JOINT MEMORANDUM TO THE SENATE ON THE DIVISION OF REVENUE
2019/20
About ICPAK
The Institute of Certified Public Accountants of Kenya (ICPAK) is a statutory body of accountants
established under by the Accountants Act of 1978, and as repealed under the Accountants Act
Number 15 of 2008, mandated to develop and regulate the Accountancy Profession in Kenya. It is
also a member of the International Federation of Accountants (IFAC), the global umbrella body for
the accountancy profession.
About International Budget Partnerships (IBP)
The International Budget Partnership collaborates with civil society around the world to use budget
analysis and advocacy as a tool to improve effective governance and reduce poverty. The International
Budget Partnership (IBP) focuses on government budgets because they are at the core of
development. Budgets are the government’s most powerful tool to meet the needs of its people,
especially those who are poor and marginalized.
Joint ICPAK-IBP Memorandum on Division of Revenue Bill 2019
The two Institutions jointly reviewed the Bill and developed a position paper detailing proposal for
your consideration as follows:
How Much Should Counties in Kenya Receive in 2019/20?
Each year Kenya’s Parliament (National Assembly and the Senate) must decide how national revenue
will be shared between national and county governments. This discussion is informed by
recommendations from the Commission on Revenue Allocation and the National Treasury. CRA
must table its recommendations in parliament by the 1st of January while National Treasury’s
recommendations are contained in the Budget Policy Statement (BPS) that is tabled in the National
Assembly on or before the 15th of March each year. The BPS is tabled together with the Division of
Revenue Bill and County Allocation of Revenue Bill. This analysis looks at the recommendations made
by both agencies on the equitable share and conditional grants.
Summary
1. The National Treasury and the Commission on Revenue Allocation still do not agree on what
is the revenue growth factor that should be used to determine the growth of the equitable
share between 2018/19 and 2019/20. This is the third year that this has happened. While CRA
is proposing using a 3-year inflation average the National Treasury is quite vague on how low
revenue collection has been applied to arrive at its’ proposal.
2. The formation and allocation to conditional grants do not seem to follow any predictable
pattern and the growth in their allocations from one year to the next seem arbitrary. Based on

this trend it’s not clear if the allocation to some of the grants are adequate and how sustainable
they are in the long term.
3. Public debt repayment and pension are having an impact on how much is available to be
shared between national and county government. Good policies to manage the two
obligations are key to ensure there is sustainable funding to counties.
Analysis
A. Equitable Share
1. The growth of the equitable share continues to decline
The National Treasury has recommended Ksh 310 billion as the equitable share to be allocated to
counties in 2019/20. This 1 percent lower than the Ksh 314 billion that was approved in the Division
of Revenue Act 2018. However, it is 2 percent higher that the revised figure of Ksh 304 billion in the
Budget Review and Outlook Paper 2018. The recommendation in the DORB 2019 is the lowest
growth since the onset of devolution and as shown in Table 1 the growth has been declining year on
year. The Commission on Revenue Allocation recommendation of Ksh 336 billion is a growth of 7
percent which is based on actual three-year average annual inflation. As shown in the table, there is
no consistent approach in deciding the size of the growth of the equitable share from one year to the
next.
To ensure there is fairness in the division of revenue, the revenue growth factor should be predictable
and based on the revenue raised in the country and how it grows over time. Using inflation as opposed
to revenue growth, results in substantially lower projections for counties. The average growth in
ordinary revenue between 2011 and 2017 was 14 percent. Therefore, the use of inflation biases the
division of revenue process toward national government; when actual revenue growth has consistently
been above inflation, then the difference between the inflation rate and the revenue growth is captured
entirely by the national government. This is not consistent with the principles of fairness in revenue
sharing.
Table 1: Growth of equitable share

Source: DORB 2019 and DORA 2014-2018
The National Treasury’s assertion that the low growth to the county equitable share is due to poor
revenue collection should be evaluated against the growth in other spending priorities. This is contrary
to Clause 5 of the Division of Revenue Bill 2019.

Table 2 below shows the allocations to various national priorities areas as well as allocations to
counties and the national government. Budget lines such as public debt repayment is growing faster
than county allocations. However, since these are non-discretionary expenditures one may argue that
their allocations are mandatory and cannot be cut to increase funding to other priorities like counties.
However, the amount available for sharing between national and county governments has grown by
43 percent yet the allocation to counties has only grown by 19 percent between 2015/16 and the
projections for 2019/20. The national government’s growth has been much higher at 74 percent as
shown in Table 2. The Senate should enquire the reasoning behind the growth or decline of the other
lines before we arrive at shareable revenue because this directly affects how much can realistically be
allocated to counties.
Table 2: Distribution of ordinary revenue among national and county governments

Source: DoRB 2019
2. Management of public debt and pension key to ensure counties have fair growth in
their equitable share
Public debt is a non-discretionary obligation which has a bearing on the size of revenue that is
eventually shared between the two levels of government. The same goes for pension and salaries to
constitutional offices. The higher the share of ordinary revenue that is taken up by these national
obligations the lower the sharable revenue and allocations to counties. Table 3 provides a good
example, as the share of public debt service to ordinary revenue has grown the share of sharable
revenue has decline and so has the allocations to county government. Therefore, the Senate has to
find ways to link public debt policy to the division of revenue process. The same applies to pension
payment which is taking a growing share of ordinary revenue as shown in the table.

Table 3: Share of key national obligation to ordinary revenue

Source: DoRB 2019
3. Significance of Audited Financial Statements
Audited financial statements are important in helping private and public entities make decisions on
their financial health. Policy makers, bankers, investors, revenue authorities and suppliers rely on
audited statements to determine their investment priorities.
In Kenya, the Office of the Auditor General, as established by Article 229 of Constitution, plays a
pivotal role in public sector audit and confirming whether or not public money has been applied
lawfully and in an effective way.
This information is also essential in the vertical sharing of revenue between the National Government
and County Governments.
The DORB 2019 uses the 2014/15 Audited accounts as the most recent yet the Auditor General
finalized and submitted to Parliament reports up to FY 2016/17
Table 1: latest audited revenue accounts
2013/14
2014/15
932, 034 million
1,047,908 million
Source: Auditor General reports

2015/16
1,160,727 million

It’s worth noting that for the past three years, Division of Revenue Act (DORA) has used the same
2013/14 audited accounts. The DORB 2019 has considered FY 2014/15 as the latest audited accounts
as illustrated below.
Table 2: Division of Revenue base figures
DORA 2016
DORA 2017
935, 653 million
935, 653 million
Source: DORA 2016/7/DORB 2018

DORA 2018
935, 653 million

DORB 2019
1,038, 035 million

We therefore propose as follows:
•
•

The Division of Revenue Bill 2019 should use the most current audited accounts to
determine revenue allocation.
Article 203(3) grants National Assembly the mandate to receive and approve most recent
audited accounts of revenue for purposes of revenue share. However, this process has

delayed in most cases. Therefore, the National Assembly must expedite its process of
considering the audited financial statements as submitted by the Auditor General.

4. Connection between the Budget Policy Statement and the Division of Revenue
The BPS lays out the national priorities over the medium and they are not limited only to national
government functions. The allocations in the DoRB should reflect the priorities as laid out in the
approved BPS since it is debated in both houses of parliament. For example, if the big four agenda
are focused on functions that are run by counties, then the DoRB should reflect the impact that will
have on county allocations. This could affect the equitable share or conditional grants.

B. Conditional grants
1. Growth in allocations to conditional grants remains unpredictable
The DORB has recommended Ksh 22.9 billion be allocated to counties as conditional grants.
However, the growth of the grants based on allocations from previous years raises questions on what
the guiding policies say about the allocations. For example, the allocations to level 5 hospitals and
compensation for user fees forgone remain the same as the approved amounts in 2018/19. Should
there be an annual adjustment even for inflation?
Table 4: Allocations to conditional grants between 2015/16 and 2019/20

DoRB 2019 and DoRA 2015-2018
2. Allocations to Compensation for user fees forgone may be unrealistic
The grant has received the same allocation of Ksh 900 million since the start of the program in
2015/16. The distribution of the fund in 2018/19 was based on the population of each county as a
share of the total country population. The data used was based on KNBS projections in 2016.
However, the fund is meant to be a reimbursement for the fees that counties forego by not charging
patients who visit their health facilities. Therefore, a better way to know the need for services and a
better way to estimate whether the grant is adequate is to look at health facility visits in Kenya.
Table 4 shows that the number of visits has been growing year on year between 2014 and 2016. It
then dropped in 2017. KNBS explained in the Economic Survey 2018 that this drop was occasioned
by the long strikes by health workers in the counties. Therefore, the cost that counties incur to treat
patients visits their facilities may be growing as more people seek health services. Therefore, the
allocation of Ksh 900 million may not be enough to compensate counties. However, if there is a

guiding policy, then it should be clear whether counties are required to have a matching grant to
achieve the objectives of the grant and what that top up should be.
Table 4: Total national health facility visits between 2014 and 2017

3. Has the policy on leasing of medical equipment changed?
The language in the DoRB seems to indicate that the proposed allocation of Ksh 6.2 billion is to
facilitate the, “purchase and maintenance” of specialized health equipment. This seems to indicate that
the policy has changed from leasing the equipment to purchase. The Senate should clarify whether
this is the case. Senate needs to clarify on adequacy of personnel and necessary infrastructure for the
medical equipment.

