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Abstract 
There has been constant quest for improved service delivery by the people of Kenya. To achieve that, the 
Kenya government opted to step in through inception of devolve funds. The intervention was through the 
introduction of local authority transfer fund (LATF), roads levy, constituency development fund (CDF) etc. 
Despite the central government financing, the incremental local revenue generated is not justifiable to the 
financing granted, considering return on investments, value for money. While on the other hand, improved 
service delivery is justifiable to the financing.  
 
 The paper highlights is based on a sample size of fifty three local authorities representing the views of a 
target population of 175 local authorities in Kenya. It commences by obtaining revenue means prior and 
after LATF. And undertaking T-statistics for volatility of various revenue. This is followed by evaluating the 
extent on effect on LATF, factors affecting revenue, component matrix analysis and principle component 
analysis. 
 

1. INTRODUCTION AND RESEARCH OBJECTIVES 
1.1 Introduction 

Transfer of money from one level of government to another is an incentive to the sub-government to 
comply with the national policies. Such funds enhance cohesion in the governance structures and serve 
some identifiable national interest with some broadly disseminated benefits. In Kenya, the devolve fund 
conforms to the Kenyan constitution and economic blue print, vision 2030. Since, the Kenyan people 
aspire to have a country with regional and individual equality; an inter-governmental fund as Local 
Authority Transfer Fund (LATF) is very instrumental in achieving this.  
 
The Kenyan governments though LATF Act, No.8 of 1998, introduced the LATF. The funds were 
purposely to support the local authorities in improving service delivery, financial management and help in 
reducing creditors. However, despite LATF forming 5% of the national income, and being disbursed as; 
7% of the fund is shared equally, 60% is disbursed based on the population size, while the balance is 
shared based on the relative of urban population densities, since, 1999, there seems to be no 
relationships between LATF and local authority revenue taxable capacity.  
 
Prior to the LATF inception, several shortcomings were noted at the various local authorities, in regards to 
the taxable efforts, Omamo (1995). Key notable challenges within the local authorities were the 
placement of certain local authorities under commissions due to inefficient and ineffective management. 
Nairobi City Council was one such council. Secondly the large local authorities; Nairobi City Council, 
Mombasa Municipal Council, Kisumu Municipal Council, and Nakuru Municipal Council seemed to have 
low level of commitment to meeting their debt resolution plan (Smoke, 2001). Lastly experienced were the 
massive payable increments‟ in regards to salary arrears, statutory bodies and for provision of goods and 
services. Thus, the study intends to interrogate the impact of LATF on revenue within the local authorities.  
According to local authorities Administration secretary, Ambassador, Philip Owade, through the standard 
daily newspaper of 25th July 2012 “local authorities are burdened with bank debts close to 10 billion”. 
Hence, they are unable to access further funds from such institutions. He further stated that “local 
authorities are choked with salary arrears of 1billion among other statutory creditors owed; to National 
Hospital Insurance Fund (NHIF), Pension funds, National Social Security Fund (NSSF), Kenya Revenue 

mailto:jbarasa@uonbi.ac.ke
mailto:Ametax@email.com


2 

 

Authority (KRA), Saccos and other suppliers. Out of the 175 local authorities, only 44 of them can pay 
salaries from their own sources.” 

1.2 The Motivation of the Study 

Since Kenya is in transition, net distributional effect of intra-governmental fund is a new concept for 
economists, business people and political scientist. The proponents of revenue sharing argue that it 
ensures redistribution of income from high-income to low income regions, which is a basic tenets of a 
good tax system. 

On the basis of the transition, two distinct trends have been realized in the recent past. The first is the 
expansion of governmental powers, with a corresponding enlargement in the scope governmental policy 
making. The second is the shift of supremacy from authoritative office or individuals to the people of 
Kenya, through the constitution. This has affected the relation of states to the citizen. All these according 
to Whicker and Areson, (1990) are due to rising public expectation by the government to solve existing 
problems. This conforms to Adolph Wagner‟s law which states that “as the economy develops over time, 
the activities and functions of the government increases”. 

To conform to the demand for the growth of the national powers, the amount of funds decentralized to 
local authorities in the past two decades has significantly increased. Data obtained from the ministry of 
local government, indicates that the ministry has disbursed LATF as follows, (in Kenya shillings, billions); 
2000/2001- 2.28, 2001/2002- 3.53, 2002/2003- 3.06, 2004/2005-3.952, 2005/2006-6.357, 2006/2007-
6.861, 2007/2008- 8.789, 2008/2009- 9.266 and 2009/2010- 10.399. These amounts are not only 
substantial enough to make a visible difference in access to social and economic rights such as health 
care, education, infrastructure at community level, but also be a source of conflict, if perceived not to be 
utilized for the equitable benefit of all in the area covered. It appears that LATF have led to improved 
spending. “More money translates into more project”, a fact that has contributed heavily on the increasing 
high perpetual debt within the local authorities. Although other factors could be contributing to highly 
increasing debt level, key to it is unmatched tax collection efforts within local authorities to the projects. 
The paper therefore seeks to answer the question as what is the impact of LATF on revenue at local 
authority.  

If Kenya‟s ongoing reforms are to result in real transformation, then, a complete paradigm shift ought to 
be seen and felt to have occurred in the way decentralized funds are managed. This paper acknowledges 
previous research done on decentralization. Mosomi (2011) did a study on the impact of the local 
authority transfer fund LATF on service delivery: a case of the County Council of Garissa. However, none 
of the studies focused on the impact of LATF on revenue, within local authorities, in Kenya. This forms 
the study research gap. The paper will establish the impact of LATF on local revenue collection efforts 
within local authorities in Kenya. 

Therefore, the objective of this study was to establish the impact of LATF on local revenue collection 
within the local authority‟s, in Kenya. 

1.3 Importance of the study 

This research study is important to the newly established county government .They can borrow lessons 
from the paper to enhance revenue collection. The findings are important to academics and researchers 
as basis for further researches. The study would provide the background information to research 
organizations and scholars who would want to carry out further research in this area. The study would 
facilitate individual researchers to identify gaps in the current research and carry out research in those 
areas. 
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2.  THEORETICAL BACKGROUND AND INFORMING LITERATURE 

 
Since revenue has connectivity to expenditure, this section will review theories both on taxation and 
public expenditure. The three perspectives will be fundamental in the study analysis. The section begins 
with the theories of taxation, and finally that of public expenditure.  

2.1.1 Benefit received theory 

The economists have put forward many theories of taxation at different times to guide the state as to how 
justice or equity in taxation can be achieved. The relevant theories; are benefits theory, the cost of service 
theory and the ability to pay theory (Kirwan, 2009).  

The benefit approach theory is a traditional taxation principle developed by Thomas Hobbes, (1855-
1679), John Lock (1632 -1704) and Hugo Grotius (1583- 1645). However, in the 20

th
 century, (1891-

1960), Erik Lindahl further advanced the theory. According to the advanced benefit theory, in the views of 
Dompere (2004), the state should levy taxes on individuals according to the benefit conferred on them. 
The more benefits a person derives from the activities of the state, the more he should pay to the 
government. The benefit-received principle of taxation asserts that households and businesses should 
purchase the goods and services of government in basically the same manner in which other 
commodities are bought. It follows the same principle as the market - the individuals who receive the 
benefit of a good or service should pay the tax necessary to supply that good or service. For example, 
gasoline taxes are typically earmarked for the financing of highway construction and repairs. Those who 
benefit from good roads pay the cost of those roads. This principle has been subjected to severe 
criticism. 

First critism according to Dompere (2004) is that if the state maintains a certain connection between the 
benefits conferred and the benefits derived. It will be against the basic principle of taxation, since tax is a 
compulsory contribution made to the public authorities to meet the expenses of the government and the 
provisions of general benefit. There is no direct quid pro quo in the case of a tax.  

Secondly, Dompere (2004) argues that most of the expenditure incurred by the state is for the general 
benefit of its citizens, it is not possible to estimate the benefit enjoyed by a particular individual, every 
year, and for instance, it‟s not easy to equate individual benefits derived from security provided by the 
police service and the military forces, to the citizen. 

Finally Dompere (2004) views that if the principle is to be implemented; the poor will have to pay the 
heaviest taxes, because they benefit more from the services of the state. In relation to the study, the 
benefit theory does not allow for the inter-governmental transfers. It prohibits the LATF allocation as they 
try to link individual benefits to the contributions made. Also it will impact on negative regional 
imbalances. Regions that exerts allot of efforts in tax collection will be expected to provide more benefit to 
its residence. This will eventually widen the poverty disparity levels within local authorities. Thus do not 
help in the attainment of national interest, which is the main purpose of LATF. 

2.1.2 Cost of service theory 

According to Dompere (2004) cost of service theory, is developed out of the benefit approach theory, 
which equates benefit to the pay. To this approach, it starts with cost to the service or benefit received. It 
originated from the works of Thomas Hobbes, John Lock, Hugo Grotius and latter refined from the works 
of Erik Lindahl in the 20

th
 century. According to Beecher and Mann, (1993), if the state charges actual 

cost of the service rendered to the people, it will satisfy the idea of equity or justice in taxation. The cost of 
service principle can no doubt be applied to some extent in those cases where the services are rendered 
out of prices and are a bit easy to determine for instance postal, railway services, supply of electricity. 
However, most of the expenditure incurred by the state cannot be fixed for each individual because it 
cannot be exactly determined (Kirwan, 2009). In local authorities cost determination of services offered to 
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residents is a challenge. To enhance tax collection efforts for better service provision at the local 
authorities, its justified cost needs to be levied on the residents. This call for improved financial 
management infrastructure at local authorities, which can only be attained through inter-governmental 
funds transfer like LATF. Hence, contradicts the benefit theory, as earlier discussed. Local leaders should 
be aware that efforts to "promote growth" in their communities will have substantial impacts on revenues 
and expenditures. 

2.1.3 Ability-to-pay theory 

The ability-to-pay principle was extended by Jean-Jacques Rousseau (1712–1778), Jean- Baptiste Say 
(1767–1832) and John Stuart Mill (1806-1873). It is based on notion of equal sacrifice, which is 
considered to be socialist sentiments and is used in most industrialized economies. It is in contrast with 
the benefit approach principle, which determines the amount of tax a person pays by the benefit received 
in public services. 

According to Kirwan, (2009) ability-to-pay theory is the most popular and commonly accepted principle of 
equity or justice in taxation. That is citizens of a country should pay taxes to the government in 
accordance with their ability to pay. It appears very reasonable and just that taxes should be levied on the 
basis of the taxable capacity of an individual. For instance, if the taxable capacity of a person A is greater 
than the person B, the former should be asked to pay more taxes than the latter (Kirwan, 2009). It is 
argued that this has discouraged those in the higher income bracket not to take up more assignment 
instead they engage much in leisure activities. 

The Modern economists however differ to this view. They assert that when income increases, the 
marginal utility of income decreases. Thus, they favor progressive system of taxation in all modern 
taxation systems. The principle establishes the areas taxation potential and its tax collection efforts. It 
further determines what a community needs or is willing to spend. It ensures equity by transferring the 
excess to other poverty stricken areas. The theory has the same effect as that of LATF. The inter-
governmental transfer is meant to off-load the surplus to needy areas. Hence, the attainment of equity 
which is one of the tenets of a good tax system. 

2.1.4 Theory of Public Expenditure 

Local authority spending is dictated by what they earn (taxable efforts) or receives (LATF). Local authority 
transfer fund to local authorities means more money for more projects. Subsequently resulting in enlarged 
government activities in the economy according to Wagner‟s theory. The theory of public expenditure is a 
key theory in the study. According to Samuelson, (1954) theory of public spending, taxation, and debt, 
builds on the well-known tax smoothing approach to fiscal policy. This approach predicts that 
governments will use budget surpluses and deficits as a buffer to prevent tax rates from changing too 
sharply.  

The public theory is viewed in line of the Adolph Wagner‟s Law of increasing state activity. The law of 
increasing state activity was founded by Adolph Wagner‟s, (1893) on an in-depth study relating to rise in 
government expenditure in the late 19th century. It indicates that; in a progress society, the activities of 
the local authorities increases on regular basis, the increase in government activities is both extensive 
and intensive, government undertakes new functions in the interest of the society, the old and the new 
functions are performed more efficiently and completely than before, the purpose of the government is to 
meet the economic needs of the people, the expansion and intensification of government function and 
activities. Though Wagner‟s studied the economic growth of Germany, it implies to other countries; both 
development and developing. Rise in the public expenditure greatly depends on revenue.  

Wagner‟s laws indicate that there would be an inevitable increase in the share of government expenditure 
in total output, although he did recognize some limits to this increase. An expanding government would 
necessarily accompany social progress and rising income. According to Easterly and Rebelo (1993); 
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Oxley (1994), test of Wagner‟s law have focused on the relationship between government spending and 
national income in both cross-sectional and time series section. Local authority transfer fund implies 
improved revenue to the local authority, where it is received. With the Wagner‟s law, LATF therefore 
promotes spending at the receiving local authority. Since local authority is part of the government with the 
service provision as the core function, its existence or establishment implies that the government 
functions will be increasing. 

3. METHODOLOGY 

3.1 Research Design 

The design for this study is descriptive and longitudinal in nature. It is the precise measurement and 
reporting of the characteristics of the phenomena under investigation, and describes phenomena, 
situations and events. The data collection tools (questionnaire, interviews, observations, analysis of 
comprehensive income statement and unobtrusive methods) need to capture both periods; before LATF 
inception and after its operationalization. It is by comparing the revenue analysis, views and opinion of the 
respondents, considering deflated value for inflation provision and natural growth of the two different 
phases that solution to the study will be established. 

The target population for this study is the 175 local authorities in Kenya. However, the sample size of this 
study is therefore 53 (30 % of the 175) local authorities. Purposive sampling to select the heads of 
finance department in all the 53 local authorities‟ in Kenya was applied .  

3.2 Data collection 

This study used both secondary and primary data. Primary data was collected by use of questionnaires. 
The structured questions were used in an effort to conserve time and money as well as to facilitate an 
easier analysis as they are in immediate usable form; while the unstructured questions were used as they 
encouraged the respondent to give an insight to his or her feelings, background, hidden motivation, 
interests and decisions without feeling held back in revealing of any information. The researcher also 
obtained data on local collection revenue efforts prior to LATF and after, on every category of the 
councils‟ revenue classifications for; 1998, 1997, 1996: 2009, 2010, and 2011, from the secondary data of 
analysis of comprehensive income statement.  

3.6 Validity 

This was achieved by pre-testing the instrument to be used to identify and change any ambiguous, 
awkward, or offensive questions and technique as emphasized by Schindler and Cooper (2003).  

3.7 Reliability  

This was achieved by asking same question to five different respondents at different times that is test-
retest reliability. However for internal consistency, the study adopted Cronbach's Alpha as a measure of 
internal consistency, that is, how closely related a set of items are as a group. The study computed the 
average split half estimates from the sampled population and realized 0.78 Cronbach Alpha, which 
according to Nunnally and Bernstein, (1994) a construct composite reliability co-efficient (Cronbach 
Alpha) of 0.6 or above, is considered adequate. The acceptable reliability coefficient is 0.6 and above, if 
the Cronbach alpha is below 0.6 the reliability of the questionnaire is considered too low and thus the 
research tool should be amended.  
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4. DATA ANALYSIS AND INTERPRETATION 
This study was both quantitative and qualitative in nature. The study identified the level of measurement 
associated with quantitative data. The identified four levels were; Nominal data as noted in the general 
information of the study questionnaire, ordinal data, interval data-noted in the extent of LATF affects other 
factors and ration data as those of the age bracket in the questionnaire. Analysis was done with aid of the 
Statistical Package for Social Sciences (SPSS) package.  
 

This section presents the survey results and findings based on the data collected and analyzed. The  
study targeted a sample size of fifty three (53) respondents. However, a total of forty two (42) 
questionnaires were filled giving a response rate of 79.24%. This response rate was excellent and quite 
representative, since it conforms to Mugenda and Mugenda (1999) view, which stipulates that; a 
response rate of 50% is adequate for analysis and reporting; a 60% response is rated as good, while a 
response rate of 70% and above is rated as excellent. 
 

4.4 Sources of local authority revenue. 
The survey revealed common major local sources of revenue as shown in table 4.1. as well as mean 
earning prior to the LATF funding is per the table 4.1 below. Accordingly, the mean earnings revealed that 
only contribution in lieu of rates and fines and penalties has shown an upward trend with other sources of 
income indicating a lot of fluctuation. A trend that could be hypothesized to lack of accountability as a 
result of ineffective revenue structure. 
 
Table 4.1: Local Mean Revenue Earnings before LATF 

Mean revenue abstracts of accounts 
Own source of revenue Prior to LATF 

 1996 1997 1998 
Property rates( land rates and plot rents) 3,863,105 998,508 1,068,805 

Cess and other levies 1,797,505 1,341,966 1,395,282 

Single business permit 10,439,279 7,230,609 6,488,088 

Motor vehicle parking(closed and street parking) 2,243,340 5,886,838 3,953,168 

Market fees and slaughter house 4,944,171 3,555,225 3,388,353 

Contribution in lieu of rates 1,350,000 1,828,009 2,081,481 

Lease income and house rent 791,396 713,572 412,531 

Miscellaneous revenue (other income) 317,240 325,576 281,193 

Fines and penalties 471,711 562,745 622,349 

Source: Author 
 

4.4.2 Local Mean Revenue Attained after LATF inception 
The research findings revealed per the table below. The survey revealed that the mean earning prior to 
the LATF funding is per the table 4.2 below. 
 

Table 4.2: Local Mean Revenue Earnings after LATF inception 

Mean revenue abstracts of accounts  

Own source of revenue After LATF 

  2009 2010 2011 

Property rates( land rates and  plot rents) 6,813,120 11,625,259 9,923,313 

Cess and other levies 5,520,797 7,884,881 8,286,271 

Single business permit 6,007,297 7,256,028 8,546,971 

Motor vehicle parking(closed and street parking)  3,418,054 3,540,810 4,927,832 

Market fees and slaughter house  4,822,879 5,532,775 14,117,784 

Contribution in lieu of rates 2,662,418 3,061,516 3,315,877 

Lease income and house rent 832,569 1,106,113 1,221,907 

Miscellaneous revenue (other income)  2,170,920 3,259,261 4,182,111 

Fines and  penalties 853,523 1,146,508 1,043,972 

Source: Author, 2012  
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Table 4.2 gives an indication of an upward growth in all the revenue sources except for property rates and 
fines and penalties. The property rates and fines indicate growth in 2009 and 2010 with a slight decline in 
2011for both. From the study, it‟s notable that the two income vote head are closely related in nature. 

4.4.3 Comparison of local authorities’ mean earnings  before and after LATF operationalization. 

Table 4.3: Comparison of mean local earnings  prior to and after LATF operationalization. 

Mean revenue abstracts of accounts  

Own Source Of Revenue Prior to LATF After LATF 

  1996-1998 2009-2011 

Property rates( land rates and plot rents) 1,976,806 9,453,897 

Cess and other levies 1,511,584 7,230,650 

Single business permit  8,052,659 7,270,099 

Motor vehicle parking(closed and street parking)  4,027,782 3,962,232 

Market fees and slaughter house  3,962,583 8,157,813 

Contribution in lieu of rates 1,753,163 3,013,270 

Lease income and house rent 639,166 1,053,530 

Miscellaneous revenue(other income) 308,003 3,204,097 

Fines and  penalties 552,268 1,014,668 

Source: Author, 2012  

Table 4.3 gives comparisons of mean earnings before LATF operationalization and after. The table 
indicates that the mean earning prior to LATF are low compared to mean earnings after initiation of LATF 
in all the revenue earnings except for single business permit and parking fee. It is on this observation that 
the study links this to lack of proper accountability of funds. Hence the inefficiency in revenue collection. It 
supports the survey opinion that showed that LATF has resulted in a boost of revenue, thought the boost 
need to studied further, due to the high fluctuation in revenue. The trend seems to be unpredictable. 

Table 4.4:  T-statistics for Volatility of various revenues     

  t Sig. 

Property rates( land rates and plot rents) Before  1.651 .027 

After  2.144 .009 

Cess and other levies Before  1.333 .048 

After  2.876 .047 

Single business permit  Before  .652 .033 

After  2.026 .010 

Motor vehicle parking(closed and street parking) Before  1.958 .036 

After  2.283 .025 

Market fees and slaughter house Before  1.422 .025 

After  2.451 .024 

Contribution in lieu of rates Before  1.919 .011 

After  2.989 .022 

Lease income and house rent Before  1.518 .017 

After  2.711 .034 

Miscellaneous revenue(other income) Before  1.641 .040 

After  2.367 .023 
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Fines and  penalties Before  1.538 .005 

After  2.358 .029 

Source: Author, 2012  

In order to determine the sensitivity of various sources of revenue to LATF implementation, the researcher 
calculated the T-statistics for the respective revenue before LATF inception and after LATF 
implementation, if the T – value was close to 2 this was an indication that the revenue were  sensitive to 
LATF implementation, from the finding shown in the above table, it was found that the T- statistics before 
LATF implementation was close to 1 indication that the revenue was insensitive to LATF implementation, 
there was a rise in  and it was positive  after LATF implementation which was found to be close to two an 
indication that the revenues were  very  sensitive LATF implementation. This shows that various revenues 
are sensitive to change LATF implementation. The study base year for the analysis is 1999, the year 
LATF was implemented. 
 

4.5 Impact of LATF on revenue at local authorities 
4.5.1 Revenue collection at local authorities 
The research questionnaire further requested the respondents to indicate as to whether LATF affect 
revenue collection at local authorities. The research revealed the following results, as shown in the figure 
below. 
 

Some asserted that LATF has contributed to development of revenue enhancement plans, which has 
enabled various local authorities to identify their revenue potential thereby enabling them to project what 
they are able to collect in a year with easy. Also to the valuation roll, the council is able to know the value 
of land under its jurisdiction thereby being able to ascertain the amount payable under land rates with 
easy. It enables employment of a systematic way of working there by allowing revenue projection. 

Figure 4.1: Effect of LATF on revenue collection at local authorities 

 
Source: Author, 2012  

They also encourage introduction of accountable documents that help in the monitoring and improves 
accountability. Enable the enactment of structures for revenue collection efforts. Since it‟s the department 
that sustains the local authority, better structures are encouraged to ensure employment of aggressive 
marketers (revenue officers). However, 24% of the respondents argue that LATF do not affect revenue 
collection at local authorities due to massive increase in creditor; Loans from financial institutions, salary 
arrears, and statutory payments-National Social Security Fund (NSSF), National Hospital Insurance Fund 
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(NHIF), Fund Bodies, and Kenya Revenue Authority (KRA) besides the regular budget deficits 
experienced from time to time. 

4.5.2 Extent of the effect of LATF on revenue collection 
The survey further requested the respondents to indicate the extent that LATF affect revenue collection at 
local authorities. The results were shown in the figure below. 
 
Figure 4.2: Extent of the effect of LATF on revenue collection 

 
Source: Author, 2012  

It can therefore be deduced that majority of the respondents reported that LATF affect revenue collection 
at local authorities to a moderate extent. The degree of the extent in which LATF affects revenue 
collection is a clear manifestation of the often public contradictory attitude towards taxes-not wanting to 
cut government services but rejecting tax increase to pay for them. According to Rubin, (1990), revenue 
collection is a hot matter nationally and at the local authority. It always involves a lot of political play being 
undertaken. This is basically due to the fact that individuals‟ taxpayers do not control mix of services 
offered out of tax collected. In most cases they have to pay for services they do not want or have not 
enjoyed at all, (Kirwan, 2009). 
 
4.5.3 Time of acquiring the LATF  
The respondents were also requested to indicate whether their local authority gets LATF in time. The 
results were as shown in the figure 4.7 below. 
 
Figure 4.7: Time of acquiring the LATF 

 
Source: Author, 2012  
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From the findings, of the respondents 55% reported that their local authority receives LATF in time while 
45% reported that their local authority does not receive LATF in time.  

4.5.4 Effect of LATF on Revenue  
The researcher sought to find out whether there was an increase in the revenue in the local authority after 
the operationalization of LATF. The results obtained were as shown in the figure 4.8 below. 
 
Figure 4.8: Change in revenue in the local authority 

 
According to the findings, of t 

Source: Author, 2012  
 
This was expected since LATF once transferred to a council definitely becomes a source of revenue to 
the council. It is non-refundable grant and not a borrowing. However, the study further revealed that LATF 
improves the local revenue in local authority. As the collection process is made more transparent and 
accountable, the revenue boost is realized due to elimination of revenue collection malpractices. It is 
observable that much of the funds have been utilized for service provision with schools taking the lead at 
90.5%. And that the never ending search for revenue by all government has contributed to considerable 
tax overlap.  

From the respondents, it‟s clear that the schools projects that took 90.5% lead hardly relate to a direct 
revenue boost. However from the economic perspective it does to a great deal. When a local authority 
service provision is improved, it means that the locals will concentrate on activities that are income 
generating in nature. With improved infrastructure (road network), the trader‟s mobility is fastened. More 
and more traders will get to the market, within the council‟s jurisdiction.  

The improved mobility of goods and services attracts more to the council‟s jurisdiction. Hence more 
revenue in the form of levies from the traders‟. The improved infrastructure also enables quicker access to 
medical services as well. In case of an emergency, the resident can easily access the medical facilities in 
good time. With improved garbage collection methods, the council is able to attract more resident to the 
area which finally translates into more revenue in term of activity to their jurisdiction. The garbage 
collection itself could attract more revenue in terms of the residents being charged a small monthly fee, 
say Kshs 50/= per house hold per month. The survey confirmed that with improved services in garbage 
collection, the residents will be willing to pay for the garbage collection fee more than before especially 
once they notice that the council is executing its mandate well and to the satisfaction of the local 
residents. 

Valuation of assets also directly and indirectly results into revenue boost. From the study, it is clear that 
the valuation of assets boosts the council‟s revenue (M=3.2619). Once the current value of property is 
determined, it ensures certainty of the correct market value. Once the value is determined, the payable 
will automatically be more than the current value since land rapidly appreciates in value. Hence, more 
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income generated. Also, in line with the improved service provision, that is well serviced sewerage system 
and clear records, the revenue will automatically grow. The direct and indirect impact of improved service 
delivery on revenue is noticeable considering the high means recorded by the various services; Schools 
(M=3.3095), garbage collection (M=3.2619), roads (M=3.1905), market stall and centre (M=3.1190) and 
public utilities (toilets, bathroom) (M=3.0000).   

In addition, the study found out that majority of the respondents reported that the extent of the increase in 
revenue in the local authority after the LATF operationalization was to a great extent (45.2%). This is 
enhanced by the improved service delivery. The residents take it upon themselves to pay for services as 
they see the need why they have to pay. They derive direct benefit from the levies charged. The improved 
services act as a persuasion for the payment of the levies. Despite the burden of paying the levy falling 
on the residents, there appears to be minimal resistance since the services show cause for their demand. 
Hence, value for money, which according to Bates (1993) is achieved through goal congruence, 
professional flair and management information. 

 4.4.5 Extent of increase in revenue 
The researcher further requested the respondents to indicate the extent of the increase in revenue in the 
local authority after the operationalization of LATF. The results were as shown in figure 4.9 below. 
 
 
Figure 4.9: Extent of increase in revenue 

 
Source: Author, 2012  

4.5.5 Effect of LATF 
The respondents were further requested to indicate the effect that LATF has on the stated factors. The 
results were as tabulated in 4.5 below. 
 
Table 4.5: Effect of LATF 

 Mean Std. Deviation 

To what extent do LATF affect the effectiveness and efficiency in revenue 
collection 

3.4048 1.19060 

To what extent do LATF affect service delivery  4.4286 .91446 

To what extent do LATF affect financial management and accountability 3.8333 1.26716 

To what extent do LATF affect reduction of debts 4.3095 .84068 

Source: Author, 2012  
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4.5.6 Conditions for obtaining LATF  

The respondents were further requested to indicate the extent that the stated conditions for obtaining 
LATF affect revenue collection in your local authority. The results obtained were as tabled in 4.6 below; 

Table 4.6: Conditions for obtaining LATF  

 Mean Std. Dev’tion 

To what extent do submission of planning and financial information 
affect revenue collection in your local authority 

3.6667 1.33739 

To what extent do confirmation of payment of required annual statutory 
creditors‟ payments affect revenue collection in your local authority 

3.5476 1.25333 

Source: Author, 2012  

4.5.7 Factors affecting revenue collection 
The researcher sought to find out the extent at which the stated factors affect revenue collection. The 
results were as shown below in table 4.7. 
 
Table 4.7: Factors affecting revenue collection 

 Mean Std. Deviation 

To what extent do LATF structure  affect revenue collection in your local 
authority 

3.0476 1.20876 

To what extent do LATF allocation criteria  affect revenue collection in 
your local authority 

3.5952 1.36256 

To what extent do LATF submission penalties  affect revenue collection 
in your local authority 

3.2381 1.39353 

To what extent do LATF administration  affect revenue collection in your 
local authority 

3.2619 1.19060 

According to the survey,  

 
4.5.8 Projects initiated with LATF in local authorities 
The survey intended to know whether the stated projects were initiated with LATF or not. The researcher 
obtained the results as tabled in 4.8 below. 
 
Table 4.8: Projects initiated with LATF in local authorities 

Project Frequency Percent 

Yes No Yes No 

Roads  30 12 71.4 28.6 

PSV stage  15 27 35.7 64.3 

Hospitals 31 11 73.8 26.2 

Schools 38 4 90.5 9.5 

Market stalls / Centers 32 10 76.2 23.8 

Security and street lighting   19 23 45.2 54.8 

Public utilities (toilets, bathrooms 36 6 85.7 14.3 

Entertainment (sports ground, cinema halls 16 26 38.1 61.9 

Garbage collection 29 13 69 31 
Valuation of Assets  23 19 54.8 45.2 

Creditors Payments  34 8 81 19 

Slaughter houses  19 23 45.2 54.8 

Source: Author, 2012  

Source: Author, 2012  
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4.5.9 Revenue state of the Council after operationalization of LATF 
The research survey further requested the respondents to rate the revenue state of the Council after 
operationalization of LATF. The results were as tabled in 4.9 below.  
 
Table 4.9: Revenue state of the Council after application of LATF 

 Mean Std. Deviation 

Roads 3.1905 .86216 

Market stalls / Centers 3.1190 .73923 

PSV stage  2.9762 .74860 

Hospitals 2.6905 .78050 

Schools 3.3095 .84068 

Slaughter houses  2.6429 .75938 

Street lighting   2.7857 .84206 

Public utilities (toilets, bathrooms) 3.0000 .98773 

Entertainment (sports ground, cinema halls) 2.4048 .66478 

Security  2.8571 .81365 

Garbage collection  3.2619 .88509 

Source: Author, 2012  

Most of these were projects jointly done with other donors with the councils giving a percentage of their 
local collections. However, despite other donor funding, it is generally agreed that their contribution is 
very instrumental in the revenue boost of the councils. It is notable that the construction of PSV Stage 
despite the fund origin has enhanced revenue collection. It has enabled councils to organize the public 
transport so well that no vehicle could pass without paying the levies. It has as well made it possible to 
have a tally of the fleet of vehicles flying the council‟s jurisdiction. The commissioning of street lighting is a 
real blessing to business community. It has enabled the business people to trade for long in the market, 
since it has enhanced security of the residents. Social evils associated with darkness seem to decline. All 
these boost the council‟s jurisdiction activities. It is these activities that are translated into monetary value. 
Thus, the general revenue boosts. 

4.5.10 Factor analysis on the revenue state of the local authority on application of LATF on 
identified projects. 
Factor analysis according to Tryfos (1997) refers to a statistical approach that can be used to analyze 
interrelationships between and amongst a large number of variables. It can be used to explain these 
variables in terms of their common underlying dimensions (factors). It is a method for investigating 
whether a number of variables of interest are linearly related to a small number of unobservable factors. 
The statistical approach involves finding a way of condensing the information contained in a number of 
original variables into a smaller set of dimensions (factors) with a minimum loss of information. Factor 
analysis is purposely for data reduction that is getting a small set of variables from a large set of variable. 
The parameters of the linear functions are referred to as loadings. 

 
The study first adopted principal component method that seeks values of the loading that bring the 
estimate of the total communality as closely as possible to the total of the observed variances. The data 
had to be standardized, since the variables were not measured in the same unit. This was by ensuring 
that the variables all have a mean equal to zero and variance equal to one. These were to assess the 
revenue state on after application of LATF on identified projects. 

Table 4.10 gives the results of the first set of loadings; principal component methods. It thus gives the 
outcome of the variance that is explained by the common factors. 
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Table 4.10: Communalities of factor variance  

 Initial Extraction 

Roads                                       1.000 .707 

Market stalls/centers 1.000 .655 

PSV stage  1.000 .732 

Hospitals 1.000 .759 

Schools 1.000 .609 

Slaughter houses  1.000 .509 

Street lighting   1.000 .698 

Public utilities (toilets, bathrooms) 1.000 .751 

Entertainment (sports ground, cinema halls) 1.000 .746 

Security  1.000 .785 

Garbage collection  1.000 .665 

Extraction Method: Principal Component Analysis. Source: Author, 2012 

 

Table 4.10 helps the researcher to estimate the communalities for each variance. This is the proportion of 
variance that each item has in common with other factors. It seeks values of the loadings that bring the 
estimate of the total communality as close as possible to the total of the observed variances. In this the 
covariances are ignored. Table 4.10 shows the elements of the factor model on which the principal 
component method concentrates. According the table, revenue has improved as a result of improvement 
in security at 78.5% communality or shared relationship with other factors. This value has the greatest 
communality with others, while that of slaughter houses has the least communality with others of 50.9%. 

After the principal component analysis, the researcher further applied a-four components extract to 
determine the total variance as analysed on table 4.11. That is the total variance accounted by each 
factor. The sum of all Eigen values being equals to total number of variables. 

Table 4.11: Total Variance Explained 

Component 

Initial Eigen values Extraction Sums of Squared Loadings 

Total % of Variance Cumulative % Total % of Variance Cumulative % 

1 3.230 29.366 29.366 3.230 29.366 29.366 

2 1.983 18.030 47.396 1.983 18.030 47.396 

3 1.332 12.107 59.503 1.332 12.107 59.503 

4 1.070 9.725 69.228 1.070 9.725 69.228 

5 .788 7.165 76.393    

6 .686 6.237 82.630    

7 .526 4.784 87.415    

8 .461 4.190 91.605    

9 .433 3.933 95.538    

10 .299 2.721 98.259    

11 .192 1.741 100.000    

Extraction Method: Principal Component Analysis, a-four components extract. 

Source: Author, 2012  

In the above table, the researcher used Kaiser Normalization Criterion, which allows for the extraction of 
components that have an Eigen value greater than 1. The principal component analysis was used and 
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four factors were extracted. According to table 4.11; factor one account for 29.37% of the variance, factor 
two accounts for 18.03% in relation to the variance, factor three account for 12.11% of the total variance 
while factor four accounts for 9.73% of the total variance. The cumulative shows the amount of variance 
explained by n+ (n-1) factors. For instance factor one and two account for 47.396%, one, two and three 
account for 59.503% while the total four factors account for 69.228%. 

Arising from table 4.11, the identified and categorized individual variables constituting the four factors 
extracted were; 

Factor 1: Covered projects as entertainment (sports ground, cinema halls) establishments, schools, 
garbage collection, public utilities (toilets, bathrooms), security, slaughter houses and hospitals. Factor 2: 
Covered projects as PSV stage establishment, market stalls/centers, roads, Slaughter houses, hospitals, 
public utilities (toilets, bathrooms). Factor 3: Incorporated projects as roads construction, security, street 
lighting and schools. Factor 4: Incorporated projects as street lighting, public utilities (toilets, bathrooms) 
and entertainment (sports ground, cinema halls).  The factors loading (1, 2, 3 and 4) were the weights 
and correlations between each variable and the factor. The higher the load the more relevant in defining 
the factors dimensionality. 

Thus for clearer picture on the relevance of each variable in the factors, the researcher had to undertake 
factor rotation to get a final solution. The result of which is as shown in table 4.12, component matrix. 

Table 4.12 : Component Matrix 

 Component 

 1 2 3 4 

Roads                                       -.335 .367 .658 .164 

Market stalls / Centers .061 .790 .069 -.150 

Psv stage  .000 .844 -.144 .004 

Hospitals .444 .296 .204 -.658 

Schools .688 -.243 .249 -.119 

Slaughter houses  .618 .322 -.133 .078 

Street lighting   -.413 .221 .467 .511 

Public utilities (toilets, bathrooms) .669 .241 -.318 .380 

Entertainment (sports ground, cinema halls) .772 .176 -.117 .325 

Security  .629 -.104 .609 -.085 

Garbage collection  .673 -.338 .221 .222 

Extraction Method: Principal Component Analysis. 

Source: Author, 2012  

 
The initial component matrix was rotated using Varimax (Variance Maximization) with Kaiser 
Normalization. The above results allowed the researcher to identify what variables fall under the extracted 
factor. Each of the eleven variables were looked at and placed to the factor depending on the percentage 
of variability. A variable is said to belong to a factor to which it explains more variation than any other 
factor. The varimax rotation encouraged the detection of factors each of which is related to few variables. 
It discourages the detection of factors influencing all variable. 

4.5.11 Council charges on the councils public utilities after LATF operationalization 
The survey requested the respondents to assess the council charges on the council‟s public utilities after 
LATF initiation. The results were as tabled below. 
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Table 4.13: Council charges on the councils public utilities after LATF inception. 

 Mean Std. Deviation 

Road toll charges 2.5952 .85709 

Market stalls / Centers charges 3.2619 .76699 

PSV stage parking fees 3.1905 .83339 

Hospitals average head charge 2.5000 .80395 

Council Schools average head charge 2.4524 .67000 

Slaughter houses per unit 2.5952 .66478 

Entertainment (sports ground, cinema halls) / occasion or hour 2.3810 .62283 

Public utilities (toilets, bathrooms) 2.9048 .65554 

Garbage collection  3.1190 .70546 

Valuation of assets (valuation roll on rent and rates) 3.2619 .73450 

Source: Author, 2012  

4.5.12 Factor analysis on the assessment of local authority charges on public utilities after LATF 
initiation. 
Table 4.14 uses principal component method to determine first set of loading that seeks values of the 
loading that bring the estimate of the total communality as close as possible to the total of the observed 
variances. The variable were firsts standardized since they were not measured in the same unit so that all 
have mean equal to zero and variance equal to one. 
 
Table 4.14 : Communalities of factor variance 

 
Initial Extraction 

Road toll charges 1.000 .510 

Market stalls / Centers charges 1.000 .763 

PSV stage parking fees 1.000 .699 

Hospitals average head charge 1.000 .692 

Council Schools average head charge 1.000 .285 

Slaughter houses per unit 1.000 .646 

Entertainment (sports ground, cinema halls) / occasion or hour 1.000 .809 

Public utilities (toilets, bathrooms) 1.000 .620 

Garbage collection  1.000 .589 

Valuation of assets (valuation roll on rent and rates) 1.000 .471 

Extraction Method: Principal Component Analysis. 

Source: Author, 2012  

Table 4.14 helps the researcher to estimate the communalities for each variance. This is the proportion of 
variance that each item has in common with other factors. For example „entertainment (sports ground, 
cinema halls)/occasion or hour had improved‟ at 80.9% communality or shared relationship with other 
factors. This value has the greatest communality with others, while local authority schools average head 
charge had improved‟ has the least communality with others of 28.5%. 
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Table 4.15 : Total Variance Explained 

Compo
nent 

Initial Eigen Values Extraction Sums of Squared Loadings 

Total % of Variance Cumulative % Total % of Variance Cumulative % 

1 2.781 27.813 27.813 2.781 27.813 27.813 

2 1.810 18.105 45.918 1.810 18.105 45.918 

3 1.492 14.924 60.842 1.492 14.924 60.842 

4 .982 9.822 70.664    

5 .930 9.298 79.962    

6 .706 7.060 87.021    

7 .520 5.202 92.224    

8 .397 3.966 96.190    

9 .236 2.357 98.547    

10 .145 1.453 100.000    

Extraction Method: Principal Component Analysis. Three-Factor Analysis. 

Source: Author, 2012  

Table 4.15, uses the principal component three factor analyses. The researcher used Kaiser 
Normalization Criterion, which allows for the extraction of components that have an Eigen value greater 
than 1. As the table shows; factor one explains 27.81% the total variation, factor two explains 18.10% the 
total variation, factor three explains 12.11% the total variation and factor four explains 14.92% the total 
variation. 

The researcher further undertook varimax rotation that encourages the detection of factors each of which 
is related to the few variables as analysed in table 4.16. 

Table 4.16 : Component Matrix 

 Component 

 1 2 3 

Road toll charges .170 .555 .416 

Market stalls / centers charges .774 .162 -.370 

PSV stage parking fees .818 .011 -.174 

Hospitals average head charge .067 .211 .802 

Council Schools average head charge .223 -.363 .322 

Slaughter houses per unit .535 -.448 .399 

Entertainment (sports ground, cinema halls) / occasion or hour .721 -.440 .310 

Public utilities (toilets, bathrooms) .599 .502 -.098 

Garbage collection  .383 .664 -.043 

Valuation of assets (valuation roll on rent and rates) .345 -.462 -.373 

Extraction Method: Principal Component Analysis. Three components extracted. 

Source: Author, 2012  

 
The initial component matrix was rotated using Varimax (Variance Maximization) with Kaiser 
Normalization. The above results allowed the researcher to identify what variables fall under the extracted 
factor. Each of the ten (10) variables was looked at and placed to the factor depending on the percentage 
of variability. A variable is said to belong to a factor to which it explains more variation than any other 
factor. From table 4.16, the individual variables constituting the three factors extracted were identified and 
categorized as;- 
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Factor 1; Incorporates charges for PSV stage parking fees, market stalls/centers charges, Entertainment 
(sports ground, cinema halls)/occasion or hour, public utilities (toilets, bathrooms) and slaughter houses 
per unit. Factor 2; Includes garbage collection, road toll charges, Public utilities (toilets, bathrooms), 
hospitals average head charge and Market stalls/centers charges. Factor 3; Incorporates hospitals 
average head charge, road toll charges and slaughter houses per unit. 

The three factor analysis enabled data reduction hence ease of analysis and their interpretation as 
discussed above. 

 
5. CONCLUSIONS AND RECOMMENDATIONS 

5.1 Introduction 

The purpose of this is to establish the impact of LATF on revenue at local authorities in Kenya. The 
findings are to assist in formulating policies that ensures efficiency and effectiveness in the collection of 
revenue by the local authorities. And possibly that will be inherited by the county government on 
establishment. 

5.2 Conclusion 

This study establishes that in spite of local authorities receiving LATF in time, the impact of such fund on 
local revenue is rated as being to a moderate extent. More so the various revenue heads are observed to 
be sensitive to the implementation of LATF, as reflected by the t-test table. In addition, the study 
establishes that LATF affects; service delivery, debts, financial management and accountability, besides 
attainment of the effectiveness and efficiency in revenue collection.  

In relation to revenue collection in local authority, the study concludes; that submission of planning and 
financial information and confirmation of payment of required annual statutory creditors‟ payments affects 
revenue to a moderate extent. The study further reveals that LATF structure, allocation criteria, 
administration, submission penalties affects local revenue. Also notable increase in functions on the 
operationalization of LATF contributes to Adolph Wagner‟s law of increasing state activity. According to 
Adolph Wagner (1893), “comprehensive comparisons of different countries and different times show that 
among progressive peoples (society), with which alone we are concerned; an increase regularly takes 
place in the activity of both the central government and local governments constantly undertake new 
functions, while they perform both old and new functions more efficiently and more completely. In this way 
economic needs of the people to an increasing extent and in a more satisfactory fashion, are satisfied by 
the central and local government.” 

The study observed that; the establishment of schools, construction of public utilities (toilets, bathrooms), 
creditors‟ payment, and construction of market stalls, establishment of hospitals, road construction, 
garbage collection and the valuation of assets were the major projects initiated with LATF in local 
authorities‟ across the country. Also observed from the survey is the fact that construction of public 
service vehicle stage (PSV), the creation of entertainment (sports ground, cinema halls), the 
establishment of security, commissioning of street lights and establishment of slaughter houses were 
projects jointly done with other development partners to the council. 

The study further reveals that the establishment of schools, construction of public utilities (toilets, 
bathrooms), creditors‟ payment, construction of market stalls, establishment of hospitals, road 
construction, garbage collection and the valuation of assets led to a great improvement of revenue after 
inception of LATF. However, other projects as; establishment of a PSV stage, the creation of 
entertainment (sports ground, cinema halls) the establishment of security, commissioning of street lights 
and establishment of slaughter houses led to slight improvement of revenue after inception of LATF. 
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Although the charges after the establishment of hospitals, slaughter houses and the creation of 
entertainment (sports ground, cinema halls) had no change on the revenue. 

5.4 Recommendations 

Gender parity should be observed in job placement at the local authority. More women need to be 
empowered to councils‟ strategic position. The council needs to observe the demographic change in local 
authority. Majority garnered 38.1% at an age bracket of 45 to 50. The study recommends emphasis on 
age bracket of 25 - 30, 31 - 34, 35- 40, 41-44 with minimal deployment at 45-50. The study also 
recommends that the strategic position be given to degree holders while technical jobs be left to diploma 
or certificate holders. This should be factored in as a matter of policy on job placement. The local 
authorities needs to be more open with less hierarchy (4-5) levels, guided by less rigid control 
mechanisms (financial, legislative and administrative). They need to be more hospitable to the men and 
women making up the organization. They should be sympathetic to the cultural values and morals these 
people bring with them to the job. Council needs to borrow from the private sector practice where the 
organization is split into functions units and all the functional units have targets to achieve. It is these 
targets that guarantee improved revenue. Also, the council needs to emphasize on the value for money in 
its project identification to implementation life cycle. This can only be achieved when administration and 
service provision is economic, efficient and effective. The value for money will ensure absolute change in 
revenue. The study recommends a further research on revenue potential of all local authorities, to be able 
to have targets set on all of them. Since Kenya is administratively on transition, this recommendation is 
ideal for the country governments to address. This is due to the fact that this study only relied on the 
revenue collected and not the revenue potential of all the local authorities in Kenya. 

 This study established that PSV stage and creation of entertainment (sports ground, cinema halls) which 
are supposed to be key revenue potentials are not yielding much. In light of the tremendous economic 
contributions of these projects, failure to initiate these projects with LATF is unreasonable. This study 
therefore recommends that the method of project identification be extensive and comprehensive to 
incorporate a consultant with wide knowledge to guide the locals at the point of inception. Project 
identification exercise should not entirely be a local affair. The ministry of planning representative, district 
development officer (DDO), should be incorporated in the projects‟ life cycle to ensure that the project 
implemented is of national interest. 

5.5 Recommendations for further studies 

This study aimed at establishing the impact of LATF on revenue within local authorities in Kenya. Further 
studies should be undertaken to establish the performance and accountability of officials in the local 
authorities in matters pertaining to LATF in view of attaining value for money to the identified projects, 
since efficiency is key in revenue collection. 

5.6 Limitation of the study 

Comprehensive income statements prior to the introduction of LATF, for most respondents were not 
available. Most of the respondents did not have all the income statement or books for 1996, 1997, 1998. 
They neither could trace the documents nor provide data relating to those periods. Hence the study was 
concluded based on averages from the respondents who availed the documents for analysis. 

 Most of the respondents do not conform to record retention, as prescribed by winter accountancy. Winter 
accountancy prescribes that an organization should observe the following record retention policy; 
organization general ledgers be kept indefinitely, income record be kept for at least seven years, financial 
statement be kept indefinitely while bank statement record be kept for seven years. Since LATF was 
introduced more than thirteen years from the study period, much of the revenue record could not be 
accessed. Of much importance according to winter accountancy is the financial statement, which should 
be kept indefinitely. In the absence of the two vital records, mean is the only remedy to the study. Hence, 
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possible loss of accuracy in the data and assumption that the mean will be representative to the 
population. 

Also notable in some council is the rigidity in releasing information to ensure timely completion of the 
research. Most of the respondents were delayed due to the bureaucracy involved in releasing the data 
required for the study. Some of the respondents insisted that the researcher must in person appear to 
have the data given. Since the sampled population was extensive, the study had to involve research 
assistant, which made the study more expensive than earlier anticipated. Thus the non attainment of 
100% respondents. 
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