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Iiorcu'ol'rl
Working at the (irnrnrission has becn an exciting
tottr of dutv uorking rvith seven knorvlt<lgelrblc
colleagues and fricntls I Irrnrphrel Wattanliir, l)r.
Ilr.rtc Koech Asicnga, l)r'ol. l,)drvarcl Otrrgi, l\'tcr'
( iirchtrba, Fouzia Abdikadir', Kishanto Olt, Srruji. irrrtl
I)r'ol. I)eter Kinrrrrrr.

\\i'stitfiod on hiilll notc irnd aglt,cd earlr-on. on tlrt,
nrrxlulitics of engugt,rrrt'nt in tirJtilling our rnln(lirlr
as a lirll-time Conrnrissior. llcsidcs the qLrl t,r'lr lirll
('rrnrnrission ntcctings, lhc tleeklv Xlondav nrolnilg
nteetings (NININI) nror'pheil intu our'true no h .

'l'hlough the N'l M Ir{ rvc tlacked progress antl tlrlivcrl
nnd it also became thc linrnr rvltere lve conncctetl and
bonded cven at a persontl lclr:1.'l'he NININI l)ecanl(,(nlr
'sand box and oftentin)(,s \\'r got ttoftheltox. Intotal
i\c ht'ltl t4o NIond:rY nronling stiltus rleetings and :6
hrll Commission nlcetings.'l'he full tinre secretitriilt
has pxxidetl the nruch nccdt'd technical inputs lrrrrl

irnall'tical rigor rctlrired firl eflective tlelivcn,ol thc
Cornnrission's nrandate.

It is Albert Einstcin ulro saitl that "\\Ihcn tou stop
lcarningrou staft rhing . \\trrkingatthc Contnrission
has been a six-\'ear e\pericntial learning jorrrnt'r'. I

lcarnt that Kcnva s dt'r'olLrtion cannot be narratcd in
ir sir:g)L'slon. it s rlirrrr rlitli.r'r'rrt stories.

I rvill share three cxpcrienccs b tell the story in the
contcxt of, and tronr nl lens as the chairperson ol the
L\)nrmission.

I norv appreciate tht, esserrct, of the Conrnrission s
ntission and contnlitnlent t{) l,eavc no one ltehind .

\{ olking at the Conrmission has lleen a great opp(nlunit\.
to appreciate and undcrstuntl lvhat it realh,means to
lcavc some people bchintl.

[)uIing one ofthe count\'\'isits I nlet a woman tling to
',.lrarri u'ater at the bottonr of a drl rvater pan.

I could not fathonr how long she woulcl take to till the
2o-litrejern can, fronr a dn bed, using a cult and the
journev back to her honre. She represents thc stnrggle of
a significant prolxlrlion of Kent an rvonren. r'cs becausc

rvater is it rr,ornan issue.

It is m1' praver that one day, ntaybe, wuter will lxcome
the First Policv pliority in Kenya. [)uring the current
ravaging drought. I still rvonder if this mother kept the
familv alive. The fnrnrrrs ofArticle zo4 had such tirmilies

and communitics in nrind. We identificd them in the

2nd polic) on rnarginalised areas.5 million Kr:nvans,

and 1'es ifut'can idcntifi them, we can leach them and

tackle their challenges.

Sadlv, the itnplenrcntation of marginalisation policies

rtmains lacklustrc pafilv due to litigation an(l other
administrativc challcngt's.
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Because ofdevolution we can re-imagine a prosperous and equitable Kenya. This memorable visit to Mandera

Water and Sanitation Company in Mandera County demonstrates that indeed Kenya can be prcperous

and equitable. The Kshz,946 billion devolved to county governments since the onset of devolution has been

transformative in some counties.

I learnt from this quote by Winston Churchill that "Politics is almost as exciting as war and quite as dangerous'

In war you can be killed once, but in politics many times". This Second Commission recommended the Third

Basis for revenue sharing among county governments, which is fully anchored in the tenets of Artides zoz,

2o3 antl 216, and for the first-time aligning funding to functions. The recommendation was killed eleven times

at the Senate.

In the end the Senate kept the formula safe for two parameters whose objectives was good govemange in the

revenue sharing framework. In essence the removal ofthese two parameters at the Senate was a big setback in

improving governance in Kenya's devolution.

Dr. Jane Kiringai

Chairperson
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Executive Summary

The Commission on Revenue Allocation is established under Article z15 of The Constitution of Kenya,

zoro. The principal function of the Commission as stipulated in Article z16 (r) is to recommend the

basis for the equitable sharing of revenue raised by the national government between the national and

county governments and among the county governments. Other functions of the Commission include:

making recommendations on other matters concerning the financing of, and financial rnanagement by,

county governments, and determining, publishing and regularly reviewing a policy in which it sets out

the criteria by which to identify the marginalised areas for purposes ofsharing ofthe Equalisation Fund.

The Commission is composed ofeight Commissioners appointed for a term ofsix years non-renewable.

In execution of its mandate, the Commission has adopted a functional framework based on a Committee

system of Bovernance comprising of six committees. To support Commissioners in undertaking their

work, there is a Secretariat structured into six directorates.

The term of the Second Commissioners ran from January 2()17 to December zozz. During this period

the Commission developed seven recommendations on the sharing ofrevenue between the national and

county governments for the financial years zorT/r8 to zoz3/24. Through the equitable sharing ofrevenue,

the national government's allocation grew from Ksh.r,zS+.5 billion in the financial year 2o17/18 to Ksh.

z,15r.5 billion in zo23/24 , the county governments' allocation grew from IGh. 3oz billion to 4o7.4 billion

during the same period. The Second Commissioners also developed the Third Basis for revenue sharing

among county govemments. The Basis will be used to share revenues among the county governments for

the financial years 2o2ol21to 2024/25. TheThird Basis used a sectoral approach to revenue sharing. This

was guided by key functions assigned to County Governments in the Fourth Schedule ofthe Constitution

and the principle in Article 187(2) that finance should follow functions.

The Commission made recommendations on other matters concerning the financing of, and financial

management by county Bovernments. On financing of county governments, the Commission promoted

the capacity of the county governments to enhance their Own Source Revenue collection in such areas

as: revenue legislation and automation. The Commission also developed a revenue tariffs and pricing

policy, training guidelines, and revenue forecasting tools. Further, a study was conducted on own-source

revenue potential and tar gap, this provided counties revenue potential that would enable counties to

work towards achieving by conducting revenue reforms.

To enhance counties' capacity to borrow, the Commission in collaboration with the World Bank Group

(WBG) conceived the County Creditworthiness Initiative (CCI) for Kenya. The purpose of the CCI is to

provide technical assistance to county governments in bridging the creditworthiness gap and access

market finance for infrastructure and other development projects. Through the initiative, tt counties

were sensitized on credit worthiness initiative while six Counties were credit rated. To promote the

financial management by county governments, the Commission provided recommendations tothe county
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governments in the areas of: the establishment of
public fi nance stmctures; non-core inlrastructure,
pentling bills, adherence to fiscal responsibility
principles, and countl' btrdget ceilings.

In accordance with thc Constitution's proyisions for
determining, publishing and legularly reviewing a

policy identif ing marginalised areas, the Commission

developed the Second Policy itienti$'ing marginalised

areas. The Policy rnoved the focus and rationale
fionr marginalised counties to marginalised areas

in conformiS'with the Constitution and tlrivcn b1'

the smallest administrative unit for which data was

available. The Policy identified t,424 marginalised
areas. The Commission also helped design the new

Public Finance Managenrent (I.)qr.ralisation F-und

Administration) Regulations zozr, which allow
withdrawals from the !-und and new projects under
the First Policy and any subsequent policies.

The Commission in the execution of its mandate is

optimistic that indeed devolution is a game change

and has transformed senicc delivcn and development

in the'counties. This is particularl!'in the sectors

of health, water, roads, and education. 'fo continue
strengthening devolution and the Conrmission, the
Second Team of Commissioners proposes fi.rfther
considerations in the follouing areas:

i. 'fhe need to prornote better collaboration in
dealing with developmental challenges in the
provision of clean, safe drinking water;

ii. 'l'he need to prioritise the financing ofcities;

iii.'lhe need to strengthen the division ofrevenue;

iv. Revierv oI the Cr-rmmission's Act; and

v. Gazettement of the Commission's replulations.

COMMISSION ON RXVENUE ALTOCATION
SECOND COMMISSIONER,S' END TERM REPORT

.IANUARY 20l7- DECEMBF,R 2022
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Preface
The Second Commissioners' end-term report
seeks to shed Iight and inform Kenyans about the
remarkable journey of devolution seen from the
lens of a front-seat Constitutional Commission.
Further, the report shares the experiences gained

along the way and the immense lessons learned.

The promulgation ofThe Constitution ofKenya, zoro
was the culmination of many years of consistent
clamourfor change in Kenya's governance structure.

Over the years, Kenyans had a continued push

for fair access to social, economic, and political
opportunities. Theywanted a Bovernancestructure
that would ensure a meaningful say in how they

are governed, and how resources are shared and

ensured a more balanced development leading

towards a more equitable and just society. The

colonial and post-colonial governments prior to
the Constitution developed and implemented
numerous policies to address socio-economic
challenges. However, evidence pointed out that
despite relatively strong economic growth in Kenya

over the years, disparities still persisted. The key

underlying policy impetus could only be achieved

through an overhaul ofthe Constitution to Buarantee
regions control and access to resources.

The central pillar ofthe Constitution is devolution.
The Constitution established a devolved system of
governance consistingof the national government

and 47 county governments. The governments at

the national and county levels are distinct and
interdependent and each level has been assigned

functions and revenue-raising powers. The powers

granted in Chapter 11 of the Constitution enable

counties to govern themselves, including raising
revenue, making laws, and electing local leaders.

Article zo3, provides a framework for the equitable

sharing of revenues raised nationally between
the national and county governments and among

county governments. Further, the Constitution
provides for affirmative action through transitional
equalisation by providing more resources to
areas considered to be marginalised before the
promulgation of the The Constitution of Kenya,

2o1o, to achieve equitable development.

The Commission has been mandated to make

recommendations concerning the equitable sharing

of revenue raised by the national government

between national and county governments and

among county governments. At the minimum,
county governments are guaranteed an allocation

ofat least r5 percent ofthe nationally generated

revenues. The Constitution assigns the mandate

of ensuring equity in sharing of resources to
the Commission and Parliament. In upholding
the promise of devolution, the Commissbn has

ensured that equity is not compromised while
acknowledging that revenue sharing is both a

technical and political process.

From the start ofdevolution in the financial year

zor3/14 to 2022/23, county governments have

received Ksh.3,6zo billion to provide services

for devolved functions as mandated by the
Constitution. This amount has primari| come

from equitable transfers from the national! raised

revenues, conditional grants from the national
government, donor loans and grants and counties

Own Source Revenue(OSR).

This is a significant amount that has truly made

devolution a game-changer. So far, a number
of Counties, cognisant of the high expctations
of their citizens, have used their allocations to
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improve healthcare services, provision of water,
early chiltlhood education, transport, agriculture,
and build markets, county offices, and official and
residential residences, among other priorities.

Access to healthcare has significantly improved
in alnrost all counties. Notable improvcments in
service delivery has happened in marginalised
counties. l-or example, citizens no Ionger have to
travel over six hours to access a magnetic resonance

imaging machine in Nairobi. Across the countrv,
well-equipped local hospitals now provide the
much-needed services, drugs, equipment, and
health personnel.

This isjust a start
During the Commission's numerous field visits
across the country, it was evident that there is a
notable improvement in education. More children
enjoy learning in thousands of modern Early
Childhood Development Education facilities built
close to their homes, with lunches and improved
toilet facilities along with drinking water.

Several countics have opened meat, mango, milk,
and other processing factories, improving farmers'
market access.

The successes are however not rosy
everlrwhere
As the Second Commissioners leave olfice, we are
cognisant of spccific issues that require attention
and are important in strengthening devolution.
These include:

. Delayed disbursements ofthe county's equitable
share. This has to a large extent contributed to stalled
projects in the counties. Stalled projects could also

be attributed to poor financial administration and
management, and the shifting budget priorities as

evidenced through county supplementarv budgets.
. Counties' pending bills that have left srrppliers
fnrstraled and put some orrt of business.

There are good reasons for optimism
There is enough evidence that devolution has made

a difference and is maturinS nationwide. There are

now numerous public participation forums across

the country, and residents remain vigilant aboutAnd this is not all
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Iarukuta Erport Abbatolt ln ChePararla weJt Pokot County

resource sharing, as well as project identification
and monitoring. Given devolution's triumphs
already witnessed, thcre are genuine reasons to

remain optimistic.

The following sections describe the Second

Commissioners' accomplishments, challenges,

and lessons learned in executing the Commission's

prinicipal and subsidiary mandates. The report
also includes gives proposals for strengthening
devolution going forward.

This publication was developed using several

Commission reports and documents. The report
also benefited from county visits and conversations

with national and county officials.

The rest ofthe report is organised as follows:

t

Chapter One gives the mandate, functions and

governance structure of the Commission, Chapter'frvo

pror.ides the achievements, the lessons learned, and

proposals for strengthening the equitable sharing of

revenue. Chapter Three providcs the achievements,

lessons learned and proposals for strengthening

the financing of and financial management b1'

county governments. Chapter Four presents the

achievements, lessons learned, and proposals for
strengthening the identification of marginalised

areas. Chapter Five presents some of the gains

from devolution in the sectors of health, water,

roads, and education. Chapter Six concludes by

providing further proposals for consideration by

firture Commissioners.
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Humphrey Wattanga, Vice Chairperson: \rVe
need to figure out how to hansfer best practices
from countyto county

n evolution is the most critical component of tle new Constitution.
I ll am confident and assured that the Second Commission has

I-.,r7 rrppo.1"6 , critical phase of the country's transformation.

Navigatingthe politically charged process of developing recommendations
to allocate resources in a rational and equitable manner was challenging,
but we lived up to the promise of the assignment. Our mandate was
derived from a rather broad democratic process, and this should be the
guiding spirit in future processes.

The people have elected Members of Parliament and Senators, who are
expected to approve the Commission's recommendations for revenue
sharing, revenue enhancement and prudent public financial management.

The question remains: How do we push ourselves as a country to close the
revenue gap when we collect Kshz trillion with a budget ofKsh3.5 trillion
and have nearly reached our debt ceiling? This is a critical question to be
answered in the Third Commission.

As we move forward, greater emphasis is expected on financial
management to enable us rationalise our expenditures and leave enough
for development. The fact that counties are collecting just a fraction of
their local revenues requires strong leadership at the counties.

There are systemic and process issues that must be addressed, such as

revenue system automation and hiring competent personnel. I have
observed that revenue performance in many counties is inconsistent, and
depends on which govemor is in charge. It's a bit ofa mixed bag.

Some counties have gone above and beyond what is required ofthem such
as building certain classes ofroads, developing water and health services.

In others, the county leadership has effectively led the development
meat, mango, milk, and other agricultural processing factories emerging
enhancing farmers' access to market oppoftunities.

But some counties have little to show for the funds they receive. I hope tlre
next Commission can closely monitor county's performance, and figure

COMMISSION ON R,EVENUE ALLOCA'I'ION
SIjCOND COMMISSIONERS' END TERM REPORT

JAr\-UARY 2()r7- I)ECl:lU llER 2o22
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out how to transfer best practices fiom county to county. For example, in some counties

revenue collection has improved tremendously due to valuation rolls and updated land

rates. We can learn from the Ministry of lands'efforts towards digitization of processes

and records. If Nairobi can automate its revenue collection effectively and close up the

loopholes, it can comfortably collect IGhTo billion instead ofthe current IGh. ro billion.

Currently, there are at least r5 different revenue management systems, collecting only

Ksh3q billion. Adopting a single integrated system for counties could transforn revenue

collection and improve osh flow in the counties. But there is an undeniable opacity - a

lack of transparency and personnel issues that frustrate even the best leaders with the

b€st intentions.

When we studied counties local revenue potential, we noted that there were at least

roo reported streams and in some counties, several hundred separate fees and charges

existed. This reflects an inconsistency in reporting of revenue streams, which are often

the same or similar sources reported under a slightly different name.

I hope that a County (Tares, Fees and Charges) Act that specifies all the revenue streams

(authorised by legislation) and specifies the relevant tax rate, fee or charge can be

implemented in the next few years to make it possible for counties to provide the quality

and quantity ofservices needed by the people.

Bio D.rt.r

! Commlssloner Humphrey Wattanga has a Masteri degre€ in Buslness

Admlnlstration from the Unlverslty of Pennsylvanla! Wharton School of Flnance

and a Bachelori degree in Blochemlstry (Cum Laude) from Harvard Unlversity ln

the unlted states.
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organlsations.

r He is a Crand Challenges Canada Peer Revlew member, a member ofthe
BrooklnBs lnstltutlons revlew Panel on the Potentlal and limitatlons of Soclal

lmpact Bonds, and a key contrlbutor to the conceptuallsation, structuring, and

roll-out ofthe M-Akiba platform, the worldi first mobile-only Eovernment bond
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Dr. Irene Koech Asienga, Chair, Revenue
Enhancement Committee: We had to be
practical and sensible to accomplish much
within the six years

T 1| Then this Commission was appointed in zor7, there

!A![ tru. talk of reviewing lhe constitutional provisions of
Y Y devolution, and with them all institutions tasked with

entrenching county governments.

But, having tasted some fruits and promises of devolution,
Kenyans could not be more persuaded to abandon it in a

referendum. We shifted to work on entrenching the new system
while streamlining the operations of devolved government units.

One ofour priorities when we came in zorT was to build on the
achievements of the First Commission. We also needed to simpliff
our operations. This entailed streamlining the division of labor
among Commissioners so that each was in charge of overseeing
critical functions for greater effectiveness.

As the citizens' expectations were high, we had to identify what
could be accomplished quickly, with minimal resistance and
lvithin the timeframes allotted in the law. For instance, the
Revenue Enhancement Committee researched and published the
first ever 'Comprehensive Own Source Revenue (OSR) Potential
and Tax Gap Study' to provide pointers on what can be done to
increase county revenues.

It was critical for the Commission to raise awareness on the
possibilities and missed opportunities in counties'efforts to boost
their own revenue. According to the report, the average collection
of all county governments is just IGha+ billion, which is Kshzo
billion short of the targeted Ksh54. billion, and a faction of their
potential. The report was well received by county leadership and
many are alreadyworking on their strategic revenue development
and management.

As I leave the Commission, I am delighted to have contributed
to the developing counties' local revenues. Of course, we are not
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blind to the difrculties counties face in realizing their revenue potentials.

I hope that the Third Commission can assist counties to overcome their many
challenges, and build on the gains made by this Commission. I am particularly
keen on the establishment and implementation of the Integrated County Revenue

Management Systems and development ofnatural resource-based revenue str€ms.

I also hope the Third Commission will find ways of incentivizing counties to raise

their own revenues, as had been proposed in the Commission's recommendations
to Parliament on the Third Basis for revenue sharing among counties.

Bio D.:t,:

t Dr. lrene Koech fulenga has over 15 years' exPerience ln research, teachlnB

and admlnlstratlon. She has worked as a Senlor Lecturer and Dlrector in

Kabarak Unlverslty, Nalrobl Campus, responslble for mentorlnS, teachlnS,

gradlng and supervlslng students. She was also lnvolved ln strateglc

plannlng, coordlnatlon ofacademlc Programs, suPervlsion of teachln8 anll

non-teaching staff, academlc advlslng, marketing, amonB other dutles.

t she ls a former oean, Buslness School and Head of Commerce oePartmert

at the same unlverslty. 0r. AslenBa holds a doctorate degree ln Economlcl

from the lJnlversity of Strathclyde, Scotland, UK: a Master of Arts ln

Economlcs from the Unlverslty of Malawl and BA ln Economlcs from the

UoN.
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Prof Edward Oyugi, Chair, Transitional
Equalization & Stakeholder Management
Committee: We believe the sub-location
is the best unit of analysis in identifring
marginalised areas

Y T istorical records and our research show clearly Kenya's

f{ unbulon""d approach to development, which resulted in
I I .urginutisation of a number of areas and communities.

The Second Commission developed the Second Policy identifying
marginalised areas using sub-locations. This is inspite of politcal
challanges relating to the Equalisation Fund. This expanded the
marginalised areas from r4 munties to r,424 areas in 34 counties.

C)ur observations and wide stakeholder consultations revealed

that using the county as the unit of analysis was not ideal because

it negated the spirit and letter of our Constitution.

Our visits to counties confirmed that we had people within
marginalised areas that were excluded even further from basic
services like water, roads, education, health facilities, power,

and education. Conversely, we had people living in developed

counties that could not access the services.

I am saddened that money earmarked for essential amenities in
marginalised regions has piled up at the National Treasury due
to rule delays, late project identification, and administrative and

legislative barriers. According to the most recent Auditor-report,
General's total Equalisation Fund entitlement from 2011/12 to
zotgfzo was Ksh 30.78 billion. Up to Ksh 12 billion have been

transferred to the Equalisation Fund, leaving the Consolidated
Account with IGht8 billion.

I hope that the Funds earmarked for communities will be availed

soon to demarginalise the more than 1,4oo areas and make
development a reality for them.
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t Prof. Edward Oyugl has held senlor academlc and research posltlons

ln several universltles such as Kenyatta Unlversity, Bayreuth Unlversity

(Germany), Unlverslty of Heldelberg, (Germany), Unlted States lnternatlonal

Universlty, Kenya and Tangaza College, Kenya.

I He has been a member ofthe Natlonal Economic and Social Councilandthe

Task Force on Devolutlon.

I Hewasalso the Executlve Dlrector ofSoclal Development Network

(sODNET) for severalyears. Prot holds a PhD in Psythology and paedagogy

from the Unlverslty of Cologne, Germany and post-doctoral tralnlng from

Unlverslty of Cologne, Germany and Unlverslty of Bayreuth, Germany.
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Petcr ()achuba, Cl-rair. Irilrance und
Atl rn i n ist ration ('om rn i ttcc : The Commission
is a financially prudent institution that
consistently receives unqualified audits

was charged with ensurinS that the Commission's internal structures
were run smoothly and efficiently. The Commission has received clean
audits for several years. This has set a good example for the counties.I

Although the Commission has made significant progress, we could have
accomplished much more if our mandate was phrased differently. For
instance, the word 'recommendation' should be revised. The Senate

or National Assembly are currently under no obligation to adopt our
recommendations. By the time we present our recommendations, we
usually have spent significant resources especially on research and
stakeholder engagement.

I consider the next Commission's work already cut out. Policy proposals
require rigorous stakeholder engagement, rvhich requires strong internal
mechanisms. Further, the nextteam needs to ensure effective collaboration
with key stakeholders to ensure the resulting recommendations are
credible, scientific and easy to sell to policy makers and the wider public.

8lrr[).r1.r

I Peter Gachuba ls an lnvestment Banker with over 20 years of lnvestment
Banklng and Prlvate Equlty experlence. He has worked as Managlng

Partner of Strategic Afrlca Fund, Strateglc Afrlca and as Managlng Partner

of AfrlCap Fund, a speclallzed Prlvate Equlty Fund based in iohannesburg

South Africa, Kestrel Capltal, Cooperatlve Bank of Kenya, Acacla Fund

Llmlted, CDC Capltal Partners, KPMG and Lolta Capltal Partners.

t He has also served as a Non- Executive Director ln Boards of Faulu

Mlcrofinance Bank, Equlty Bank Llmlted, and has worked ln USA, South
Afrlca, Mozamblque, Malawl, Uganda and Tanzanla. He holds a Masteri
Degree ln lnternatlonal Buslness from Southern New Hampshlre Unlverslty
ln New Hampshlre, USA and Bachelor s degree ln Accounting.
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Fouzia Abdikadir, Chair, Audit, Corpor{te
Governance and Risk Management
Committee: The Country is on course irl
'Bringing to Kenya'the Northern Fronftr
Disrricts 

I

i'rl ince zor3, I have experienced first-hand deuoluf,or,'.

\ transforming effect. As a resident of a region classifi|d as

)r.r7 arid and semi-arid and Chair of the Commission's Audf and

fusk Management Committee has given me a unique persp{ctive

on the Commission's impact

I grew up in Garissa and can attest to its post-devolLttion

development. I have seen the government both Presenl and

absent. In Garissa, when we travelled to Nairobi, we often sdd we

were leaving the Northern Frontier Districts (NFD). But day,
our perspective has changed.

Devolution has made available a number of services in Gaissa,
Wajir, Mandera, and other northern counties. Witnessing this
transformation has exposed me to development politics and I
now understand the dire economic condition in Arid and Eemi-
Arid tands (ASAls) and other underprivileged counties.

For many Kenyans in the Northern Frontier region, CRA's tole in
promoting devolution and equitable revenue sharing has lleen a
game changer. Today, Mandera is like a city v/ith enviable scvices
that even Ethiopia seeks.

In Garissa, modern medical tests like Computed Tomography
(CT) Scans and MRI (MaSnetic Resonance Imaging) arc now
easily available, improving access to such services. Such inithtives
have improved the residents' quality of life and made them feel

more Kenyan, which many locals attribute to the Commitsion's
equitable sharing of revenue. In short, lives have been saved.

The deadlock over the Equalisation Fund hurt margi4alised
counties. A portion of the First Poliey ldentifying margi4alised
areas was never released, while tJre Second Policy has nevef been

implemented. we are developing the Third Policy and hope all
three policies will be implemented quickly. This will make a huge
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difference to marginalised areas. It is critical that the Third Commission effeetively
engages all key stakeholders to prevent such future scenarios.

It would be critical for the next Commission to engage lawmakers and explore
options of making its recommendations legally binding.

Bio Data

I Former finance manager Ms Fouzla Abdtkadtr holds a Postgraduate Dtploma

ln Portfollo Management and lnvestment Analysls from the London school

of Commerce in the Untted Xlngdom and a Bachelor of Commerce-Ftnance

from the Jomo Kenyatta Unlverslty ofAgdculture and Technology. A masters

ln Publlc Pollcy and Admlnlstratlon from Kenyatta Untverstty

! Commlssloner Fouzla ls a Mandela Fellow (Young Afrlcan Leadershlp

lnltlatlve, 2014).

I 5he has publlshed the challenges of educatlon for gtrls tn Afrtca tn the
Hunger Report by Br€ad for the World.
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Kishanto ole Suuji, Chair, Public
Financial Management Comnrittee: Our
recommendations have, for the most part,
been accepted

fEflhis Commission set out to support counties to overcome

I challenge related to public finance management. We

I monitored, engaged with counties and pointed out areas of

compliance or non-compliance with the Public Finance Managexnent

Act (PFMA).

The Commission served as a liaison between national and county

govemments, with close cooperation with the InterEovernmental

Budget and Economic Council (IBEC), which oversees revenue

sharing among the two levels of government.

As a result, the Commission provided advisoryto county govemments,

such as on the duties of county treasuries, county revenue funds,

county emergency funds, and the preParation of county fiscal

stratery papers. We also guided counties on the preparatbn of

county budget review and outlook papers, and other budget-related

documents. Seaion t9o of the PFMA empowers the Commission to

make revenue-sharing recommendations with ceilings for both levels

of government.

Our work with the World Bank Group (WBG) to develop the County

Creditworthiness Initiative (CCI) for Kenya is promising. Once

operationalized, counties will be able to borrow, in line with the legal

provisions. We hope that our engagement and advisory to county

governments on how to achieve higher credit worthy ratiugs in

accordance with the provisions of the PFMA will achieve much in the

long term.

It is also worth noting that The Commission was involved in the

development of the new Public Finance Management (Equalisation

Fund Administration) Regulations zozr,which allow for withdrawals

from the Fund and the implementation of envisaged projects.
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One of the greatest challenges that the new Commission would have to overcome is the
fact that our recommendations are not legally binding. They can be adopted, modifed,
or rejected.

My experience is that because we advise at a very high level, you orpect stakeholders to
have robust opinions, The Commission's recommendations have, however, for the most
part been accepted. For instance, although the Third Basis for revenue sharing among

county govemments was highly contested in the Senate, we eventually 8ot it adopted

with modifications.

I hope that we can safeguard the gains made so far in the coming years.

Bio Data

! Mr. Klshanto de Silurl has over tlt/€nty-seven y€ars' expe enc€ ln publlc

s€Mce and the financlal sector. Prlor to Jolnlng the Commlsslon on Rewnu€

Allocatlon, Mr. Suujl workd as a Dlrector at Kenya fthool of Monetary

Studles, Central Bank of Kenya, ln charg€ ofthe Rnance and Admlnlstratlon

Department

I He holds a Master of Busln€ss Admlnlstretlon (MBA) from Jomo Keryatta

Unlverstty ofAgrlculture and Technology (JKUAT) and a B.A. ln Economlcs

and Govemment from Unlverstty of Nalrobl.
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l'rof. I)cter Kinrulrt. Chair. I)ivision and
.\lkrcation of Rcvcnue Crxntnittce: Past
experiences and new data from the counties
shaped the revenue-sharing formula

TTthe spirit and letter of the Constitution envisaged equitable

I sharing of revenues between tlre two levels of Government,

I and among the 47 counties. The Commission ably undertook

the task of developing a revenue-sharing framework to effectively

deliver services to the people, including those who were previously

left behind in development.

Every formula we have developed is driven by clear national

objectives in line with Article 2o3 ofthe Constitution. In deriving the

recommendations that determine the revenue allocation between

the national and county government (vertical recommendations), we

considered the functions assigned to both levels as well as projected

annual revenues.

In developing the Third Basis for revenue sharing among the county
govemments (horizontal recommendations), we departed fiom the

methods used in the First and Second Bases, informed bythe need to

closely align funding to functions assigned to county governments.

You \^/ill note tlat the earlier horizontal recommendations were not

alignedtothe devolved functions ofthe county governments assigned

in Part 2 of the Fourth Schedule of the Constitution; including

agriculture, health, cultural activities, county transport, local trade,

pre-primary education, county public works, and aspects of natural

resources and environmental conservation. So we unpacked just

the key functions, otherwise we could have ended up with a rcry
complicated formula.

Our sector-wide consultations with local and international experts,

intergovernmental sector practitioners, County Govemments, the

public and Parliament provided useful perspectives that lelded ttre
Third Basis for Revenue SharingAmong County Governments, based

on the functions assigned to County Governments in the Fourth
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Schedule of the Constitution, and the criteria provided in Article zo3.

The Commission also conducted an internal review of the two previous fonnul4 and

developed a framework with ten parameters - population, basis equal share, poverty,

land areas, fisca1 effort, development, urban services, health, agriculture and roads.

Fiscal effort and fiscal prudence had been inuoduced to promote effective public

financial management among tle counties.

The recommendations on the Horizontal Formula submitted by the Commission to
Parliament sought to address four objectives; to enhance equitable service delivery, to
promote balanced development, to incentivize counties, to optimise their capacity to

raise revenue and incentivize pmdent use of public resources by the counties.

Our work in developing the Commission's first basis for revenue sharing among county

govemments (2ol3,lt4 - 2016/17) also relied on experiences and lessons from otler
countries with a similar decentralized q,stem of governance like Ethiopia, Philippines,

India, South Africa, Ghana, Indonesia, Bolivia, Uganda, Nigeria and Brazil. Historical

expenditures for the Kenyan munties also provided data to develop this Basis.

I must commend the devolved units because this Commission's work greatly benefited

fiom new data emerging from the counties. Considering the rapid socio-emnomic and

political changes, the application of new data is very critical.

Blo Data

I Prof. Peter Klmuyu ls the fourdlng Dlrector ofthe Unlverslty of Nalrobl

(UoN) s€hool of Economlcs and former Executlv€ Dlrector of the lnstltute of
Pollcy Analysls and Reseanh.

! He has held board-le /el appohments wlth the Export Promotlon Coundl,

Priratlzatlon Commlsslon and KCB 6roup. il€ 15 a trustee wtth Afrlca

lnternatlonal Unlverslty, T€chnlcal Advlsor to Scott Chrlstlan Unlverstty and a

lapsed member of the Nol York Acaderry of Sdenc€t

I Prof. Kimuyu holds a PhD ln En€rgy Economlcs (UoN), MSc ln Energy

Economlcs (Unlv€rstty of Surrey, UK): t4,c" ln ftonomlcs and B.Ed. ln

Economlcs and Mathematlg both ftom the UoN.
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r.l Mandate and Functions of the Commission

The Commission on Revenue Allocation (The

Commission) is an independent Commission
established under Article zr5 of the Constitution.
The Commission derives its mandate from Articles

216,2o9,2o4, zo5, 249, and the Sixth Schedule of
the Constitution.

The Commission's mandate is shown below:

Principal ilandate
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r.2.r Vision and Mission

The Commission is guidcd by the vision of No
Kenyan l,eft Behind and the mission is to make
reliable recommendations on equitable revenue
sharing, revenue enhancement, and prudent public
financial management.

r.z.z Core Values

To achieve its vision and mission the Commission
is committed to the follou'ing values:

Equity: The Comnrission is guided by the spirit
of fairness. inclusion. and respecl:

Inclusiveness: The Commission is guided by the
principle of ensuring that its recommendations
consider the views ofall stakeholders:

?()

approved by the National Assembly;

ii. Two persons nominated by the political parties

reprcsented in the National A,ssembly according
to the ir proportion of members in theAssembly;

iii. l'ive persons nominated by the political parties

represented in the Senate according to their
proportion of members in the Senate; and

iv. The Principal Serretaryin the Ministry responsible

for I.'inance.

The Second Commissioners wcre appointed via
Gazette Notice 4ot on January 2rr, 2017. The
Chairperson was appointed through Gazette Notice
Number r8o9 ofz4th F'ebruary, 2or7. Before taking
the oath ofoffice on 28th February, 2017, Parliament
vetted them.'l'he term of the Second Commissioners
was fronr January 2017 to December 2022.

To support Commissioners in undertaking their
work, there is a Secretariat structured into six
directorates that include; Economic Affairs, Fiscal
Affairs, Research, Information, Communication and

Technokrry (ICT), tegal Services, and Corporate
Services. Other impofiant [)epaftments within the
secretariat are; Communication and Knowledge
Management and lnternal Audit-

ln execution of its mandatc, the Commission has

adopted a functionalfiamework based on a Committee

system of governance.

Four mandate-driven Committees were created
that are outward-looking and whose functions and
activities are directly aligned to the Commission's
constitutional mandates.'l-he mandate-driven
Committees include: Division and Allocation of
Revenue Committee; Public Financial Management
Committee; Revenue Flnhancement Committee;

ll
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iii. Objectivity: In the execution ofits mandate, the

Commission is guided by factual and empirical
technical facts.

iv. Excellence: The Commission maintains quality
control and strives for the highest standards in
all aspects of its work; and

v. Integrity: The Commission's staffare required
to abide by and uphold Chapter Six of the
Constitution.

The governance structure of the Commission is

established under Article 215. 'l-he Commission
comprises ofthe following nine persons appointed
by the President:

i. A Chairperson, nominated by the President and

COMMISSION ON R.EVENUE ALLOCATION
SECOND COMMISSIONERSI' END TERM RIPORT
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Commission
Secretary/CEO

Commission

l)irectorates
.Economic Affairs
. Fiscal Afiairs
. R.esearch
. Inforrnation, Communication,

and Technolory (ICT)
. Iegal Services
. Corporate Services

I)c1rartnrents
. Communication and Knowledge

Mana8ement

. Internal Audit

( lrlrnlnittccs
. Division and Allocation

of Revenue Committee
. Public Financial

Management Committee
. Revenue Enhancement

Committee
. Transitional

Equalisation and
Stakeholder
Management Committee

. Finance and
Administration
Committee

. Audit Corporate
Governanc.e and Risk
Mamgement Committee
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and Transitional Equalisation and Stakeholder
Management Committee. Two inward-facing
committees that deal with institutional structures

together with governance and other statutory
requirements were also created these are: Finance

and Administration Committee and Audit, Corporate

Governance and Risk Management Committee. The

Commission's governance structure is illustrated
in Figure r.

Figure t: Commission on Revenue Nlocation Governance Stntcture

)
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All the (irnrrlittces anrl tht'ir respective tirnctions
are t,laborirttrl br,krw:

i. l)ivision and Allocation of Rcvenue
Committee

The Division an<l Allocation of Revenrre is charged

*.ith the responsibilitv ofguiding thc (lrnrnrission's

technical functions on recornurentlatiolts conct rning
the basis fol the equitablc sharing o[ rcvenuc bet$een

the national and courtl' governments and anrong

the countY go\,crnmenls. I.urthe'r, the (l)mmittee

leads in various corrsultations and atlvison work
that invoh es all legislativc Uills that addrcss sharing
of revenrre.

ii. Public Financial Management Committee

The Public L'inancial Nlanageme nt Committee is

responsible for guiding in the preparation of the

Comnrission's recornmendations on the financing of,

and financial managernent b) countl governments.

The Committce's respons ibi lit ies also involve
providing guitlance in the Commission s mandate

of encouraging Iiscal responsibility b)' counties
in the use of public resources. In addition, the
Committee prolides guidance in the development of

recommendations on counties financial plans, bLulgets

and the,ir implenrcntation and the nrilnilgen)ent of
county governments' recurrent expentlitures.

iii. Revenue Enhancement Committee

'l'he Committee fulfils the Commission s revenue

enhancement responsibilities by: guiding activities
that support county llovernments in: enacting revenue

legislations; adrising the count-v- Governnlents on

la\ irnposition and other legal rcsenuo rlising
measures; adrising both the national and the countv
goYernments on policies relatingto revenue generation

from natural resources and; supporting, county
governments in setting up and enhancing s)'stems

of revenue projection, collection, administration,
and internal controls.

iv. Transitional Equalisation and Stakeholder
Management Committee

This Committee's mandate is to Suide the Commission

in developing the marginalisation policies that seek

to determine and identifl' marginalised areas in
Kenl'a. The Committee also leads in the advisory
work to parliament before the passage of any
Bill appropriating money out of the Equalisation

I
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Fund. Further, the Committee is responsible
for maintaining the necessary engagements,

relationships, and contacts with stakeholders

that have a role to play in the Commission's
mandate.

v. Finance and Adminisration Committee

This Committee is responsible for supporting
the Commission by ensuring that all the
structures of the Commission are running
smoothly and efficiently. The Committee
broadly provides policy and guidance to
ensure that the Commission is an efficient,
accountable, and transparent institution in
human resources, financial management,
administration, communication, ICT, and
procurement. The Committee also undertakes

performance reviews on the implementation
of the Commission's mandates.

vi. Audit, Corporate Governance, and
Risk Management Committee

This Committee is to assist the Commission
in fulfilling its oversight responsibilities on
governance, risk management, internal controls,

audit process as well as compliance with
relevant laws and regulations. The Committee

achieves this by: providing an independent
assessment ofthe activities of the management;

the quality of risk management, financial
reporting, financial management, as well as,

internal audit. Further, it ensures that the
quality of internal audit is of an appropriate
standard and that management has full regard

for internal audit recommendations; monitors
and reviews the risks, control, and governance

processes that have been established. It further
ensures that external audit recommendations
are fully addressed.

r.4 Commission's Strategic Plan
(zor7-zozz)

To perform its functions effectively, the
Commission is guided by five-year strat(Zic
plans. In this regard, the Second Commissiorrrs
prepared the Commission's Second Strategic Han

for the period zorT - zozz.The plan articulated
the following strategic objectives:

i. To review and develop the bases for equitable
sharing of revenue;

ii. To promote fiscal decentralization for equlty;

iii. To promote prudent financial managenrent
at the county government level;

iv. To promote adherence to principles of fiscal
responsibility;

v. To define and enhance revenue sources at both
levels of government;

vi. To strengthen revenue administration systems;

vii. To improve access to basic services including
water, electricity, roads, and health facilities
in marginalised areas;

viii. To attract, develop and retain requisite
human capital;

ix. To enhance operational efficiency;

x. To enhance the Commission's capability ud
knowledge management;

xi. To undertake effective internal and external
communication;

xii. To enhance stakeholder collaboration in
support of the Commission's mandate;

xiii. To ensure good corporate governance; and

xiv. To develop and implement Information
Communication and Technologl infrastructure
and business solutions.
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Over the last ten years of devolution (financial

year 2ol3/14 to 2o22/23), count)' governments

have collectively received Ksh.3,6zo billion.
'l'his comprises: Ksh. 2,946 billion as equitable
share; Ksh.r48 billion national government

conditional grants and Ksh.zzo billion loans

and grants fronr tieyelopnrent partners.

County Bovernments havc also collected their
o\\.Tr revcnue anlounting to Ksh.3o6 billion.

Figare z: Total County Retenues for the FY 2013/14 to 2022/23

2,946
Total County Rcvenues:

Ksh.g,620 billion

e9
306

148 220

NationalGovt. Loans and Grants-
Condidonal Grants Donors

F.quitable Share

Sburce ol /)ato; DORA, Yorious -lssue.s
*Oron Sorrrce Reucnuc is 14) to thejinottcial year zozt/zz

'l'lre next sub-sections detail the achievements,

challenges, lessons learned and prolxrsals frrr

streng,thening thc sharing of revenue betwcen

Ovm Source
Revenue*

the national and county governn)ents and among

county governnrents.
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2.2 Equitable Sharing of Revenue Between the National and County Governments

'l

@

Article 2o2(r) stipulates that the nationally raised
revenue shall be shared equitably between the
national and county governments. The shareable

revenue is defined in the Constitution and Section

2 ofthe CRA Act, 2or1 as:

"all taxes imposed by the national gouernment

under Article zog oJ the consrtturton and any other
revenue (including inuestment income) that may
be authorized by an Act of Parliament, but excludes

teuenues refened to under Articles 2o6(1)(a)(b)
and zo9 Q) ofthe Constitution".

The Commission since the inception of devolution
has developed twelve recommendations on
the equitable sharing of revenue between the
national and county governments. The Second

Commissioners has developed seven of the twelve
recommendations for the financial years 2o17/18 to
2c23124.

In determining the equitable shares between the
national and county Sovernments, the Commission
was guided by the criteria in Article 2o3 (1). In
particular, the Commission has considered seven

ofthe eleven Article zo3 criteria. These include: (i)
the national interest; (ii) provisions in respect of
the public debt and other national obligations; (iii)
the needs ofthe national government, determined
by objective criteria; (iv) the need to ensure that
county Bovemments are able to perform the
functions allocated to them; (v) the fiscal capacity
and efficiency of county governments; (vi) the
desirability of stable and predictable allocations

of revenue; and (vii) the need for flexibility in
responding to emergencies and other temporary
needs, based on similar objective criteria.

The process of developing the recommendations
involves both technical and political processes.

The Commission develops the technical
recommendations which are subjected to political
and non-political stakeholders. The process

of engaging stakeholders is crucial in building
consensus to achieve the optimal and desired
outcomes. The stakeholders involved during the
preparation process include: The Senate, National
Assembly, Council of Governors, National Treasury,
and non-state actors.

Section r9o(r)ofthe Public FinanceManagementAct
(PFMA) zorz requires the Commission to male the
recommendation six months before the beginning
ofthe financial year or at a laterdate agreed between

the National Treasury and the Commission. Section

25 (2) of the PFMA requires the National Treasury

to submit to Parliament by the r5th February in
each year the Budget Policy Statement (BPS), and

legislative proposals on the division of revenue

and the county allocation of revenue which among
other things contains the indicative transfers to
county governments. The submission of the BPS to
Parliament by the National Treasury is done almost
two months after the Commission has submitted
its recommendations. Given that the Commission
submits its recommendations ahead ofthe National
Treasury, differences do arise due to changes in the

'An.206(r)(!Xb) EfeB lo len!8 *clud€d fron the C.nslidar€d tllnd by an rd of Pr.liament lrd p.yabl€ into a.orher public fDnd established for a specific pu{xxei
ot may, und.r !n  ct of Parlisment, be retain.d by the Stete o.aan lhst reeived it for the purpoe of defrayint rhe eip.n*s of ihe Stare orAan. An to9(4) refeB to rewnues
tum chart.s for sryic prcvid.d by.ilh.r l*el of BMmfrent.
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revenue projections and the emerging priorities of
the government.

Section r9r(5)G) ofthe PFMA requires the National

Treasury to report the extent ofthe deviation of the

division of revenue legislative proposals contained

from the Commission's recommendations. The

discrepancies drive stakeholder negotiations at the

Intergovernmental Budget and Economic Council
(IBEC) and Parliament.

Figure 3 shows the revenue that has been allocated

Figure S: Equitable Share of Revenue Allocated to the National and County Level of
Govemment for the FY 2017/18 to zoz3/24-Ksh. billion
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Source oJ data: DORA, Vanbus Issues
*Proposed

to eitler level ofgovernment during the tenure ofthe
Second Commissioners. The national government's

allocation has grown from Ksh.r,z54.5 billion in
the financial year zotTltS to 2,151.5 billion in FY

2o2g/24, the county governments' allocation has

grown from Ksh. 3oz billion to 4o7.4 billion in tle
same period.

The Commission, in sharing revenue between the

two levels of government, has ensured that the

county government's equitable share allocation has

been above the 15 percent constitutional threshold

as provided in Article zo3(z).

2.:i C()nditi()nal Allocations to C()tlntJ'
(;()vcrnments

Conditional allocations to county govefirments

fall into two categories: national gol€rnment



conditional grants and conditional grants from
development partners.

i. National Government Conditional Grants

Article zoz(z) provides that the National
Government may give from its equitable share

additional allocations to County govemments,

either conditionally or unconditionally. Conditional
grants from nationally raised revenues are for
financing specific programs under health, roads,

county headquarters and education.

Conditional grants to counties from the national
government for the financial yeat 2or3f14 lo
2022/23 are summarised in Figure 4. In aggregate

37

county governments have received IGh. t48 billion
as conditional grants from the national government.

The conditions attached to conditional grants have

in some cases led to inequitable sharing of the

grants. For instance, due to capacity challenges,

most counties did not meet these conditions leading

to low access and absorption rates.

This notwithstanding, the approved Third Basis

for revenue sharing among county governments

contains key indicators in health and roads,

the Commission along with other stakeholders

considered the transfer of conditional grants in
these sectors as part of the equitable share. The

@

Figure 4: National Govetnment Conditional Grants to County Governments for the Fy
2o13/14-2o22/23

Education, 8
County

Headquarters,
2.7
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Conditional grants that had conditions removed

include: level 5 hospitals, user fees foregone, Roads

Maintenance tery Fund, and rehabilitation of
village polytechnics.

From the financial year 2otjlt4 to zozo l2t
conditional grants were channeled to counties
through the County Allocation Revenue Act.

Folbwing a court ruling a new legislation the

County Governmcnt's Additional Allocations Bill
was developed in 2rl22 to share the conditional
allocations to countics.

ii. Conditional Grants from Development
Partners

County governments also receivc Ioans and grants

indirectly from donors through the national
government. These grants are for financing health,

Figure S: Conditional Grants from Development Partners for the FY 2013/14-2022/23

Climate support,
5.9

I:trGdtL!&9

Source of data: DORA, Various Issues



agriculture, infrastructure, water and sanitation,

social protection, and capacity building. The

conditional grants from development partners have

grown from Ksh. t6.6 billion in the financial year

2o1}l14 to IGh. 3r.4 billion in the financial year

2022123.

39

Collectively county governments have received

Ksh.zzo billion as conditional grants from
development partners from the financial year

2oqlt4 lo 2022123. Conditional grants from
development partners are summarized in Figure 5.

@

2.4 Ongoing Work
2.4.r Division of Revenues from Natural Resource Royalties

Natural resources revenues form part of the The largest component of revenues from natural
nationally raised revenue. These include proceeds resources comes from cement levy which is

from royalties and other levies from extractives as collected from cement companies on account of
guided by the legal provisions in the Mining Act use of limestone, B/psum and other minerals as

2016, Petroleum Act 2019, andthe EnerryAct 2019. key raw materials. Cement minerals being key

The natural resource revenues due to counties and natural resources, it is important that a framework
communities are shown in Figure 6. is developed to collect the cement minerals royalty

at the source.

Figure 6: Natural Resources Revenues FY 2018/19 to 2022/4* (Ksh. Million)
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Despite legal provisions on revenue sharing from

natural resources in the Petroleum Act 2or9,
Enerry Act 2()19, and Mining Act 2016, lack of a
framework and reSulations on their sharinB mean

that beneficiary counties and communities do not

benefit. The Commission and otherpartners created

a structure for sharing mineral royalties' earnings

in financial years 2o21f22 and 2c22123. However,

in order to be operational, the framework must be

grounded on yet-to-be-developed regulatlons. A
task force of which the Commission is a raember

has been constituted to develop the reguladons by

June 2o23.

Table t: Actual and Projected Ordinary Revenues for the FY zot3/t4 to 2021/22-Ksh.
billion

l'rojcctt'd ()rdirroqv
Re\'r'nua's

Actrral Ordintlry
Revrnues

Revt nrrt' Shortl.r IIl'{.rr r

20t3/ t4

2o,.4l15

2or'/16

2ot6/12

2or7lt8

2018/19

2019/20

2o2of2t

2021/22

939.4

1,O39.9o

r,256.3o

r,393.70

r,56o.3o

r,651.5o

\8n.20

t,T76.oo

r,8o6.8o

919

1,o31.8o

r,r52,5()

1,3o6.60

r,365.1o

1,499.80

1,573.40

1,562.oo

1,917.9O
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I
(ro3.8)
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(84.r)
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1U.l

+

2.5 ('
R

Source of data: The National Treasury
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In executing its mandate, the Commission faced

several challenges in making recommendations on

equitable sharing of revenue between the national

and county governments. The Commission also

learnt lessons and proposed enhancing revenue

sharing as follows

i. Underperformance of the Nationally
Raised Revenues

The Commission in making recommendations
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on the sharing of revenue between the national Agencies. The shortfall has also resulted into debt
and county governments uses projected revenues. accumulation.
During the devolution period revenues have 15g ynllsnal Treasury needs to carry out revenue
underperformed as shown in Table 1. projections with caution to avoid comprising
Under the Division of Revenue Act, the national implementation of the functions of one level of
government covers revenue shortfalls. The government whenever the projected revenues are

shortfall borne by the national government leads not realised.

to budget cuts to the Ministries, Departments and

2.6 I..(luitnl)le Sharing of Revr:nrre lrnong Corrntl (iovernnrt'nts

@

In the sharing of revenues amon8 the county
govemments, the Commission is guided by the
provisions of Article 203(1). These include: (i)
The need to ensure that county governments are

able to perform the functions allocated to them;
(ii) The fiscal capacity and efficiency of county

Bovernments; (iii) Developmental and other needs

of counties; (iv) Economic disparities within and

among counties; (v) The need for affirmative action
in respect of the disadvantaged; (vi) The need for
economic optimisation ofeach county; and (vii) The

desirability of stable and predictable allocations of

Figure 7: Third Basis for Revenue Sharing Among County Governments (Fy 2o2o/21-2024/25)

Equitabte
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sharing
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revenue.

The Second Commissioners developed the

Third Basis for revenue sharing among county

Bovernments. The Basis will be used to share

revenues among the county Bovernments for the

financial years 2o2ol2t to 2o24125. The Third
Basis differs from the First and Second revenue-

sharing Bases which were transitional Bases. These

Bases were used to share revenue among county
governments for the financial years 2013/14 to
20r9/2o and used expenditure proxies.

The Third Basis uses a sectoral approach to revenue

sharing. This was guided by key functions assigned

to County Governments in the Fourth Schedule

of the Constitution and the principle in Article
187(2) that finance should follow functions. The

sector-based approach was aimed at ensuring that
the financing of County Governments is aligned to

service delivery and that counties are adequately

compensated for the services they offer to promote

balanced development.

Figure 6 provides a summary of the approved

Third Basis for revenue sharing among the county
governments.

'fhe Commission develops the revenue-sharing

basis which is submitted to Parlianrent for approval

in accordance with Article (zrz).'t'he Commission

beBan the process of developing the Third Basis in

zor8 through a participntory approach that involved

wide consultations with key stakeholders including
the national governntent, county goYernments,

academia, non-stilte actors and the public.

Other activities that informed the devekrpment of
the Third Basis included: a review and analysis ofthe
Second Basis, peer learning, review of international
experiences on intergovernmental fi scal transfers;

and, county spcnding patterns by functional

areas. The revenue-sharing recommendation was

submitted to Parliament in April zor9.

The Senate engaged stakeholders in consensus

building before approving the Basis in September

zozo after the start of the effective financial year.

The Commission is cognisant that consensus-

building takes time and these engagements need

to be well managed to ensure future basis are

approved before the commencement of a financial
year to ease transition.

&
t.
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r.7 Challenges, Lcssons lrarnrtl antl ltrollos:rls firr Strengthcnirrg tht Slraring of
Rcvcrtuc Anrong thr: ('()unt\' ( )rlvernnrcnts

i. Stakeholder engagements: Revenue sharing is both technical and political. Third Basis stakeholder
engagements Benerated useful debate and divergent views, includinghowto incentivise counties to optimise
their capacityto generate revenue and adhere to fiscal responsibili\. This needs a lot ofconsensus building.
Beneficiaries always want more resource sharing. Consensus building must therefore be managed carefully
so that no stakeholder feels left out.

ii. In preparing the future basis, the Commission must stafi two years early to ensure that engagements
with stakeholders are conclusive and the basis is approved before the start of a financial year to ease the
transition. It is also important for the Commission to engage stakeholders to reach a consensus on how to
incentivise counties, as it is part ofthe revenue-sharing criteria specified in Article zo3(r).

iii. The Senate, in approving the Third Basis, decided that a county s alloration should not be less than the
previous years. This meant that either the formula should not be changed or the equitable share to counties
should be increased substantially. Given the revenue underperformance, the Senate's position greatly limits
future basis reviews.
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S.1 Introduction

Between 2013/14 and 2021/22, county governments

raised their Own Source Revenue (OSR) totalling
Ksh.go6 billion. The Commission has a constitutional
duty under Article z 16(z) to advise county govern ments

to enhance their own-source revenue collection. To

accomplish this objective, the Commission has

committedly worked with all47 county governments

with the objective of developing a sustainable
mechanism ofcollecting and managinS their own-
source revenue.

The Constitution also mandates the Commission to
promote responsible management of public fi nances

by county Bovernments through the establishment

ofpublic finance structures and adherencc to fiscal

responsibility principles among others. Ihe next
sub-sections detail the achievements, challenges,

lessons learned, and proposals for strengthcning the

financing of and financial management by county
governments.

S.2 Financing of County Governments

The Constitution in Article 2o2, 2og (3 and 4)
identifies various sources of revenue for County
Governments: transfers from nationally raised
revenues ; raising their own revenue, and borowing
subject to Article zrz (Figure 8).

Figure 8: Sources of County Revenue

Sources of County Revenue

Transters from
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Equitable Share Own Sourcc Rcvcnue
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Pr'()lrerl\ ratcs
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t'ees arrrl ('ltarges
for serricer

'Transfe6 frcm nationally r&ised revenues elaborated in Chspter 2 under equiiable sharing of rev.nue
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3.2.r County Orvn Source Revenue

Adequate Own Source Revenue (OSR) mobilisation
is key to counties providing better services.
Strengthening OSR mobilisation can improve fiscal

autonomy by providing more predictable access

to revenue, giving counties more ownership and

control over their development agenda.

Figure 9 shows that OSR collection hasbeen below
target and unstable over time. Measures taken

by county governments to contain the CO\TD-19
pandemic hurt OSR in zorg/zo and 2o2o12021.

Figure 9: Performance of OSR against Target Fy 2013/14 to 2o21/22(Ksh. billion)
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In the financial ye ar 2c27122 cotn:,ty Bovernments
collected OSRamounting to IGh. 36 billion against

a target ofKsh. 6o billion. This represented an OSR

performance of 66.7 percent. Over the devolution

period, the highest collection by counties was in the
financial year zorS/19 of Ksh. 40 billion, equivalent

to 74.8 percent ofthe target.
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Though county actual revenue collection remains
unstable, available data on their OSR potential

reveals that counties can collect higher revenues
(Figure ro).

Figure to: Average Counties'Actual and Target Own Source Revenue (zot3/t4 -2021/22)-
Ksh. billion vis-a-vis Estimated Potential

216

54
34

Potentid Average Actual
Collection

Average Target

Source of data: Ofice oJ the Controller of Budget and CRA

To enhance the county's Own Source Revenue
collection, during the tenure of the Second
Commissioners, the Commission pmmoted the
capacity of the county govemments to improve their
own source nevenue c,ollection. This is throuBh the
following measures:

i. Capocitu Buildtng on Ourn Sourre Reuenue
iegislotion

The Commission helped domesticate its model
revenue laws and assisted in drafting of revenue

Bills for several counties, including Nakuru, Kwale,
Nairobi, Kericho and Murang'a. The Commission
built OSR oversight capacity in 46 county assemblies.

This has helped entrench fiscal responsibility and

mmpliancewith Article zro of the Constitution, which

requires county governments to have legislation for
imposing, waiving, or varying taxes orlicensing fees.

ii. Dewloprment of o Modelfolrifs ond Ptdcing
Policg

The Commission developed a model Tariffs and



t'ricing Policv through an inter-agenc)' con)mittee.
1'his nrrxlel policv helps counties complv with Section

l2o of the Countv Govcrnntents Act . Section 12o

requires county goverrlrnents to create a'Iariffs antl
[)ricing Polio, for al] thcir user fees and charges. All
(ount)'user chalges should bc clearll ntappctl and

ruatched to e\pecte(l seliccs, and fees shoLrld be

irlignt<l u'ith cost.

iii. Shrdies on Orun Source Reuerrue Potential
r\s part of its count)' gc,\crnment finatrcing
lecoltrnendations. tht' Comnrission studieti OSR

.l()

potential and tax gaps. The most recent stud) rras
done in zo:z and used zorg census data and 20l7
Gross Countv Product (GCP). The studl included
8o% of counties' OSR. The study used top-down
and frontier analvsis to calculate revenue potential.

'l'he cstintated rcvcnue potential of countl,
governments rloukl enablc revenue reforms bv
countics to achieve their potential. Map r shows
the estirnate<l count)' governnrents' OSR potentials.

Nairobi Countv has the highest potential at Ksh.67.7

hillion.

r&3
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Map t: Counties' Own Source Revenue Potential
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iu. Aduisory on Otort Source Reuenue
Enhancetnent an d. Automation Systems

The Commission championed a single revenue
management system for all county governments.
'I'he Comnrission is a member of the Multi-Agency
'l'ask Force on Single Integrated County Revenue

Management System (ICRMS) set up following
a Presidential directive in 2ol9 . The Task Force
developed a framework, business case, and detailed
minimum specifications. A comparative analysis of
three revenue systems - Kenya Revenue Authority
(KRA), Bungoma, and Kwale counties - was also done

to appreciate their development and functionality.
The recommendations oftheTask Force are awaiting
approval at the Steering Committee level.

o. Deuelopment of Counties' Oun-Source
Reuenue Training Guidelines

One ofthe key goals in the Commissiorr's 2or7-2022
Strategic Plan was to develop a training curriculum
for county governments on OSR. The Counties'
OSR Training Guidelines were developed through
a consultative and collaborative effoft by a Multi-
Agency Task Force. This allowed the Commission
to tap into the expertise and experience of several

institutions. These Multi-agencies consisted of:
the Commission, Ofice of the Auditor General,
Controller of Budget, The National Treasurg,
Keny a Reuenue Authority-Kenya khool of Reuenue

Administration (I(ESIiA), Kenya Institute of Public
Poltcy Research Analysis (KIPPRA), Kenya LaLu

Refornt Commission , Ministry of Petroleum, Institute
of Certified Public Accountants of KenAa (ICPAK),

Council of Gouernors, CountA Assemblies Forum,
and Ministry of Deuolution, Arid and Semi-Arid
Lands (ASAL).

The training guidelines envisage strengthening the
technical capacity of the Own Sources Revenue

Administration at the county level with the aim
of improving OSR performance. In summary, the
training guidelines sought to:

. Create unif<rrmity in OSR training.

Document knowledge and experience gathered

on revenue enhancement.

Provide trainers with a tool for training the
county governments' revenue staff, supervisors,

management, and policlmakers.

ui. Reuenue Administration and E4fotcement
Fr am eto o r k A s ses.smen ts

The Commissionconducted revenue administration
framework assessments for eleven county
governments in two phases. In phase one, the
Commission conducted assessment for Nyeri,
Kwale, Migori, Wajir and Nairobi between 2016
and zor8. In this phase, revenue administration
assessments were conducted with the support of
the European Union.

In phase two, a gender-responsive administration
assessment tool was developed for Samburu, [.amu,
Turkana, Isiolo, Kajiado, and Tana River counties.
The Commission worked with each countyto develop

action plans for reforming revenue administration.

The Commission found a need for gender
mainstreaming in stakeholderengagement, revenue

legislation, revenue management, automation and
integration, compliance and enforcement, accounting

and reporting.

uii. Ti aining on Reoenue Adminisfration

EU, UNDP, and counties supported training on
county revenue administration. The training seeks

to strengthen the capacity of counties in revenue
administration matters. It covered the Commission's

COMMTliSIoN ON R}:VENUI: ALI,OCATION
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mandate, Lcven tte 1tt'rfonna nce, fbrt'clsting,
monitoring and evaluation, r'cvenuc collection
antl recording processes antl procedures, intt'lnal
control, revenue legislation, revenur ilutomation,
and revenuc enforcetttcnt :rntl compliance. 'l'he

training has increased revenue collt:ction in the

participating counties, an(l the staffare motivated

after gaining new skills.

uiii. Deoektpment oJ Own Source Reuenue
Forecasting T'ools

The Commission tlevelopetl a revenue anall'sis and

forecasting tool to support counties in their revenue

analysis antl target setting with the support of the
World llank. The tool was pikrted in: Laikipia,
Kisumr.r, and Makueni. 'l'he Commission also trained

count)' govclnments on the usc of the revenue

forccasting lrxrl. In the financialyear 2oltl/19, the

Cou[\' Governnlent of Samburu began to use the

revenuc tbrecasting tool rnd the actual levenue

collection inrprovcd to 96 perccnt of thcir targcted

collcction.

3.2.2 County Borrowing

Section r4o ofthe PFNIA allorvs counties to borrow

up to 20 percent of their total reYenucs subject to

thc national governmcnt guarilntce. Section r41of
tht, PFMA reg,ulatt's crrttntr horrorrittg,.

The Commission and the World Ilank Group
(WBG) conceived the Counqv Cretlitworthiness
Initiative (CCI) for Kenya in 2tl19 to increase
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counties' borrowing capacity. 'the purpose of the
CCI is to provide technical assistance to county
governments in bridging the creditworthiness gap

and access market finance for infrastructure and
other development projccts.'l'his initiative seeks

to deepen understanding ofbarriers to subnational
government borrowing and propose solutions. The
initiative should result in (i) a strengthened regulatory

framework for subnational government borrowing,
(ii)a reformed fiscal decentralisation O?olory that
supports responsible borrowing, (iii) a ready capital

market for subnational government borrowing,
and (iv) strengthened financial management by
subnational governments for market access.

Since its inception in 2019, r1 counties have been

sensitised on the credit wcrrthiness initiative, with
taikipia, Bungoma, Makucni, Kisumu, Mombasa,
and Nyandarua being credit rated. Nakuru County
and the seventh reached self-assessment stage.
County credit rating uses five metrics as follows
(Figure tt):

Figure tt: County Credit Rating Metrics

2017/18 (3 Yoa6
comprratlvo)

Fivo-yesr
County
Budgots

CIDP, ADP & Dc
Managemcnt

Shategy

Gounty Credit Rating Metrics

Human resourca manuab,
procurement phns, a6set

regl8ters among ofters

roports
2013-2020)
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The Commission has also collaborated with the

Capital Markets Authority to enhance the capacity

ofcounties on assessing moncy from the market. To

this end, only taikipia County has been approved

to borrow by Parliament in June zoz2.

:1.:l Challcngcs itntl Lt'ssotts Le:rrnctl in
thc liinancing of Cottnty (iovt'rnnrents

i. Counlv govcrnments' actual o\m-source reveuue

has been declining in relation to the target. The

decline is associated with th('following:

a) Weak revenuc administration leading to
revenue leakages and under-collection of OSR;

b) lnadequate enforcement mechanisms;

c) Ineflective revenue munitoring and control
systems;

d) t,ack of updated taxpar-ers' databases;

e) Slow pace in enactment ofrevenue legislation;

f) Use of manual collection methods and slow

progress towards automation and integration of
revenue functions; and

g) lnsufficient political goodwill from both arms

of the county government.

ii. I;rck ofa comprehensive definition ofall counties

OSR streams leading to low collection, reporting,

and analysis of OSR.

iii. The lack of a unified automated revenue
management systems among counties leading to
high revenue collection costs.

iv. There is need for counties to focus on key revenue

streams to minimize the cost of collection and

enhance accountability.

v. There is need for counties to legislate on the

primary revenue streams to provide the basis for

rcvenuc collection antl rrvoid litigation

vi. Revenue boards are only recommended when

counties are able to provide autonomy in human

resources, finance, and administration to the revenue

administration and the cost ofestablishing the board

is lorv in comparison to the revenue collected.

vii. There is need for counties to change from casual

revenue staffto contractual staffto reduce the risk

of revenue Ieakages.

:1.4 I'r()p()sals ()rr Strcniithe Iring tlrc
If inancing ()f (l()u lrty (lovcrnnrcrtts

i. Thc Comnrission to continue strenSthening the

capacity of county governmcnt in OSR in order

to promote their fiscal autonomy.

ii. The Comniission to continue working with
various stakeholders to ensure that a robust
revenue adnrinistration and systems are in place

across all counties.

iii. The Comntission to encourage counties to be

credit rated for them to borrow.

;1.5 l:inanci l Il it lr itgcrtrt'ttt ()f Cotllrt)
(;()\,crn nlcrr ls

Article zr6(z) mandates the Commission to make

recommendations on other matters concerning the

financial management by counlv governments as

required by the Constitution and national legislation.

The Commission has provided recommendations to

the count, governments in the areas oi establishment

of public financestructures; non-core infrastructurc,
pending bills, adherence to fiscal responsibility
principles, and county budget ceilings.

3.S.1 Public Finance Structures

The Constitution provides a set of reforms with
opportunities to participate in governance, including
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th(' rniu)agrrncnt of public financt,s lirl ellicit'nt
scrlicr.s irntl rlcvclopment. Centrirl to t ht'st, r't'lirrms

in prrlllic lilarrcial tnanagement is tht. llrtlgct ptrrccss,

rvhit h invol."es the broader prrblic tntl dcsigntxl
to cnsurt, thc t'fti,ctir.e use of pul)lic r('solrrccs. At
th,r (r)unt] lt'r't,|, a crucial too) firr lircilitating tht'
nrirnilg('rn(,nt ol the public finances is thc ('ountv

Butlget antl l']cononric li)nrms (CBIiFs).

'fht' (irrrtrrrissi,,rr lrirs lrttn srrppotling t orrrttir's irr

the establishnrcnt and opt.rationalisation of (i)lrnty
Butlget and licorrorrric l.irlLrms (ClBEFs). Betwecn

2ot7 -zo2r,.+6 (ountics ostablished Cllltlt,'s as

shorrrr in NIap :.:.

Llirp z: ('liRF's Establishrnott attd (';tltitt'it.r- Developntent 2ot7-2o22

tr;

.Sorrlct, o/ rlrrla: C&{
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In 2ol9 the Commission developed the CBEF

effectiveness tool to monitor and evaluate their
performance in the budget process. The Commission

also inducted and trained 46 county governments on

the role ofthe CBEF in monitoringand evaluating

budget performance.

3.5.2 Non-Core Infr astructure

The Commission monitors the counties' use of
funds for long-term infrastructure projects, such

as county headquarters, Governor and Deputy
Governors' residences, countyassemblychambers,

county assembly office blocks, and Speakers'
residences. The Commission found that these

projects' budgets were varied and, in some cases,

very high, causing public outcry.

The Commission, through Circular No. 5 of zo15

advised counties to focus on core development
and budget for non-core projects over S-to years.

The advisory, however, encouraged renovating
existing offices and assembly space while renting
accommodation.

The Senate's Infrastructure Committee revierved

the adequacy of count-v headquarters in various

counties and recommended funding to construct
headquarters in five counties: Nyandama, Tharaka

Nithi, Isiolo, Tana River, and Lamu through a

conditional grant from the national government.

Through Gazette Notice No. 65r8 (now quashed)

and Circular No. SRC/TS/CGOW/3/6t dated
24th October 2or6 and SRC/TS/CGOW/3/6t
VOL (45) datcd zsth August 2017 the Salaries

and Remuneration Commission (SRC) issued

guidelines on rent for Governors, Deputy Governoru

and County Assembly Speakers residencies. SRC

provided that allcounties must have constructed the

said residencies by 3oth June 2019. The deadline

for constructing the residencies was extended to

June 3o, 2o22.

The status of counties' non-core infrastructure
is shown in Table z. The missing counties under
each category did not submit their records at the

time of publishing this report.
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Table z: Status of Non-Core Infrastructure by County Governments

I

2

3

4

5

County
headquarters

Governors'
residence

Deputy
governors'
residence

County
assembly
chambers

Kwale, lamu,
Machakos,
Makueni, Samburu,
Taita Taveta

Kilifi, Kisii, Makueni,
Tharaka Nithi

Isiolo,
l.aikipia,
Nyandarua

Samburu,
laikipia,
Kwale

Busia,Elgeyo
Marakwet
West Pokot

West Pokot,
Elgeyo
Marakwet

Elgeyo Marakwet

Narok

Nyandarua, lamu
,Kirinyaga,Taita
Taveta ,Nairobi,-
Siaya, Narok

Nyandarua,
Elgeyo Marakwet,
Narok

Makueni

Busia, Kili6, Kisii,
Kwale, Laikipia,
lamu, Machalos,
Makueni, Nyandarua

Tharaka Nithi

Samburu,
west Pokot,
Elgeyo
Marakwet

Samburu,
Tharaka Nithi

Speakers'
residences

Busia, Kisii,
Krvale Makueni,
Nvandarua

.ro u /'{'e o/' do te.' ClL4

3.5.3 Pending Bills

l'he Comnrission in developing the financialyear
2021f 22 cowry recurrent expenditure ceilings
noted County Assemblies had huge pending bills.
County Assemblies' pending bills were rept.rrted

to be as a result of:

Bills from staffpensions and gratuity inherited
fro nt tht.6rst Counfy Assemblir,s.

Fringe tax benefits due to car loans and mortgages

in the Assemblies.

Challenges of non-disbursement of all budgetary
allocation. This leads to non-remittance of all
payroll recoveries for tapfund, l,aptrust and

car and mortgage fund.

The Commission, in submitting the financialyear
2o2tl22 county recurrent expenditure budget
ceilings recommended to the Senate to make a
legislation allowing, County Assemblies to include
pending bills as a result ofdelayed exchequer release

to their budgets for the following year.

The Senate considered the Commission's
recommendation and amended section 130 of
the PFMA,2or2 to allow the County Executive
Committee Menrber (CECM) responsible for fi nance

to include, in the annual appropriation any unspent

funds amount that had been appropriated to the
County Assembly in the immediate proceeding
financial year.
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3.S.4 Fiscal Responsibility Principles

Fiscal responsibility principles are outlined in
the PFM Act zorz and its Regulations 2()15. The

objective of the P!-MA, 2ot2 is to institute liscal

discipline which is a key value in public finance

manaBement both at the National and County
Governnrent levels. Section 15 (2) outlines fiscal

responsibilit-v while Section l07 of the PFMA, 2o12

and Regulation z5 ofthe Public Finance Management

Regulations (county governments),2o t5 require a

county treasury to manage its public linances in
accu'dance with the following princ\rles of fiscal

responsibili\'.

a) Over the mediurn terrn a minin)unr of3o percent

of the county government's budget shall be

allocated to the development expenditure;

b) 'l'he countl government's expenditure on wagcs

and benefits for its public oflicers shall not
exceed 35 percent of the county government's

total revenue as prescribed by the CECM for
finance and approved by the County Assembly.

The Commission has been analysing counties'
development, wages and benefits expenditure
to assess adherence to the fiscal resp<.rnsibility

principles.

Counties show mixcd perfomrance on the adherence

on the principles as shown in Figure rz. Onll'six
counties - Mandera, Marsabit, Krvale, Kilifi, Tana

fuver and'Iurkana - are adhering to thc two 6scal

principles.

.'

The CRA Teant with Marsabit Connlv officials outside the County headquafters

trI

OFFICE OF T}IE
GOVERr{OR

MARSABIT



Figure rz: Adherence to Fiscal R*ponsibility Pinciples by Counties

Source of Data: Ofice of the Controller of Budget

The Commission is cognisant of the fact that
a majority of the counties comply to fiscal
responsibility at the planning and budgeting stage

and not at the implementation. The Commission,

59

therefore, needs to collaborate with other PFM

institutions especiallythe National Treasury and

the Office ofthe Controller of Budget to enforce
compliance.
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8.5.s County Recurrent Expenditure C€ilings

The Commission makes recommendations of the

Recurrent Expenditure Budget Ceilings for county
govemment for Senate approval. Over the last 4
years, the allocation towards the county's recurrent

expenditure budget ceilings has been guided by the
country's fi scal consolidation policies.

There have been emerging issues affecting ceilings
namely;

Staff establishments that are not aligned to the
requirements of the counties,

The looming deadline on staffrationalization. The

Standing Committee on Finance and Budget ofthe
Senate in their report of May 2021, resolved that
the rationalization of the staff establishment in
county govemments be extended to June 2023.

3.6 Challenges and Lessons l,earned
in F-inancial Management by County
G()vernmcnts

i. The Commission needs to rationalise expenditures

for non-core infrastructure projects to ensure

prudent use of resources and minimise wastages.

The Commission to pronounce itselfon the SRC

circular to stem the abuse and inconsistencies in
the expenditures.

ii. Wage bill: Building more hospitals and ECDE

centres in the county requires human resources to

deliver service delivery. This continues to increase

the wage bill to higher levels leading to non-
adherence to the fiscal responsibility parameter

of35 percent on personnel emoluments. There is

a need for PFM institutions to provide direction
on the classification of staffin the human capital

development sector ofhealth and education.

iii. Public participation is a verycostly afrir, there

is need to revisit existing frameworks for public

participation to sensitize the counties on its
applicability.

iv. Irregular flow of resources leading to pending

bills.

v. Iack oftransparency in the implementatio
projects pending bills.

,rk

3.7 Proposals on Strengthening the
Financial Management of County
Governments

i. Continuous capacity building of county
government staff especially the technlxl team

on linking planning, to budgets.

ii. The Commission, to continue pushing for
support from other oversight bodies including

the Controller of Budget, the Auditor General,

and the National Treasury to ensure that the

issues of non-compliance to the requlrements

ofthe Public Finance Management Act and its

attendant regulations attract sanctions. This

will help in greatly reducing and errentually

eliminating cases ofnon - compliance in terms of
statutory deadlines, content, and required input.

iii. The Commission to suggest an amendment

of PFM Act 2012 to include sanctions for non-

submission of the County Finance Strategy
Papers (CFSPs) by county governments.

iv. Counties should be able to show all the eligible
pending bills as at the date ofpreparation of tlte
CFSP, indicate the action being takea within
the current year and justiff provision in the
planning year.

v. Review PFMA,2o12 to include a tinpline as



to when Senate should approve the County
A.llocation of Revenue Bill for counties to
operationalize CFSP and consequently budget
estimates for proper planning.

vi.The Commission is cconcerned with low

6r

compliance of the fi scal responsibility principles
on development expenditure and personnel
emoluments. Therr is need for further discr-rssion

and consensus with the other Public Finance

Institutions on the effective thresholds

(-,6
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4.r Introduction

The history of marginalisation is linked to Kenya's
colonial past, ideology, democratic progress,
and fiscal and resource-sharing systems. In
recognition of this, the Constitution established
the Equalisation Fund. The Equalisation Fund
is a national govemment fund with a sunset of
tu/enty years, ending in 2o3o. It is made up of
one-half percent of all revenue collected by the
national government each year, calculated on
the basis ofthe most recent audited accounts of
revenue received as approved by the National
Assembly.

Article zo4 (z) provides that the Equalisation
Fund be used to "provide basic services including
water, roads, health facilities and electricity to

marginalised areas to the extent necessary to
bring the quality ofthose services in those areas
to the level generally enjoyed by the rest of the
nation, so far as possible". Article eor(bXiii)
stipulates that expenditure shall promote the
equitabledevelopmentoftle country, including
making special provision for marginalized groups
and areas,

Article z16(4) ofthe Constitution mandates the
Commission to determine, publish and rtgularly
review a policy in which it sets out the criteria
by which to identiff the marginalised areas for
purposes of sharing ofthe Equalisation Fund.

The Commission has since the onset ofdoyolution
prepared two policies identifoing marginalised
areas.

What is a Marginalised Community?
Article z6o defines marginalised community as:

Smell populadon
A coEDutlity thEt has beeu unable
to fulb psrticipEte i! th€ itrt€Er8tcd

cocjd and ecoaomic life of Keup as a
whole, becsus€ ofits r€latively anall
populatiou or for any otber reasol

ftadldonal llfesryle
Ar iadigenous comruunity
that has retain€d ald Esin-
taiued a traditional lifestyle
and livelihood based on a

hutrter or Sathercr ecolomy

Paato

Pastoml rnd
commudties,
they a"e
a setded
that, b€caus€
relative

isolation, has
euced ooly
participation in
htegrstedsocial

economic life of

Unlque culture
A Esditioual commudty thst hss re.

Eabed outside the integrated social ard
economic life of Kenya as a whole, out

of a need or desire to rcserve its ulique
culture and idemtity ftom 8ssimilstion

or

@-m
as 8*'hole I



i. First PoIicU
'Ihe Commission prepared the first three-year policy in zol3.
This policy identified fourteen marginalised counties and would

be used to share money from the Equalisation Fund for the

financial years zor 4lrslo 2,i16/17.The implementation ofthe
First Policy began in the fina-ncial year zo16/17 and was only
partially implemented with only Ksh. 6.9 Billion utilized out of
the IGh. rz.4 Billion set aside for implementation. This was due

to a Petition that put to question the sharing ofthe Equalisation

Fund and the mode of disbursement as well as the binding

nature ofthe Commission's recommendations as contained in
the policies identifoing marginalised areas.

The court in itsjudgment held that the Equalisation Fund, being

for the benefit of marginalised counties can only be disbursed

by the national government through the respective and afrected

county governments, and in accordance with the recommendations

madebythe Commission as approved by Parliament. Further, it
directed National Treasury to within six (6) months ofthedate of
thejudgment, and in consultation with ail relevant stakeholders,

prepare an appropriate poliry and/or statutory instruments on

the administration of the Equalisation Fund.

The Commission participated in the development of new Public

Finance Management (Equalisation Fund Administration)
Regulations zozt which provide for withdrawals from the Fund

and implementation of new projects underthe First Policy and all

other fu ture policies. It is therefore expected that implementation

ofthe Equalisation !'und projects will continue under the new

regulations.

ii. Second Policg
The Second Policy prepared in zor7, changed the focus and

rationale from the identification of marginalised counties to

identification of marginalised areas in compliance with the

Constitution and as, guided by the smallest administrative

unit for which data was available. This meant that deprived

areas in otherwise well-developed counties had a chance of
being identified as marginalised. Similarly, developed areas in

otherwise poorcounties would be excluded from consideration.

In the Second Poliry, the Commission also recog,nised that even

- ttritron t o. 2_2 ofzo16 (('ouncilof( ounlr O,,rtn!)B \ r\[omt\ (;tneral& i olhem:(i,nn]ir-
snn on Rry.no. Allr.tion & 15 oih.N (lnler.sld P..tt sr I2r,r9l.KI-Rl.
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O6
within marginalised areas, there are some minorities that need special consideration. The Poliry, identified
1,424 areas as marginalised as shown on Map 3.

Map 3: Ateas ldentified as Marginalised in the Second Policy on Marginalisation

Et}rnrpr

t lsrnd.

q
E.-

E

(EI!-.r?-..--
lfttan loar

,

Source o;f data: CRA



6Z

@
Map 3 shows r,424 marginalised areas identified
by the Policy.

The Second Policy prepared in zor7, changed
the focus and rationale from the identification
of marginalised counties to identification
of marginalised areas in compliance with the
Constitution and as, guided by the smallest
administrative unit for which data was available.
This meant that deprived areas in otherwise well-

zd Poliry
addendum=
Ksh.7.6 Bn

rn Policy=Ks[ 12.4 31

Figure tg: Monies Allocated under Each of the policies in Ksh. billion

dweloped counties had a chance ofbeing identified
as marginalised. Similarly, developed areas in
otherwise poor counties would be excluded from
consideration. In the Second Policy, the Commission
also recognised that even yrithin marginalised
areas, there are some minorities that need special
consideration. The Policy, identified \424 arcas
as marginalised as shown on map 3.

2nd Policy = Kch. zr.S Bn

796

5.19
4.68 4.68 4.68

3.89 8.89

2.68 2.65
2.34

zo,J.hz zot,,hg 2o13l14 2ot4/1,5 2ot l1:6 2ot6lt7 zoa tg 2oaglrg 2]oag/zo 2orol2t

fuurce of data: Equalbation Fund Board
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4.2 Ong,oin8, Work

4.2.1 Third Policy Identifying Marginalised
Areas

The Second Commissioners initiated the development

ofthe Third Policy identifying marginalised areas.

The Policy is awaiting finalisation and stakeholder

validation. The zorg Kenya Population and Housing

Census identified r,77 marginalised areas using

an index of deprivation based on five indicators:

access to safe drinkingwater, improved sanitation,

electricity, net primary school attendance rate,

and net secondary school attendance rate. To

assess the status of service delivery deprivation,

the Commission visited z7 of these areas. More

visits to r,77 areas are needed. Before finalising

the policy and declaring areas marginalised, the

Commission must engage county Sovernments,
the national government, and Parliament.

1.;1 ('hallcngt's ttrr<l l.tsslrtls l.cartlt'rl

i. Stalled/Incomplete Projects under the First

Policy: Following a petition that put to
question the sharing ofthe Equalisation Fund,

implementation of projects stalled for three

financial years-zotgl2.oto 2o2o l2r. However,

with a new Equalisation Fund Board and

regulations in place implementation of the

projects is expected to continue.

ii. As per the provisions of the Constitution in

Article 6(z), both levels of government should

work together on the basis ofconsultation and

cooperation. The petition that put to question

the sharing ofthe Equalisation Fund could have

been avoided if both levels of government had

worked together in collaboration.

iii. The Commission is cognisant of the fact that the

Equalisation Fund is meant to enhance levels

of sewice delivery in the marginalised areas to

that generally enjoyed by the rest ofthe country.

However, the Commission acknowledges that the

allocation to the Equalisation Fund ofone-half

percent ofall revenues collectedby the national

government each year is inadequate to achieve

equalisation. County Eovernments need to make

deliberate efforts to implement equalisation

measures from the equitable revenue shares

and own source revenues.

4.-1 I'roprls:rIs for StrenBthenilrg
I nrplcnrt'trtllion of thc I')qrralisation F'trtrd

i. PartnershiPs: There is need for collaboration

between the national Sovernments, county

governments and donors to hasten the process

of demarginalising marginalised areas and

communities.

ii. The Equalisation Fund has a ao-year
term limit. With only eight years left, a proper

intergovernmental monitoring and evaluation

framework must be put in place to ensure that

marginalised areas and groups benefit from the

Fund, and that the overall goal of improving

services to other areas will be realised.

iii. It's important to learn frorn other
jurisdictions' successes and fai.lures. There

is a need to emphasise the imperative ofpublic
participation in order for the implementation

of the Fund to benefit from citizens' voices in

the prioritisation of the envisaged inten.lentions.
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5.r Introducti()n

Article r74 (0 outlines one ofthe objectives ofdevolution as to promote social and eeonomic

development and the provision ofproximate, easily accessible services throughout Icnya. To

realize this objective, certain functions were transfemed from the national to the cormty level

ofgovernment. Following the transfer ofthese functions, arrangements were put in place to

ensure that resources necessary for their performance or exercise ofthe power are transferrd

in line with the principle offunds follow functions as outlined in Article 187(2). As the preceding

sections have shown, the Commission has been a key player in the operationalization ofthe

objectives of devolution through its key mandates of sharing revenue between the national

and county governments and among the county governments. Further, the commission has

been promoting the prudent financial management ofresources as well as developing policies

identifying marginalised areas.

The Commission in the course of execution of its mandate has been interacting and visitinB

counties to assess the state ofdevolution and devolved services. The Commission's otservation

has been that indeed devolution is a game changer and has transformed service de[very and

development in the counties. The key gains from devolution in the sectors of health, water,

roads, and education are highlighted below.

5.2. I lrillt lr Scct()r

Provision of and access to healthcare is a fundamental human right that guarantes human

capital development with the goal of ensuring a healthy, skilled, and productive population'

Access to quality and affordable healthcare in Kenya is a basic right guaranteed in Article

43 (r) for the general population, Article 53 (c) for children, and Article 56 (e) for minorities

and marginalised groups. Health is a concurrent function between the national and county

governments.

county governments have put up many innovative efforts to improve healthcare. The health

sector constitutes one ofthe largest components of the county budgets taking up z7 percent

of the overall annual budget. To ensure citizens easily access healthcare services counties

have significantly improved the number ofhealth facilities between 2o12 and zozr. In zorz,

there were a total of8,466 primary health facilities (Levels z and 3) in the country, these have

increased to rz,316 in zozr. A majority ofthe counties have bridged level z gaps, t5 counties

have bridged level 3 gaps and 14 counties have bridged level 4 gaps. counties have also

upgraded their primary facilities to referral. Under the Managed Equipment Scheme (MES),

most counties expanded and equipped existing hospitals to provide specialised treatment.

It is now evident that Kenyans can access healthcare more easily, due to the increa*d number

of health facilities, equipping of pre-existing facilities, and the construction of new ones.
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mortality has also declined from 54.r in 2012 to 41.9
per r,ooo live births in zozo. Maternal mortality

5.:] Water Scct()r

Article qg (1) (d) provides that every person has a

right to access clean, safe water and in adequate

quantities. The Kenya Vision zo3o envisages

universal access to water and sanitation. This
is to be achieved progressively through various
initiatives geared towards achieving zoo,ooo new

water connectivity for about 3.2 million people

over the vision period.

.Ife u Waterpan in Marsabit CounQt

also declined from 373 in zorz to 3s5 per loo,ooo
live births in 2o2o.

Water is a concurrent function performed by both

levels of government and is essential in health,
industry, agriculture, enerry, and domestic use.

County governments have enhanced access to
safe drinking waterthrough such initiatives as the

drilling ofboreholes and pans and the development

of water treatment plants.

In Heilu, Moyale sub-county, travel in search of
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water was reduced by over 5 kilometers after the

construction of the Heilu water pan. An ongoing
project seeks to use solar to pump the water to
the nearby settlements to bring the water closer

to residents.

Some counties have incr€ased access to safe drinking
water, while others have declined over the last

decade. Access to safe water is above 8o percent

in the densely populated counties of Kiambu,
Nairobi, Nyeri, Uasin Gishu and Bungoma and

below 4o percent in Narok, West Pokot, Baringo,

Mandera, Samburu, Kitui and Bomet.

5..1 Roatls Srctor

Sustainable infrastructure development and
maintenance are key to economic Srowth and
prosperity. The provision of reliable transpod

Ongoing upgmding ofa counfut road

infrastructure influences the level of productivity,

access to markets, welfare, and security ofcitizens.

Kenya relies heavily on road transport. 64percent

of freight and 93 percent of passenger Eaffic is

by road.

County Sovemments are responsible for building and

maintenance, and of county roads and public road

transport. Kenya's road network have improved,

boosting the economy. County Sovernments have

also been at the forefront ofopening up ne\^r areas

through road construction.

Although all counties have made significant efforts

in opening up new roads and upgrading of the

existing ones. There exist diferences in tJre status

of roads across counties with most accessible roads

being generally concentrated in areas of dense

population and high economic activity, mainly
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high agricultural and commercial areas.

The city counties of Nairobi and Mombasa have

the highest proportions oftheir populations within

i)';) l .arll (ilrilrlhoorl l)cr r.krpnrent l ltlrrt':rtiorr

Education is a basic right under Article +g (t)(0,
while Article 53 (1) (b) advocates for free and
compulsory basic education, and Article 54 grants

the disabled the right to education. Kenya Vision
2o3o identifies education and training as a key

sector in the social pillar, which aims to provide
globally competitive quality education, training,
and research for equitable social development.
Preschool, village polytechnics, home craft centres,

and childcare are county responsibilities.

Stchei ECD Centre- Baringo CounQt

two kilometers ofa motorable road, while Turkana,

Marsabit, Samburu, Mandera, Wajir, Tana River,

and l^amu have less than 20 percent.

Early Childhood Development Education (ECDE)

has received attention in government policies and

programmes. To boost school attendance, counties

have built new ECDE classrooms with desks and

other supplies.

The ECDE facilities have increased from 24,7o2
in 2013 to 28,383 in zor9. This has increased

enrolment from 1,691,286 in 2013 to 1,916,690

in 2019. High enrolments have been witnessed

in Kakamega, Turkana, Bungoma, and Migori.
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To frrrther strengthen devoltrtion, and thc
Conrnrission in gtneral, the Secontl Teanr of
Comnrissioners givcs thc following further
consi<lerations.

i. Prlotnote better collaboration in
derrling uith deueloprnental challenges .

Watcr re mtir.rs thc most inrl)ortant develoPnrent

challenge in Kenva torlirv. Inrlet.d, Articlc 43
(t) (d) provitles that cv(.rJ l)erson has a light to
access t'lt,an. salc wirt('t ar)(l in th(,riBht (lllilntities.

Cognisant ofthis Iar1, the Comnrissiorr r! nte<l trl

use ircccss to watcr as a Paranlcter in thc'l'hird
Basis reconrrnendation as wcllas in the Stl oltl irrd
'I'hird Policics itlentifying nrarginalisetl art as. 'l'his

was howevcr not possible due to the lack of reliablt,

tlala. Dt.spitl lhis effofl . tlu' C, rnrrrissi, rrr lt,,,,11rri'c.

that the watcr se('trlr is one ofthe heirlilt [rrnrktl
sectols consrurrirrg irlrorrt 5 pt'r't't nt rlI tlrt'lotirl
national brrtlgt.t. l. trltlrlr, the st'clol irlso lrt'rrt lils
frorr supllorl li'ottt rIt'rt'Lrprttt'trt pitrtnt'r's. ( itizt'rtr

also contt ibtttt' tosirrrls lttnrling Iht slclrrt lht',ruglt
('(,st slriu irg ilrt'irrg( rr( rll:. llt(\('ittlttrtrrlr',tr.
havc horlt,r'el nol t'irsetl tht, scarcity ol rrirlt,r' irr

tht, corrntry'.'l'he corrrnrissiort rettrurrrt'ncls tlrirl
[lltlrr( cr,nlntissir rt('r's ( r,nsi(lcr' \1 irlel irs,r lrt i Iilr
sLr('tor an(i iuitiate collaboratiorrs u ith r irliotrs
stakeholtlcrs in ensuring rratcr att't'ssibilitr,
particularly for citizens in the marginalised areas.

ii, hioritise thefinancing tf Cities

Tht'Urban Areas and Cities Act (UACA),zotr
made the delivery of urban services a stiltuton
reqrrirement. The Act conl-ers the respr-rnsiliili6

for Iocal urban service deliver) to the count),
governments. The Act also recognises five cities

namely: Nairobi, Mombasa and Kisumu. These

were recognized in 201r. Nakuru and Eldoret were

recognized as cities with an amendment to the

UACA Act in 2o17. The first schedule r)fthe UACA

provides that cities provide the foilowing basic

scnices: rvltt'r arrd sanitationl storm drainage;
fir'e-fighting antl disastcr rnanagenrent; rcfuse

collection; and solid waste managerrrent.

Acccss to basic rrlllan scrrrices within cities is

poor and lagging far'[rt,hintl the lising dc.nranrl,

lhis is cxelterl bv grouilg ulburr poprrlations.I'hc
levcl oftcctss is rlisplopolt io la t r,lv lhvolirbli: to

highcr inconc lxlrsr.hokls. Iligh rrrtranizirtion
rrill cortinut.to put l)r'('ssurt, lol scrtict, ticlivt'n
on the cities. While tlrt"l'lrilrl Ii:rsis for shariug
Icvt'nrre arrrrrrg tlrt, (1)lrr\ goverrlrrl(,ots contilirls
lr 1)illtrretcl orl trllrirn st'r'vitt's witlt a rteight of

S l)cr(('nt, thc nectls of cities n'rquile enhanted
tirnding.'l he ('orrrnrissior) rtrrntttrt'rtr16 tlritt lirture

Cortrrrrissiorrt.ls t otrsitlt'r' atltlitiorul talgctrd
lirnrling lirl citit's so thirt I ht'r t ir rr tll'ect ilr lr rr nd

r,llicitnllv tlr'lirr.t'ir rsir .L r r irr.s

l)ir'i.siorr r2/'Rtr,r,urcttl.

In lirrt, rrillr,\rli( ir'-i):i(:i l,,l llr(' r i)n-tilltir)n.
llrt.rt'rlrrrrr' .lrrrtrl 1r, t'',., ,r tlte rutliotr;rl rrtttl

c(llnt\ il()\'(.r'lll(,rL! lllrsl lrrsl lx atrtlitt'rl rrntl

apPtorr,rl lrr' l'ir lliilr r('r l[. I l( )$ ('!('r', tht' It r rt t ss ol

trrblingtlx,irrrrlitsbt'irlc l'irr'liirrrrenlfirr u1rpt,,ral

has herrr vr.r.\ skru, as a ltsult, the shirling ol'

revenues has rrot lx,t,rr bast'rl orr recent revenue

bases. For instlnce. tht' n,cortrnrendation on
reverrrrr shirring lirl thc linirn< ial year 2tt22f23
was based on auditeti acrrxrnts for the linancial
year 2ol7/r8.'l'he future comnrissioners shr,ruld

initiate conversations with Parlianrent so tlrat th(
sharing of revenue is based only oa the irudited

accounts.

iu. Reuieur o3[the CRA Act

The Commission's Act having been established ten
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years ago requires a reyiew to adopt tothe changing

fiscal environment with regard to: the definition
of revenue; obligations of the Commission's
recommendation; and fu nctions of Commissioners

among other responsibilities.

u. Gazetternent ofCRA Regulations

The process is still ongoing and is not completed

due to limited resources. Therefore, the future
Commissioners should continue and conclude
this process.

The Second Commission initiated the process of
development of the Commission's Regulations.

The objective of these Regulations is to set out
the structure and procedure for the carrying out
functions of the Commission as provided in the

Constitution and the Commission on Revenue
Allocation Act.
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