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Introduction

The County Governments in Kenya have three sources of finances namely the equitable share, 
conditional grants and own sources revenues (OSR). On average the own sources revenues finances 
approximately, 11 percent of their expenditures. The county governments have a narrow tax assignment 
and responsibility. Article 209(3)(4) of the Constitution assigns property rates, entertainment taxes and 
allows them to impose charges for the services they provide. In addition, parliament can assign counties 
more taxes by legislation. 

Counties taxing powers have remained limited and therefore the levels of OSR are low compared 
to the fiscal transfers from the national government. Notwithstanding the low proportion of OSR 
to the total revenue, it is a critical segment of the budget. It’s potentials have not been fully 
harnessed. This therefore, calls for adequate policy and legislation review to continuously improve 
systems for own sources revenue collection and management.



Table 1 summarises the main revenue sources for the counties and demonstrates that own sources 
revenues (OSR) are the second most important revenue for the counties. From the table we can also 
deduce that the performance of the own sources revenues is on the reducing trend. The County 
Governments in the FY2016/17 collected a total of Ksh. 32.5 billion a reduction from Ksh. 35 billion 
collected in the previous period. If the underperformance continues then there is a likelihood of counties 
experiencing financial stress since they will be unable to defray all costs of their desired levels of 
spending. This is a clear indication that County Governments need to focus their reform agenda on how 
to improve their own sources revenue to ensure continuous improvement in service delivery.
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Box 1: Fiscal Effort

The Commission on Revenue Allocation (CRA) in its revenue sharing formula among County 
Governments has a parameter of fiscal effort. This parameter has a weight of two percent, meaning that 
from the equitable share revenues two per cent of the revenues will be shared by this factor. The factor 
measures improvement of per capita own sources revenue effort of two consecutive years see the 
formula below. From this factor many counties, who collect less than what they raised the previous year 
receive zero allocation from the revenue effort allocations. 

Fiscal allocation formula: 
Source: www.cra.org
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One of the key intervention to address some of the challenges in revenue mobilization and 
administration is a peer to peer learning process where counties come together to share 
experiences and good practises and then develop a mechanism to apply the lessons in each of the 
counties as may be appropriate.

To actualize this a team from Centre for Economic Governance (CEG) undertook a pre-foundation 
assessment to introduce the counties to the peer to peer learning approach and initiative in October 
2017. The CEG team conducted interviews using the pre-foundation peer to peer learning tools 
available in the EIP Peer to Peer Learning Guide1. The visits were made to Laikipia, Nyeri, Machakos, 
Kiambu and Kajiado. The following common issues identified across the five counties but may well 
represent the challenges found in many counties.

The analysis of the county performance of own sources revenue and the pre-foundational assessments 
indicate that a there are many fundamental reforms that needs to take place for the counties to have 
solid foundation under which they raise their own sources revenue. The following issues and key reform 
areas were identified:

i) Policy and Legislation Framework: Before devolution in Kenya the defunct local authorities used to 
levy their  taxes and charges using By-Laws which were effective using the repealed Local Authorities 
Act Cap. 265, 2010. The Act was repealed immediately the Counties came into effect together with 
other national legislations like land Act.

1. Reform aspects and areas in revenue mobilization and administration the  
    counties under the program will focus on in 2017 and 2018
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Box 3: Over projection as a means to achieve a balanced budget? 

Counties, while seeking to provide balanced budgets as required by the PFM regulations, use the OSR 
to balance budget deficits. These fictitious balancing in most cases is done through inflating of the OSR 
targets that is not based on actual forecasting or assessment of the fiscal capacity in a given financial 
year. This is not a good practice as it eventually affects the counties capacity to meet the 70:30 ratio of 
recurrent to development spending by the end of the financial year.  

iii) Civic Education, staff training and development

The County Governments visited indicated that education to the public is crucial in ensuring successful 
collection of taxes and service charges from the people. The public need civic education that will enable 
them to understand the importance and benefits of paying taxes to the County Governments. Payment 
becomes difficult during the election period because politicians give self-imposed waivers. This, the 
revenue department admits is a major drawback. For example, Kiambu county revenue reduced from 
Ksh. 2.4 billion in 2015/16 to Ksh. 2 billion in 2016/17 which represents a 17 percent drop. This was 
largely attributed to effects of interference of politicians asking tax payers not to pay or the county 
government reducing the collection efforts as a way to gain favour from the electorate.

iv) Performance Contracting

Performance contracting is a management tool for measuring performance against negotiated targets. 
Most County Governments have indicated that they want to introduce this tool to the department of 
revenue. This will ensure that the officers working under the revenue collection departments have clear 
targets and milestones. This will cure two problems, first, a County will not have an incentive to over 
project its revenue; and second a County is bound to continuously improve its systems. The County 
Governments require support from the national government, department of personnel management to 
implement performance contracting to the participating counties.

Box 2: The Finance Act 

The Finance Act in practise is a financing mechanism of the budget which should be prepared annually. 
The finance Act should draw its effect from existing legislation which are in most cases missing or are 
inadequate thus affecting the effectiveness and efficiency of counties to collect revenues to their 
capacity.

During the transition period immediately after the General Elections of 2013, the Transition Authority 
(TA) enacted the Transition Finance Act, 2013 on which the Counties continued to use the By-Laws in 
collecting their revenues. The transition Finance Act, 2013 was only to be effective for one year, during 
which period, the counties were expected to enact the relevant laws. However, five years into 
devolution, many County Governments have not put in place the relevant polices and enabling 
legislations to allow them to effectively to collect all the revenue optimally. Many County Governments 
depend on the Finance Act which is prepared annually, and which lack the comprehensive basis for which 
the levies, fees and charges exists or are being changes. All the five counties suggested support on this 
area even though some Counties are better off than others.

ii) Revenue Automation: Most County Governments have some level of automation in their revenue 
collection. There are those counties that have made major strides and are performing better like Kiambu 
County but still facing some challenges. Nyeri, Kajiado and other counties on the other hand, even after 
automating their officers are not satisfied with the performance. One of the officials in a county admitted 
that the county collection from parking dropped to approximately Ksh. 50 million per month after 
automation from Ksh. 100 million they used to collect manually. Laikipia County has automated but want 
to introduce a cashless system whereby there will be less handling of cash by revenue collectors. 
Machakos County have also not automated all the revenues but have database for property owners and 
wish to upscale this to all other revenue sources.
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i) Goals for the reform agenda

The P2PL Initiative will therefore facilitate reforms dialogue and sequencing. Some of the goals identified 
through the pre-foundational discussions are to:

a)  Develop requisite policies and relevant legislation thus streamlining the counties’ revenue streams

b)  Develop revenue enhancement plans where counties can Identify different strategies for collection  
 of the different streams

c)  Build capacity for staff and the public on own source revenue

d)  Develop clear performance targets and milestones.

The expected results are as follows:

a)  Increased revenue collection from local sources;

b)  Strengthened policy and legal frameworks, both national and county levels;

c)  Revenue Enhancement Plans developed and approved;

d)  Effectiveness in performance contract management;

e)  Consistency and continuous improvement in revenue collection;

f)  Reduced political interference in revenue enhancement and collection;

g)  Autonomous (or semiautonomous) County revenue agency established.

v) Independence of Revenue Collection

Counties proposed that they are looking a time when the departments of revenue collection will be 
autonomous or independent from the administration of the department of finance and economic 
planning. Laikipia, Meru and Kakamega Counties have set up independent boards for the purpose 
enhancing the autonomy of the revenue department. However, in the case of Laikipia, it was noted that 
the Revenue Board had not fully be operationalised as the revenue collection and management 
remained within the Executive. The Board appeared to play an advisory role. The Counties of Machakos, 
Nyeri and Kiambu were for the opinion that this an area that they need to learn from the counties that 
have already set up the revenue board. Some other counties have also approached Kenya Revenue 
Authority (KRA) to act as an agent but memorandum of agreements with KRA seem to also have either 
hit a snug or are yet to be fully operationalised.

In the last 5 years, County Governments have made marginal progress in realising their revenue targets, 
some of the problems that they faced include; i) underperforming in revenue collection and thus 
implicitly experience deficit budget; ii) unidentified revenue potential (fiscal capacities) thus making 
unrealistic targets; iii) automation that has been sporadic and haphazard with the same private entity 
providing similar services to different counties without the counties exchanging the knowhow, iv) and 
with a lacuna in policy and legislative frameworks which has led to a myriad of court cases and 
non-compliance.

The lack of knowledge exchange and platform that provides safe space for sharing among the county 
officials is one that has caused these challenges to remain unresolved for five years. In a way the P2PL 
Initiative will provide a platform for dialogue amongst the five counties, and with time, this is expected 
to expand to other counties.

2. Theory of Change
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The counties identified the common knowledge and operational gaps and raised several questions that 
should be addressed if the reforms are fully implemented:

a)   Budget for Revenue Department: What is the appropriate budget allocation that should be made  
 to the revenue operations to make them efficient and effective? What is the optimal funding level  
 for revenue departments?

b)  Structure of the revenue department: How should the revenue department should be structured  
 for efficiency and effectiveness?

c)  Performance and leadership: How can the team leaders implement performance contracts with   
 staff? What is the model performance contract for a CEC Finance and a Director of Revenue? Why  
 did the first performance contracts fail?

ii) Means of Achieving the Goals

Each county is unique and identified unique challenges that they experience. Therefore, in achieving the 
goals for the reforms the counties have identified that the reforms will be achieved by:

a)  Enacting relevant laws and policies for revenue collection and management.

b)  Civic education and revenue department staff training.

c)  Peer to peer learning. This will involve exchange visits and sharing of information and ways on   
 solving problems by sharing good practises among the county government. For sharing of   
 information, the counties suggested the creation of an online platform which can be used to share  
 information among the peers.

d)  Some of the reforms will require national government intervention. For example, some of the   
 national laws need to be amended or new ones developed to provide the county government an  
 opportunity to exploit their revenue potential fully.

iii) Main Assumptions underlying the Achievement of the goals

For the reform agenda to be fully achieved the following assumptions were made:

a)  The stakeholders will work together to ensure that there is seamless communication and action   
 among them. The county executive and assembly will work together to ensure that the right policies  
 and laws are put in place. The public also should participate in the process because they are the  
 ultimate implementer of all the laws and policies put in place by the counties.

b)  The counties will provide financial and logistical support needed for the reforms to take place. The  
 facilitator of the reforms agenda, for instance Centre for Economic Governance, will play a catalytic  
 role in the reforms process by providing a conducive environment for the counties to exchange   
 information, knowledge and skills. The counties themselves will have to implement the reforms in  
 terms of financing and willingness to  participate.

c)  The public will support the reform agenda: The public are the tax payers and therefore when the  
 reforms are implemented their expectation will be that service delivery will improve.

d) Political support: The political leaders starting from the Governor and all elected leaders within a  
 county will play a key role in ensuring that the reforms succeed.

3. Existing Knowledge and Operational Gaps
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The following are the priority areas that the counties identified for the learning from each other with a 
view to improve the management and administration of own sources revenue: -

1.  Relevant policies and legislation

2.  Automation and revenue collection processes

3.  Performance management

The three will form the main reforms agenda under the peer to peer learning with the pilot Counties. 
The Counties will form peer relationships to foster performance and accountability in own sources 
revenue management and administration. The counties will jointly agree on the tools to facilitate the 
change. Some of the tools that will be used include joint group meetings, exchange visits for specialised 
trainings of staff, sharing of commonly assessed products that will foster the reforms, sharing or 
implementing externally or peer produced products which will be generated out of the project among 
others that the counties will identify.

d)  Failed automation: Why are the current efforts in automation not bringing the desired results? Why  
 do some of the automation project result in lower revenue collection? Why is a lot of public funds  
 going into piecemeal automation? How can the national government provide leadership in this   
 automation process while still allowing for counties flexibility to innovate and find solutions?

e)  Political interference: how can counties in future avoid political interference every election cycle?

f)  Policy and legislative framework: What are the revenue laws that should be in place to ensure that  
 counties don’t experience legal challenges in revenue collection? What policies and strategies can  
 counties adopt to optimize strategic local revenue sources?

g)  Capacity and training needs: Revenue collection officers are not well trained on IT issues, most staff  
 just know how to operate the gadgets

h) Civic education and compliance: What form of civic education do the public need on matters   
 revenue? What would be the right time, process, mechanisms and tools for conducting the civic  
 education on matters revenue?

i)  Enforcement mechanisms: What sanction mechanisms produce good results? What is the effects of  
 the waivers? Do waivers promote compliance in the long run or not?

5. What counties will learn from each other

The county proposes to use the following approaches to address the identified gaps.

a)  Peer to peer learning and benchmarking

b)  Training Workshops

c)  Public or town hall meetings

d)  Exchange of information with the peers

e)  Mentorship and coaching of staff within and across counties.

f)  Social media platform - WhatsApp group, Facebook Page.

g)  Online exchange portal

4. Learning approaches to address the knowledge gaps
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The pre-foundation stage process led to identification of the key reform areas that the Counties 
identified for peer to peer learning in the next one year. The Counties determined to focus on a number 
of reform areas including but not limited to;

i)  Developing relevant policies and legislation for revenue enhancement;

ii)  Performance management through introduction of performance contracting in the department of  
 revenue and embracing the Rapid Result Initiatives (RRI);

iii)  County governments have automated their revenues in a quick fix manner which in the short run  
 have brought very good returns in the short run but may not be necessarily sustainable in the long  
 run. Some Counties have increased their revenues in the implementation years but realise less their  
 collections in the sub sequent years. This is an area that counties can learn a lot by learning from  
 each other.

iv)  Restructuring the departments for revenue collection; and

v)  Capacity building for staff and the public will also be areas of interest for learning and exchange of  
 information, knowledge and experiences.

This preliminary report sets the stage for the peer to peer learning process. The next steps will involve 
holding several peer to peer learning forums with key officials from the five pilot Counties that have 
committed to participate in this P2PL Initiative on Own Source Revenue. The key objectives of the 
forums will be to firm up the reform agenda by breaking down into manageable and achievable targets 
and clearly sequencing them; define the learning exchange partnering/pairing up, mediums and 
platforms; and for the counties to prepare a work plan for the identified activities. Further, the counties 
will affirm their commitment in providing necessary logistical and financial support for the reform 
agenda.

It is expected that the Counties that agree to join shall form a Peer to Peer Learning Alliance (P2PL 
Alliance) which shall then develop plans and mechanisms for sustained engagement in continuous 
exchange and learning, in safe spaces. Figure 1 below indicate the different stages of the Peer to Peer 
Learning.

6. Next Steps



This will be followed by up two-day National Peer to Peer Learning Forum which will bring on board not 
additional Counties, but also Ministries, Independent Constitutional Offices and other Counties with an 
objective of setting stage for the formation of a Peer to Peer Learning Alliance, sharing the lessons with 
other Counties and National Agencies, development partners and international experts. The National 
Forum is expected to also encourage other counties to join the P2P Alliance on Own Source Revenue, 
and also to form other P2P Alliances on other issues that will be identified.

The pre-foundation stage provided an opportunity to assess the needs for Counties and set the reform 
agenda. It also provided an overview of the peer to peer learning activities that the County 
Governments may focus on in the next one year to sequence and implement reforms. This is the first 
project in Kenya under the devolved system of government facilitated by a non-state actor to use a peer 
to peer learning approach in spearheading public-sector reforms. This process once successful will 
provide a good platform for promoting reforms in other sectors of public sector.

The Peer to Peer Learning Initiative by Centre for Economic Governance and supported by the Effective Institutions Platform. The 
project was implemented in collaboration with the Ministry of Devolution and Planning, State Department of Devolution.

7. Conclusions
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