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EXECUTIVE SUMMARY

The commission on Re'enue r\*ocation (cfu)) was established in

acc o rd anc e wi th A rr i c I e ;#i'l. ; q; :,:il';1 I :l [:"1: J. m, :'":','.':

B;,If ,'l["fi lli,];ii'T::"Ii#"i"*f :ru*:"'J::l,';::,'ilt];
sharing or revenue TXI JS:X";";.-a;;-ission on Revenue

the 47 couflty governr

Allocadon Act of 201 
,l Jtl?'^t* 'il*::'1' 

co"i"ion on Rerenue Alloration

ir tht ortry jnstitrttion ,or, i)ilioi)ri)'ronar,, to prot,ide these reconmrndations to I
IPa iaruent."

This is thc first RePort

constitudonal mandate'

by the Commission in execudon of this

This report contains four categories of recomme ndations:

i. vertical sharing berwecn national and counry governments;

horizontal allocation zmong

grants; and

the countl' governments;
1l

111.

iv. borrowlng'

In determining the shareable revenue amount' the Commission relied on

the late st audited *'"'"i:;;;t;; ;; the financial veat 2070 12011 ' 
as

t
I

approved bY Parliament'

*;JtiT"iii,Jf ',i,1"0"Ji',:q{t1[-!r.'^i31y.:*i**,

*kt*st*,,'.,*;il1Hi,'"Tt$#ffi 1*h:*';;;;';
on the amount determtneo as srtatLaurL -' ' --

' Ih e ve rri c ar sh are b e trve en.*'" 
l':; Ti ^5).' TJ"i." :? il;'JXil"'L: ;:

Y::il: 'I";:'t:ilil"i'i"oui; ''r 'h" 
co'''"itution' rhc cost or

derc,lued functions " o;o;Ji;i*^t'ry ^'''a"ontained 
in the Budget

pori cy S tatem. n' o r zu ilPii iili'' 18 
b11i:: 

^ll .tiillil',?J*^:T;Ti
cost of county governmeots' the Commlsston

costs such ,t ttti,.,^tt'J';;;":;;'",, of counq' Governors' county



I

.t"x::H',#ja.t;;:_,1 ^ 
r'.m bt1' m em b ers. o_th er, addi tiona l co s ts

a...-uti.r,-^;;J ;rTl:9 
exPenses for counq' E'x.."r"..-r"Jt"r""*

r"u.r."ig"u.;#:;1'_'":ijJ,-#1.:;:I#..::1-.h","b.ry..o;I*;
bilionroinatio.,"r",,a_";q;;;;.;;;.,,iJ.lLlJj.[.T:,"0r(shs.203

The horizontal allocar 
.

fi :f #ff r:,",t"'A:T;.TI--:"".'J:5il:1,*:'r'":;
broadrl, informed 

LI responsibrliry' selecricin of- these p^.^-.,.., *r.
consultations, ."r.^.1 

o'' consritutional stio'lationsi ;;ra:;
experiences. conncctions' meas'rabi.lity 

".,i ,"r"."rffi
At ev1{ stage of devcloping the formula, the Coparticipation. For insrr.,.oo ; ';;;;'1'l,"rc \-()rnmlsslon sought public

iu,ffi 5 .i.;i;15#i:;i1;:!::rfi 'rJ i. 
.l*;;iliffi

.r,I c",i_,,. ; ;'ffi ;,:;.,?.,[::;]l[:.],_ll ; * * {t *iibased on the afore-menuoned parametcrs. The nparumetff was based "" ..ir";;;-;;;.',;fl::0,,:":1,yTn,;ff1
consideradons .f the co*.i..ioni-';;;,,,,
iudgments. --"rrrrrrJr(rrr s own lnternal analyses and

il 
ti:rft''#1|'.'f' j:' Commission's recommendations arc inrormed

pardcular, the CommissiJ; --",i::t yt-€I" of 
.each parameter. In
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The Commission aiso performed a limited rwiew and siruatiooal

analysis of grants "'a 
*'5t i}r" foliowing recommendations:

i. urqent harmoruzation of both the institudonal and regulatory

fra'meworks of all grants;

ii. a three-year transiuo-nal moratorium period be instiruted for all

srants under 'rttt o' J"ri'*ent and' a one-year period for grants

ffJ;;;"*tnti^t o'i"" and ministry circulars;

iii. national government to cfeate a Cap,.city Buildins Grant in line

with function Nt.,'fZ t'f tf-'" national gt""'*""f' as per the Fourth

Schedule ^,,a 
s".,io., is?ij trlli.n*ixth Scheduie; and

iv. the Commission' in collaboration with Treasury and counry

"' ;;;;r;;"it, attig" an inter-governmental grant system'

Finally, this Report is fi rmlv i"'h:'"d -::, ::"::i;H"?:re:"#tJff:
'.ffi;,.-tr" mandates of the Commt'llt-l;.i',.,',iri.r., zbr, zol
',i.,ffi,'ia f",'tiprt' of public finance as suPur

ar',d276'

I

I
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I INTRODUCTION

1 1 The Constitution of Kenya provides for a two-tiered system of
government in which the sovereign power of the people is exercised
at the national and counry levels. The Constirution specifies that both
tiers of government are entided to equitable share of revenue raised
nationally.

il

1.2 The principal function of the Commission on Revenue
Allocation (CRA), under Article 216 of the Consdrution, is to
make recommendations concerning the basis for the equitable
sharing of revenue raised by the national government.

1,.3 This is the 6rst Report submitted by the Commission to
Padiament on verticd sharing that should be reflected in the
2012/13 annual budget, and horizontal allocation by making
recommendations on resolutions to be adopted under Artide 217 .It
also reviews the current operations of conditional grants.

The 2072/'13 budget is the 6rst in which provision will be made for
county governments. The context of this budget is transitional because

county governments will come into existence in March 2013.

1.4 The recommendations of the Commission fall into three
categories. The first relates to the recommendations on the division
of revenue between the national and county governments under
Article 216(l) (a) given through the annual budget process.

Thus, allocations between the two levels of goverffnent have been
determined on the basis of functions specified in the Constitution.
This recommendation addresses the "aertical equijl' queston and
the details are presented in sections 3 aodT of the Report.

1.5 The second set of recommendations relates to the allocation of
nationally raised revenue among the county governments under

Article 217 of the Constitution. These recommendations address the

I

I



" hoiqoilal equif ' question.

In developing these recommendations the Commission has

developed the' E q ui ta ble Btaetae S h a ri ng Form ila. "

1.6 The 6nal set of recommendations relate to conditional grants

under Article 202(2) of the Constitution. The details of these

recommendations are presented in section 5 of the Report.

1.7 Each year, and as part of the annual budget process under Article
218, the Counry Allocation of Revenue Bill is required to allocate

the county share of national relrenue among the county goverrunents

in accordance with a resolution of the Senate under Article 217.

Article 217 envisages a resolution of the Senate on the basis for
horizontal sharing every five years, except during the transition
period. Instead of five years, the first and second resolutions will be

made at intervals of three years (Sixth Schedule, Section 16).

1.8 The determination of both dimensions of revenue sharing will be

formalized in a Division of Revenue Act and a Counry Allocation of
Revenue Act to be enacted by Padiament. The Public Finance

Management Act oudines the steps involved in preparing the Bills,

consulting stakeholders and submitting them to Parliament.

1.9 Padiament, acting as the Senate, requested for these

recommendations from the Commission on l7i July,20'12.

t
T

T

T
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2. METHODOLOGY

In developing the Commissiont recommendations in this Report, a

combination of approaches were adopted to enhance validity and credibiliry.

The approaches used included, among others, appraisal of experiences and

lessons from other countries with decentralised systems of government;
views and recommendations gathered through broad-based consultations

with Kenyans; expert opinion that was sought; and the Commission's

own ob jective analyses that were carried out, including assessment of
contemporary national realities that were taken into account.

2.1 Philosophy and Principles

The guidiog philosophy behind the Commission's recommendations has

been the need for re-di$rib*iae jnstice, equi! and fairnr.rr in the sharing of
revenue raised nationally.

2.1.7 The basic principles guiding the Commission's

recommendations on revenue allocation and conditional
grants are those stipulated in Article 201: openness and

accountability, including public participation; promotion of
an equitable sociery; burdens and benefits resulting from
the use of resources and public borrowing to be shared

equitably among citizens, and between present and future

generations; prudent use of public money; and responsible and

clear financial management.

2.7.2 ln addition to the principles of public finance enshrined in
the Constitution, the Commission took account of internationa.l

fi scal decentralisation principles, including:
(a) Aiming to keep the formula and the parametets for

allocations as simple as possible;

(b) Basing the formula on the availability official data from the

Kenya National Bureau of Statistics (KNBS);
3
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(c) Ensuring public participation and transparency;

(d) Ensuring horizontal equity between counties;

(e) Building incentives to improve fiscal performance and
service delivery by rewarding county efficiency and
penalising ineffi ciency;

(f) Following the principle of "funds ntutfollowfutctions;"
and

(g) Taking cognizance of the need to preserve county budget
autonomy within the constaints provided by narional
priorit-ies.

2.1.3 The Commission also observed the provisions of Article
203(1) regarding the criteria to be taken into account in
determining the equitable sharing of revenue.

2.2 International Perspectives

The Commission acknorvlegded the importance of studying the experiences
of other countries with devolved systems of government so as to draw
lessons that could help define its recommendations.

2.2.1 Desk research: The Commission conducted desk research on
a selected number of countries with a view to examining
the approaches they used, identi{ring stategies that had

worked, and noting the challenges they had faced.

The countties included, among others, Nigeria, India, Brazil,
Philippines, Ethiopia, South Africa, Australia aod Canada.

2.2.2 Peer-to-peer learning: The research carried out was

complemented by a visit to the Financial and Fiscal
Commission (FFC) of South Africa in February 201 1.

Conferences: In April 201 1, the Uganda I-ocal Government
Finance Commission'qras invited for a knowledge-sharing
forum that focused on fiscal decentralisation.

t

T
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In June 2072, z number of Commissioners and staff attended
an international conference organised by the United Nations
Development Programme ONDP) to deliberate on different
aspects of revenue allocation. During this conference,
experiences drawn from Brazil, India and Ethiopia were

discussed.

2.2.4 Training: InJuly 2011, rwo commissioners and a staff
member attended a Fiscal Decentralisation and Local
Governance course at the Andrew Young School of Public
Policy at Georgia State University in the United States.

2.2.5 Varied international perspectives.' The lessons taken
from international interactions indicated different approaches

to inter-governmental 6scal transfers in different countries,
including the formula-based, discretionary,
and negotiated approaches. The Commission decided to use

the formula, which is transparent and subject to less influence
compared to discretionary and negotiated approaches.

2.2.6 Second, under the formula-based system of fiscal transfers,
there are three different approaches used in developing a
formula. These are reuen* (fscal) capacij only, cxpenditnre

needs on!, and fscal gap (reuenrc mirus expenditure).

2.2.7 The Commission assessed the merits and chdlenges of each

of the approaches and decided to use the bxpenditure ncedr

on!'approach in developing the "first generation formula and

recommendations" due to lack of quality county-level
data. Currendy, Kenya lacks reliable fiscal, demographic and

socio-economic data on the counties to adequately quantifr
county-level expendirure needs and fiscal capaciry.

$flithout this data, a fiscal gap (revenue minus expenditure)
approach is unworkable.

2.2.8 Third, experiences from other countries show that the "first
revenue allocation formula" is generally simple and improves
with time as data becomes available.

ll

{
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2.2.9 Fourth, an equitable share allocation to counties cannot on

its own address the disparities in development among counties.

The national government has to develop proactive policies to
address these challenges using conditional and unconditional
grants.

Indeed, if the unconditional transfer is to address these

challenges, then county governments would need to be allocated

over 80%o of the national revenue. Such a vertical allocation

would not only cripple the national government but would also

create serious macro-economic instability within the economy.

2.2.10 Finally, each country is unique and the system of fiscal

transfers it adopts must reflect its socio-economic and

political dynamics, as well as its data quatitf

2.9 Consultations with Stakeholders

2.3.1, In line with Article 201(a) of the Constitution, the

Commission organised consultative meetings and workshops

with stakeholders and sought their views on, among others,

vertical and horizontal formulae.

The engagements covered professional grouPs, civil sociry
organizations, gender-based organizations, the media, private

sector representatives, religious grouPs, research instirutions,

the broad academia and many other interest groups.

2.3.2 Different approaches were used in engaging these groups.

They included soliciting for written memoranda, focus group
discussions, visits to all the 47 counties, specialised technical

meetings, use of the social media @acebook, TVitter, etc.),

direct coosultations, use of the print and electronic media,

and soliciting views through an online questionnaire.

2.3.3 These consultations played a key role in shaping the

T

T

T

T

I
T

6



ll

lt

ll

recommendations included in this Report.

2.4 Visits to the 47 Counties

2.4.1 In line with Article 201(a) of the Constirution, the
Commission visited all rhe 47 counties during the period 4n-
18n of June 2012.

2.4.2 The objecrives of the county visits were to:

(^) obtain views and opinions on the formula CRA had proposed
on 26'h Aprrl2012;

(b) obtain views and opinions regarding the criteda for identifying
marginalised areas in line with Article 216(4) of the
Constitution;

G) provide civic education on the structure of devolved
govefnment in Kenya; and

2.4.3 The Commission administered two questionnaires aimed at

collecting views and opinions on the formula and on
marginalisation policy, among others.

2.4.4 The results from the field visits were then
analysed and played a critical role in the formulation of the
recommendations in this Report.

2.5 Analysis and Costing of Functions

2.5.1 The Constitutional responsibilities in the Fourth Schedule and
Atticle 186 of the Constitution on the two tiers of government
were careftrlly examined.

2.5.2 The Commission noted that although there was lack of clariry
in terms of function assignments, there was need to identi$,

7

(d) gather other relevant information to help in the development
of the recommendations.



the costs of running county governments. This is critical for
determining the vertical share as well as assessing the adequacy

of revenue allocated to each county.

2.5.3 The Commission participated in an exercise coordinated

by Ministry of Finance, which sought to estimate

expendirure on functions to be devolved. The details of this

exercise are presented in the vertical revenue sharing section

of this report.

2.6 Quantitative and Qualitative Analysis

2.6.1 The Commission conducted its own quantitative and

qualitative analyses while developing the recommendatjons in
this Report.

2.6.2 The quantitative approach included the use of Monte
Cado Simulations to develop the weights for the horizontal
allocation formula. The details for this are in the hodzontal
allocation section.

2.6.3 The qualitative approach entailed detailed analyses and

synthesis of documents, existing policies and ftameworks.

2.7 The Process of Developing Vertical and Horizontal Formulae

2.7.1 The Commission applied the different approaches set out
above to develop the policies and recommendations in this

Report in the following sequence;

Step I: Training of secretariat staff and

commissioners, and desk research.

Step 2: Preliminary engagement with stakeholders,

including Tresury and Parliament.

Step 3: Peer-to-peer learning i.e. consultations and

discussions with independent finance commissions

and other relevant instirutions in other countries.

T

T

T

I
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Step 4: Critical assessment of the Constitutional
stipulations, including assigned functions.

Step 5: Costing of the devolved functions.

Step 6: Development of vertical and horizontal formulae,
details of which are in the respective sections.

Step 7: Launch of the horizontal formula on 28m Febrtary,201,2.
The formula focused on the choice of parameters and
weights only. Public views and opinions were solicited.

Step 8: Launch of the l,ertical formula and sample sharing of
revenue based on the proposed horizontal allocation
formula was done on the 26'h April, 2012. Views
and opinions were similarly solicited from the public.

Step 9: Intensified consultative forums on the formula.

Step 10: Consultative visits to all the 47 counties were carried out in
the period 4s-1 86 June, 2012,

Step 1l: Analysis of the results of counry visits.

Step 12: Final submission of the recommendations in this Report.

2.8 Assumptions Underpinning the Recomrnendations

2.8.1 In developing these recommendations, the Commission made
a number of assumptions.

2.8.2 First, the unconditional revenue allocated to the counties
using the formula will be equitably distributed vitbin the
counties through the respective County Appropriation Acts.

It is the Commission's view that although results from the
countyvisits referred to earlier show that there are major economic
disparities arnong and vrithin counties, County Executives and
County Assemblies for each county will appropriate resources

with a view to remedying the vitltin nnj inequalities.

I

9



l

2.8.3 Second, the financial resources required by county

governments to effectively govern and deliver services are

more than the resources available from their own sources

as assigned in Article 209 of the Constirution, hence the

importance of conditional grants to bridge any fiscal gap.

l

l
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3. VERTICAL SHARING FORMULA

3.r Introduction
In making recommendations on sharing of revenue, the Commission sought
to achieve vertical equiry between national government and countyJevel
of government. The vertical relationships between the national and county
governments are such that imbalances exist between the counties' tax bases

(revenue sources) and their expendirure needs. The financial resources
required by the county governments so as to effectively govern and deliver
services are greater than their own revenue sources. The objective of the
equitable vertical sharing process is to fill this gap.

The amount of the vertical transfer depends on the distribution of functions
between the truo Ievels of government. The Fourth Schedule and Article
186 of the Constitution de6ne the functions of the national and county
governments. Article 202(1) of the Constitution states that the national and
the county governrnents are entitled to an equitable share of the revenue
raised nationally.

3.2 Shareable Revenue

The revenue to be shared benveen the national government and counry
goverrunents is defined in the Constitution and Section 2 of the Commission
on Revenue Allocation Act,2011. In that Section, rel,enue is defined as

follows:-

"all laxes inposed fot the natiorul goucrtment under Anicle 209 of tbc

Constitriion and an1 otber reuenu (inclading ituestment incone) tbat na1 be

a*boised fo an Aa of Pailiamenl, fut exclsdes retettks referred to ander

Anicbs 209(4) and 206(l)(a)(b) of tbe Cotsiitutiott."

We identi!, these revenues in table 3.2.1. as sbareable. Article 203(3) of the
Constirution stipulates that revenue that is to be shared shall be calculated
on the basis of the most recent audited accounts of revenue received, as

approved by the National Assembly. The most recent audited accounts are

for the frscalyear2070/2011. The Auditor-General's Report and Certificate
for revenue received as atJune, 2011 is attached (Appendix i).

il

il

t

I
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The line items in the Audited Exchequer Account were segregated into
those that are "shareable" and those which are "non-shareable". Out of
the total Exchequer receipts of Kshs.831 ,029,565,705 for 2010/2011,
the shareable revenue is Kshs.610,736,965,280, which is 73.5 percent of
the total Exchequer receipts. The "non-shareable revenue" of Kshs.

220,292,600,425 (26.5 percent of the total Exchequer receipts) remains with
the national government. Most (94.57o) of non-shareable revenue comprises

of government borrowing, inluding domcstic (t-bills and T-bonds) and

foreign loans.

Table 3.2.1: Exchequer Accoant for lhe Year 2010/201 1- Shareable and Non'

sbareable Reaenrc

PARTICUI-ARS FY zoro/11

KShs

1 Opening Balance
2,623,967,668

2 Income Tax from Individuals (P.A.Y.E) r37,o54,522,750

3 Income Tax from Corporations rzr,596,r5z,8oo

4 Withholding Tax

5 Immovable Prop€rty

6 Second Hand Motor Vehicle Purchase
Tax

7 V.A.T. on Domestic Goods & Services 90,2r1,r37,572

u V.A.T. on Imported Goods & Services 8r,669,609,26r

9 Excise Taxes 8o,s66,sqq,z96

10 Licences under Traffic Act 2,463,997,575

11 Royalties

t2 Customs Duties 46,o7r,8o8,27r

13 Other Taxes from International Trade &
Transactions

2o,598,638,o9r

74 Stamp Duty 6,8oo,o4r,724

I
T

T

T

I
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r5 Interest Received

Profit & Dividends from CBK

17 Other Profits and Dividends 9,o85,817,264

18 Rent of land 1,O73,O11,O4O

19 Fees under Traffic Act

20 Motor Driver's Licenses

21 Land Adjudication and Case Fee

22 Sale of Freehold Interest in Agricultural
Land

Fines, Penalties & Forfeitures & Other
Charges

289,628,594

Miscellaneous Revenue 7,843o8,696

6to,736,965,.280

1 Recurrent Recovery Over Issues 2oo8/
o9

Development Recovery Over Issues
2oo8/09

Grants from Foreign Govt. through
Exchequer

7,468392,836

4 Contribution from Govt. Emp. To
S.&W.S within Govt.

l.oans from Foreign Govt. through
Exchequer

t7,ot6,267,5r8

6 loans to Non-financial Public
Enterprises

r,r26,o04,5go

7 l.oans to Financial Institutions 33,75o,ooo

B Domestic lending-T/Bills 4,OOO,OOO,OOO

9 Domestic lending-T/Bonds r86,3oo,ooo,ooo

r,o75,48o,ooo

1l Net Domestic Borrowing(CBK)

SI.JB TOTAL -NON SHARE,ABLE

GRANDTOTAL

13

il

il

7s8,n9,n6

r6 2,OOO,OOO,OOO

SUB TOTAL-SI{AREARABLE
REVENUE

5

2,457,276,617

815,428,923

10 Civic Contingencies Fund Recoveries

22o 1292.,600r42S

83r,o29,565,7o5

23

---l,4 
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3.3 Costing of Functions to be Devolved
The starting point f<rr devekrping the vertical f<rrmula is tr> estimate how
much it c()sts t() run c()unq, functions in all the c<>unties. Approaches
applied in costing of devoh,ed functions include historical expenditure,
bottom-up costing of a standard basket of services, and top-down per
client norms. In view of lack of reliable data to appll' the costing of a

standard basket of services as well as top-d()wn per client n()ffns, the
Commission uscd the historical expenditure approach.

In m<>st countries, there is a mismatch berween functictns and finances

of sub-nati<>nal governments, giving rise t() the need for inter-
governmental transfers. In line with one of the ke1' principles of fiscal

decentralisation that "finance follows functions," the amount of these

transfers should be related to the devolved functions. As in other
jurisdictions, in the l(en1'an context this requires estimaring the cost of
functions devolved to c()unq.governments. During this preliminary and
transirional period, the Commission has relied heavily on Treasury for
the costing of functions. Treasury worked closely rvith the line ministries
in conducting an exercise to assess the budgetary costs of the devolved
functions. This exercisc involved detailed budget line-by-line analysis by
ministries, to the district level. These were then aggregated into c()unty
budget allocations fr>r the three-1,ear period fr<>m 2010 / 11, to 2012/ 13.

As presented in the Draft Budget P<>licy Statement (BPS) of 4pr11,2012,

Treasury's estimate of costing of dcvolved functions is l{shs. 148

Billionl. The Commission, while taking into account the Treasury
estimation, arrived at a figure of l(shs. 203 Billion.

The Commission's computation of the recommended vertical allocation
of nationalll' raised revenue to the county level of government is as

explained in Table 3.3.1 below.

! see details of county by county analysis of costs of devolved functions as drawn from Draft BPS 2012.

t
T

T

T
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Tabie 3.3.1:E$inated 2012/ l3 Counl Gotlemment Budgel

I(Shs. l\{illion

Estimate b), trcasury 148,000

2. Estimated remuneration of counq' executive and

county assemblies

15,()(x)

3 Estimated administrative expenses for countll
executjve and counq, assemblies

7,500

4 Administrative expenses for county and sub-counq'
public service (procurement, accounting, auditing,
financial systcm, HRM and ICT)

13,800

SUB TOTAI

-) 107o contigency 18,430

TOTAL SHARE OF COUNTIES 202,730

6 Shareable national revenue 2010 /2011 as per Table
3.2.1

610,000

7 Perccntage share to countlcs 33.0%

15
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The amounts added to the Treasury estimate by the Commission are

explained as follows:

i. Although the Constitution specifies the functions for each level of
government, there is lack of clarity regarding some county functions
at departmental level.

ii. There is no clear roadmap to guide the phased transfer of functions as

required in the Constitution. This function is the remit <lf thc
Transitional Authority, which had not been formed by the time the
costing of functions was being done.

iii. There was no information regarding staff emoluments at the county
level. These include the remuneration of the Countl' ExecuLives,
County Assembly members and G<>vernors, as well as harmonised
salaries frrr counq' and sub-county public service2.

iv. There is no information on administrative costs for Counry
Executives and Counry Assemblies: these include procurement,
accounting, auditing, ICT, planning, among others.

v. International experience suggests that as countries adopt devolution;
in thc carly years line ministrics hold back functions and resources at
headquarters. It is therefore important to build in a mechanism to
counteract this tendency.

3.4 Vertical Share to National and County Governments
Article 203 (2) of the Constitution provides that a minimum of fifteen
percent of revenue raised nationalll, shall be transferred unconditionally to
the forry seven counlies.

In light of the considerations set out above, and taking into account the
possibility'' that initial cost estimates fall below the costs of running
counties, thc Commission made an intelligent estimate of the shortfall at
I{sh. 54,730 Mi.llion. This consists of e stimated remuneration,
administrative expenses and contingencies.

2The Salorier and Renruneration Comnrission lbmred in December. 201 I is yet to determine salaries and

T

T

T

T

rentunerations of holders of these ncw oftices

r
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Additionally, there are potential savings that the nationar government willmake when ministries are reduced rr-o- ,tr. cufrent number of 42 to amaximum of 22 after the next g."*d-;.ri;"..

i,#,?t'i,ff"':'1,;T*::Tiiy,:T,-J,;:.:tT:,;,":::::"d;:;:
3.4.1).

Figure 3.4.1: Veriical Rtaenue A//ocation Fonzula

Equalisation Fund
(0.s%)KShs 3 Bi ion

T

The vertical revenue sharing formula is expressed as:
VA=NR-(I.{A+EF)
\il4rere;

VA = Vertical allocation to counries

NR = National shareable revenue

NA = National allocation

EF = Equalization Fund

77

il

County Government
(33%)X5hs 203 Bi ton

L--
L.-,

National Government
(65.5%)KShs 405 BiIion



4. HORIZONTAL ALLOCATION F OXMULA

iron nicAl YEARs 2012 t 2013-2014 t 20rs

I

I
revenue.

4.1.3

4.2 TheChoice of Parameters

As described above in the methodology section of

"rt 
*+*,, 

"t 
Corn*i"ion chose tltt ^ 

formula based

;;;;;t for sharing revenue among the counties for three

reasons. First, a tormuia based appioach is less r'rrlnerable to

influence.

Second, it is transparent since its development is subiect to

-tl. p"UU. participation' Finally' it ensures certainry'

predictabiliry of to"t'ty Uoagtt "too""t' 
and-autonomy of

the counry go"tt""'tt"' btcaott once aPProved by the Senate

in accordance *iti, n,ti.t. 217,the formula will apply for the

next three (3) Years'

I

I

needs of counties'
r8

4.1 Introduction

4.1.1 The Commission is required in Article 216(1) (b) of the

Co.,stitotioti t" t"'* tetomrntt'dations regarding the

equitableshareofrevenueamongthecountygovernments.
This is the equitable share to counry governments'

4.1.2 Article 203(1) of the Constirution provides the criteria to be

taken into account in determining ihe equitable share of the

4.2.1' As outlined in the methodology section-of this Report'

the Commissi"" ti"tt t" " 
se"art expenditare needs approach

to selecting p^"*I*' An expenditure needs formula adiuss

funding to reflect the fact that it costs more in some counues

to deliver tt't'ito lt'^" it dott in others' It does not take into

account differences in revenue-raising capactty'

4.2.2 Thercare different approaches to measuring the expendrture



These include the equal per person, historical spend"ing of
counties, top_down per client norms, bottom_up costing of a
standard basket of goods and services, and the _.ight.jirrd.*
of expenditure needs.

4.2.3 In view of county_level data challenges, the Commission
chose to use the ,weigb*tl 

ittdex of expendTure ,ur/*,^ppro^-.h u
applied in many of the countries srudied wh.n d.veloii"g;;-
first generation formula.

4.2.4 Thtee steps vere followed in developing the formula.

Step 1: Identification of potential parameters from the
i n te rn ati o n a I exp e rie n ce s

On the basis of desk research and peer_to_peer learning, there are
a number. of commonly .rs.d pot.nti^l prrr_.,.., that the
Commission could adapt. These include population, land area,
equal share, education, etc.

Step 2: Selection of parameters

il

il

II

il

il

The commission therefore identified five parameters for sharing outrevenue among the counties, These ate:

i. Population;

ii. Poverty index;

iii. I-andarea;
I

I 1\a

v.

Basic Equal Share; and

Fiscal responsibility.

t
Step 3: Determination of parameter weights.

t9



4.3 Rationale for the Choice of Each Parameter

Broad rationale for choosing the parameters includes:

i. Constitutional and legislatiue stipulationc They give effect to the

criteria set out in Article 203(1) of the Consutuuon;

ii. Causal connectioz: These Parameters are measures of the

factors that have tht g""tttt impact on cost differentials I
between countles;

iii. Measarabiliry: Availability of official data from the 
. : - -.

KNBS, wluch measure cost differentials between counues;

iv. l-,ess sasceptible to inf'aencirtg These parameters are

generally Lss susceptible to distortionary gamlng

f,ehaviour of co""tits seeking to increase their revenue

allocation; and

v. International expeiercesThat of countries' which have
" 

i-pt.-.nted 6scal decenualisation' including: South

Africa, Pakistan, Nigeria, India and Indonesia' The rationale

for the choice of individual parameters are discussed below'

4.3.1 CountYPoPulation

The formula uses county population data from the Housing and

n"f"f^Uo,, Census 2009 report, published by the I(NBS'

The Commission chose population as a Pararneter to allocate

revenue due to two f".to"' Fit", population is a simple' oblective-

and transparent indicator of t*pttditore responsibilities/needs of

.olr.tti... 
^ 
Consequently, county exPenditure responsibilities are 

.

ti.*,fy proportional to'the t",rmber of people living in a particular

;"d inor, ,t. higher the county's population' the higher the

funds required to provide services' It also gives effect to the

;:irrrtop**rt ail other neefu of coantiel'criterion in Article

203(1X0 of the Constitution'

I
!

I
I
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I

Second' popuration ensures equal per person a,ocation (of revenuedtocated on the basis 
"r popjrtio., ;;t;" alt counties.The population part of the horizorrrrf iJl_,rr^ ,,treats 

eueryKenfa: equa/!" by distributing ,h. p"p"l;;;.,_u^..a revenueequally among a, Kenyans irrespective of their counry of residence.

The totar amount a counry is a,ocated on tre basis of the popurationpararneter is equal to the per person allocation times the p;pil;;^of the county. In this way, it gives effect to Article 201@) of theConstitution regarding pro*otion of an equitable society.

4.3.2 County poverty Index
The formula uses official county pover ty datafrom the KenyaNational Bureau of Statistics, ..ri i, U^r.i 

"" ,,,. Kenya IntegtatedHousehold BudgetSurvey GaIHBS) of ZOOi/ZOOI.

KNBS produced differ;yt counryJevel poverry data onfood pouergt,,on-foodpouenlt and oaerallpoue@. Th. C";;;sion used the overallpoverty measure in the formula. It chose poverty as a pararneter toallocate revenue among counties due to three factors:

First' poverty is causany linked to expendirure needs differentials ofcounties. For instance, counties Uttr a higher.r,*U., of poor peopleare likely to experience greater demand fI. pJri.ty providedservices rather than pri;ate on;s From this perspective, the povety
l1:ameter also gives effect to the allocarion .rir..r, in Articles203(1)(D regarding developmental and orh., n..d, of counties,203(1)(d on economic disparities *i,hi;;;J;;ong coundes andtre. need to remedy them-, and 203(1)b) o., ,t. .,..a for affirmatjveaction in respect of disadvantag.d;;; ,.ra glup..

Second, poverry introduces a re_distributive element in the formula.The poverty-based part of the formut" . o.^,.-.rr.(y poorKenyan equally" by distributing ,t . ,..,r.rr,r.lii..a o, the basis ofthis parameter. The poverry parameter directs additional resourcesto poor Kenyans over and above what .^.h -J.r.ry Kenyan is

2l

tl

II



allocated through the formula' In effect' poor I(envans are taken care

of n,iu;first, through the population comPoflent of the formula and'

second, through the poverry component'

The total amount a counry is allocated on the basis of the poverty

parameter is equal t" tt" itt poo' 'lloc'tion 
times the number of

poor PeoPIe in the countY'

Third, pover q datais less likely to be influenTd bV -*ttdol-,^-
county goverrunents and become distorted' Poverry computauon

comes from a large and tt*p"- survey' lhe 
previous poverry data

.""r. f."- Welfare Monitoring Surveys of the 90s'

TheI{HBS 2OO5/2XX6updated the poverty data in addition to serving

;.;;.. There are three different poverty indices'

The first is the pouer! head-cor'tnt index (incidence of poverry)' This

measures th. p'opo'tiot' of *'t popot^tion who live belorv the poverry

line. The &arpback "f ;;;;;Jtv l:*t:""t index is that it conceals

differences in ,t" t*tttt' io i't'ich individuals are poor' Some'individuals

require little add'ition"Il;t;-t to get to the poverry line while others

require substantial ^^*tt 
of mo="ty' These differences are likely to

be reflected in increased demand for services by the very poor'

The second measure of poverty is the po.ue@ gap (depth of P"":: 
.y)

This measure ptoviat' i'ifo'-^tio" on the average extent to which

individuals f"ll btlol" the poverry line'

The third measure is the pouenl seueiy ir,dex' This index tt""tt--''',

how poor the poor "t 1""t'i[' "l P?:tty): Although poverty seventy

is the best measure of po"ttry it is aifncutt to read and interPre 
---',,--

intuitively. In order to otili" the poverry $aP 
and the poverty seveflty'

one requires adult equivalents data' The 
^1y: :o*""nt 

is an aggregate

indicator of a household size' In computing the adult equivalents'

children i. 
^ 
t'oot"t'oil' -e ffeated as being equivalent to a fraction of

^" ^a"f, 
in line with international practices'

t
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The Commission chose to use the poverty gap index due to
the fact that it is a good measure of poverty compared to the head
count index, and is easy to interpret innritively compared to the
the poverty severity index.

4.3.3 County Land Area
The formula uses counry land arca data also from the KNBS, which
is expressed in square kilometers.
The choice of land are as a parameter for allocating revenue is
based on two factors:

First, a county with a larger area has to incur additional administrative
costs to deliver a comparable standard of service to its residents.

Increased distances add to costs in a number of ways, including
greater length of roads to build and maintain, higher freight costs
of inputs, and longer distances for public servants to travel in the
course of providing services.

Second, land area as a measure is not susceptible to influence by
county governments that might seek to increase the revenue

allocated to them. The land size is fixed and unless there are changes

in administrative boundaries, the size of a county remains constant.

The Commission noted two peculiarities which necessitate

some adiustment to the above generalisations regarding inreased

costs associated with a larger land area. First, the differences in
cost of providing services increase with the geographic size of
a county but at a decreasing rate. Beyond a certain point,
incremenal costs of larger distances become negligible. Second,

some counties with small areas have to incur certain minimum
costs in establishing the framevrork of government machinery.
Additionally, the costs of providing services in some small counties
may be higher because of terrain.

I
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The Commission further noted that there is skewed distriburion of
land in Kenya. In particular, the five largest counties account for 48oh

crf the total land area. This imbalance creates cost differences between

small and large counties.

Taking into account these considerations, the Commission used

an adfustment procedure which effectively imposed upper and lower

limits on the contribution of each county to the total land area.

Any county which contributes less than 7oh of Kenya's total land area

as shown in Appendix vi, (for instance Mombasa county that
contributes 0.04n is allocated a minimum of 7oh contribution.
Correspondingl,', any county with more than 10% of I(enya's land

area as similarly shown, (for instance, Marsabit which has 12.2o/o) has

its contribution capped 
^t 

10o .

4.3.4 Basic Equal Share
Basic Equd Share as a pararneter has an important equalising effect
in that all counties are treated equally regardless of size or
population. This component has been included because dl
counties have some basic expenses that need to be met irrespective

of their size. These services include salaries and others expenses for
County Executives and County Assemblies and are critical for effective

governance and administration at county level. In addition, Article 176

of the Constitution requires countygovernments to further decentralise

their functions and provision of services.

4.3. 5. Fiscal Responsibility

The fiscal responsibility paruneter is used in order to encourage

counties to manage their 6scal resources prudendy and optimise
revenue-raising potential. This parameter also upholds one of
the key principles of public finance set out in Article 201(d) that,
"pfilic nong shall be rced in a pntdcnt and responsibh uay"
It also gives effect to the equitable revenue sharing criterion in Article
2030XD on the need for economic optimisation of each county and

provision of incentives for each county to optimise its capacity to
raise revenue.

T

I
T

I
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As operationalised in this first generation formula, an equal amount
is allocated to each county. Given that there is no established history
and track record of financial management of counry governments
(which have not yet been established), it is not possible to rank each

county. An equal weighting in this formula puts all counties at the
same level.

The Commission, in collaboration with other relevant instirutions
such as Auditor-General and Controller of Budget, will put in place
a framework for counties' evaluation and rankings. In future, the
outcome of such rankings will determine allocation of revenue
based on a county's 6scal responsibility score against that framework.

4.3.6. Other Parameters Considered but not Used

The Commission identified other possible parameters with a strong
causal connection to the expendirure needs of counties. Among
these were Gender Development Index, Fiscal Capacity and County
GDP. The Human Development Index ftIDI) was also identified.
Currendy, there is inadequate ofGcial data required to compute the
HDI. An example is the county per capita income, which requires
countylevel GDP data. In future, as data availabity improves, the
Commission will consider incorporating such variables in the formulae.

4.4 Determination of Parameter Weights

Parameterweights play a very key role in the overall outcome of the formula.
The revenue allocation for a particular county from a given parameter is
dependent on two factors:

G) Tbe weigbt giten to lbe parameten The higher the weight, the more
revenue the county is allocated to that parameter.

(b) Tbc cbaracteistics of tbe coangt The higher the ranking of
the county against each parameter, the higher the revenue
allocated to the county.

Thus, a county gets maximum revenue when a high weight is assigned to
a parameter in respect of which it has comparative advantage in terms of

lt

{
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contribution. International experience suggests that different countries use

different parameters in their horizontal revenue allocation formula. What
this means is that revenue allocation parameters are specific to each country,

and take into account existing local dynamics. The determination of each

weight in this Report is based on experiences of other countries, Kenyat
local dynamics, simulations, and broad-based consultations.

The following steps were followed in developing the weights:

Step 1: Monte Carb similalions- These entailed a set of experiments

for different weights for each pararneter. In doing this, the

simulations sought to realise t'wo obiectives, namely:

(a) minimum variability in total revenue allocation
among counties; and

b) minimum variability in per person revenue allocation amoog

counties.

This provided a "first guess" of the weights.

Step 2: lncorporation of ualaejtdgement b1 tbe Connissioa - In this step,

the weights were subjected to scrutiny in relation to
international experience and Kenya's own national dyoamics.

This led to the proposed formula launched by the Commission
on 28th Februarl' 2012. The weights identified were:

Population:-- - -- - - -- -- - - - - - 60%
Basic Equal Share----- 20o/o

Poverty index: 12%
Land area:--- 6%

Fiscal responsibility:--- 2%

Step j: Broad-barcd consabalions, incltding com! aisits -

These were conducted inorder to collect public views and

opinions on parameters and weights.

Step 4: Tlte recommended parameter ueights - Results from the broad-
based consultations, including county visits were analysed

26
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Parameter Wei t o)
1 Po ulation 45
2 Basic E, ual Share 25
J Povert Index 20
4 Land area 8
5 Fiscal res nsibili 2

100
il

il

lt

il Where:

il

to develop rhe recommended weights for the parameters as shown inthe table below.

Table 4.4.1 : Rtcommended paraaeter IYeigltts

The final "first generation equitable revenue allocation formula,, is;

C., = P, +PVt +4 +BS. + FR

Ca. = Revenue allocated to county

i - 7,2.........47

P' = Revenue a,ocated to a county on the basis of population parameter
PV, = Revenue allocated to a county on the basis of poverty gap

parameter

4 = Revenue anocated on to a county on the basis of land area

BS, = Revenue allocated on to a county ofl the basis of basic equal
share parameter. This is share equally among the 47 counties.

FB =Rr"r,ue allocated on the basis on the basis of fiscal responsibiJiry.
This is shared equally among the 47 counties.

27
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4.5 Equitable Revenue Allocation of Kshs' 203 Billion among County

Governments

The horizontal allocation formula is used to share the Kshs' 203 billion

;;;"g the 47 counties' The results are presented in Table 4'5'1'

I
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Table 4.5.1: Equitable Revenue Allocation by CounN

oSI N ON TIoN
Dt1,1S oI N oF AMONG coUNTY o12 2ORXCOMMENDED TO COUNTY

8yo o

2oo/" 80/o
tooo/oPOPULATION BASIC

EQUAI
SHARE

PO\,'ERTY I/,NDAREA FISCAI
RESPONSIBILIIY TOTAI

NO. COUNTY

o Mlns

PER
PERSON

1 KShs MlnsISIOLO KShs MIns143,294 Mlns339 MIns2 1,o8o MlnsLAMU 2471O1,539 6372110 B63 r,o8o 2,389 16,669291,166 r5868s
4 1,o8o 1,6o3TANA-RI\,'ER 739 15,79124o,o75 1,461568 865 r,o8o 4,o55U 413 13,928223,947 966530 866 r,o8o 3,114551 12,97o8ss,ss9 5282,O24 867 r,o80 2,776TAITA 3,538 12,395284,657 1,461623 86r,08o 8,r89WAJII 317 9,573661,941 4291,566 86I r,o8o 2,586BUSIA 1,495 9,o85488,oZS 1,4251,155 86lo 1,o80 5,6521,179 8,5386zg,o6o 1461,474 861,O80

76a 7,470
1I

1r l1o
ELGEYO-

B6369,998
4,510

878
7,23972

1,o8o
MAND ERA

368
1,025,756

146
2,427

B6
13 1,o8o

2,556
2,752

6,9o7
399,227 65g945 8614 r,o8o 6,998N]THI 347 6,823g6s,geo 23886q 8615 r,o8o 2,696WEST POKOT 6,7s2512,69o 1461,213 8616 r,o8oBARIN GO 76t 6,711555,50r 2301,3r4 8617 1,o8o 3,371KWAIE 6,s7s649,9s1 1,538 86rB 1.oBo 3,470EMBU 1,094 6,246516,2r2 2o81,227 86r,o8o

466 6,168146 86 2,999 5,81o
29

39

8

9,646

2,452
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conditional grants form a critical pillar of inter-governmentar fiscalrelations that drives devolution. r*r., ,i. , i"lrinant source of revenue fotsub-national governments, particurarly in developing and least developedcountries where rural ar
from higherJ.rr.,gou.r,lff:;:"'n" 

to be highlv dependent 
"n ;;;ilr.

The design of condirional grants is of critical importance for efficiencyand equity of rocal servicJprovi.io, ,;;*;;.ar hearth of sub-nationalgovernments.

lY;,T:.',:T:tJ,n:'. #:::1'conomic 
arsum e:ts ro r condi ti on ar gran ts

il-.',H,1,11*:I::ilil':lT'l'#fl ?'1;.ll::ir?iff l::."f*r
i. To ensure corlrtlutt miniaum $atdardsacross sub_national

E:5'fr :H;*ffi ,ffi.:#:l. j:,."ff :nu*::i. To compenuteJor interlrricdictiorA Einrri *n.. o.r. jurisdictionprovides a service th
from. If those who 

lat people from other iurisdictions can benefit

tothecost.ro.",rJffi ,l':.:,:il,,,lH::",1-nT"i",:T:?]:l?
government will under_provide and focus benefits only on ,fr.l. 

,-
constituents.

iii. To create macro_economic ttabilig indepressed regions.iv. To infwnce kcalpioritie: i., ,r."". 
"af;;;"nat interest butlow locat prioriry, and qlovidl n.rU,,?"f 

"? "ational 
goverrurentin carrying out targeted funcdons. 

r - - -'

v. To addres special isslu,such as, gender, age and disabiliry.

I
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5. CONDITIONALGRANTS

5.r Introduction



5.2 Conditional Grants in KenYa

A number of totatiotA"*""' tlrn*ot'ly \nown 
as deuolued funds have

been in operation it Kt;;^";;;;;""io" Iegislations - Acts of Parliament'

oresidential orders, I.#;;;r ^.,a -i,i.try circulars - prior to the

[.^.Ii.Ilo;,i. d""ii*tion of KenYa 2o1o'

Article 2O2Q) of the Constitution 1f .Ken11,2010 
provides for additional

allocation from the revenue share of the national go"tt*tt"' and reads:

Comll gouemmefits rlla) be giuen additiutal allocations fron tbe national

gouemaent! 'n"' 'J' 
i''-*i'uue' either mnditionafu or wconditionalfi'

Further, Section 10()(c) of the Commission on Revenue Allocation Act'

2011 requires the Commission to:

submitrecommendationslothesenate'NationalAssembll'nationalexeet'ttiue'

Counry Assenb! ia *''ory execatiue on the probosak nadeJor

e quitable di'hib'il;; ;';;;; " behaun the,iatina I gouert m ent an d coan!

glre ftl n e tt ts ro a o' o ig' t * u:U Co':'n'':.1, ; I 
U anS re m m m e n dati on s o n

anotnts earaarkedfi specifu pirposu sach as the constitttenE

deae kP ne nt fun d' a m ong others'

I

t

I

The current conditional grant designs in Kenya can be. categorised^as:

earmarked grants, ,rr^";r;;r; and iscretio.rrry gt""t', block grants' and I
matching and non-matching grants'

A study by the Padiamentary Budget.gllt" entitled' Fsnd Aecottttt in knla:

Managing Conplexitiet '1 
i'iti' Firincial Managem.ent of May' 2011 identified

fortv-six conditional ;";;';";;;;Jy opt'^tla bv sovernment' while the

report notes that the titt of f"na "toottt' 
i' t'ot t*h"'otti"e' it acknovrledges

that these were created;;;;;"g other obiectives' rcuerse the fficts of past

';;;i;;;;;i;,!:!:.d:,{J^l{.!:1,?;?Xl^!,"yJ,t{iT!{1,,^reo,,:1*:.,,,
rffhile the afore-menuoned oevorvs.. rurr-: -^-l ---^-__-.-ant '"il^rrld not be

dependencies ot' o""tJL oo* tttt t'atio"^i sovernment should not

encouraged i., at ro"f tt"o Itt'tt'd' to11t1"so-"'1""t't ousht 
11 

be

incentivised to enh"'c*e own-revenue sources through such measures as

f".A ta* collection and fiscal discipline'
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5.3 Challenges with Conditional Grants

The management of devolved funds is faced with diverse challenges. These

include:

Lack of synchronization of activities being undertaken

by various funds and hence, duplication of roles across funds

and line ministries, leading to wastage.

Sfleak monitoring of projects due to lack of proper integration

with the National Integrated Monitoring and Evaluation

System (I\IIMES).
Balkanization of the budget, whereby funds compete for
resources and project selection is inefficient.

l\,. Reduced room for flexibility by the national government to
shift resources, occasioned by many small earmarked

funds.

Funds are created but rarely dissolved thereby

denying resources to programmes that require immediate

attention.

I

lt

lll

h

ll

il

lt

vi. Inadequate citizens'participation,ffansParency,accountability
and management challenges.

vii. Need for reduced political infuence in their management.

viii. Inadequate technical input and quality assurance from
ministry staff, leading to low quality proiects.

In spite of such challenges, the Const-itution provides for the creation of
conditional gtants as noted under section 5.2, above. This creates the need

to search fot lasting solutions to these challenges.

5.4 Recommendations on Conditional Grants

While the Commission acknowledges that devolved funds have registered

varl,ing degrees of success in enhancing efficiency and equity, there is need

for reforms that ensure that devolved funds are a driving force in Kenyak
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de'"'elopment and, in particular, with respect to the devolved government.
Accordinglli the Commission makes the following recommendations:

That, there is need for urgent hatmonization of both
institutional and the regulatory framework. It would
be preferable if devoh,ed funds are administered from
one financial basket by a singular national authoriqi while

disbursement is done functionally through sectoral ordination
agcncies to enhance targeting of marg1nalrzed groups such as

women, disabled, youth and the aged - in line with Articles 53,

54, 55, 56 and 57 of the Constitution. Alternatively, devolved
funds can be managed under one umbrella organisation.

That, to facilitate the above specified institutional and
regulatory reforms a tbreelrcar transitiona/ uoratoriant be
instituted for all grants under Acts of Padiament such as

CDF and LATF,and one-year for grants under presidential
orders and minisry circulars.

That, national government creates a Capacij Building Grant
in line with function No.32 of the national government as

per the Fourth Schedule and Section 15 (2) (ii) of the Sixth

Schedule. This should help enhance skills and manpower
development in county governments and absorption capacity
of the recommended equitable county allocation.

That, the Commission in collaboration with the
Treasury and county goverturrents designs an inter-

goaernmntal granfi ystem. This may entail determination of
the proportion of national government revenue to be

utilised as conditional grants, ensuring clarity in the purpose
of each transfer, fair balance between conditional and
unconditional grants, clear allocation criteria to reduce political
influence, enhance citizens' participation and restructure
devolved funds with the aim of re-aligning policy goals and

objectives to achieve positive socio-economic impact.
34
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6. BORROWTNG AND OTHER FUNDING SOURCESFOR COUNTY GOVETVETTNTS
6.1 Legal Framework and Status
Ot-her soutces of fir
grantsrromd.".r"p';:;liff :,",,:X.t::.,:ffi?tsaretaxes,usercharges,

The power to impose ,rl::.""9 charges by counry governments is assignedunderArticle 209 e) and (4) 
"f ,h. C;r;;;on. The own_source revenuescollected are nor shareable, bu, ,"rilr;i;;;;,r.. 

"r,h. county level. Countygovernments may also receive exrernal grants from o.*"orir.",;;;.r..Counry government borrowing ,, p.i^,rr.O under Article 212 of theConstitution. The Article rtut..Lrt,'
A coun! gouernmett ma1 borrow only-

(a) tf tbe rurtoulgowrnmentguoLnt u tlte loan, azd
(b) Ditb tbe @proual of ,t, ,irg grrrru*rrr,s assenbl1.

clause 144 0f the pubric Financiar Management Act,2012also providesborrowing authoriry to counry gou.r*.-n,r, while crause 177 provides1or borrowing by cities 
^.ra 

,r"S^., ;;;;.';
borrowing t 3gJ",i"r to ensure autonomous::idi"tl"" 

of. total public
are i n r n Jwi th n 

",i 
o.,,r go".r, 

^.n, p 
"i i;; ffi:X :H"#T.iil H:within affordable limits to avoid tt. i.Ut tr"p

The Commission advocates for a cautious- approach in authorisingborrowing by counry governments. current debt of both rocar authoritiesand the national government are high. This has caused fiscal stress forgovernmenr. Further, borrowing by .Junry governments may aggravate the

fl{ J::.*s 
of national gou.1.,-.n r, r-1ri.r, *".ra i r,...^.. li fl ,tionary

National governmenr debt must be cleary coordinated and distinguishedfrom thatof countygovefrunents. Itis also desirable forco.r.rrygo.r.i-.r,,,to match revenue means as .l?:dy * p..rrif.t" expenditure needs in orderto enhance fiscal discipline. This .^U, f"r r-Udl"ced budget.

T

il
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7.0 RECOMMENDATIONS AND CONCLUSION

7.1 Recommendations

As required under Article 271 arld 218' the Commission hereby requests

Parl-iament to: 
ral

7.1.1 Approve the basis of revenue allocation between the natron

^t'd 
tot""y-g;;;;;*tt contained in section 3 of this report

for the Year20l2l13'

Tabte 7.1.1: Samnary of Wrtieal Allocation

I

I

I
I
I

7.1.2Approve the basis of revenue allocation among county

governments t";;;; '; 
tection 4 for the periods 2012113'

"ZOLZllH 
and2014l15'

Table7.1.2: Re con nen dcd Parameter Weights

ApPticable PercentdgeAmount in Ksh tn

Billions
66.57o oftotul thut'
revenue

able
405

Vertical allocation to

the national government
33.0% of total shareable

revenue.
203

Vertical alloca
overnments

tion to

county g 0.57o of total share

revenue

able
J

Equalization Fund

610

ht 0

Parameter
45

Po ulation1
25

Basic E ual Share
20

Povert Index3
8

Land area4
2nsibiliFiscal res5

100
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7.1.3

7.'1.4 Approye the C
grants.

7.2 Conclusion

ReSuest Treasury to initiate both the
and County Allocation Bill based on

Division of Revenue BiIl
the fina.l figures as

ecomes avai.lable in

approved by padiament.

ommissiont recommendations on conditional

tl

II

il

il

This Reporq presented to pariament in accordance with Article 2r7 of theconstirution, provides recommendadons on sharing or ..u.*l}].i ,^tiorr"rybetween the nationar and county g.".;;;;;;. 
-for 

the fiscar year 2012/13 andamong couory governments for tirelscal years- 2012/13 _ 2014/15.
In its deriberations, parriament may be guided by the fo,owing considerations:

The mandate of the Cc
the constiruti." ;;;;:Tilil.,8ii"* in Articre 216 or

v,iews expressed by Kenyans during the Commissiont visits toall 47 counties, presentadons and ;_.;;;;;;"_
ITr*, 

expressing proposals o., ..r,.rru. .frr.ir,g f*_uf^;
T

The limited availabiliry of d,ataowing to the non_existence ofcounties pior to 2010.

The Commission vzill consider new and relevant data as it bdeveloping subsequent revenue allocation formulae.

37



APPENDIX

Appendix i:

THE AUDITOR'GENERAL,S CERTIFICATE I

ffi

THE STATEMENT OF RECEIPTS'inio axo tssuEs FRoM THE
"-'excxeouER ACCOUNT

FOR THE YEAR ENOED
30 JUNE 2011

KENYA NAI IONAL AUDTI' OffICF'

CERTIFICATE

OF

THE AUDITOR GENERAL

ON

I
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il

il

il
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Appendix ii
Schedule ofcounties per the first schedule ofthe Constitution

9
8

4
3

1 Mombasa 25 Samburu

10
11

12

15
16
17
18
'19

20
21

il

I

22

24

Kwale
26 Tra Sn Nzo aKitifi
27 UaS n G S hUTana R er 28

Lamu
29 NandiTa alTat aet Bann oGarissa
31 Laiki ta

NakuruMandera 33 NarokMarsabit 34 Ka iadolsiolo
35 Kerichol\4eru
36 BometTh ra aka N th 37 Kakam aEmbu
38 vihi aKitui
39

M ca hakOS BusiaMakueni
andaruaN

42 Kisumu
43

Ktnn a 44
Muran

45 KisiiKiambu
46 amiraNTurkana 47W t Pokot

43
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14

23
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5
6
7

il

30

32

40
41

Homa

a

Natrobi CES



,| 4

1 4

I
Appendixiii

KenYan PoPulation bY county based on 2oo9 census
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TOTALS
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I

I
7

4

4

1()()

The KenYa National Bureau

Source: zoog Kenya Population and Housing Census'

of Statistics
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Appendix lv
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Iand area bY countY

RANKING coUNTY

10o,oo

TOT LS

Source: Data from Table 1a of the 2oo9 KenYa PoPulation an

Volume I B, KenYa
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Appendixvi
Costing of devolved functions

County KShs. Millions

I Monrbasa 4,6:tz
2 Kwale 2,r61

3 Kilin 3,r63
I 'l ana River 1.908

Iinru t,27O
6 Taita Taveta 2,O02

Garissa 3,1()7
8 lVaiir 2,887

9 Mandera 2,525
lo Nlarsabit 2,t91
ll Isiolo r,854

Itlenl 3,346
l3 Tharaka - Nithi r,46rJ
1.1 Embu 3,349
r5 Kitui 3,465
t6 tr{achakos 3,559
t7 Makueni 3,066
l8 Nvandarua 2,397
r9 rr*yeri
2o Kirinlnga ll,r42
2t Murang'a 2,65o
22 Kianrbu 4,92r

Turkana 2,447
24 West Pokot 2,85?

Samburu 1,69o

26 Trans Nzoia 2,O17

27 Uasin Gishu 2,986
28 Elseyo/ Maral:wet 1,909

29 Nandi 4,O10
3o Baringo 2,99()

3l taikipia
Nakuru 5,OrO

33 Narok 2,846
:1,1 Kaiiado
35 Kericho 2,i99
:16 llomet 1,8s6

37 Kakamega s,668
:.lu Vihiga 2,t2()
3g Bungoma 3,247
4O Busia 2,829

4l Siava 3,098
Kisunru 5.()9:t

4:l Homa Bay 3,608
14 Migori 2,8r5
.15 Kisii 3,863

t6 Nyamira 2,638
NairobiCity 12,O32

Total l48,oor

Note: Fot 2ODaOB costing does not include odministrotive cost ond full prcjected omount oJ CDF, source

Dtoft Budget Pollcy Stotenent 2012/2013.
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I
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Appendixvii

Analysis of county focus group questionnaire - parameter weights

Paranrcter Rcsrrlts

Population 47.6

Basic equal 21.6

PoveIty r8.o

tand 8.3

FLscal Responsibility 3.o

Others 1.6

'l'otal lo()
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