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ALLOCATION OF REVENUE RAISED NATIONALLY AMONG

TI—IE NATION AL AND COUNTY GOVERNMENTS FOR TI-[E

FINANCIAL YEAR 2019/20 :
Percentage (%)of = :
; : = . e | 2014/15 audited | -
Type/level of allocation AmountinKsh. | “1';" approved:. | -
e : e ~ | Revenueie.
v = = K_sh 1,038,035
: S b a e | - Millions
ST A. National Government 1561416497191 — - - ==
— | Of which: s s e e
Al Lea.s‘mg of Medical Eqmpment - 6,200,000,000} -
- 2. Compensation for nse: fees forgo.'ze 900,000,000} —
3. Level 5 hospitals =~ 4,326,000,000] -
W. Supplement for construction of com:tv - 485.152.184
-~ lheadquarters oeles b T
5. Rehabilitation of Yourh Polyteckmcs _' 3 = 20000000001 == — - :
~~ B. Equalization Fund e 5_;760',000,00_0 ' - 06%|
G County équitable share -316,500,000,000] _ : 305%|
" D. Total shareable revenue — 1,877,176,497,191
. ‘M.emo'items : =
1. County equitable share : ~ 316,500,000,000
2, Additional conditional a!Iocaaans(Nalzanal SR e
Government share of Revenue) of which; _13’911’152’184
2.1._Leasing of Medical Equipment. - 6,200,000,000
2.2 Compensation for user fees forgone : - 900,000,000 -
2.3 Level 5 hospitals e 4,326,000,000
2 4 Suppiemem Jor construcrwn of coumy 485.152.184
: eadquarters. : ;
: 2.5 Rehabilitation of Yourh Po!yrechmcs 2,000,000,000f
3. Allocation from Fuel Levy Fund (15%) - 8,984,062,500|
4. Conditional allocations (Loans & grants) i :
of which: : = sl
4.1 IDA-Kenya Devolmwu Support s e
Program (KDSP) Level 1 1,410,000,000
4.2 IDA-Kenya Devolution Support - - :
Program (KDSP) (Level 2 Grant) 4,890,000,000
| 4.3 IDA-Transforming Health Systems for 2.994.247.736
Universal Care Project .
44- DANIDA-Universal Healthcare For - - 986,583,544
Devolved System Program S :
4.5 IDA-National Agriculture & Rﬂm!_ o =
Inclusive Growth Project (NARIGP) 7,232,719,940
4.6 EU-Instruments for Devolution Advice =
and Supporr (IDEAS) : 492'6-98’5_83
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= _:APPENDIX

EXPLANATORY MEMORANDUM TO THE DIVISION OF -
- REVENUE (NO 2) BILL, 2019 -

- = Background

1. This memorandurn has been prepared as an attachment to the- =

2 DlVISlOI'l of Revenue (No. 2) Bill, 2019 (heremsfter referred to as “the .

~ DoRB, 2019”) in fulfilment of the requirements of Article 218(2) of the

- Constitution and SeCtIOI'l 191 of the Pubhc Fmance Management Act :
= 2{]12 : : = _ :
= 0= Arficle: 218(2) of the Consutuﬂon requ1res that the Blll be :

L _._submltted to Parhament every year together w1th a memorandum '
explammg : S : :

(a) the proposed revenue allocauon set out 111 the B111

(b) the extent to wluch the Bill has taken into account the PIOV]SIOI]S s
of Article 203 (1) of the Constltutlon and =

(c) any mgmﬁcant dev1at10ns from the recommendaﬂons of the- Ty

Commission on Revenue Allocation (CRA).

: 3 In addltlon to the above requlrements section 191 of the Pubhc
Finance Management Act, 2012 requires that the Bill be submitted to

 Parliament together with the Medium Term Budget Pohcy Statement' :

" accompanied by a memorandum which explains;

(a) the extent, if any, of deviation from the recommendatlons of the =

Intergovemmental Budget and Econormc Councﬂ and

(b) any assumptions and formulae used i m amvmg at the respectlve -
allocations proposed in the Bill.

Explanation of the Allocations to the Natlonal and County e

Governments as Proposed in the Bill

4. The DoRB, 2019 proposes to allocate to County Goyermin s =

Ksh.378.1 billion in the financial year 2019/20. This allocation comprises

~ of an equitable share of Ksh. 316.5 billion; additional conditional
- allocations from the share of national government revenue amounting to

Ksh. 13.91 billion; Ksh 8.98 billion being 15% of Road Maintenance Levy
Fund (RMLF) collections; and, conditional allocations from loans and
~ grants amounting to Ksh 38.7 billion from Developrnent Partners :

" County Governments’ Eqmtable Share

> - 5. The County Governments’ equ1tab1e share of revenue raised :
P nauonally for the ﬁnan01al year 2019!20 is arrlved at by ad_]ustlng the base



The Division oﬂéé;;enae' (No.2)Bill, 2019 -~ 019

= allocatlon of County Govemments equltable share for financial year

- 2018/19 of Ksh. 314 billion to Ksh. 304.96 billion. and subsequently
growing the rewsed base for County Governments’ equxtable share for the _.

financml year 2018/19 by Kshs 11.54 b1111on -

= 6. The County Govemments equ1table share of revenue in the
' --.ﬁnanc:lal year 2019/20 amount to Ksh. 316.5 billion (see Table 1). This

~allocation represents a 30.5 percent of the latest audited revenues for FY

2014/15 (i.e. Ksh. 1,038, bﬂllon) Wh]Ch IS above the Constltutlonal =
rmmmum of 15 percent = - e

Table 1: Equitable Rev_enue ' _Share .Allocation to County
~ Governments, FY 2019/20 s -

e |anount o
(o inded e . ~ |Ksh.Million |
A County Eqmtahle Revenue Share for FY2018/19 —314,000]
|Less: ' ;
| B |Adjustment based on ﬁscal framework (Shortfall 1in| 9 038 :
_ |Revenue performance in FY 2018/19 ) it _ et
C [Proposed Revised County Equltable Share for FY -
-~ |2018/19 ;_" SR : | 304,962+
C (A-B) S A
'Add _ = pa
| D Ad]ustment based on- ﬁscal framework : == 11538
- E |Equitable Revenue Share allocatlon for FY| _
'2019!20 e e = - 316,500
e -E—(C+D) : E e el

'Source Nanonal Treasury and Plannmg

"% This Revised baseline for County Equ1tab1e Share for FY 2018/19 is not
- going to affect resource flows to counties as the shortfall has- already been -
- borne by the National Government in FY 2018/19. :
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g "-Addmonal Condmonal Allocatzons to County Govemments

7 Amcle 202(2) of the Consmutmn prov1des for addmonal .
'ailocatlon to County Governments from the National Government’s share
~of revenue, either conditionally or uncondltlonally Pursuant to this

'_'.Artxclc ‘the National Government proposes to allocate the following :

~additional conditional -allocations to support specific natlonal pohcy -
: Ob_]eCtIVf:S to be 1mplemcnted by County Govemmcnts SEiEas .

Additional Conditional Allocation to facnhtate the leasmg of

- medical equipment of Ksh 6.2 billion. This grant which is in its

. fifth year of 1mplementatlon is proposed to decrease from Ksh.
94 billion in FY 2018/19 to Ksh. 6. 2 billion in FY. 2019/20 and is -
- intended to facilitate the purchase and maintenance of ‘modern

_specialised medical equipment in at least two health facilities in
~each Courn:y Government over the medium * term. ThlS Wil =
facilitate easy access to spemahsed ‘health care services and

: sxgmﬁcantly reduce the distance that Kenyans travel in search of
“such services today This decrease in budgetary allocation by
Ksh. 3.2 billion is attributed to an advanced mlplementatlon_ :
status of equipping of the specialised Medical Equipment in most -
~ of the identified county health facilities as well as settlement of

~ arrears due to non-provision related to contractual obligations of

= the MES programme in the prev1ous years of 1ts 1mp1ementatlon
e Aﬂﬂltl()l]al Condltlonal allocatmn for level-5 hospltals of Ksh.

43 billion. Level-5 hospitals have continued to play a significant”

~ role in providing specialised health care services to- Kenyans.

 These ‘hospitals provide specialised health care services to
_ citizens residing outside their host County, usually for

_'-".;comphcated cases referred from lower level health facilities. In -
~ order to further compensate them for the costs 1ncurred in

- rendenng services to nelghbourmg Countlcs, ‘the national =
.govcmment proposes to allocate Ksh 4 3 b11110n in ﬁnanmal ycar =

- 2019/2020.

It should be noted that in lme w1th thc Natlonal Govemment. =

~ policy to upscale the Universal Health Care (UHC) programme

- coverage to all county governments; each county government will
- have health facﬂltyhes of Level-5 Hospital status. Further, most

~ county governments have so far transformed some of their level 4

~health facﬂltles to a Level-5 Hospltal status; facﬂmes Wh]Ch are

= :also servmg populatlons outSIde the resident countles

In this regard this additional cond1t10na1 allocation is- transmon-

~ based, as there maybe need to re-allocate these funds towards -

~~ UHC once ifs coverage has been up scaled to all the coum_:;es _
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~not chargmg user fees in public health facilities. In this regard, -

Addmonal Condmonal a]locatlon of Ksh. 900 mtlhon to '
“compensate county health facilities for forgone user fees. It is
the intention of govemment to sustain the Government policy of

and in furtherance of this pollcy, the National Government has

~allocated Ksh. 900 million in the financial year 2019/20 to

compensate county governments for revenue forgone by not
charging user fees in the county health facilities. This additional
condttlonal allocatlon is in its fifth year of 1mplementatlon

Additional Conditional Allocation for Rehabilitation of Youth

~ Polytechnics of Ksh. 2 billion: This additional conditional

-~ allocation which isin its third year of implementation through the
State Department of Vocational and Technical Training, is meant

to support counfy governments in equipping Technical and

- Vocational Centres and capltatlon of student fees. The additional
- conditional allocation aims at enhancmg access to quahty and.- e
__relevant vocational skills training. e ==

_Addjtlonal Conditional allocatlon to supplement county '

allocation for the construction of county headquarters of Ksh.

- 485 Million in five counties: This conditional allocation is

intended to supplement financing for construction of headquarters
by five County Governments that did not inherit adequate offices.

~ The five counties are; Isiolo, Lamu. Nyandarua Tana River and
- Tharaka Nithi. The allocation which is part of a three year plan,
- beginning financial year 2017/18, to supplement the five countles_ e

construct their county headquarters w111 be shared equa]ly _
Addttlonal Condltlonal Allocatlon Erom the Road Mamtenance

_ Fuel Levy Fund of Ksh. 8.98 billion. This conditional allocation
- which is in its fifth year of implementation is proposed to =~
 increase from an allocation of Ksh. 8.3 billion in financial year:' :

- _'2018;’19 to Ksh 8.98 billion in FY 2019/2020. This allocation 5o

meant to enhance and sustain County Governments’ capacity to
~repair and maintain county roads and is equxvalent to- 15 percent e

of the Road Mamtenance Fuel Levy Fund

Transformmg I-Iealth Systems for Umversal Care PrOJect-
conditional allocation of Ksh. 2.99 billion (World Bank creth) =

~:- This conditional allocation through the Ministry of Health is
~meant for continued improvement in dellvery, utilization and

~quality of primary health care services with focus on
reproductive, maternal, new-born, child and adolescent health
(RMNCAH) at the county level. This additional conditional
allocation has reduced to  Ksh. 2.99 billion in the financial year
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= 2019/20 from Ksh. 3 6 bllhon in FY 2018!19 in accordance i
~ the financing agreement between the donor and the National

~ Government.

'+ National Agrlcultural and Rural Inclusnve Growth Pro;ect =

- (NARIGP) of Ksh. 7.2 billion (World Bank credit): - This

= addmonal conditional allocation, which in FY 2018/19 amounted '

~ toKsh. T .05 billion is expected to increase to Ksh. 7.2 billion in
- financial year 2019/20. This additional conditional allocation is

~ meant to compliment efforts by counties to increase agncultural_-

~ productivity and profitability of targeted rural communities in -
— selected countles, and to prowde mlmedtate and effective
~ response in case of crisis or emergency. This i increase is attributed

~tothe prOJect design prmc:lple of phased implementation approach
- whereby it includes use of readiness indicators to identify

participating counties to be covered by the project each year as
~ contained in the Project Appraisal Document (PAD). In view of

- this, participating counties have so far mcreased to maximum

targeted 21 counties.

Kenya Urban Support Program (KUSP) s Urban‘ -

Development Grant (UDG) additional conditional allocation
-~ of Ksh. 11.5 billion: - The Program Development Objective -
- (PDO) of this additional conditional allocation is to establish and
____....strengthen urban institutions to deliver improved infrastructure
- and services in participating counties in Kenya ‘This program,
~ which is in its second year of implementation, is meant to ensure
- provision of capacity building and institutional support to- A
- counties; however, direct financial support will be provided to 45
_counties other than the city counties of Nairobi and Mombasa, -

= and to 59 potentlally ellgible urban areas within those counties.-

.Kenya Urban Support Project (KUSP) - Urhan'

lnfrastructure Grant Allocation (UIG) - Ksh. 396 ll'llllll)ll -

" The main purpose of this programme , which is in its third year of
~ implementation, is to provide support to participating County
‘Governments for the formulation of urban development plans

including the establishment and operation of urban institutional

" arrangements such as charters, boards, administrations and

operation of Urban Institutional arrangements and for the initial
preparation of urban infrastructure investments. This grant will

- decrease from an allocation of Ksh. 1,854 million in financial

year 2018/19 to Ksh. 396 million in financial year 2019/20

~ because the allocation in financial year 2018/19 included a
- balance of Ksh. 927 million carried forward from the ﬁnancml
year 2017!18
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Kenya Devolutlon Support Program (KDSP) County'
Capacity Building (“level L) Grant of Ksh. 1.4 billion. This is

~ a conditional grant, which is in its thlrd year of 1rnplementat10n
~ financed by a World Bank credit to support county government’'s
capacity building. This grant, which has been reduced from an

allocation of Ksh. 2.3 billion in financial year 2018/19 to Ksh. 1.4

_ billion in financial year 2019/20, is intended to sustain the

support to capacity building 1n1t1at1ves m the count.les in the
following areas: :

(a) Strengthemng Public Fmancxal Management (PFM) systems,

b Strengthening County Human Resource Management

' ©) Improvmg county plannmg and Momtonng & Evaluatlon
' systems s

' (d) Civic Educatlon and Pl.lbllC Partlclpatlon and
(e Strengthenmg Intergovernmental relatlons :

: Kenya Devolution Support Program (KDSP) Performance'
(“level 2”°) Grant amounting to Ksh. 4.9 billion. KDSP “Level
2” , financed by a World Bank credit, is a performance grant
-whlch will be utilized by beneficiary counties toward physical

~ investments articulated in their respective County Integrated
Development Plans( CIDPs) As such, this grant is intended to
incentivize county govemments that achleve good results in the -

- following key areas:
' -_: (a) Strengthenmg Pubhc Flnanmal Management (PFM) systems
(b) Strengthemng County I-Iuman Resource Management

© Improving county plannlng and Momtormg & Evaluatlon_
systems;

: -_-(d) Civic Education and Publlc Partlmpatlon and
(e) Strengthemng Intergovemmental relatlons

Performance of counties in the above areas is to be assessed by an
'mdependent firm to be recruited through a competmve process. -
The budget allocation for this grant, which is in its third year of
implementation, has increased from Ksh. 4 billion in financial
2018/19 to Ksh. 4.9 billion in financial year 2019/20 to cater for
increased number of counties who will have met the performance -
score after being assessed in accordance with the provisions of
‘the County Allocation of Revenue Act or other apphcable
'leglslatlon .
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e EU-Instruments for Devolutlon Adwce and Support (I])EAS) =

-~ grant of Ksh. 492.7 million: This grant, which is in its third year -

=<7 0f unplernentatmn, is expected to decrease from Ksh.1.04 billion

- in financial year 2018/19 to Ksh. 4927 million in financial year
= 2019/20. The allocation is meant for disbursement of the 2%
- tranche of the grant to facilitate implementation of projects
identified in fi nanc;al year 2018/19 for the achievement of Local

= Economle Development (LED) i in the county: respectlve contracts.

ey -.-IDA . Water and Sanitation Development Pro;ect (WSDP)
- World Bank Credit of Ksh. 3.5 billion: The Project
= Development Objectwe (PDO) of thls program financed by this
~ additional conditional allocation, is to improve water supply and -
~ sanitation services in six select counties located in the coastal and <12

- north eastern regions of Kenya This will be achieved by
investing in water supply and sanitation infrastructure in urban

- centers in these counties. This ‘additional conditional allocation,

- which has been reduced shghtly from Ksh. 3.8 billion in financial

2018/19 to Ksh. 3.5 billion in financial year 2019/20, is meant to

: facﬂltate contmued 1rnplementatron of the - pro_;ects started m g
:j'2018f19 _ G e _

i Agrxcultural Sector Development Support Programme. =

~ (ASDSP) II- Ksh. 849.6 million- ASDSP II, wh1ch is in its

= '.'_second year of 1mplernentatlon is part of the 1mp1ementatlon ===
 strategy of the Agricultural- -Policy (AP) for the national and

_county governrnents In line with the AP, the overall goal of

~ ASDSP 1I is to contribute to “transformahon of crop, livestock
~ and ﬁshery production into commercrally oriented enterprises that
- ensure sustainable food and nutrition security”. The Programme
P Purpose is “to Develop Sustainable Pnorrty Value Chains (PVCs)- = —
= —— for= 1mproved income, food and nutrition securlty” which will
- contribute to achievement of the “BIG FOUR” agenda of-these—
~ Government. : : : : : —

_» EU- Water Tower Protectlon and Cllmate Change Mltlgatlon =
~and Adaptation Programme (WaTER) - Ksh. 495 million: -

~ The purpose of this additional allocation, which is in its second
~year of Implementatlon is to facilitate the 1mplementatlon of the

national climate change action plan and the master plan for the-_ :
- conservation of water catchment areas of Cherangany Hills and
- Mount Elgon e : - :

5 The program is bemg 1rnplernented in Cherangany Hllls and
~ Mount Elgon ecosystems and includes Lake Victoria and Turkana

== _basms It is also addressing a number of cross-cutting issues like
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) clnnate chanfre gender equahty, good gevemance and human
~ rights and will benefit the eleven Counties of Bungoma, Busia,

Elgeyo Marakwet, Kakamega Kisumu, Nandl Slaya Tlans'__'_ %

‘Nzoia, Uasin GlShU Vihiga and West Pokot :
. _Drought Resnllence Programme in Northern Kenya (DRPNK)_

- - Ksh. 350 million- This is a project financed by proceeds of a
~ loan and grant from the German Development Bank in Turkana
~_and Marsabit counties. The programme objective is defined as

: ._’foHows "fo ensure that Droughr reszhence and clmtate change
- adaptive capacmes of the pastoral and ag;o-pasto; ‘al producnon' :

 systems and livelihoods in selected -areas of Turkana and
Marsabit County are strengthened on a sustainable basis by ~

- expanding and rehab;hratmg _relevant - mﬁasb‘ucmre “The —

~ expected projects outputs are to ensure: - access to water is _
= _'lmproved for humans and livestock; fodder basis is improved;

 access to market infrastructure s ~improved; and rural
e :'transportat.lon 1S lmprovedmthe two countles == e =

' _' . DANIDA Grant Universal Healthcare in Devolved System;-_-"..-:"'

Program - Kshs 9866 million: The Purpose of the grant is
_improvement of access to quahty of primary health care and

~Reproductive, Matemal Newborn, Child and Adolescent Health -

- (RMNCAH) services at the county level and. 1mp1emented_;" —

_ through Munstry of Health who are respensxble for ensure funds -
-are included in the budget estimates of the ministry for the FY

- 2019/20 and Submission of quarterly and annual financial and

~ performance reports to the National Treasury and separate COplCS =

to each county governments.

e "'IDA Kenya Clnnate Smart Agnculture Project (KCSAP)'_’_'.
- World Bank - Kshs 3.6 billion: This conditional grant to the

counties is also implemented through the State Department of

~_ Agriculture. Purpose of the grant is to increase agncultural

productivity and build resﬂlence to climate change risks in

~ targeted smallholder farming and pastoral communities. It covers

24 counties. The allocation criteria are based on financing
- agreement between the IDA and the Government of Kenya and'_: 2 h

: appreved work plans .
- :Evaluatlon of the Bill agamst Artlcle 203 (1) of the Constltunon

=g Article 218(2) of the Consntutlon requires d1v1310n of revenue-'
between the two levels of govemment and across County Governments to =
take into account the criteria set out in Article 203(1) of the Constitution.

- 'The crlterla mclude factors such as nat1onal interest, pubhc debt and other =
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natmnal obllgat.lons and needs of the dJsadvantaged groups and areas,

among others.

9. Table 2 prov1des an asseSSment of the extent to Whlch the__”
requirements of Article 203 (1) have been incorporated in estimating the
division of revenue between the national and county levels of Govemment_ =

in the fmancxal year 2019/20.-

ol

Table 2: Evaluation of the Bill agamst Artlcle 203 (1) Of. the_
_ Constltutlon _ e
Egm DESCIOETION ks | FY2015/16| FY2016/17 ii_'Yzol_m_s Fi'zél_s;i_s FY201920]
ol [EXCLUD]NG Al A) ? 1,152,972 1}05;68' 1,36_5,063_’ 1,_65_1,517 1,8?7476
“|A [National Interest [Article 203 (l)(a}] 79,180] 79,685] 82,696 84.186| 94,168 -
E Enhancement ofsecumy operations s : e e = S S
- [ police vehicles, helicopters, defence 1770000} — 18,900} - 20,556| 27,800 27974
ketc.) LEr S : b
National ngamm & femlrzer : 12 ‘50-0_'00 ~ 8700 _8,8804' 11';77'5 =9 1,103} -
clearance = : =
—Youth empawermem 1705500 18,544 18,544 7442 16226]
Wational social safety net = (for older s DTS =S e e |
~ persons, OVC, child welfare, 14354.00f 16,924 17305 26,812 26,362
“bresidential bursary, severe disabiliry) = 1= : '
Primary school dag:fal Itreracy i e 3 = ;
= brorins 17,580.(}[) 13,408 -13408| _6_,333 8,400
CE'I;‘?EIJ exammanon fee.s' (KSCE & = : - 3 ‘209 : 4003| 4‘02' 4 41 03
[Public Debt (Art. 203 [l][b]) - 250,390| 307.155| 462.243] 637396] 585,703
[[151[1;]1; Nagonal Obligations (Art. 203 .-324553-3 _371_.,743 ._ 5'98,_589'1 ..4.27,239 491269 :
0(:;:::.0:?3, Consmmtonaf Sa!anes & = e .54,61_7:' = :'6(}:'.,:_169 = . 68702 90573 109,526
Constitutional Commss;ons (Art. = S Sl ==
- P48(2)) i.e. CRA, SRC, NLC, NPSC 189,066 208.763| 224,623 233619] 261387
VEBC, TSC . : o e S
Independent Offices(Art. 248(3)) ie. et e = = =
4G & CoB : 4,720 = 4,723 5,177 6412} 6,336
Parliament - 27277 31480] 30,915 344901 39501
Other Constitutional Insnmnons Srate == = :
Law Office and DPP . 0803 - 60 SN - 1ol RGO
~ Dther statutory bodies (e 2. EACC, e [ o B ; : =
[REP, WPA, CAJ, IPOA, NGEC) ot e .
Fudiciary : 17,759 17,678 13.458] = 18,937}
Other Statutory - =B P e : - : 2
| - Aliocations/Earmarked Funds g 37343| - 37,635 3-9'5-1-2- 353611 40.880
D [Emergencies [Art. 203 (I)(k)] 7.245] - 7,245 9,294 6419 6418
| |Contingencies _ -~ 5,000f 5,000 5,000 5,000 5,000
trategic Grain Reserve 27245 2245  4294]  1419) 1418
. d“g:;]““"“ Fund [Art. 203 (1) @) 6,000, §,0_0GJ ~ 17211 47000 5765
~[E BALANCE TO BE SHARED BY e _
- [THE 2 LEVELS OF : 485,565 534,740| 404,514 491576] 693,854
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TEM DESCRIPTION sths

fillions)

- [F [COUNTY GOVERNMENT ST :

LOCATION FROM REVENUE | 273,073| 295,02‘04 -314,205' 322,193 ._330;411_
AISED NATIONALLY, of which;- j St S =

a) Equitable Share of Revenue — - 259,775| 280,300} 302,000 304,962 316,500 -

| b) Additional conditional allocations e SN e : e = ek

1= ﬁmncedfrom revenues ratsed e 13,298 14,720 12205) - 17,231] 13911}

|+ pationally - = A : : e :

el vt BALANCELEFTFORTHE e

: NATIONAL GOVERNMENT he

.F\_.’ZOISIJG FY. 2016/17 FY201‘7}’18I FY2018119| FY20191‘20] -

- 212493 239,121j| 9h,3tj9| 169,383 363,443

Source Nanonal Treasury and Plannmg

: 10. Natlonal Interests: These are expendltures WhICh relate o
'_pro_|ects and programmes that: : S

e are critical to the ach1evernent of country s econormc-
: development ob]ectlves,_ : . ===

o potentlally will have s1gn1flcant unpact on soc1al well bemg of
~ citizens;

s are anchored in the V131on 2030 and the Medmm Term Plan [[I e

(2017 — 2022),
e have significant resource investment requu-ernents and
~* have been spec1fied in the 2019 Budget Policy Statement.

These nat[onal interests include: activities aimed at enhancing
security operations; national irrigation and fertilizer subsidy initiatives;
Youth Empowerment; prov1sxon of national social safety net for
- vulnerable groups and primary school digital literacy program and school
examination fees subsidy. Revenue allocation for these programs is
_expected to increase significantly from Ksh. 84.2 billion in 2{]18;’19 to
- Ksh. 94.2 billion in 2019/20. :

11. Public Debt: The Bill has fully prov1ded for all pubhc debt

_ related costs. These comprise of the annual debt redemption cost as ‘well
~as the interest payment for both domestic and external debt. In the

financial year 2019/20, the revenue allocation for payment of public debt
~ related costs is expected to decrease from. 637 4 blllzon in the financial
year 2018/19 to Ksh. 585.7 billion.

12. Other National Obhgatmns. As prov1ded for under Artlcle'
- 203(1) (b) of the Constitution, the Bill has also taken into account the cost
of other national obligations, such as, mandatory pension contributions
and/or payments, financing for constitutional offices, including Parliament
as we]l as expe'lses relating to other statutory bodles and Funds. These are -
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: .-'-estlmated to cost Kbh 491 2? billion in fmanc;al year 2019!20 up frorn-..-l-;

= Ksh. 42'? 2 bllhon in fmanmal year 2018!19

213 Flscal Capaclty and Efficleney of County Governments F1sca1_ =

— capacxty for county governments refers to the potential revenues that can

o be generated from the tax bases assigned to the counties when a standard
average level of effort is- apphed The second generation formula

developed by the Commission on Revenue Allocation  for sharing -
~_equitable share of Revenue has provnded for 2 % “weight to fiscal
_ responsibility parameter. This measure is intended to take into account

“variations in fiscal capacity and efﬁmency across countles in the sharmg_‘___ :

= _ -ofrevenue rajsed natlonaﬂy S o

14. County _governments’ abiilty 't'o 'pe"rfor'm 'the func't_lons-.""

~assigned to them and meet other developmental needs of the county

- governments: As explained above, the baseline for the equitable share -

~allocation for the financial year 2019/20 was derived from the Division of :
Revenue Act, 2018 but with a downward ad_]ustment to this base by Ksh.

~ 9.04 billion occasioned by revenue shortfalls. However the revised base
has | been grown by Ksh 5.04 bﬂhon in the fmanmal year 2019/20 =

=15 Economm DlS[.Ial'ltleS ‘within and- among countles and the

_- = | need to remedy them: Allocation of- the sharable revenue (i.e. equitable
=g share of Ksh. 316.5 billion) among counties is based on the second

- generauan formula approved by Parliament in June, 2016 pursuant to
provisions of Article 217 and Section 16 of the Sixth Schedule of the
- Constitution. The formula takes into account dxspantles among counties

i and aims at eqmtable distribution of resources across counties. The
- formula takes into account populatlon (45%), land area (8%), poverty

(18%), a basic equal share (26%), fiscal responsibility (2%) and -

~ Development factor (1 %). It should also be noted that Ksh. 5.76 billion

~ has also been set aside for the Equahzatxon Fund in 2019/20 which

~translates to 0.6 per cent of last audited revenue accounts of governments,

as approved by the National Assembly, and is above the constitutional
-minimum of 0.5 percent. This Fund will be used to finance development
prograrnmes that aim to reduce reglonal dlspantles among counties. '

- 16. Need for Economlc Opnmlzatlon of Each County Al]ocatxon
- of resources to:county governments was guided by the costing of the
~ functions assigned to the county govemments ‘The eqmtable share of
~ revenue allocated to county governments in the fmam:lal year 2019/20 s
Ksh. 316.5 billion. This is an unconditional allocatlon which means that

- the county governments can plan, budget and spend the funds

independently. With the additional resources, therefore, county .
~ governments can allocate more resources to their pnonty pro_]ects and thus
optimize their potentlal for economic development -
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17. Stable and Predlctable Allocatlons of County Govemments"-.'

- Vertical Share of Revenue: The county governments” -equitable share of -
_revenue raised nationally has been protected from cuts that may be
necessitated by shortfall in revenue raised natlona]ly According to clause

5 of the DoRB 2019, any shortfall in revenue ratsed mtlonally 1s 10 be %
= _home by the Nat10nal Govemment R =5 _ :

18. Need for Flemblhty in Respondmg to Emergenmes and Other

: -Temporary ‘Needs: Included in the equitable share of revenue for the
“national governmeént is an allocation of Ksh. 5 billion for the Capital of the -~

‘Contingencies Fund. This Fund will be used to meet the demands arising

from urgent and unforeseen needs in all Counties that suffer fromr ==
_calamities in the manner contemplated under Section 21 of the Public
- Finance Management Act, 2012. In addition, the Public Finance =

= .Management Act, 2012 and the PEM (County governments) Regulations,

' - 2015 requires each county government to set up a County Emergency .

~ Fund. County governments are expected o set asu:le at least 2 % of their _3 =
= budget as part of their aIIocanon for this purpose ' : =

: 191t should be noted that after ‘takmfJr -into account all the other -
- factors contemplated under Article 203(1) of the Constitution, including
~the needs of county governments, only Ksh. 363 4 billion or 19 4% of the

~ ordinary revenue (i.e. excluding appropriations-in-aid) is left to finance =

other National Government needs; such as, defence, roads energy, efc.

= ~ Response to the Recommendatlons of the Com:mssnon on.' _'
= Revenue Allocation (CRA) - =

= 20 The DlVlSlOT] of Revenue (No 2) Blll 2019 proposes to allocate :
~_county governments an equitable share of Ksh. 316.5 billion from the
~shareable revenue raised ‘nationally. The CRA, on the other “hand,
recommends County Governments' equitable share of revenue of Ksh.

335 7 billion as an unconditional allocation to be shared -among county

- governments on the basis of the formula for sharing revenue approved by
Parliament under Article 217 of the Const1tut10n The difference in the

: -~ Commission on Revenue Allocatlon (CRA) recommendation and the
~ DoRB 2019 proposal emanates from the different approaches used to

' compute the County Govemments eqmtable share of fevenue. These
i mclude : - -

(a) Use of dlfferent hase for equltable share of revenue - CRA

has used a base equitable share of Ksh. 314 billion as ‘contained in
- the Division of Revenue Act, 2018. However, the National
~ Treasury in the Budget Pollcy Statement (BPS), 2019 - adjusted
~ this base by the proposed Ksh. 9.04 billion reduction of the
equttable revenue share for county govemments in FY 2018;’ 19



-_ _‘ 930 - The Division ofRevenue (No. 2} lel 2019 :

‘This ad_]ustment was mformed by shortfalls in performance of
~ revenue raised nationally since the ﬁnan(:lal year 2015/16.

(b) Use of different revenue adjustment factor: CRA adjusts the
county. equrtable share (using a base of Ksh 314 billion) of

- revenue using the actual three-year average annual inflation of 6.9

%, The Division of Revenue Bill, 2019 has increased by Ksh.
e 11.54 billion to the revised base of equ1tab1e share of revenue to
- _county governments in financial 2018/19 of Ksh. 304.96 billion.

~ This increase of Ksh. 11.54 billion is informed by the fiscal

~ framework that underpmned the Budget Policy Statement for FY

- 2019/20, which reflected a decline in- fiscal deficits from 5.9

- percent of GDP in FY 2018/19 to 5.0 percent in FY 2019/20,

~ increase in debt service costs, drop in National Government
~ ministerial expenditures and downward adjustment of revenue

= pro_1ect10ns in light of shortfalls in revenue in FY 2018/19. '

21 Table 3 analyses the differences  between the CRA
= recommendatlons and the Division of Revenue (No. 2) Bill, 2019 proposal
on the division of revenue between the natlonal and county govemments

in 2019/20. : : : :

~ Table 3: Comparlson of Reeommendat:ons of the Commlssmn on

~ Revenue Allocation and the Division of Revenue (No. 2) Bill, 2019 on

 the equitable share of revenue proposed for FY 2019/20 (Flgures in
~ Ksh. MllllOllS) '

The

il S = | CRA | DORB, |Variance
' Ex_penditure Ite_m- cEboEEe v o : -1 2019 S
A LB D

1. Equltable Revenue Share in FY 2018! 19 314,000 314,000{ -
2. Adjustment based on fiscal framework ' 7 -

~ Less: Shortfall in Revenue performance A e e
|inFY2om8mo o s 0
- |3. New Base of Eqmtable Share (1-2) e 314,000 304962, 9,038

4. Adjustment for revenue growth in FY _
201920 s 21,700 11,538 10_,162
TOTAL EQUITABLE SHARE OF
- [REVENUE = 3+4)

Source National Treasury and Plannmg e

335,700 316,500 19,200‘

22 leferences occasxoned by addmonal conditional allocations
~ financed from National government share of revenue amounting to
- Ksh. 125 bllllOIl, CRA has proposed addmonal conditional allocations
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_of Ksh 26 7 hllhon (excludmg Ksh 8 984 million for RMLF whlch is not: >

The Dwssmn ofRevenue (No 2) B:fl 2019 = 9_3-1_ :

~ financed from ordinary Revenue) whereas the Division of Revenue (No-

- 2) Bill, 2019 proposes Ksh. 13.91 billion to be financed form national
~ government share of revenue. This has ‘occasioned a dlfference of Ksh.
: 12,500 million as a result of the followmg : ==

Free Maternal Healthcare - CRA has proposed Ksh 4 ,300

million additional conditional allocation for transfer to county
governments to finance free maternal healthcare. The National

Treasury and Planning has not prowded this allocatlon as a

= ~conditional transfer to county governments of Ksh. 4300 million.

‘However, in the Schedule of this Bill, the National Government

share of revenue includes Ksh. 4,300 million which is a special
_grant to the National Health Insurance Fund (NHIF) for free
~ Maternal health care ., to be dlsbursed as a relmbursement 0=

county govemments

~ Leasing of Medlcal Equlpment - CRA has proposed an'_-:_--
allocation of Ksh. 9, ;400 million for this additional conditional
~allocation whereas the National Treasury and Planning has

- proposed an allocation of Ksh. 6,200 million for the same, .-
_Although the National Treasury and Planning had allocated Ksh.
9,400 million for this additional cond1t10na1 allocation in FY

2018/ 19, it should be noted that the addltlonal Ksh. 3,200 mllhon

~ was meant to clear arrears ~due to non- provmlon related to-

~_contractual obllganons of the MES programme in the prevmus-'--_____
_ years of its implementation, arrears which have since then been ==
cleared. This ‘has informed the proposal to allocate Ksh. 6,200 -

= million in fmancml year 2019/20 for leasmg of the medlcal_

- equipment.

.-New condltmnal transfers for f' nancmg of five (5) cities: -
CRA has proposed an allocatlon of Ksh. 5,000 million starting
“FY 2019/20 to finance five cities in Urban Areas and Cities Act;
2011, namely Nairobi, Mombasa, Kisumu, Nakuru and Eldoret.

These cities are centres of growth and prowde umque and cntlcal :
serVICes to the resu:lents . _ T

-The Division Revenue (No. 2) B111 2019 takes cognlsant of the_- <
~unique services such as sewerage system, water reticulation, solid
- waste disposal and storm - water dramage and management

prov1ded by these cities.

: To support these centres of growth the D1v1310n of Revenue (No Gats

~2) Bill, 2019 has in FY 2019/20 provided a Ksh. 11.5 billion for e

- Kenya Urban Support Program (KUSP) as an Urban
Development Grant (UDG) ﬁnanced from proceeds of a grant by






