35 percent) and

IGhs. t,tT}billion on recurrent expenditure (65 percent). The county governments

spent IGhs. 103.3 billion on development (32 percent) of the total expenditures

and IGhs . 2t5.7 billion for recurrent (68 percent). In line with the PFMA, 2072

provisions on fiscal responsibility, both levels of government spent about a third
of their budgets on development.

2.4.r. Analysis of National Government Expenditure
The overall expenditure by national government pre-and post devolution has been

o1 the rise benefitting from the increased performance of the ordinary revenues

and increased borrowing. The growth in expenditure is driven by public wage bill,
debt payment, social sector spending and infrastructure development. Table 3

shows the national government's development expenditure between financial

years zorgl:^4 to zot4f 15 increased from IGhs. gSS biliion to IGhs . 549 billion due

to increased investment in infrastructure development, especially the standard

gauge railway.

11



i :Llt,i':: 1;: 1"i:'- l , r ,

Financial Year
Recurrent
Wages and Salaries
Other Recurrent

Development

l,r '.,: jl

2OtOf a1.

584
198

386
236

zoat f t2
6so
219

432
295

:'

zorz/tg
8r6
274

542

306

zor3/14
753
zBt

471

355

zor4/tg
86r
298

s63

549

zorg/16
1,rO14

307

707

49o

33%

zol6/17
trt78
337
B4z

6q6

35%
% of Development to
Total Expenditure 29% 3t% 27% gzo/o 39%

S o ur ce : N ational Tr. e a s ur.y Q uan,t er. ly E c o no nti c R eui eu R ep or.ts

The public sector's wage bill has been growing steadily since the onset of
devolution. Both levels of governments have faced industrial unrests by health
workers, teachers and lecturers at public universities. This has resulted in
downtime at public hospitals, including loss of life by patients unable to rneet the
cost of health care at the mission and private hospitals and disruptiol of learni.g
in institutions. It has also an upward pressllre on the wage bill.

2.4.2. Analysis of County Governments Expenditure
The county governments' expenditure for financial year 2o16lt7 amoulted to
Kshs.3t9 billion against a budget of IGhs. Bgg.24 billion. As shown in Table 4,
counties spent on average over 40 percent of their total expenditures on the wages
against provisions of the PFMA 2oL2 fiscal responsibility principles that require
the wage bill to be contained at 35 percent. At the onset of devolution, the counties
spent 46 per cent of their expenditures on wages which reduced to 40 percent but
surged to 48 percent in the financial year 2016 lrT.The growth in the counties'
wage bill undermines national efforts to attain the national target of 7 percent of
GDP. This also underscores the need to encourage county governments to urgently
undertake outstanding staff rationalization.

Item zor4/r5 zot5/r6 zot6/r7
Revenue

Nationo/T?ansfers
Local Reuenue
Recurrent
Personnel Emolurnents
Op eratiotts & M aint enance
%Recurrent To Total Expendihn e
Development

"/" D eu elop rnent To To tc.l Exp enditw.e
Total

Deficit/Surplus
Sou'ce: CRA; COB, Various L.,^sues

zor3/t4

216.3
190

26.9

132.8
77.4
51.7
7B%

36.6
zz%o

,69.4

46.9

z6zgg
228.5

33.85
167.56

103.1

6q.+6
6s%

90.44
3s%
258

4.35

294.79
259.77

35.o2
r9r.85
rrB.65

73.2
6s%

103.45

35%
295.3

-o.51

3rz.8z
zBo.3o

32.52
2r.5.71
r3ro.97

8+.zq
6B%

103.34

32%

319.o6
-6.23

72



The counties' expenditures on recurrent and developrnent have consistently
increased since devolution (Table 4). Total expenditure has increasecl over the last
three financial years from IGhs. 169.4 billion ir-r financial year zo;6/r4to IGhs.
295'3 billion in financial year zol5lt6.Expenditure in these years has been directly
proportional to county revenue. i.e. IGhs. z16.5billion in financial year zotg/t4to
Kshs' 295 billion. This demonstrates the county governments' depenclency o1
national transfers which are generally adjusted to take accoupt of increases in cost
of living. on the other hand, own source revenues have not been growi,g at a rate
sufficient to completnent national transfers. It will be very difficult to increase
access to public serices going forward without putting greater effort in raising
additional revenues at the county level.

A large component (68%) of county resources are used or1 recurrent costs. Figure
6 presents a breakdown of the county governments' recurrent expelditure between
personnel and operations and rnaintenance.

Figure 6: Analysis nf County Recurrent Iixpenditure in I(shs. billions
25()

20()

150

1()()

5o

o

I
1".I

rlrn l""l l*'"i
zor3/r4 zo4/r5,
DPersonnel Emoluments

zo15/16 zor6lrT
r Operations & Maintenance

Soto'ce: CoR Budlet Intplenrcntutiort Rcports

The proportion of recurrent expenditure on personnel emoluments has gradually
increased over the three fiscal years from IGhs. Zz.+billion in zor3 l4to Kshs.
rrB'65 billion in zot5lt6. Figure 6 reveals the peculiarity in the counties where the
personnel emolument costs are higher than operations ancl maintenance over the
four financial years. This coulcl be due to the misclassification of the expenditure
items by counties when reporting.
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gD(%

,r,rllt,

/ot.tit
bo%,

5O')('

lOt)6
:lto%'
2Ol/o

to()6

atr;

78%
6t1%,

65'%,

:J5%

t:1) 1. i/..:;

i{ecul'i'tnt:':rtitl

(tg'/"

il5'%'

2|) L:;f \i:'

r l)evcloPlnc,i-'i i'ittii l

32'%

221% t I I
::.i't'\6.1 17

r) o 13/ 1:[

Source: CRA CornPutations, zorT

The recurrent-to-development budget ratio is an important tool in measuring the

county governments' effort to balance developrnent for effective delivery of

services. Figure 7 provides the recurrent and developrnent expenditures by

counties as a percentage of their total expenditures over the five years'

Development expenditure increased from 22 percent in zor3/14 to 35 percent for

2o24lL-Sand 2015 l:6before declining slightlyto 3z percent inzot6ltT'

The results show that for financial year 2o131t4, counties did not meet the

requirement of pFM Act zorz which sets development expenditure to be pegged at

least 30 percent of the total budget. Between financial year 2ol4/r5 and financial

year 2o1S/16 counties improved their developlrent expenditure by investi'g 35

percent of the budget on projects. However, it should be noted that county

governments are still experiencing challenges with the classification of budget line

items between recurrent and development. It will therefore take some time before

the information is sufficiently clear for the actual situation to be known.
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3.O SHAREABLE AND NON.SIIAREABLE REVENUE

The shareable revenue as stipulated under Article 2o2(t) of the Constitution
requires that the revenues raised nationally be shared equitably among the
national and county governments. The shareable revenue excludes internal and
external loans borrowed by the national government. The allocation to counties is
based on shareable revenues defined in the Constitution and Section z of the
Commission on Revenue Allocation Act, 2011 as:

"all taxes tmposed by the national gouerrunent under Article 2og of the
constitution and any other reuenue (including tnuestment income) that may be
authorized ba an Act of Parliannent, but excludes reuenues referced to und.er
Arttcles zog (+) and zo6(t)(a)(b) of the Constittttion".

Table 5 presents a summary of shareable and non-shareable revenue for financial
years zog I 14 to zo16 I 17.

T'able 5: Slaal'eabXe anat Nora-Slaaneahie Reveraues in Xfunrs. Itditlioms
NO. PARTICUI.ARS

S}IAREABLE REVENUE
Opening Balance
Incorne Tax fronr Individuals
(P.A.Y.E)

Income Tax from Corporations

Immovable Property
V.A.T. on Domestic Goods &
Serwices
V.A.T. on Imported Goods &
Serwices

Excise'faxes

Licenses under Traffic Act

Royalties

Customs Duties

zor3/r4 zor4/r5 zol.5/16 zo116/17

1.

D

3.

4.
.).

6.

-
8.

9.
10.

11.

L2.

13.

14.

15.

16.

47.

18.

496

249,873

r99,777

ro5,BBB

tz6,gtt

to2,o29

3,323

67,Bss

26,678

g,gB7

586

to,1Bt

r,5BB

775

t6z

279,796

zz9,7B5

t27,go5

t3t,7Bt,

tt5,B7z

z,Bz5

74,O48

26,9gs

tt,468
r,6o9

tz,B7g

1,774

z86,t66

278$97

5,336

r6o,3Bg

tz9,Bz4

t39,540

3,652

6s+

79,TBB

25,245

LO,424

2,o74

4,BrB

t6,t03
r,443

124

3o5,t64

322,3O5

t94,22O

t44,Bt4

16)5,474

2,755

Bg,948

22,947

8,s96

2,531

z9,ogB

9rg

920

6,562

Other Taxes from lntelnational
Trade & Transactions

Stamp Duty

Interest Received

Profit & Dividends from CtsK

Other Profits and Dividends

Rent of Land
Land Adjudication and Case
Fee
Immigration Visas and Other
Consular Fees

15
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NO.

19.

20.
27..

,,
23.
24.

PARTICUI,ARS
Work Permit Fees

Passport Fees

Fishing Rights

Betting Control

Registration Services

Fines, Penalties & Forfeitures &
Other Charges

Others

Miscellaneous Revenue

SUB TOTAL.
SHAREARABLE REVENUE

NON.SHAREABLE REVENUE

Recurent Recovery Over Issues
2ooSlog &zoo9/ro
Development Recovery Over
Issues 2oo9log & zoog/ro
Grants from Foreign Govt.
through Exchequer
Contribution from Govt. ErnP.
To S.&W.S within Govt.

Loans from Foreign Govt.
through Exchequer
Loans to Non-Financial Public
F.nterprises

Loans to Financial Institutions

Domestic lending-T/ Bills

Domestic lending-T/Bonds

Grants from International
Organizations
Borrowing from International
Organizations

Commercial loan

AMISON Grants

Net Domestic Borrowing(CBK)

SUB TOTAL -NON-
SIIAREABLE
GRAND TOTAL

zor3/t4
l,Lzl
170

t29

r,443

tro23

z6,rBo

935,653

66

17

6,49t

28,432

r,14B

119

r6o,66o

34,648

4,695
to6,7oo

3421947

rrz78r57o

2or4/15
L,489

11

271

3

505

2,497

6zB

14,249

rro38ro35

zor5l16

4,BZB

755

337

J

310

z,z7B

JrJrJ

4,406

r,rt6zrgt3

5,703

6,705

2366

353

r91,749

t3,662

37,O87

t62,545

6,44o

4z6roto

r,588,5e3

zor6lrT
2,7O6

Br

t71

'Lg
r,5rB

3,292
r,776

r,3o6,3ro

3B,13r

r,750

B6,ooo

3zB,ggo

7,OoB

rB6,3o3

6,782

6s4,997

trg6tr3o7

25.
26.

27.

28.

32. ,

zB2,9,

3o.

31.

6,63t

r20

3o,31o

2,695

203

37,OOO

z55,6Bo

3,843

3,454

2r5,470

3,843

5591248

tr597rz83

33.

34.
3s.

56.

37.

98.
39.

40.

Source: National Treasurtl Exchequer AccotLrtt Variotts Reports
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4.O FUNCTIONAL ASSIGNMENT AND FINANCING

The Constitution establishes two levels of government that are distinct and

interdependent. The functions of national and county governments are listed in
the Fourth Schedule of the Constitution.

Article 186(z) makes provision for concurrent functions that are performed by

more than one level of government. Residual functions or power not assigned by

the constitution or national legislation to a county are a function of the national
government.

Article tBZ @) of the Constitution also provides that, if a function or power is

transferred from a government at one level to the other level, then arrangements

shall be put in place to ensure that the resolrrces necessary for the performance of
the function or exercise of the power are transferred in line with the principle of
'funds must follou functtons.' In the 2ot9ltg financial year, there are no new

functions approved for transfer to either level of government.

However, solne functions were transferred from national to county governrnents

under Gazette Notice No. zz38 of 1't April 2ot6, notably Libraries and Class D

roads without the attendant resource due to delays in convening of the Summit to

ratify a recommendation by the adhoc technical committee established by the

Summit in February zot6.

Tables 6 and 7 present summaries of the Comrnission's recommendation for
financing of the county and national government functions in the recent past and

into zor8/19.

'fabtre (:: Fill:rrrcing ot-ioJeltional Govrt':rrr-rclli l"trl'rlction:; t:il ;Ksirs. M !ti,rlns

No Sector

r Social Protection, Culture and
Recreation: Spotts, Culture and
Arts; Labour Social Security and
Services

z Education: Education; Science
and Technology; TSC

g National Security: Defence,
National Intelligence Services)

4 EnvironmentProtection,
Water and Natural Resources:
Environment & Natural Resources;

Actual
Expenditure

zo16/r7t

50,511

325,505

r.3o,194

59,O15

46,t8o

374,987

t3o,223

73,587

54,945

429,OO7

r43,4r3

79,r58

% change
(zotZlr9 &.

zorB/tg)

19%

14%

to%o

8%o

zor7lr9 zor9/r9
Estimate Ceiling

+ Provisional figr.rres
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No Sector

Water & Regional Authorities;
Mining

5 Health

6 Agriculture, Rural and Urban
Development: Land, Housing and
Urban Development, Agriculture,
Livestock, Fisheries, NLC

Z PublicAdministrationand
International Relations:
Presidency; Planning; Devolution;
Foreign Affairs & International
Trade; National Treasury,
Parliamentary Service Commission,
CRA, PSC, SRC, AG, CoB ; IGTRC;
& CAJ)

8 Enerryr lnfrastructure and
ICT: Infrastructure; Transport,
ICT; Enerry and Petroleum)

g Governance, Justice, Lawand
Order: Interior; Coordination of
National Government; Attorney
General & Justice; The Judiciary;
EACC; DPP; Registrar of Political
Parties, KNCHR,IEBC, JSC, NPSC;
NGEC; IPOA

1()

&:Enterprise, East 19,467
Ahican &
Tourism)
Total

11 Other Government
obligations : Ioan repayments,
pension and other expenses

Source : CRA Computations

tr46617g7

335,200

r8r,334 202,55t

6t,7oo 64,sgt

sB$97 40,L32

27O,tgL 277,O29

4L5,743 4O8,413

t97,Bzt

Actual
Expenditure

20161174

56,597

40,6BO

t75,192

428,262

zorT/tB
Estimate

L9,794

ar6331354

356,gOO

zor9/19
Ceiling

79,O72

1.171,3r52O

431,5OO5

% change
(zot7/r8&
2o18/19)

-2%

-4%

S%

20%

-o/5/O

5%

s%

z%

s BROP2017 projection

1B



Table 7: Fireancilag of'C,p;ui:rlrl;y Gove,l'nrti.e;i1I I'ir,Lic iii; iii l rl i.t''sltrs, ft'{itrntolt

FUNCTIONS

DEVOLVED FUNCTIONS

r Health Services

z Planning & DeveloPment

B Agriculture, Livestock and Fisheries

4 Culture, Public Entertainment & Public Amenities

S Youth Affairs and SPorts

6 Trade, Cooperative Development & Regulation

Z Roads &TransPort

8 Lands, Housing and Public Works

Water. Natural Resources & Environmental
9 Conservation
1<r Pre-PrimaryEducation

SUB TOTAL DEVOLVED FI.]NCTIONS

11 New CountY Structures

TOTAL EQUITABLE SHARE

CONDITIONAL ALLOCATIONS

L2 Level5 HosPitals

13 Free maternal Health Care

Establishment of six regional Cancer Referral14 Hospitals
Establishment of a national Cancer Drug15 programme

L6 Compensation for user fees

t7 Leasing of Medical EquiPment

18 Road Fuel LevYFund
Snecial Purpose Grant for Emergency Medical19 
services

20 Construction of Headquarters in five Counties

zz Rehabilitation of Village Polytechnics

TOTAL CONDITIONAL ALLOCATIONS

TOTAL
Source: CRA zotT

Actual
Kshs. Million
zo16/17 zorTlr8.

26,677 B9,r3r

57,66t 54,694

zr,88r 26,452

3,351 3,272

4,848 6,48t

4,855 6,o96

44,256 49,596

6,9t6 6,754

7,937 B,rr9

z,6os

zgo,BSZ

49,9r3
zSor3oo

4,247
254,836

47,164

3OZTOOO 
:

Recommendation

zorSlrg
95,846

58,815

28,445

3,5r9
8,969

o'555

59,677

7,263

8,zgt

4,560
zSzrgSo

54,783
3g7,163

4,OoO

4,121

900

4,500

4,307
200

r8roz8
298,328

4r2oo

3400

900

4,500
tt, o68

6os

2,OOO

26,694
3t4,2O5

4,5oo

4,142

5,oOo

L,ooo

900

4,500
B,z69

6o5

2,OOO

30ra74

362$37
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5.O RECOMMENDATIONS ON EQUITABLE SIIARES OF
REVENUE BETWEEN NATIONAL AND COUNTY

GOVERNMENTS

The nationally raisecl revenue for financial year 2o7Bl1gis projected at IGhs.r,BB5
billion, out of which, IGhs .t,777 is shareable. In accordance with the provisions of
Article zt6(rXa) and Article zo3(r), the Cornmission recommends that, IGhs.
7,371'2 billion and IGhs. 337.2 billion be allocated to national and county
governments, respectively as equitable shares for financial year zo6 ltg as shown
in Table B.

L':t:i;lc-t i"l,- ..,,,.1.,, :,;. . !i,..,1,..., _' i,,i.t_,.: _: _

Budget ftems Kshs'
Billions

Projected Sharable Revenues For zor.g/tg t,7r7.o
TO BE ALLOCATED AS FOLLOWS:
r National Governrnent tB7L.zz , County Governments 887.2B. Equalization Fund 8.6

source: Budget Reuietu otdloolc paper septentber. zotT & cRA zotT

Percentage

Tlris recommendation uses the zory 12o1B actual allocation to counties arnou,ti,g
to IGhs. 3oz billion as the base. The base is adjusted by IGhs. B. 43 billio, for
construction and rehabilitation of 31,356 kilorneters of class D roads and IGhs.
3r9 milliou for salaries and operations of clevolved libraries. These fu,ctions wer.e
transferred frorn the national to county governments through a I(enya Gazette
supplement of April 2C76. The cornbined base of IGhs. Sto.7 bittio, was acljustecl
for cost of living using a three-year average inflatio n of T.tpercent a1d r.4 percent
to provide for growth in services. The provision for growth in services is corlputecl
from relative county and national government development expenclitures
observed from the recent past. The Commission considers growth in developrnent
expenditure important in increasing the capacity of coupty governrneirts to
improve delivery of services to the public. 'l'he growih factor has been kept modest
to obviate bursti,g of the .atio,al fiscar framework.

Tlrese adjustments translate into an allocation of IGhs. 327.2 billion to the
counties for financial year zot9f zotg. The resultant equitable reverne shari,g
otttcotlres between the nationetl and connty governurents are prese.tecl i, Table B.
For purposes of cornpleteness, the Coilmission has also respo,cled to tl-re

10()

79.9
rg.6
o.5
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requirement of Article zo4 G) which is that one half percent of revenues collected
by the national government every year be pr"rt into the Equalization Fund for
addressing marginalization. For financial year zot9lzotg, this amounts to IGhs.
8.6 billion.

g"* Comc{i;ticrrra,i'ij;i"zl'n,is to Co;ilL,ir,i -l i;'
Article zoz(z) provides for additional allocation to county governments from the
national governrxents share of revenue, either conditionally or unconditionally.
Conditional allocations are tied to implernentation of specific national policies with
specific objectives. Table 9 presents a summary of current conditional allocations
and provision for new conditional allocations.

Table 9: Coreciitatinruii ellX-,rrcau, qalas t,o Cr-rLrtr-.,, i,i,iri:.i'ril1i,ijftii."j i,ij. I(qhs. P,4illions

conditionar Transfers Alfl"#,f;'"" Recommendation

zorT/r8 zorS/tg
A 

Current Conditional Transfers

r Level5 Hospitals

z Free maternal Health Care

3 Compensation for user fees forgone

4 Leasing of Medical Equipment

S RoadFuelLevyFund

6 Development of Youth Polytechnics

Z Supplement for construction of county headquarters
Total Current Conditional Transfers

B Recommended New Conditional Transfers

r Establishment of two Regional Cancer Referral Centres
at a cost of Kshs. 2.5 billion each

z Establishment of a National Cancer Drugs Access
Programme
Total Conditional 26,694

Sow'ce: CRA zotT

As noted in Table Q above, the Commission further recommends that IGhs.3o.5
billion be allocated to county governments as conditional transfers to support
existing and new county level programmes. The on-going conditional allocations
amourlt to IGhs. 24,46t million comprising of allocations for Level 5 Hospitals,
Maternal Health Care, Compensation for User Fees Forgone, Leasing of Medical

4r2OO

3t4oo

900

4,50o
trro89
2,OOO

6os
26,694

4,5oo

3,400

900

4,500

B,ss6

2,OOO

6os

24,46r

6rooo

5,OOO

1,OOO

3o,46r
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Equipment, Road Fuel Levy Fund, development of Youth Polytechnics and the
construction of county headquarters in five counties6.

S.z.t A Note on the new Conditional grants
Cancer is the third leading cause of death after infectious and cardiovascular
diseases in I(enya. The annual incidence of cancer is close to 37,ooo new cases with
an altnual mortality of over zB,oooz. Treatment of cancer is either tl-rrough surgery,
chernotherapy, radiotherapy or a combination of two or ail. Although lrany county
referral hospitals can now diagnose cancer and undertake surgical operation,
chernotherapy can only be done at either Kenyatta Referral Hospital, Moi Referral
Hospital or at Nyeri level 5 hospital. Radiotherapy can only be done at I(enyatta
Referral Hospital.

A'ticle zoz(z) provides that county govemrnents may be given additional
allocations from the national governrnent share of revenue, either conditionally or
unconditionally. Based on these requirements, the Comrnission recomrrends that
provision be rnade for a conditionai grant to be spent by the national governrnent
on behalf of the county governments to establish two additional regional carlcer
centres. The Cornmission further recommends for a National Cancer Drug Access

Programme starting financial year 2018 lt9.In order to kick offthis initiative, the
Comrnission recommends a grant of IGhs. S.o billion for construction and
equipping of the centres and a further IGhs. r billion for the Cancer Drugs Access

Programme be allocated to the Ministry of Health. This will ensure that cancer can

not only be appropriately diagnosed but also adequately treated. This programlne
will be a major step in realizing the country's dream of universal healthcare.

While conditional grants are important in actualizing specific national policies, the
Cornmission urges that their sharing among counties be equitable, with their
distribution done in a way that protects the independence of the county
governments with respect to budgeting, planning and budget execution. For
efficient execution of budgets, county governments require budget flexibility to
decide expenditure priorities and the choice of both the output mix and techniques
of production within budget guidelir-res and other public finance lin-rits.

("1'halalia Nithi, Isiokl, N1,'zrnclartrit, Lanttr antl '['artir Rivcr'

Llli:,,,::.irti1'
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6.0 HOW THE RECOMMENDATION MtrETS
REQUIREMENTS OF ARTICLE 2O3

Article 2oB of the Constitution provides the criteria to be considered in

cletermining the basis for equitable sharing of revenues between the national and

county governments. In this recorrmenclation, the Commission has considered the

criteria as detailed below.

i", ,. i '1 .;..1. i,, ,. 1t-l i' t l. '., '. ,. , '

National interest refers to agreecL policies, goals, priorities, and resultant programs

which have fiscal implications and benefit the whole country. Decisions on nationai

interest priorities do have financial implications on the functions of either level of

government.

The Commission considers the following priorities defined in Third Medium Term

plan (zo t}-zozz) and the Budget Review outlook Paper 2oL7 as a basis for

determining national interest. These are:

(a) Programmes focusing on employment creation

(b)Establishment of a government sponsored apprenticeship for all university

and TVET graduates
(c) Doubling in the number of mlnerable citizens supported through the cash

transfer programme (INUA Jamii) and ali senior citizens above the age of 7o

years
(d)provision of health insurance cover through the NHIF for all citizens above

the age of 7o Years
(e) Enhancement of the education programme to include free day public

secondary schools;
(f) Expalcling free maternity programme to include NHIF cover for postnatal

care for one Yeall;
(g) Increasing connectivity to reliable and affordable electricity (on or off-grid)

by zozo;
(h)Expansion of food and agricultural production and increase in the fertilizer

subsidy initiative to reduce the cost to farmers

oc-.)



ii,;.'--', l.' Ii:.it t: : ti.; l:,,..'r,'ti,-,,',' t. , ::r l

6.2.r. Public Debt
Public debt is defined in Article 2t4 as all financial obligations attendant to loans
raised or guaranteed and securities issued or guaranteed by the ,ational
government. Article 2o3(1) provides for consideration of public clebt service cluring
revenue sharing. The Commission in preparing this recommepdation has taken
into account that the national government will spend IGhs. 596.l billion o, debt
repayment for financial year zofiltg.
6.2.2. Other National Obligations
National obligations refer to those obligations that the National government may
have, and which affect the entire country. Excluded from these are those
obligations that arise as part of the National government's functions. Obligations
that are outside the national government functions considered i, this
recommendation include the cost of shared institutions such as the Judiciary,
Parliarnent, Constitutional Commissions, and Indepenclelt Offices.

6.2.3. Needs of National Government, Ability of Counties to perform
Functions Allocated to them and Developmental needs of Counties
The Commission has considered the functi6ns of the National and County
governments as set out in Fourth schedule of the Constitution which relates to
both recurrent and development needs. Tables 6 and Table 7 provicles for fi,anci,g
of national and county government functions, at IGhs. 2,227,3oornillio1 and IGhs.
567337 million respectively, for financial year zor8 lzotg.
6.2.4. Flexibili$ in Response to Emergencies
The Constitution allocates to both levels of governments the fupction of disaster
lxanagement, which incorporates the management of emergencies at a national
andl or county level. Indeed, the Constitution requires the setting up of a
Contingency Fund to manage unforeseen and urgent expenditure, whicir would
include disaster management. The Contingency Fund has already been set up
under the PFM Act zorz Section zo(z) with a ceiling of IGhs. ro biilion. gased on
practice, the national government funding surnmarized in Table 6 provicles for the
Contingency Funding at IGhs. 5,ooo million budgeted under other government
obligations.

The County governments are also required to establish a1 emergency fu.d to
lnanage urgent and unforeseen expenditures for which there is no specific
legislative authority to deai with emergencies that may affect Counties. The pFMA
Section rro provides that cottnty governrnent may establish an emergency fund ,ot

-,l,i,r
-:.1,
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exceeding two percent of their total revenues. County governments have discretion
of planning and budgeting. From the revenues allocated to them for zot\ltg, and

indeed from their own source revenues, counties have adequate revenues from
which to set up emergency funds.

6.2.5. Economic Disparities within and among Counties and the Need
for Affirmative Action
Article 2o2 (z) stipulates that county governments may be given additional
allocations from the national government's share of revenue, either conditionally
or unconditionally. The Commission has recommended that Kshs. 30.5 billion be

allocated to county governments as conditional allocations to cater for other needs

of counties and address economic inequalities. These conditional allocations also

consider specific counties for special grants under the affirmative action, to include
building of county headquarters and establishrnent of additional regional cancer

treatment centres based on prevalence of cancer in the country.

6.2.6. The desirability of stable and predictable allocations of revenue.
The recommendation on equitable sharing of revenue to both national and county
governments has remained stable and predictable. In rnaking the

recommendation, the Commission has ensured that both the national and county
government functions are not subjected to volatile budgets. This has been achieved

using a three-year average inflation rate to smooth revenue allocation cross the

years for both levels of government.
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7.O. BASIS FOR SHARING REVENUE AMONG
COUNTIES FOR zoryla$

In accordance with the provision of Article zt7, and the Sixth Schedule Section 16,

Parliarnent deterrnined in June zot6, the second basis for allocating among the
counties, the share of revenue raised nationally that is annually allocated to the
county governments. This basis is summarized in Table ro.

NO PARAMETER
Population
Basic Equal Share
Poverty
Land Area
Fiscal Responsibility
Development Factor
TOTAL

FIRST BASIS
45%
25%
zo%o

B%

z%

too%"

SECOND BASIS
45%
z6%
tB%
B%

z%
t%

too%o

1

2

3
4
5
6

Sou"ce CRA zot6

The approved basis for the sharing of revenues arnorlg county governments
provides that the parameter on Fiscal Effort weigirted at two per cent be revised
annually. The county fiscal effort is based on a county's actual own source revenue
increment per capita for the previous two financial years. Appendix V presents the
revised Fiscal Effort index used for the sharing of two per cent of the counties'
equitable share of revenue for financial year zot9ltg. The Commission notes with
concern that except two counties, namely Marsabit and Turkana, all other counties
not only failed to realize their revenue targets, but also that 19 counties collected
less revenues in zot6ltT compared to zor5f t6. This is shown in Appendix II.

As provided for in the second basis for revenue sharing among county
governments, Table 11 presents the revised basis for sharing revenue for financial
year 2o19ltg. Further, the table details the allocations to all the 47 county
governments based on the Cornmission recommendation that IGh.337,163 million
be allocated to counties as equitable share.
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Table 1t: Sulnmerry c,f'ltiq'uitai;ie ,l=li,,are atllor1g Cotil.r.l,y /.lD'r/il-rrrlialen'i-s

No Count5r znd Basis
Allocation

Factor
t.6z
1.Bg

2.Bs

1.90

t.20
r.42

2.27

2.L3

L.25

1.91

3.29
r.Bz

2.gB

3.4s
1.31

2.45

2.20

2.78

2-40

1.31

1.13

2.65

2.27

3.23
2.23

2.55

2.t4

z.6z

r.99

5.03

3.o1
1.7r

2.03

L.52

r.57

r.6o

L.4r

r.92

7.29

r.77

r.16

1

q

3

4
5
6

7
I
I
1()

11

t2
13

t4
15

16

a7

rB
a9

20
2t
22
23
24
25

z6
27

z8
29

3o
31

32
33
34
35
36
37
g8

39
40
4a

r.7r

r.Br

2.95

2.Og

r.z6

1.48

2.22

2.r7

r.18

L.70

3.43
r.73

2.87

2.86

1.36

2.73

2.r9

z.8o

1.97

1.33

o.79

z.6t
2.30

3.45
2.OO

2.50

2.25

2.OO

z.o6

5.OO

3.r2
1.83

2.o4

r.6o

r.66

r.7L

1.37

L.92

t.27

1.53

t.27

Baringo

Bomet

Bungoma

Busia

Elgeyo-Marakwet

Embu

Garissa

Homa-bay

Isiolo

I(ajiado

Kakamega

Kericho

Kiambu

Kilifi
runnyaga

Kisii
Kisumu

Kitui
I(wale

Larlopra

Lamu

Machakos

Makueni

Mandera

Marsabit

Meru
Migori
Mombasa

' Murang'a

Nairobi city
Nakuru

Nandi

Narok

Nyamira

Nyandarua

Nyeri

Samburu

Siaya

Taita-taveta

Tana-river

Tharaka-nithi

rst Basis Allocation
Factor

Allocations to
Counties zotB/tg
(Kshs. Millions)

5,468
6,38r

9,6C3
6,408

4,O53

4,787

7,465

7,r85

4'223
6,492

tt,o98
6,48-

1o,o61

tt,6zc

4,433
B,z7g

7,425

9,359

B,ro6

4,438
3,81s

B,g4s

7,640
ro,B83

7,525
B,sg8

7,207

B,B17

6,706

t6,96o
1O,14O

5,767

6,8s4

5,131

5,278

5,386

4,742

6,428

4,352

5,962

3,9o2

,.7



43 Turkana 4.03 3.43 LL,573

45 Vihiga

47 West pokot

r.49

r.66

L.42

1.57

4,773

5,297

Source, CRA zol7

I

l"

1

t,

i
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8.o CONCLUSION

The zor8lzcstg recontmendation is based on the actual allocations of Ksh 3oz
billion to counties for financierl year zotT f zor8. This base is adjustecl for functions
transferred to counties without attendant allocations. Further adjustments are
rnade to provide for changes in the cost of living and modest growth in the
provision of services keeping in rnind the need to obviate bursting of tlie overall
national fiscal framework. These considerations lead to a specific recorrmendation
for allocation from equitable share amounting to IGhs. 832.2 billion to the
counties. Conditional grants recornmended for the counties amount to Kshs. 3o.5
billion, most of it on on-going conditional programrres.

The recommendation comprehensively responds to the demanding requirements
of Article zo3 of the Constitution of Kenya 2o1o. In accordance with PFM A zotz
Section tgo(txb) (zXb), the Commission subjects the recommended allocation of
equitable share of revenue to the counties amounting to IGhs . gg7.2 billion to the
second basis for sharing of revenue arnong counties. This is done by making the
necessary adjustments on the fiscal effort factor to reflect the perfbrrnance of
county governnrents in collection of OSR.

In the recommendation, the Comrnission considers not only the national and
county governments' revenue collection efforts but also the overall performance of
the economy. The Cornmission ta]<es note of the disappointing revenue raising
performance of the county governments.

Concern is raised in this recommendation about the recent interest rate regime
that has skewed the flow of credit towards the pubiic sector. Interest rate ceilings
are likely to have underrnined nertional productivity by reducing private sector's
access to credit.

The wage bill at both levels of government takes the lion's share of recurrent
expenditure, pointing at the need to refine division of responsibilities at both levels
of government. National debt has also ballooned in the recent past not only eroding
the quantum resources available for sharing, but also raising sustainability- related
questions.
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County
Target OSR (Kshs.

Millions)
zor4/r5 zorglr6 zo16/17

452 3oo 33o

38o 33S 275

7,075 Bzo 732

766 S$ sBB

85 15o 16o

748 63r Bo4

5OO 5oo 35o

4o2 r8z r92

B6t 360 25o

1,847 1,135 tz49
BZ+ 1,ooo Bg+

67r SS3 6o3

8,374 3,683 go7o

1,OOO 1,407 1586

729 5oo 743

974 7oo 725

2,849 t,864 1585

6So 6o8 66g

5oo 3oo z6t

4oo Soo 6Zo

65 to7 1oo

2,539 2,972 z86z

5o1 4oo 33o
2Sl r99 266

+B 13o 12o

9o2 998 775

3oo 4oo 42o
6,996 4,072 S2go

r,r4o B5o gg4

t7,765 t7,528 t9966

z,7o9 2,911. 2SgT

456 256 362

3,909 S,So7 z9gz

219 z4r 198

2rt 392 3go
1,944 1,082 1095

OSRActuaI Collection
(Kshs. Millions)

zor4/r5 zot5/t6 zo16/17

2So 279 289

zo6 t6T 297

5o5 631 662

315 334 257

t29 te8 97

4ot 997 416

131 ro6 Bz

1SB 184 t44
r34 11o 95

786 65r SS7

517 5o4 443

4r4 434 490
2,ttt 2,46t 2033

545 519 6zo

3t2 3go 32t
297 306 272

97L g7g 1oo4

S2t 416 31S

254 249 22t

4oo 47r 463

6z sT 77

r,357 t,r22 t25g

2tS 2rg zt6

88 88 S6

99 tt2 729

539 548 5s3

355 339 29r

2,493 2,944 3t66

562 618 So7

1l.,5OO tt,710 1Og3O

2,2OO 2,295 1548

298 2SZ 245

1,639 r,753 rS34

ro4 to7 94

24r 279 297

681 77o 6+S

31

Performance OSR (%)

zot4/15

55

54

47

47

L52

54

z6

39

J/

43

59

6z

6S

55

43

3o

34

49

51

100

95

54

43

35

zo6

6o

rrB

Z6

49

65

Br

6S

42

47

tt4

51

93

5o

77

6z

Bs

6S

2t

101

31

57

5o

ZB

67

37

zB

44

53

68

B3

94

53

47

s3

44

B6

55

B5

.7D

/J

6Z

79

93

5o

44

71

66

zo16/17

Bz

86

9o

44

6r

52

23

75

gB

45

5O

Br

66

39

43

37

63

47

B5

6g

'7.7

44

66

21

107

7t

6g

6o

51

S6

6o

6B

53

47

76

59

zor5/16

Baringo
Bomet
Bungoma
Busia
Elgeyo/Mar
akwet
Embu
Garissa

Homa Bay
Isiolo
Kajiado
Kakamega

Kericho
Kiambu
IGIifi
Kirinyaga
Kisii
I(isurnu
Kitui
Kwale
Laikipia
Lamu
Machakos

Makueni
Mandera
Marsabit
Meru
Migori
Mombasa
Murangta
Nairobi City
Nakuru
Nandi
Narok
Nyamira
Nyandarua
Nyeri



County

Samburu
Siaya

Taita/Taveta
Tana River
Tharaka -
Nithi
Trans Nzoia
Turkana
Uasin'Gishu
Vihiga
Wqiir
West Pokot

zor4/15

407

302

522

120

250

6zo

500

1,193

378

LO2

g6

zot5/t6

3s7

343

310

120

248

389

200

Lro37

252

200

177

zot6/t7

346

270

356

6o

200

500
rBo

t192

220

230

t22

+8

47

42

28

+6

45

25

6Z

31

ro6

ro8

zot5lt6

47

37

S6

23

56

94

67

6g

55

4L

55

54

6+

+B

q6

39

44

to4

S6

44

33

6B

Target OSR (Kshs.
Millions)

OSRActuaI Collection
(Kshs. Millions)

zot4/r5 zotg/t6 zot6lrT

196 167 rBB

r4B rz8 t73

217 r73 L72

33 z8 27

116 139 79

3o1 365 zr8

r27 tS4 186

Bor 7L9 66q

16 139 g6

ro8 Bz 16

ro4 gB Bg

Performance OSR (%)

7zot6/r15zor4l

S ource : Budg et Implementation Reu iew Rep ort, Various lssues

t) a-l
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OSRActualCollection OSRperCapitaCollectionCounty Population (Kshs. Millions) (Kshs.)

Baringo
Bomet
Bungoma

Busia
Elgeyo/Mara
kwet
Embu
Garissa

Homa Bay
IsioIo
K4iiado
Kakamega

Kericho
Kiambu
ICIifi
Kirinyaga
II'IStt

Kisumu
Kitui
KwaIe

Laikipia
Lamu
Machakos
Makueni
Mandera
Marsabit
Meru
Migori
Mombasa
Murangta
Nairobi City
Nakuru
Nandi
Narok
Nyamira
Nyandarua

555,561

73O,729

t,375,O63

743,946

369,998

5t6,ztz
6z3,o6o

963,794

r43,294

687,gtz

t,66o,65t

752,396

t,629,282

t,tog,735

5zB,og4

1,152,282

968,gog

1,O]2,7Og

649,93t

399,227

1O1,539

r,o9B,5B4

BB4,5z7

1,o25,756

z9t,t66

r,356,30r

917,t7U-

939,370
g4z,5Br

3,138,369

r,6<l3,325

752,965

85o,9zo

5gB,z5z

596,268

zor4/t5
25(J

206

505

315

729

zorg/t6
279

167

63r

334
rzB

zo16/17

28g

237

662

257

97

4t6
Bz

744

95

557

443

49o
2033

6zo

327
,no

1OO4

315

227

463
7"7

7259

zt6

56

t2g

553

297

3t66

507

1Og3O

1548

245

1534

94

297

zor4/15

45ro

zBz

367

423

349

zor5/16

5()2

229

459

449

346

769

17CJ

197

768

947

303

577

r,5r6

468

739

266

1,O1O

411

383

1,18O

s61

7,O21

247

B6

3Bs

404

370

3,134

6s6

3,73L

r,431

315

2,o60

L7g

468

zo16/17

519

324

481

345
263

407

131

158

134

786

517

414

2,117

54s

3r2
297

977

321

254

400
6z

r,357

215

BB

99

539

355

2,493

562

11,5OO

2,2OO

298

r,639

to4
247

397

ro6

rB+

11()

6sr

srJ4

434

2,46t

519

3go

306

979

416

249

47r

57

11122

213

B8

112

548

339

2,944

6rB

lt,77O

2,295

ora

7,753

L07

279

777

210

164

93s

1,144

311

550

1,300

49t

591

25B

1,OO2

317

391

1,OO2

6tt
1,235

243

B6

340

397

387

2,654

596

3,664

7,372

396
t,gz6

174

404

8o6

132

150

66s

Bu

267

65r

7,252

559

6oz

236

t,o36

311

340

1,159

7sB

t,t46
244

54

442

407

317

3,377

538

3,483

966

325

r,Bo3

157

498

.)a
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Compensation of user fees forgone
This grant was irt.oa.r..d by the nuiio"ul governlnent to compensate the counties

for the revenue lost frorn the user fees charged by health ceuters and dispensaries'

The National rreasury used the annual consolidated faciiity outpatient attendance

workload to share the money acr-oss health centers and clispensaries within the

county,usirrgthetotalcotrntypopulationaSasharingfactor.

Road Maintenance Fuel LevY Fund
The Road Levy F;il;;t establishea i,, tgg3 through the Roads Mai,tenance Ler'y

Fund Act to cater for the maintena,ce of pubric roads, i,ciucli,g county roads' A

co,ditional allocation of 15 per cent is extended to county governments from the

annual proceeds of trre Fu'd colrected from the revy of IGI-r.rB per litre of fuel, and

sharedbasedontheapprovedrevenuesharingformula.Thisallocationisexpected
to be used exclusivelytoud nraintenance at the county level'

KDSP County Capacity Building Grant
This grant to counties is i.o* u .r=aTt iir.urr.",l by wortd Bank to support capacity

building initiatives ir-r the counties in the foilowing areas; strengthening pubiic

financial rnanagement systems a1d coulty hutnan resource managernent;

improving couuty planning and rnonitorilg a1d evalttation systet-ns; civic

education and pubric participation and strengthe,ing the intergovernmental

Theprogramlrastwolevelsofgrarrtssubjecttodifferentcriteriatheallocation
criteria for level r grants ts 5o%o shared equally and 5o% shared based on he

approved reventle sl-rari,g forrnula in accordance with Article 217 of the

constitutio.. Tire grants under level r target capacity builcling at the cottnty level

and are accessible to all county governments' Level z grants o1the other hald are

accessed througrr a seif-serectio. process a,d performance of tr-re legible counties'

Level z grant is shared based on ilr" score attained by participating counties' The

scoring criteria on term based or1 an intergovernmertar agreement a,d subject to

the Cornmission's revellue formula'

conditional Grant fi.omDenmark and Loan frorn world Bank

This grant is to support tne aeriveiy or t-r.uttt-, sewices in cou'ty health tacilities

with a view to moving the country towards universal rrealth care especially the

relations

ir-rtended alxong the Poor'
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Appeitr-nix V: County Fise ;,i_i -,:),'io.L.u

No County
County OSR (Iishs. Millions)
zor4lrg zt>rg/r6 zor6/t7

Per Capita
Revenue
Increment

z6

3O

92

53

FiscaI
Bffort
Index8

1.390

7.742

r.8o4

7.388

2.o96

15.944

tO,.t37

o.299

4.660
o.279

r9.r8B

o.833

2.4r7

7.483

4.3t7

1

at

3

4
5
6

7
I
9

1()

11

12

13

t4
15

16

t7
18

t9
20
2t
22
23
24
25

26
27

z8
29

3o
31

32
33
34
35
so
37
38

250

zo6

505

315
t29

407
131

158

134

786

5r7

4I.4
2,1L7

545

312
297

97r
327
254

400
6z

L,357

275

BB

99

539

355

2,493

562
11,50O

2,2OO

29B

r,639
104

247

6Br

rg6

143

279

L67

63r

334
rzB

397
ro6
184

110

6sr

504
,+34

2,46t

li19

390

ilo6
979
zlt6

2t4g

tl77

t>7

1,L22

2L3

{}B

Lt2

5,48

3,39

2,5t44

6rB

Ll,'7Lo

2,2t95

2it7

r,753

LCtT

27',9

7to
167

tzB

289

237

662

257

97

416
8z

144

95

557

443

49o
2033

6zo

327

272

1OO4

315

221

463

77

1259

zt6

S6

L29

553
29L

3r66

507

1O93o

1548

245

1534

94
297

6qg

rBB

173

Baringo
Bomet
Bungoma
Busia
Elgeyo-Marakwet

' Embu
Garissa
Homa-bay
Isiolo

r Kajiado
Kakamega
Kericho
Kiambu

I rinn
r(]rrnyaga
Kisii

' Kisumu

, Kit"i
Kwale
Laikipia
Lamu

'Machakos
Makueni

'Mandera

Marsabit
Meru
Migori

L7

95
22

37

74

97

3.ozB

6.o94

197

L25

:
57

3

237; Mombasa
I

Murangta

, Nairobi city
Nakuru

, Nandi
1

Narok
r Nyamira
Nyandarua

iNyeri
Samburu

' siaya

10

e Fiscal effort measure is. based on county's incrernenl in own source revenue per capita for the fipancialyears zo15/16 anC zo16/t7.
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4.96c6rr86134

8gg8

Taita-Taveta

;.li'i."€p''':4j
Tharalca-Nithi

ffil"*"'sB{".,''i.l
4g I ttrrkana r27

Vihiga

WestPokot

Source: CRA zotT
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