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PREFACE

ESTABLISHMENT AND TT{ANDATE OF THE COMMITTEE

Article 124(l) of the Constitution of Kenya provides that each House of Parliament may

establish committees and shall make Standing Orders for the orderly conduct of its

proceedings, including the proceedings of its committees.

Parliamentary committees consider policy issues, scrutinize the workings and expenditures

of the National and County Governments, and examine proposals for legislation. The result

of any process in Committees is a report, which is tabled in the House for consideration.

The Standing Committee on Finance and Budget is established pursuant to section 8( I ) of

the Public Finance Management (PFM) Act, Cap 4l2A and standing order 228 of the

Senate Standing Orders and is mandated to-

a) investigate, inquire into, and report on all matters relating to coordination,

control, and monitoring of the county budgets and examine-

(i) the Budget Policy Statement presented to the Senate;

(ii) the report on the budget allocated to constitutional Commissions and

independent offices;

(iii) the Division of Revenue Bill, County Allocation of Revenue Bill,

County Governments Additional Allocations Bill, and cash

disbursement schedules for county govemments;

(iv) all matters related to resolutions and Bills for appropriations, the share

of national revenue amongst the counties, matters conceming the

national budget, including public finance and monetary policies and

public debt, planning, and development policy; and

b) Pursuant to Article 228 (6) of the Constitution, to examine the report of the

Controller of Budget on the implementation of the budgets of county

governments.
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MEMBERSHIP OF THE COMMITTEE

The Standing Committce on Finance and Budget was constituted by the Senate of the

Ihirteenth ( l3h) Parliament on 'fhursday, l3th October, 2022 during the First Session. The

Committee was later reconstituted on Wednesday, l2th February, 2025, during the Fourth

Session. The Committee as currently constituted is comprised of the following Members-

l) Sen. (Capt.) Ali lbrahim Roba, EGH, MP - Chairperson

2) Sen. Maureen Tabitha Mutinda, MP - Vice-Chairperson

3) Sen. (Dr.) BoniKhalwale, CBS, MP - Member

4) Sen. Mohamed Faki Mwinyihaji, MP - Member

5) Sen. Richard Momoima Onyonka, MP - Member

6) Sen. Shakila Abdalla Mohamed, MP - Member

7) Sen. Eddy Gicheru Oketch, MP - Member

8) Sen. Mariam Sheikh Omar, MP - Member

9) Sen. Esther Okenyuri, MP - Member
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CHAIRPERSON'S FOREWORD

Article 217 (l) of the Constitution of Kenya provides that once every five (5) years, the

Senate shall, by resolution, determine the basis for allocating among the counties the share

of national revenue that is annually allocated to the county level of government.

The first basis was approved by the l0th Parliament in November2012 and was used to

share revenue for financial years 2013114;2014115 and 2015116,2016117. The second

basis was approved by I lth Parliament in2016 and was used to share revenue for financial

years 2017 /18 and 201 8l2}lg, 2019120. The third basis was approved by l2h Parliament

in September 2020 and used to share revenue for financial years 2020121, 2021122,

2022123, 2023 /24 and 2024/25.

Pursuant to Articles 217(2) and I l8( I Xb), the Committee in reviewing the proposed fourth

basis received submissions from-

a) the National Treasury and Economic Planning;

b) the Commission on Revenue Allocation (CRA);

c) the Kenya National Bureau of Statistics (KNBS);

d) the Council of Govemors (CoG);

e) the Institute of Certified Public Accountants of Kenya (ICPAK);

5 | .\('/'it8 ll,tport ttn l'ourtlt lJtt's i.;

Arricle 216 (l) of the Constitution provides that the principal function of the Commission

on Revenue Allocation (CRA) is to make recommendations conceming the basis for

equitable sharing of revenue raised by the national government between the national and

county governments, and among the county governments. The recommendations are then

forwarded to Parliament for consideration and approval. Pursuant to this Article, the CRA

submitted their recommendations on the fourth basis to the Senate for consideration. The

proposed criteria was tabled in the Senate on 12m February, 2025 and was committed to

the Standing Committee on Finance and Budget. Pursuant to Articles I I 8( I )(b) and 217 (2)

of the Constitution, the Committee is required to facilitate public participation, consult

Cabinet Secretary responsible for finance, Council ofGovernors and professional bodies.



f) the Bajeti Hub;

g) the County Assembly of Bomet Budget Office On behalf Mr. Benard

Ronoh, Stella Chemutai and Nickson Kirui;

h) the Budget Talk Global;

i) the Institute of Public Finance (IPF);

j) Achievers Kenya;

k) Coastal People's Forum; and

l) Mr. John Kangani.

The Committee held a total of six (6) meetings (,Annex l- Minutes of the Committee) to

deliberate on the fourth basis as well as deliberative meetings with stakeholders. Having

considered the CRA's Recommendation, and submissions from Stakeholders, the

Committee made the following observations-

a) That, the fourth basis as proposed by CRA had incorporated a new parameter called

the stabilization factor. According to the CRA, this factor has been introduced to

ensure that all counties are held harmless and their allocations under the new basis

are not less than prior year allocations. However, it would be prudent to address

transition effects from one basis to another using a scientifically generated

deviation parameter.

b) That. the data used to generate the Income Distance index (GCP) is not directly

derived from each county. The KNBS applies a 1-op-Down Approach to determine

each county's contribution to GDP. Further, the approach used by CRA to

determine the index is similar to the level of poverty gap in a particular county

when compared to Nairobi City County. Additionally, using Nairobi City County

as a reference point makes it difficult to assign an index to the county.

6l

c) 1'hat, the population parameter, is based on data from the 2019 Kenya Population

and Housing Census (KPHC). However, the population of Wajir County, Mandera

County and Garissa County must be adjusted in accordance with the judgment in

S('/'i(,lJ Relrot't (tt l-ourllt lltlsis



Constitutional Petition No. 4 of 2020, that annulled the 2019 population data for

constituencies in thc aforementioned counties.

d) That, the proposed Fourth Basis for revenue sharing presents a signilicant shift in

approach from the third basis which had more expansive and sector-specific

parameters. This raises the concern on the balance between simplicity, precision,

and inclusivity in the allocation model.

e) That, a number of stakeholders proposed that while transitioning tiom the Third to

Fourth Basis, the Senate should ensure that no county government should receive

an allocation less than the respective allocation inFY 2024125 allocation.

f) That whereas most of the stakeholders proposed the inclusion of additional

parameters in the Fourth Basis, it was limited in its considerations of these

proposed variables as there is no readily available, credible and verifiable data. This

issue is further compounded by the fact that the KNBS submitted that they lacked

adequate funding to enable the collection, collation, analysis and dissemination of

up-to-date data on crucial areas of devolved functions such as health.

g) Thar Article 217(2)(a) of the Constitution as read together with Article 203(l)(i)

and proposals received from various stakeholders to include a parameter relating

to fiscal effort to reward counties that improved OSR collection. However, the

application of this parameter would result in unpredictability in allocations to

counties bccause while the basis applies for five years, data on OSR may vary from

one financial year to another. Thus, the application of this parameter would result

in volatility of allocations to counties.

h) The Fourth Basis will be used to share funds in the context of the devolved

functions assigned to counties under Part 2 of the Fourth Schedule to the

Constitution. Ilowever, there is no data on the status of the delivery of services in

these devolved functions and the costing of devolved functions remains an

unaddressed matter
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The Committee considered the views submitted by stakeholders and recommends that the

Senate approves the fourth basis for sharing national revenue among the county

governments guided by the following principles-

(a) no county shall receive less than the equitable share allocated to it in FY

2024125, and

(b) in addition to the allocation received in FY 2024125, each respective county

government shall have a marginal increase in its equitable share;

Thus, the Committee recommends that the fourth basis for allocation of revenue under

Article 217(l) of the Constitution for FY 2025126 to 2029130 be approved as follows-

a) the first Ksh.387.425 billion (being county equitable share for FY 2024/25) be

shared among counties based on the baseline allocation factor derived from

each county's allocation for FY 2024125; and

b) the balance be shared using the following criteria-

Parameter Weights (%)

Basic Equal Share 35%

Poverty t2%

Geographical Size 8% capped atl}Yo

Population 45%

TOTAL 100

Thus, the formula be as follows- County Allocation (Baseline Allocation

Ratio*Ksh.387.425 billion) + {[(0.45*Population Index) + (0.35*Equal Share Index) +

(0.12*Poverty Index) + (0.08*Geographical Size Index)l *Additional County Equal Share

above the baseline\.
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CHAPTER ONE

1.0 Introduction

Article 216(l) of the Constitution of Kenya mandates the Commission on Revenue

Allocation (CRA) to make recommendations concerning the equitable sharing of

revenue raised nationally, both between the national and county governments

(vertical share), and among the county governments (horizontal share). Article 202

further reinforces this framework by providing for the equitable sharing of national

revenue between the two levels of government, ensuring counties are allocated

adequate resources to perform their functions.

In determining the basis of revenue sharing, the CRA is guided by Article 203(l)

of the Constitution which provides for the criteria to be taken into account in

determining the equitable share for the county governments. The criteria provided

include among others the fiscal capacity and efficiency of counties, national interest,

the need lbr economic optimization of each county, development and other needs

of counties, and the desirability of stable and predictable allocation of revenue.

Article 217 outlines lhe procedure for developing an agreed-upon basis for

allocating revenue among the counties, and it requires the Senate to play a central

role in this process.

Specifically, the Constitution stipulates that every five (5) years, the Senate shall,

by resolution, determine the basis for allocating among the counties the share of

national revenue that is annually allocated to the county level of government. This

resolution must be made in accordance with the principles and procedures set out in

the Constitution, and it involves both the Senate and the National Assembly.

The CRA supports this process by submitting to the Senate an evidence-based

recommendations, ensuring that the revenue-sharing formula reflects equity,

efficiency, and the diverse needs and capacities of counties. These constitutional

provisions aim to uphold the spirit of devolution by promoting fair and balanced

development across the country.

J

,l
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6. Since the promulgation of the 2010 Constitution, there have been three revenue-

sharing bases. The first basis for sharing revenue among counties was approved by

the lOth Parliament in November2012. The second basis was approved by the I ls

Parliament in June 2016, while the third basis was approved by the l2s Parliament

in September 2020.

l.l Review of Previous Revenue Sharing Bases

7. In line with Article 216(lXb) of the Constitution, the CRA, has been preparing and

submitting to Parliament recommendations on basis to the Senate for consideration

since the inception of devolution.

i) The First Bosis for Shoring Revenue

8. The first basis for sharing revenue among county govemments in Kenya was

approved by the National Assembly in November 2012. This framework was

applied during the financial years 20l2l13 to 2016117, and facilitated the equitable

distribution of a total of Ksh. 966.52 billion to the counties over the five-year period,

The revenue allocation under this basis was guided by five key parameters, which

were designed to ensure fairness and to rellect the diverse developmental needs and

capacities of the different counties.

9. These parameters were: Population (45Yo) to ensure allocations reflected service

delivery demands; Equal Share (25%) to guarantee a baseline level of funding for

all counties; Poverty Index (20%) to address historical economic marginalization;

Land Area (8%) to account for service delivery costs in expansive regions; and

Fiscal Responsibility (2%) to encourage prudent financial management. Together,

these parameters formed the foundation for implementing Kenya's devolution

through fair and needs-based resource allocation.

ii) The Second basis for Sharing Revenue

10. The second basis for sharing revenue among county governments was approved by

the I ls Parliament in November 2016 and applied over three financial years, from

t2l .\C'l'ili/J Rc1nn'l <ttt l'burth llusi';



FY 2017l18 to 2019120. Under this framework, a total of Ksh. 932.5 billion was

equitably allocated to the counties. This basis retained all five parameters from the

f'rrst revenue-sharing formula- Population (45%), Basic Equal Share (26%), Land

Area (8%), Poverty (18%), and Fiscal Effo*(2o/ofand introduced a new sixth

parameter: the Development Factor, which was assigned a weight of lo/o.

I L The inclusion of the Development Factor was intended to account for disparities in

development across counties. Additionally, two major technical changes were

introduced under this basis: updated poverty data based on the 2005/06 to 2009

period and the removal of the land area cap. These adjustments significantly

influenced the distribution outcomes, resulting in 18 counties benefiting from

increased allocations, while 29 counties experienced a decline. The second basis

aimed to refine the equity considerations of the first, ensuring a more responsive

and development-focused allocation mechanism.

iiil The Third Basis for Sharing Revenue

12.The third basis for sharing revenue among county govemments was approved by

Parliament in September 2020. lhis basis introduced a more advanced and sector-

driven approach to revenue allocation, aligning more closely with county functions

outlined in the Fourth Schedule of the Constitution.

l3.The basis covered FY 2020121 to FY 2024125, was used to allocate a total of

Ksh.1,829.4 billion among counties. The formula applied eight parameters:

Population Index (18%), Health Index (17%), Basic Share Index (20%), Poverty

Headcount Index (14%), Land Area Index (8%), Agricultural Index (10%), Urban

Services Index (5%), and Rural Access Index (8%).

14. 'Ihis basis also marked a shift in data references, using the 20 I 9 population census

and updated poverty data from the 2015/16 survey, replacing earlier datasets. A

transitional mechanism was employed, where 50o/o of the FY 2019/20 allocation

(i.e.. Ksh.158.25 billion of the Ksh. 316.5 billion) continued to be shared using the

second basis, while the remaining balance was distributed using the third basis. The

third basis design, including the addition of parameters such as agriculture, urban
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services, and rural access, aimed to better reflect service delivery needs across key

devolved functions. In ensuring that none of the counties would receive less than

FY 2019/20 allocation, the equitable share allocation had to be increased from

Ksh.3l6.5 billion to Ksh.370 billion.

1.2 The proposed Fourth Basis by the Commission on Revenue Allocation

15.'fhe proposed Fourth Basis for Revenue Sharing among county governments was

developed by the CRA in line with Article 216 of the Constitution.lt was submitted

to Parliament in January 2025 and is set to guide revenue allocation among counties

for the financial years 2025126 to 2029130.

16.1'his proposed fourth basis is anchored on two primary objectives- to ensure

equitable sharing of revenue to support efficient service delivery, and to address

economic disparities among counties in order to promote balanced regional

development. 'lhe fbrmula comprises five key parameters- Population, Equal Share,

Geographical Size, Poverty, and Income Distance.

17.In the fburth basis, the population parameter is the most significant, with a weight

of 42"/o.lt uses data from the 2019 Kenya Population and I{ousing Census (KPHC)

and is calculated by dividing a county's population by the total population across all

47 counties. This parameter reflects the assumption that most services provided by

counties-such as hcalth, agriculture, water, and ECDE education-are population-

driven. Therefore, counties with larger populations are expected to require more

resources to meet scrvice delivery demands.

18. The Equal Share parameter, assigned a weight of 22o/o,, ensures that every county

receives a minimum allocation, regardless of its size. This is aimed at promoting

lhirness and supports the basic administrative and governance f'unctions that are

common across all counties. It is particularly important for smaller or less populous

counties, serving as an affirmative action tool to help level the playing field and

enable effective public participation and local governance.
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l9.The Geographical Size parameter, weighted atgo/o, recognizes that counties with

larger land areas may f'ace higher service delivery and administrative costs. For

instance, it cost more to build and maintain infrastructure or deliver public services

in vast, remote areas. 'Ihe index is calculated by dividing a county's land area (in

square kilometers) by the total land area of all 47 counties. To manage distortions,

the formula caps this parameter at a maximum of 10Yo of the total land area, ensuring

that extremely large counties do not receive disproportionate allocations.

20. The Poverty parameter, given a weight of l4%o, is based on the 2022 Kenya

Poverty Repo( by the Kenya National Bureau of Statistics (KNBS). It uses the

Poverty Head Count- the number of poor people in a county divided by the total

number olpoor people across the 47 counties. This parameter is aimed at addressing

economic inequality by directing more funds to counties with higher poverty levels,

enabling them to invest in development and uplift marginalized populations.

21. Lastly, the Income Distance parameter, weighted at l3oh, introduces a measure

of economic disparity among counties. It is based on per capita Gross County

Product (GCP), using the average of data trom2020,2021, and2022.The income

distance index is calculated by subtracting a county's per capita GCP from that of

Nairobi-the highest in the country-and dividing the result by the sum of all such

differences across counties. This parameter assesses a county's capacity to generate

income and is intended to provide more resources to those with lower economic

output, compensating for limited revenue-generating abilities.

22. To implement the Fourth Basis, the CRA incorporated a stabilization factor to

ensure that no county govemment would receive less than its allocation in the

2024/25 financial year. The CRA recommended an equitable share allocation to

county governments of Ksh.4l7.4 billion fbr the financial year 2025126, with

allocations fbr each county based on the formula- County Allocation -- Q.q2't

Population Index + 0.22 * Equal Share Index + 0.14 * Poverty Index + 0.09 *

Geographical Size Index + 0.13 * Income Distance Index) * Stabilization factor.

l5 t
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CHAPTER TWO

OVERVIEW OF PUBLIC PARTICIPATION ON THE FOURTH BASIS

2.0 Introduction
23. The Committee, pursuant to the provisions ol Articles I l8( I Xb) and 217(2) of the

Constitution and section 8(2) of the Public Finance Management Act, Cap.4l2A.

proceeded to undertake public participation on the Fourth Basis Formula. In this

regard, the Committee published an advertisement in the Daily Nation and Standard

newspapers on 20h March, 2025 inviting members of the public to submit written

memoranda on the Bill. The advertisement was also posted on the Parliament

website and social media platforms. A copy of the advertisement is attached (Annex

2- Published Public Advert).

24.The Committee held meetings with some of the listed stakeholders and received

submissions (Annex3- stakeholders' submissions) from the following stakeholders-

a) the National Treasury and Economic Planning;

b) the Kenya National Bureau of Statistics (KNBS);

c) the Council of Governors (CoG);

d) the Institute of Certified Public Accountants of Kenya (ICPAK);

e) the Bajeti Hub;

f) the County Assembly of Bomet Budget Office On behalf Mr. Benard Ronoh,

Stella Chemutai and Nickson Kirui;

g) the Budget Talk Global;

h) the Institute of Public Finance (lPF);

i) the Achievers Kenya;

j) the Coast People's Forum; and

k) Mr. John Kangani.
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2.1The National Treasury and Economic Planning

25. The National Treasury and Economic Planning submitted as follows-

a) That the First and Second Bases were designed to ensure adequate funding for

counties, correct economic disparities, and stimulate revenue generation. The

Third Basis on the other hand aimed to enhance equitable service delivery and

promote balanced development. The proposed Fourth Basis is said to focus on

equitable revenue sharing to facilitate service delivery and address economic

disparities, using parameters such as population (42yo), basic share (22Yo),land

area (9%o), poverty (14%), and per capita income distance (13%).

b) That the proposed Fourth Basis marked a shift from a sectoral to an equity-

focused approach. A detailed analysis of the simulated allocations under the new

formula, was provided noting the inclusion of a stabilization factor to prevent

any county from receiving less than its allocation in the prior year. However, the

National Treasury observed that the method of determining the stabilization

factor was unclear.

c) proposed incorporating fiscal prudence and fiscal effort as parameters to

encourage counties to increase their own source revenue and improve efficiency.

Further suggested that the basic share weight should be increased to ensure

minimum service delivery across all counties, including counties performing

poorly in other indices.

d) 'fhat while poverty weight remained unchanged at l4%o, there was no

accompanying analysis to justifu the consistency or to reflect spatial changes in

poverty levels. They proposed a shilt towards outcome-based allocations and

proposed a development index encompassing all constitutionally assigned

county functions.

e) That increasing the weight for land area parameter, could disadvantage densely

populated counties with smaller land sizes.

t7 I
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fl That the use of per capita income distance would counterintuitively reward low-

GDP-contributing counties at the expense of more productive ones. The National

Treasury further questioned the formula's assumptions and data sources-

particularly the use of Nairobi's GCP as a reference.

g) Recommended that impact studies of previous revenue-sharing bases should be

undertaken to inform future proposals and to justiff the introduction or removal

of parameters.

2.2The Council of Governors (CoG)

26. The Council of Governors submitted as follows-

a) That while the Fourth Basis retained parameters similar to the first and second

bases, it marked a shift from the third basis which had incorporated sectoral

indicators such as health, agriculture, and roads. This move might weaken the

alignment between revenue and devolved functions.

b) That the population parameter had the highest weight but its application would

not be uniform as a result of the judgment in Sheikh & 24 Others vs Kenya

National Bureau of Stotistics & 4 Others (HCP No. a of 2020) affecting the

applicable population and housing census data for Garissa, Mandera and Wajir

counties.

c) That the weight for Equal Share Parameter was not increased as much as lhey

had recommended during stakeholder engagements. They had proposed a

minimum of 28o/o, but only a slight increase from thc third basis was adopted.

d) That there were inconsistencies between 2009 and 2019 land area data, which

affected county allocations without clear explanation from CRA.

e) That regarding poverty parameters. a headcount index was overly population-

based and risked penalizing counties that had made progress in poverty

reduction. The use of volatilc poverry data could lead to instability in resource

distribution.
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0 That per capita income distance parameter was introduced after stakeholder

consultations had concluded and lacked sufficient explanation or scrutiny. Its

rationale and applicability was not explained.

g) that the stabilization factor was a useful transitional measure to ensure no county

receives less than inFY 2024125, but stressed the importance of sustained and

predictable growth in revenue allocation.

h) That application of the Fourth Basis to the current allocation of Ksh.387.425

billion, would lead to 3l counties losing their allocations, a total of Ksh.l2.l

billion. Recommended that the total allocation be increased to at least

Ksh.399.53 billion to ensure no county loses its previous allocations.

i) there was need for a transparent, fair, and stable revenue-sharing model that

promotes equitable development, supports service delivery, and reflects the true

needs of all counties. They reiterated their willingness to collaborate with the

Senate to refine the formula to serve all regions effectively.

2.3 The Kenya National Bureau of Statistics (KNBS)

27.The Kenya National Bureau of Statistics (KNBS) appcared before the Committee

and submitted the following-

a) The Bureau reported that the publication of the 2019 Census results had led to

seven petitions challenging the figures for various sub-counties in Mandera,

Wajir, and Garissa. These petitions were consolidated into one case heard in

Garissa. ln Sheikh & 24 Others vs Kenya Nalional Bureau of Statistics & 4

Others (HCP No. a of 2020) the court found that KNBS had failed to comply

with scrutiny orders regarding census data. The court ruled that the 20 l9 census

results for affected regions were incorrect and illegitimate, ordering their

cancellation and mandating a tiesh mini-census within one year. KNBS stated

that it had filed an appeal against thejudgment and sought a stay ofexecution to

allow reliance on the 2019 census data pending appeal.
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b) The Bureau expressed its justification for appealing the judgment, arguing that

the High Court had erred in several ways. It contended that the petitions lacked

precision in identiffing constitutional violations,, relied on unofficial census data

deemed inadmissible and imposed obligations not grounded in law.

Additionally, The Bureau criticized the issuance of structural interdicts without

sufficient legal basis and claimed that the court had misinterpreted evidence

regarding compliance with scrutiny orders.

c) The Bureau highlighted significant implications of the judgment. It noted that

reverting to 2009 population data for contested areas would disrupt govemment

planning processes, such as resource allocation and boundary delimitation.

KNBS warned that implementing different population datasets for specific

constituencies would lead to unequal treatment under Article 27 of the

Constitution, perrnanently affecting parts of the population. Furthermore,

mixing population values from 20 l9 and subsequent years would compromise

Kenya's national census data integrity. KNBS also emphasized that canceling

census results for specific counties would invalidate national figures,

undermining its credibility as a statistical agency and causing constitutional

violations.

Measurement of Monetary Poverty in Kenya

d) The Bureau presented its methodology for measuring monetary poverty in

Kenya, emphasizing its reliance on household surveys to determine poverty

rates. 'fhe Bureau explained that poverty measurement involves assessing

household consumption against established poverty lines. It noted challenges

such as regional disparities, inflation adjustments, and variations in household

spending pattems. KNBS stressed its commitment to providing accurate poverty

statistics to inform policy decisions aimed at reducing poverty levels nationwide.

Measurement of Gross County Product (GCP)

S('i'it,/i Re1tfl ott l"ourth lJu.tis201



e) Ihe Bureau also addressed its approach to measuring Gross County Product

(GCP), which captures economic activity at the county level. The Bureau

explained that GCP measurement is based on national accounts data

disaggregated by county using sectoral indicators such as agriculture,

manufacturinB, and services. KNBS highlighted challenges such as data

availability, regional disparities, and methodological complexities in estimating

economic output at sub-national levels. It underscored the importance of GCP

statistics for guiding county-level development planning and resource

allocation.

28. Following a meeting held on l't April 2025 belween the Bureau and the Committee.

several pertinent issues of concem were raised by the Committee, to which the

Bureau provided formal responses as follows-

a) The Bureau affirmed that the data it produces is credible, verifiable, and

reliable. They reported that all data collection, processing, and dissemination

is conducted in line with the fundamental principles of official statistics as

stipulated in Schedule IV of the Statistics Act, Cap. I 12. KNBS emphasized

that it is the only legally mandated agency in Kenya responsible for official

statistics and as such its data serves as the most authoritative source.

b) In response to whether its data is susceptible to political manipulation, the

Bureau stated unequivocally that its processes are free liom political

interference. They insisted that all statistical work is guided by scientific

methodologies and professional standards, thereby ensuring objectivity and

impartiality.

c) On whether Parliament could direct the conduct of a fresh population census

across the country, the Bureau clarified that, under both international (UN)

guidelines and the Statistics Act, a national census should be conducted every

ten years. They further noted that any deviation from the schedule would

require a legal amendment to the Act.
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d) 'l'he Committcc also questioned why the census figures for the affected

counties were lower in 20 19 despite no major disasters occurring in the

period. The Bureau explained that the matter had already been presented in

court and was under appeal. They added that the 2019 results were

significantly lower because the 2009 numbers in the same regions had been

inflated. The apparent drop therefore reflected a correction of past

inaccuracies rather than an actual population decline.

e) Lastly, regarding the Court's judgement which had not yet been stayed, the

Bureau stated that it had already prepared a Cabinet Memorandum through

the State Department for Economic Planning. 'fhe memo detailed the

requirements, including budget cstimates, for carrying out the ordered mini-

census. They noted that they're awaiting Cabinet review and guidance to

proceed with implementation.

2.4 The Institute of Certified Public Accountants of Kenya (ICPAK)

29. The ICPAK submitted the following-

a) That the current CRA proposal allocated 42Yoweightto population, this proposal

emphasized on populous counties while neglecting the logistical and

infrastructural challenges faced by sparsely populated but geographically vast

regions. They recommended reduction of weight to 29o/o and reallocating the

difference to a reintroduced Urban Service Index (5%) and Rural Access Index

(8%). They indicated that this would better align with Article 203(l)(g) of the

Constitution, which calls for consideration of economic disparities and

infrastructural challenges in counties.

b) That the income distance parameter, weighted at l3Yo, could discourage counties

from improving their own-source revenue if not properly applied. Suggested a

reduction to llo/o and reintroducing the fiscal effort parameter at 2oh, thereby

encouraging counties to enhance fiscal discipline and improve revenue

generation.
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c) That basic equal share, weight be reduced to 2lYo. The freed-up 1% to be

allocated to a development factor to promote capital investment. this would

assist in improving development fund absorption rates which has been a major

hindrance to effective devolution. Cited the COB reports which indicated

declining absorption rates from 6l .0% in 2022123 to 57 .5yo in 2023124.

d) That stabilization factor did not have any scientific grounding. It risked reducing

the fairness and predictability of al locations.

e) That fluctuating weight of the population parameter over past bases could

incentivize data manipulation in the 2029 census. Additionally, they highlighted

the need to account for social safety nets and demographic variations,

particularly the youth bulge and rural-urban migration trends.

f) That abrupt changes in parameters had negatively impacted counties- especially

under the third basis. They advised CRA to adopt a fixed set of parameters across

all bases to ensure stability and only adjust weights as necessary to reflect

emerging needs.

g) Recommended adoption of performance-based indicators in the formula,

suggesting service delivery be measured through population density, cost of

service provision, and time efficiency. These would better reflect the true needs

and capacities of counties and enhance accountability in the use of public funds.

2.5 The Bajeti Hub

30. The Bajeti Hub submitted the following-

a) that the CRA had introduced a new revenue-sharing proposal comprising five

parameters, marking a notable departure from the 3'd generation formula

approved by the Senate in2020. The CRA's proposal indicated a shift back to

the use of proxy indicators of need and expenditure, a method that had been

central to the first two formulas following the onset of devolution.

b) That this shift was driven by two key arguments. Firstly, the CRA had cited data

challenges, although paradoxically, the same proposal acknowledged the
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availability of credible data that had previously enabled the inclusion of service-

level parameters in the 3rd formula. Secondly, the CRA highlighted

discrepancies between actual county spending and the weighting of parameters

in the previous formula as a reason for revising the approach.

c) That the 3rd generation formula had not been fully applied over the past five

years. Instead, revenue sharing had relied on a blend ofthe 2nd and 3rd formulas,

making comparisons potentially misleading. Additionally, emphasized that

county spending was influenced not only by equitable share allocations but also

by own-source revenue (OSR) and conditional grants.

d) that the CRA had rightly identified the risks of negative incentives arising from

data on population and poverty, the Budget Hub argued that the solution lay in

using direct and credible indicators ofneed, such as disease prevalence and the

demand for agricultural extension services. Ultimately, it asserted that counties

should retain discretion in resource allocation, while the formula should aim to

reflect service needs using the most accurate and verifiable data available.

e) That thcre was heavy reliance on populati on (42o/o weight) as a proxy for service

needs, arguing it ovcrlooks the diverse nature ofdemand across counties. They

recommended using direct measures of need-like disease prevalence or health

facility usage-supported by credible data sources such as KDHS, to better

reflect actual service requirements.

f) That while supporting Basic Equal Share parameter and retaining it in the fourth

basis, the increase from 20%o to 22o/o was not explained. Further noted there was

no targeted strategy for supporting smaller counties and suggested a more

focused approach instead ofa general weight increase.

g) That Poverty and Land Area parameters were seen as useful in highlighting

marginalization and service delivery costs in expansive regions. However, they

are still proxies, and their weight should be reduced gradually as more accurate

service-level data becomes available.
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h) That Income Distance parameter was poorly justified in the Kenyan context

where counties don't control major revenue sources. That mirroring the Indian

model is inappropriate and recommended reconsidering its inclusion or seeking

better alternatives for assessing counties' hscal capacity.

i) That the Senate should consider a fourth-generation formula that builds on the

third formula and incorporates more direct measure of service needs. A formula

that allocates resources based on the needs for key basic services across the

counties provides a better chance that resources can be used to meet the actual

need for those services.

j) A proposal for introduction of-

- education parameter with a 3.5% weight, focused on Early Childhood

Development. This would reflect the recurrent nature of the service and

help address gaps in teacher access and enrollment.

- water parameter with a weight of 3%o to measure the need for access to

water, especially in rural areas. They noted that using KDHS data on

water point access would be more reliable than previous classifications.

- fiscal prudence with a weight of 2o/o, this would incentivize

accountability using simple, verifiable indicators like budget

transparency and audit outcomes. They suggested that this be funded by

deducting from the Basic Equal Share.

k) That the Senate should progressively reduce the weight of proxy indicators like

population and poverty, arguing that the new service-based parameters already

captured population-driven needs and marginalization.

2.6 The Institute of Economic Affairs

3 L The Institute of Economic Affairs submitted the following;

a) That there was a need for a more equitable and performance-oriented allocation

of national revenue among county governments. While the existing formula

considered key factors such as population, equal share, land area, and poverty
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2.7 The Budget Talk Global
32.The Budget l'alk Global submitted the following;

a) 1'hat while previous bases had achieved some success in resource distribution,

disparities in development still exist across counties. The Fourth Basis needs to

go beyond population size and land area to include factors such as poverty levels,

fiscal effort, and development needs. They stressed the importance of aligning

261

levels. it still lacked incentives for improved financial management at the county

level.

b) That the income distance component should be deleted. This is because the use

of Gross County Product (GCP) as a proxy for county income was misleading,

as it did not differentiate between county and national government contributions

to economic output.

c) Recommended increasing the weight assigned to the population parameter from

42o/o to between 45Yo and 50%. This is because population size was directly

tinked to the demand for basic public services, such as health, education, and

infrastructure. Larger populations, they argued, placed more strain on county

services and rcsources, and thus deserved a proportionally larger share ol'

national revenue. further that aligning allocations with population needs would

support equitable development and strengthen inclusive service delivery across

counties.

d) Proposed the introduction of a "prudence component" in the formula to reward

counties demonstrating sound financial practices. 1'hey suggested that counties

with clean audit rcports from the Auditor General, effective fund absorption

rates, and active citizen pa(icipation in budgeting should receive a performance-

based incentive. This would promote transparency, accountability, and public

participation in governance, citing the potential use of reports from bodies like

the National Cohesion and Integration Commission (NCIC) as suppo(ing

evidence.
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the formula with Article 203(l) of the Constitution, which provides key criteria

for equitable sharing.

b) Recommended that population size continue to be weighted significantly but not

dominate the formula. Proposed increased emphasis on poverty rates and service

delivery costs to account for the unique challenges faced by marginalized and

underdeveloped counties. The group believed that this would promote balanced

development and ensure that no region is left behind'

c) That the basis should incentivize county-level revenue generation by introducing

a fiscal responsibility parameter. Counties that demonstrated accountability and

innovative revcnue mobilization should be rewarded to promote self-sufficiency

and reduce over-reliance on national transfers.

d) That there was a need to uphold transparency in the development and

implementation of the Fourth Basis. The Commission should publish its

methodologies, engage widely with stakeholders, and ensure that the adopted

Ibrmula reflects the aspirations of all Kenyans.
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2.8The County Assembly of Bomet Budget Oflice

33. The County Assembly of Bomet Budget Office on behalf Mr. Benard Ronoh, Stella

Chemutai and Nickson Kirui submitted the following-

a) Expressed significant reservations about the CI{A proposed Fourth Basis for

revenue sharing. They argued that the new formula heavily emphasized a limited

set of indicators-particularly population, basic share, poverty, and Gross

County Product (GCP) per capita-while disregarding other essential economic.

social, and infrastructural factors critical to equitable development'

b) That the Fourth Basis represented a drastic departure from the broader and more

inclusive Third Basis. In particular, they pointed out that important parameters

like rural access, urban services, agriculture, and health-previously weighted

in the Third Basis-had been entirely removed. The Office criticized this shift,

warning that it risked neglecting counties with substantial development



challenges in favor of populous counties, which may not necessarily have the

greatest need.

c) That use of GCP per capita through the income distance parameter, failed to

reflect the true revenue-generating capacities ofcounties. They emphasized that

counties with high GCP per capita, like Nairobi and Mombasa, often required

significant investment in infrastructure and public services, yet were unfairly

penalized under this model. They also highlighted that the model ignored latent

variables-such as informal economies, govemance quality, and local

development trends-that signifi cantly affect county needs.

d) That modulating factor introduced to cushion changes in allocation was

unsustainable and could lead to instability in county funding, especially in the

event of national revenue shortfalls.

e) Proposed the County Development Index (CDI)-a holistic model that

incorporates economic, social, infrastructural, and governance indicators. They

explained that CDI used principal component analysis to capture both observed

and latent factors, offering a more accurate reflection of each county's

development status. The model also included fiscal effort and prudence to

incentivize responsible financial management and self-reliance at the county

level.

f) In a comparative case study, they showed that the CDI provided a more equitable

distribution ofresources, giving higher allocations to both underdeveloped and

developing counties based on real needs, while still supporting counties with

strong performance to sustain momentum. 'fhey also proposed that this model

be used in conjunction with an Equalization Fund to further support historically

marginalized regions.

g) The Senate should reject the proposed Fourth Basis formula for FY 2025126 and

revert to the Third Basis while CRA undertakes a comprehensive review. They

urged the Senate to direct CRA to study the feasibility of integrating the CDI

and to revise the revenue-sharing formula to include more meaningful
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socioeconomic and infrastructural indicators. They also called for the phasing

out of the modulating factor in lavor of a more flexible and sustainable approach.

2.9 The Achievers Kenya

34. The Achievers Kenya submitted the following-

a) That the use of population as the primary parameter (42%) disproportionately

benefits densely populated counties while marginalizing vast, sparsely

populated ones that require more resources for infrastructure and administration.

They recommended introducing a balancing factor that considered both

population density and geographical size for equitable distribution.

b) That the equal share allocation (22o/o) is inadequate in addressing disparities in

economic capacity, infrastructure, and govemance needs. They proposed

modiffing the weight by incorporating a performance-based component to

reward counties with prudent financial management and efficient service

delivery.

c) 'l'hat the 9Yo allocation for geographic size is insufficient for addressing the

higher costs of service delivery in vast ASAL counties. Achievers recommended

increasing this parameter to l2o to cnsure counties with large areas receive

adequate resource for infrastructure development and administration cost.

d) That the poverty parameter (14%) do not adequately address deep-rooted

economic disparities. They proposed raising it to l8% to better support counties

with higher poverty levels.

e) Although income distance aims to address economic disparities, the use of Gross

County Product (GCP) as the sole measure may not fully reflect counties' actual

financial needs and potential. Achievers recommended supplementing it with

other economic indicators such as unemployment rates, business activity levels,

and revenue collection capacity to create a morc comprehensive economic

disparity index.
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Q 'fhat while stabilization factor ensures that no county receives less than its

previous allocation, it may limit flexibility in responding to changing county

needs. That there was a nced for a periodic review mechanism within the five -
year cycle to adjust all allocations based on demographic and economic changes.

2.10 The Institute of Public Finance (IPF)

35. The Institute of Public Finance submitted the following:

a) that while the fourth recommendation framework seeks to promote equitable

development particularly in the 34 marginalized counties, counties like Homabay,

Machakos, Mandera and Turkana had consistent declines in their share despite the

broader goal of reducing inequalities.

b) That the Commission on Revenue Allocation (CRA) should consider implementing

a Hold Flarmless Clause to ensure no county receives less funding in absolute terms

than it did under the previous formula.

c) 1'hat CRA should rectiff weighting of parameters, placing greater emphasis on

service delivery gaps rather than over-relying on population or poverty metrics.

which can disproportionately atfect some counties.

d) That the inconsistencies in revenue formula revisions had created unpredictability

in county funding, especially for devolved services. They cited the removal of

crucial parameters like health and agriculture in the Fourth Basis as a weakening of

the link between allocations and service needs. IPF recommended that future

formulas build on existing indices rather than eliminating them abruptly.

e) That while the population parameter served as a stable proxy for service demand, it

had weaknesses, including misalignment with actual service needs and failure to

account for demographic differences. IPF proposed breaking it into four

subcomponents, incorporating geographic size and factoring in service needs,

economic sustainability, and population density.

f) Regarding the poverty parameter, relying on outdated data led to inaccurate

allocations. Ihey criticized the Equalization Fund's ineffectiveness due to poor
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targeting and outdated indicators. 'l'o address this, they recommended splitting the

poverty parameter into needs-based and performance-based components,, along with

frequent data updates and mid{erm adjustment mechanisms.

g) That the Income Distance Index was meant to reduce cconomic inequality, however,

it lacked incentives for counties to improve local revenue. They recommended

adding a progressive incentive structure to encourage economic self-reliance.

h) That the stabilization factor was an arbitrary nature factor and required to be

replaced with a scientifically derived deviation parameter to ensure faimess and

predictability.

i) That earlier formula had included fiscal responsibility indicators, but these were

later dropped. Thus, recommended reinstating incentives for own-source revenue

collection and prudent spending. Further, called for adoption of expenditure metrics

and capacity-building to help counties manage resources better and reduce

dependencc on national transfers.

2.ll The Coast People's Forum

36.l'he Coast People's Forum (CPF) submitted as fbllows-

a) That the formula did not fully address historical injustices, structural inequality,

and the unique nceds ofcoastal counties.

b) That overemphasis on population parameter disadvantaged sparsely populated

but high-cost regions. Thcy proposed reduction ol' its weight to 35% and

reallocating the difference to a proposed County Needs Index and the equal share

allocation.

c) That the stabilization factor was opaque and legally unanchored. Thus, proposed

that it be formally included in legislation and based on a rolling average of past

allocations, ensuring predictability and fairness in future disbursements.

d) Proposed for introduction of a county Needs Index weighted at 5%, which

would capture vulnerabilities such as infrastructure gaps, disaster risks, and
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remoteness. This index would help address non-population-related development

challenges, especially those affecting coastal communities.

e) That there was omission of coastal and marine functions in the formula. Thus,

proposed the creation of a Blue Economy Conditional Grant or a new parameter

to support port infrastructure, fisheries, and climate resilience efforts in counties

like Mombasa, Lamu, and Kilifi.

f) Recommended reintroduction of sectoral indices such as health and agriculture

as a way to align funding with devolved services and improve performance-

based allocation.

g) That the Income Distance parameter, overlooked informal economies and

overstated coastal counties' fiscal capacity. They recommended revising the

calculation method, including a vulnerability score, and raising its weight to l5%

to better reflect actual economic disparities.

2.12 Mr. John Kangani

37. Mr. John Kangani submitted the following-

a) Proposed an optimization-based model for the Fourth Basis of Revenue Sharing.

That the model aligned with Article 203 of the Constitution, which emphasizes

equity, affirmative action, local revenue incentives, and predictable allocations.

His goal is to design a fairer and simpler method while keeping allocations close

to the current distribution.

b) He employed a modified version of ridge regression, shifting the penalty from

the model's coefficients to the data itself. This approach generated optimized

values for five parameters: population, economic disparity (poverty), land area,

fiscal incentive, and equal share. He used 2009 census data for Mandera, Wajir,

and Garissa fbllowing the annulment of the 20 l9 census results.

c) The model assigned new weights to each parameter: 620/o for poptiation,22Yo

for economic disparity, 7%o for land area, 3%o for fiscal incentive, and 60/o for

equal share. These weights were determined through Sequential Least Squares
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Programming to ensure minimal deviation from the 2024/2025 County

Allocation of Revenue Act index.

d) That the impact of the optimized model on county allocations is negligible. The

largest loss, recorded by Lamu, was just Ksh. 995, while the highest gain, in

Nairobi, was only Ksh. 3,269. This minimal variance, he argued, demonstrates

the model's ability to uphold fairness without disrupting existing funding

pattems.

e) That the Senate should consider incorporating data-driven optimization

techniques in future revenue-sharing frameworks. He believes this approach

would better reflect constitutional priorities and improve the equity and

effectiveness of resource distribution across counties.
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CHAPTER 4

COMMITTEE OBSERVATIONS

38. Having considered the CRA's Recommendation, and submissions fiom

Stakeholders, the Committee made the following observations-

a) That, the fourth basis as proposed by CRA had incorporated a new parameter

called the stabilization factor. According to the CRA, this factor has been

introduced to ensure that all countics are held harmless and their allocations

under the new basis are not less than prior year allocations. However, it would

be prudent to address transition effects fiom one basis to another using a

scientifically generated deviation parameter.

b) That. the data used to generate the Income Distance index (GCP) is not directly

derived from each county. The KNBS applies a Top-Down Approach to

determine each county's contribution to GDP. Further, the approach used by

CRA to determine the index is similar to the level of poverty gap in a particular

county when compared to Nairobi City County. Additionally, using Nairobi

City County as a reference point makes it dilllcult to assign an index to the

county.

c) That, the population parameter, weighted at 42%o, in the Fourth Basis is based

on data from the 2019 Kenya Population and Housing Census (KPHC).

However, the population of Wajir County, Mandera County and Garissa County

must be adjusted in accordance with the judgment in Constitutional Petition No.

4 of 2020, that annulled the 2019 population data for constituencies in the

aforementioned counties. The Committee is concemed that using 2009

population data for the affected counties may result in inequitable resource

allocation and undermine the legitimacy of the revenue-sharing process.

d) That, the proposed Fourth Basis for revenue sharing presents a significant shift

in approach lrom the third basis which had more expansive and sector-specilic
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parameters. This raises the question of the balance between sirnplicity,

precision. and inclusivity in the allocation model.

e) That while the proposed equal share parameter, assigned a weight of 22Yo in the

CRA recommendation intends to ensure a foundational level of funding across

all counties, the uniform application of this weight may not sufficiently address

administrative burdens or capacity constraints in less populous or under-

resourced counties. A more nuanced calibration is necessary to maintain both

fairness and functionality in basic service provision across the board.

Q That, a number of stakeholders proposed that while transitioning from the lhird

to Fourth Basis, the Senate should ensure that no county government should

receive an allocation less than the respective allocation in FY 2024125

allocation.

g) That whereas most of the stakeholders proposed the inclusion of additional

parameters in the Fourth Basis, it was limited in its considerations of these

proposed variables as there is no readily available, credible and verifiable data.

This issue is further compounded by the fact that the KNBS submitted that they

lack adequate funding to enable the collection, collation, analysis and

dissemination of up to date data on crucial areas of devolved lunctions such as

health.

h) That Article 217(2)(a) ol the Constitution as read togetherwith Article 203(l)(i)

requires that the revenue sharing basis takes into account the need for cconomic

optimisation of each county and to provide incentives for each county to

optimise its capacity to raise revenue. In this respect, the Committee received

various proposals to include a parameter relating to liscal effort to reward

counties that improved OSR collection. However, the application of this

parameter would result in unpredictability in allocations to counties because

while the basis applies lbr five years, data on OSR may vary from one financial

year to another. the application of this parameter would result in volatility of

allocations to counties.

3sI S(.-F&B Report o Four!h llttsis



i) That the Fourth Basis will be used to share funds in the context of the devolved

functions assigned to counties under Part 2 of the Fourth Schedule to the

Constitution. Indeed, Article 217(2)(a) of the Constitution as read together with

Article 203( I )(d) requires that in the development of this basis, the Senate shall

have regard to the need to ensure that county governments are able to perform

the functions allocated to them. However, there is no data on the status of the

delivery of services in these devolved functions and the costing of devolved

functions remains an unaddressed matter.
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CHAPTER 5

COMMITTEE RECOMMENDATIONS
39. Having considered the CRA recommendation, stakeholders' submissions and while

upholding the principle thar

(a) no counfy shall receive less than the equitable share allocated to it in FY

2024/25; and

(b) in addition to the allocation received in FY 2024125, each respective county

govemment shall have a marginal increase in its equitable share;

40.The Committee recommends that the fourth basis for allocation of revenue under

Article 217(l) of the constirution for FY 2025126 to 2029/30 be approved as

follows-

a) the first Ksh.387.425 billion (being county equitable share for FY 2024125)

be shared among counties based on the baseline allocation factor derived

from each county's allocation for FY 2024/25; and

b) the balance be shared using the following criteria-

Parameter Weights (%)

Basic Equal Share 35%

Poverty t2% 2022Poverty Report by KNBS

Geographical Size 8% capped at l0o/o 2019 Population and Housing Census

45% 2019 Population and Housing Census

TOTAL 100

Thus, the formula be as follows- County Allocation (Baseline Allocation

Ratio*Ksh.387.425 billion) + {[(0.45*Population Index) + (0.35*Equal Share Index) +

(0.12*Poverry Index) + (0.08*Geographicalsize Index)l *Additional County Equal Share

above the baseline|.
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3. Sen. (Dr.) Boni Khalwale, CBS, MP

4. Sen. Mohamed Faki Mwinyihaji, CBS, MP

5. Sen. Richard Momoima Onyonka, MP

6. Sen. Mariam Sheikh Omar, MP

7. Sen. Esther Okenyuri, MP
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The Chairperson called the meeting to order at 9:30 a.m. This was fbllowed by a word of
prayer and followed by a round of introduction.
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SENATE STANDING COMMITTEE ON FINANCE AND BUDGET HELD ON

TUESDAY. I5.I'II APRIL. 2025 IN COUNTY HALL, GROUND FLOOR

BOARDROOM. PARLIAMENT BUILDINGS AT 9.OO A.M.
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The agenda was adopted after being proposed by Sen. Esther Okenyuri, MP, and seconded

by Sen. Mariam Sheikh Omar, MP, as listed below-

l. Prayer;

2. Introduction;

3. Adoption of the Agenda;

4. Confirmation of Minutes of 205m Sitting;

5. Matters arising from the minutes of the previous sittings;

6. Meeting with the Senate Majority Leader, Sen. Aaron Cheruiyot, EGH, MP, to

deliberate on the Public Finance Management (Amendment) (No.2) Bill (National

Assembly Bills No.26 of 20}4)-Committee Paper No. 132;

7. Consideration of the draft report on the Fourth Basis for Sharing Revenue among

County Governments -Commiltee Paper No. l29E;
8. Any Other Business; and

9. Adjoumment and Date of the Next Meeting.

MIN/SEN/SCF&B/I19312025 CONFIRMATION OF MINUTES OF THE
PREVIOUS SITTING

The Minutes of the Two Hundred and Fifth (205th) meeting held on Thursday, l0'h April,
2025 at 9:00 a.m. were confirmed as a true record of the proceedings of the Committee

having been proposed by Sen. Maureen Tabitha Mutinda, MP, and seconded by Sen.

Mariam Sheikh Omar, MP.

Min/Sen/SCF&B/l189/2025 AnvOtherf,usruesE

a) The Chairperson informed the meeting that the Committee will hold joint sittings

with the National Assembly Departmental Committee on Finance and National

Planning to conduct the approval hearing or vetting of the four (4) nominees

submitted by His Excellency the President for appointment as members ofthe Board

of the Central Bank of Kenya on 24nApril,2025. Thereafter, retreat to write the

report on 25fi April, 2025. Members were requested to avail themselves for the

approval hearing process and report writing.

b) Regarding the proposed engagement with East African Legislative Assembly, the

Committee resolved to schedule the meetings from 28th April to 4th May,2025.
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SEN. AARON CHERUIYOT EGH TO

COMMITTEE FROM THE NATIONAL

'lhc Committee was informed that the Senate Majority Leader was unable to attend the

meeting and therefore, the Committee resolved to reschedule the meeting to a later date.

MIN/S EN/SCF&B 1119612025 CONSIDERATION OF THE DRAFT REPORT ON

FOURTH BASIS FOR SHARING REVENUE

AMONG COUNTY GOVERNMENTS

a) The Committee considered the draft report on the Fourth Basis for revenue sharing

among counfy governments.

b) The Committee considered submissions from stakeholders and observed-

i. That most stakeholders recommended the Income Distance parameter should be

dropped for its was similar to poverty parameter. Secondly, using Nairobi city

county per Capital GCP as reference point was not justified;

ii. and noted the proposals to introduce additional parameters such as development

index, fiscal prudence, fiscal effort, rural access, health access among others.

Flowever, noted the volatility and unreliability of available data to be applied in

determination of indexes.

iii. there were challenges of obtaining readily available, credible, and verifiablc

data for utilisation in developing indexes for parameters such as water, county

government functions and blue economy.

iv. l'he need for the Fourth Basis to have stable parameters which would be applied

to ensure predictability of resources that would be allocated to a particular

county government within the given period of the application of the Basis.

c) The Committee thereafter considered the possible options of the Fourth Basis for

sharing revenue among county govemments and simulations using Ksh.405 billion,

Ksh.417 billion, and Ksh.465 billion.

d) Following deliberations, and ensuring no county shall receive an allocation less than

the equitable share allocated to it in FY 2024/25, the Committee unanimously

adopted the report on Fourth Basis for Sharing Revenue among county

Governments after having been proposed by Sen. (Dr.) Boni Khalwale. CBS, MP,

and seconded by Sen. Esther Okenyuri, MP with the following recommendation-

i. Each county should retain the allocations for FY 2024125 as the baseline

allocationl

ii. The additional amount above Ksh.3 87.425 billion to be shared using

allocation ratios generated from the following parameters: Population-45%o,
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Basic Equal share-35%, Poverty-l2Yu and Geographical size-8oh capped al

t0%.

Thus, county allocation : (Baseline Allocation Ratio+Ksh.387.425) +

{[(0.45*Population Index) + (0.35*Equal Share Index) + (0.12*Poverty

Index) + (0.08*Geographical Size Index)l EAdditional County Equal Share

above the baselinel .

There being no other buS e meeting was adjourned at 12.37 p.m

lll

SIGNATURE, DATE

SEN.(CAPT.) ALI IBRAHIM ROBA, EGH, Mp

(CHAIRPERSON)
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M IN/SEN/SCF& B/1 18312025 PRELIMINARIES

'Ihe Chairperson called the meeting to order at 9:30 a.m. This was followed by a word of
prayer and followed by a round of introduction.

M IN/SEN/SC F &BI I 184 12025 ADOPTION OF THE AGENDA

'['he agenda was adopted after being proposed by Sen. Mohamed Faki Mwinyihaji, CBS,

MP, and seconded by Sen. Shakila Abdalla Mohamed, MP, as listed below-

tlt or

a sr$ i\
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PRESENT



l. Prayer;

2. Introduction;

3. Adoption of the Agenda;

4. Confirmation of Minutes of 204th Sitting;

5. Mafters arising from the minutes of the previous sinings;

6. Consideration of the Public Audit (Amendment) Bill (National Assembly Bills No.4

of 2024) -(Committee Paper No.l31);

7. Meeting with the National Treasury and Economic Planning to deliberate on

recommendation on the Fourth Basis for Revenue Sharing among County

Govemments for Financial Years 2025/2026 to 202912030-(Committee Paper

12eC);

8. Consideration of way forward on consideration of proposed fourth basis for Sharing

among County Govemments for Financial Years 2025/2026 - 2029/2030-

(Committee Paper I 29D) ;

9. Any Other Business; and

10. Adjournment and Date of the Next Meeting.

The Minutes of Two Hundred and Fourth (204th) meeting held on Tuesday, 8rh April, 2025

at 9:00 a.m. were confirmed as a true record of the proceedings of the Committee having

been proposed by Sen. Mohamed Faki Mwinyihaji, CBS, MP, and seconded by Scn.

(Capt.) Ali Ibrahim Roba, EGH, MP.

MIN/SEN/SCF&B/I 18612025 CONSIDERATION OF THE PUBLIC AUDIT
AMENDMENT) BILL (NATIONAL ASSEMILY

BILLS NO.4 OF 20241 -rcOMMITTEE PAPER

NO.I3l)

The Committee was briefed that the primary purpose of the Bill is to amend various

sections of the Public Audit Act, Cap. 4l2B whose effect is as follows-

(a) to provide that in addition to the qualifications set out in the Constitution and

the Act, that a person shall be eligible for appointment as the Auditor-General

if he or she is a practicing member of good standing of a professional body of
accountants recognized by the Accountants Act;

(b) to provide for the administrative functions of the Auditor-Ceneral, which include

the development of an organizational structure and staff establishment for the

Office; recruiting and promoting qualified and competent staff to perform the

Office's functions; establishing and abolishing offtces in the Oflice; appointing

persons to hold or act in those offices and to confirm appointments; and

determining, in consultation with Salaries and Remuneration Commission, the

(
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remuneration and benefits of each member of staff and to develop and maintain

a code ofethics;
(c) to establish the Public Service Human Resource Audit Directorate in the offrce

of the Auditor-General, rvhich shall be responsible for conducting and preparing

audits on human resource in the public service;

(d) to provide that one of the instances where the Office of the Auditor-General shall

fall vacant is upon expiry of the Auditor-General's term of oflice. Presently, the

Act only provides for a vacancy in the Office of the Auditor-General where the

holder of the office dies, resigns by a notice in writing to the President or is

removed underArticle 251ot Chapter 6 of the Constitution;

(e) to provide that the Senior Deputy Auditor-General shall be recruited and

appointed by the Auditor-General. This is a departure from the present provision

of the law that requires the Senior Deputy Auditor-General to be recruited by the

Audit Advisory Board and appointed by the Auditor-General.

(f) 'l'he Bill funher clarifies the role of the Senior Deputy Auditor-General as the

principal assistant to the Auditor-General who deputizes the Auditor-General in

the execution of his or her powers save for the powers set out in the Constitution;

(g) to delete provisions telated to the secondment of officers from a state organ or

public entity to the OIfice of the Auditor-General;

(h) to provide that the Auditor-General shall not have the power to confirm, vary or

revoke any decision taken by a member of staffin consequence of a delegation

or instruction by the Auditor-General;

(i) to require the Auditor-General to submit the budget estimates of revenue and

expenditure both to the cabinet Secretary for Finance and the National

Assembly. Irurther, to require that, where the in the opinion of the Auditor-

General the estimates of expenditure are insufficient, the Auditor-General shall

submit to Parliament a special report to be presented to the Committee

responsible tbr budget and appropriation;

() to provide that where in exercise of the powers conferred by the law, the Auditor-

General seeks to obtain information from a private entity or person, the Auditor-

General shall be required to make an application to a court to obtain such

information;
(k) to provide for a revision in the composition of the Audit Advisory Board. In this

respect, the Bill provides that the Board shall comprise the Auditor-General, the

Attomey-General, a nominee of the Institute of Certified Public Accountants of

Kenya, a nominee of the Institute of Human Resource Management and a

nominee of the Institute of Internal Auditors of Kenya'

(l) the Bill also sets out the minimum qualifications for persons eligible to be

appointed as members of the Board and functions of the Board;

(m) to provide for clear steps in the audit process including informing an

accounting officer before the commencement of an audit and the accounting
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officer submitting a report on remedial steps taken to rectiry issues identified by

the Auditor-General failure to which the officer may be liable to disciplinary

action;
(n) to require that reports prepared by an intemal auditor which have been

deliberated on and adopted by an audit committee of an entity shall be submitted

by the accounting officer to the Auditor-General. The duty to submit this report

is mandatory and not discretionary;
(o) to provide that the Auditor-General may on his or her own initiative or upon

request conduct forensic or investigative audits. This is a departure from the

present provision of the law which requires forensic audits to be carried out only

on the request of Parliament;
(p) to provide that the Auditor-General may undertake citizen accountability audits

to ensure public participation in the audit process. Further, the Auditor-General

may carry out compliance audits to examine whether a public entity has

complied with relevant laws, regulations and policies in the management of
public resources;

(q) to provide that upon the submission of an audit report to Parliament or a County

Assembly, the respective Speaker shall invite the Auditor-General to present the

report. Further, within month of debate and consideration of an audit report by

the legislature, an accounting oflicer shall submit a report on how the

recommendations of the Auditor-General have been addressed.

(r) Additionally, within six months of consideration of an audit report the

accounting offrcer shall submit a report on how the recommendations of thc

Auditor-General have been addressed;

(s) to establish a Public Audit Fund to meet the expenditure of the audit mandate of
the Office of the Auditor-General as set out in Article 229(4) of the Constitution;

(t) to provide for the procedure in the event of a conflict of interest of a staffof the

Office of the Auditor-General;
(u) to provide that the Auditor-General may bring to the attention of other agencies

any information relating to the imprudent use of public funds. These agencies

may be investigative agencies or regulatory agencies with the power to take

further appropriate action based on the information shared by the Auditor-

General.

(v) The Bill proposes that the Auditor-General may recommend that the Public

Procurement Administrative Review Board debar a person from any future

public procurement and asset disposal process of a public entity.

The Committee noted that-

a) the Bill proposes to amend the Public Audit Act to align the functions of the

Auditor-General to the provisions of the Article 229 of the Constitution, and clariS
on the membership of the Audit Advisory Board.
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b) The establishment of the Public Audit Fund will ensure that the functions of the

Office of the Auditor-General is adequately financed and hence, able to perform its

functions effectivelY.

c) The Bill proposes to assign the Auditor-General additional powers especially with

regards to the staff of the Office. These include the power to recruit and appoint a

Deputy Auditor-General, develop an organization structure for the Office and

establish and abolish offices.

d) The proposed amendments are aimed to improve the efficiency and effectiveness of

the Office of the Auditor-General to discharge its functions. Consequently, this will

promote greater accountability for expenditure of public resources.

e) The Bill ought to be amended to-

i. require the Auditor-General to also submit the budget estimates of revenue

and expenditure to the Senate in addition to Cabinet Secretary and the

National AssemblY.

ii. provide penalties for administrative offences committed by officers serving

in the office of the Auditor-General.

iii. allow legislatures to recommend prosecution for violation of the law based

on the Auditor-General's findings.

Following deliberations, Committee resolved to subject Public Audit (Amendment) Bill

(National Assembly Bills No.4 of 2024) to public participation and propose necessary

amendments to the Bill.
MIN/SEN/ScF&B/l18712025

The meeting was informed that the Comrnittee had received a letter from the Cabinet

Secretary stating that he would be unable to attend the meeting due to other pre-arranged

official engagements, and requested that the meeting be rescheduled to a later date.

Furthermore, the National Treasury provided written submissions on the Fourth Basis for

revenue sharing among county governments for Committee's consideration.

M IN/sEN/SCF&B 1118812025 CONSIDERATION OF WAY FORWARD ON

CONSIDERATION OF PROPOSED FOURTH

BASIS FOR SHARING AMONG COUNTY

GOVERNMENTS FOR FINANCIAL YEARS

202512026 PAPER

5
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The Committee was informed that-

a) An advert was published inviting members of the public to submit views on the

proposal Fourth Basis for revenue sharing among county governments by 3'd April,
2025.

b) The Committee had received submissions from ICPAK, Achievers Kenya, IPF.

IEA, Bajeti Hub, County Assembly of Bomet Budget office, Budget Talk, and the

National Treasury and Economic Planning.

c) The Committee also held meetings with CRA, CoG, and KNBS.

d) The Fourth Basis is required for the County Allocation of Revenue Bill (CARB),

2025 which will allocate equitable share among counties for FY 2025126.

e) Pursuant to Article 218 of the Constitution, CARB,2025 is supposed to be

introduced in the Senate by 30th April,2025. The Committee is required to conclude

on the matter (Basis) and table a report in the Senate for debate and approval.

Noting the need to expedite consideration and approval of the Fourth Basis, the Committee

resolved as follows -
a) secretariat to develop alternative proposals to the proposed Fourth Basis for revenue

sharing among county governments and simulate the alternatives with Ksh.405

billion, Ksh.4l7 billion and Ksh.465 billion by ensuring -

i. no county receives less than the FY 2024125 allocation using the baseline of
Ksh.387.425 billion; and

ii. any additional amount above the baseline of Ksh.387.425 billion is shared

equitably among counties, with each receiving a marginal increment.

b) Following submissions from various stakeholders, the Income Distance Parameter

in the recommendations for the Fourth Basis, submitted by CRA. should be

dropped;

c) Committee to consider various alternative recommendations/proposals on Tuesday,

l5ftApril,2025.

a) The Committee was informed that His Excellency the President submitted the

names of nominees for appointment as members of the Board of the Central Bank

of Kenya to Parliament for approval hearing or vetting- FCPA Sophie Moturi. CPA

Abdullahi Mohamed Abdi, Ms. Beatrice Kosgei, and Mr. David Simpson Osawa

Owour. The Committee will undertake the approval hearing of the nominees with

the National Assembly Departmental Committee on Finance and National Planning.

b) Committee received an invitation from thc National Taxpayers Association to

launch of the dissemination of the illicit financial flows and domestic revenue

mobilization report scheduled to be held on 29th April, 2025 at Sarova Stanley Hotel,

Nairobi. The organisation requested for a representative from the Senate Finance

6

MIN/SEN/SCF&B/I189/2025 ANY OTHER BUSINESS



and Budget Committee to attend meeting. The Committee resolved to re-consider

the invitation in the subsequent meeting.

c) 'Ihe Chairperson informed the meeting that following approval of Supplementary

Budget II for the FY 2024125, Committees have been allocated an additional

funding for operations. The Liaison Committee will consider the matter and provide

guidelines on additional allocations per Committee. Once the actual amount is

ascertained, the Committec would deliberate on the way forward regarding its

programmes.

MIN/S EN/SCF&B /119012025

The meeting adjourned at I .m. Next meeting shall be by notice

SIGNATURE DATE:

SEN.(CAPT.) ALI IBRAHIM ROBA, EGH, MP

(cHATRPERSON)

o /poa-<
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- Audio Officer
- Sergeant-At-Arms

- Intern

PRELIMINARIES

The Chairperson called the meeting to order at9:30 a.m. This was followed by a word of
prayer and followed by a round of introduction.

MIN/SEN/SCF&B,III73/2025 ADOPTION OF THE AGENDA

The agenda was adopted after being proposed by Sen. Mohamed Faki Mwinyihaji, CBS.

MP, and seconded by Sen. Maureen Tabitha Mutinda, MP, as listed below-

l. Prayer;

2. Introduction;

3. Adoption of the Agenda;

4. Confirmation of Minutes of 201't Sitting;

5. Mafters arising from the minutes of the previous sittings;

6. Consideration of the Public Procurement and Asset Disposal (Amendment) Bill,
2024 (National Assembly Bills No. 48 of 2024) -(Committee Paper No.130A);

7. Meeting with the Council of Governors (CoG) and National Treasury and Economic

Planning to deliberate on recommendation on the Fourth Basis for Revenue Sharing

among County Govemments for Financial Years 202512026 to 2029/2030-

(Committee Poper l29A);
8. Any Other Business; and

9. Adjournment and Date of the Next Meeting.

MEETING WITH THE COUNCIL OF

7. Ms. Rose Ometere

8. Mr. James Ngusya

9. Mr. Enock Chelal

The Chairperson welcomed the representatives fiom the Council of Governors (CoG) to

the meeting, and thanked them for honouring Committee's invitation to discuss the critical

matter, recommendation by Commission on Revenue Allocation (CRA) on the Fou(h

Basis for revenue sharing among county governments.
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GOVERNORS (COG) AND NATIONAL
TREASURY AND ECONOMIC PLANNING TO
DELIBERATE ON RECOMMENDATION ON

THE FOURTH BASIS FOR REVENUE SHARING
AMONG COUNTY GOVERNMENTS FOR

FINANCIAL YEARS 2025/2026 TO 202912030-

(COMMITTEE PAPER I29A)

Meetins with the Council of Governors



Upon invitation, the CoG Chairperson for the Technical Committee on F'inance and

Economic Affairs submitted the following-

a) Population Parameter: the application of this parameter will not be uniform across

the 47 counties due to High Court ruling regarding the Population and Housing

Census report for 2019. In this regard. for Garissa, Mandera and Wajir Counties, the

census data for 2009 will be applied. This would alfect allocations based on the

Population Index.

b) Equal Share Parameter: The Council proposed enhancement of the parameter's

weight to 28Yo which they had proposed to CRA during stakeholder engagement.

c) Geographical Size Parameter: There were significant discrepancies in the data

used on geographical size between the 2019 Census data, and the 2009 data, which

would consequently affect allocation to most counties. Further that, the

inconsistencies in land area data had not been adequately explained by the CRA in

their recommendations.

d) Poverty Parameter: The Council submitted that-

i. The index is population-oriented, which implies that counties with larger

populations would ordinarily receive higher allocations.

ii. The significant changes in data date used in the l-hird Basis (which used the

201512016 Kenya Integrated Household Budget Survey) and the Fourth

Basis, may lead to volatility and unstable resource distribution, contradicting

provisions of Article 203(lXt) on need for stable and predictable allocation.

iii. Continued use of the Poverty parameter may become a disincentive for

counties that have been implementing poverty eradication programs.

iv. The multidimensional nature and aspects of poverty have not been

adequately considered over time.

v. Given aforementioned, the effectiveness of the poverty parameter in

addressing economic disparities across all 47 counties may not be a good

proxy for promoting development.

vi. The Council proposed dropping of the poverty parameter.

e) Per Capita Income Distance Parameter - l'he Council submitted that the

parameter was introduced after stakeholders' consultation had been concluded. The

parameter was not subjected to wide scrutiny by stakeholders. Further, the

parameter has not been sufficiently explained and its applicability in the Kenya

Counties context.

f) Cushioning and Stabilisation Factor: This was introduced to ensure that no

county government receives less funding than their allocation in the FY 2024125

during transition from the 3'd to 4m basis fbr revenue sharing among county

governments.

g) The Council submitted the following gcneral comments-

i. Argued the Senate to ensure that no county should receive lower allocation

than allocation received in the FY 202412025 at Ksh.387.425 billion;
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When 4th Basis is applied on county equitable share of Kshs.387 .425 billion,
3l counties will receive lower allocation than when 3'd Basis is applied. thus

the Basis is flawed and discriminatory in nature.

For the 4th Basis to be implemented and to ensure no county gets a lower

allocation, counties must be guaranteed at least Kshs.399.53 billion.
That Basic Equal Share be enhanced to between 26Yo and 28% from the

proposed 22oh.This will serve as an affirmative action to increase allocation

to counties with lowest allocations under the Third Basis.

The Senate should make a determination on population data across counties

in view of the High Court ruling on population data for Garissa, Mandera and

Wajir. Using different data sets on revenue allocation framework would

result in inconsistencies and may prejudice other counties.

Parameter on income distance should be dropped for a more acceptable

parameter or be subjected to a wider stakeholder engagement. Parameter may

disincentivize economic activity since counties with lower economic output

are getting higher allocations. Furlher, the data on income distance parameter

may not be credible.

The Poverly Parameter should be dropped and replaced with measure of
poverty gap so as not be 'rewarding poverty'. The Council stated that use of
the Parameter acts as an incentive for counties to maintain high poverty

levels in order to receive more funds. To promote sustainablc economic

growth and equitable development, the Council urged the adoption of
alternative parameter.

The Council emphasized the need for a fair, transparent, consultative and

efficient Basis for revenue sharing.

The Council expressed concem about quantifring land area in counties

bordered by sea bodies, which affects allocation of resources to these

counties and consequently service delivery.

The Gross County Product Parameter uses average per capita for 2020,2021,

and 2022, which is a measure of market value of final goods and services

produced within 47 counties. However, given different economic activities

across the 47 counties, it may not be appropriate parameter for revenue

allocation. Furthermore, the data used is not the most recent thus, not

credible.

x

The Committee noted that-

a) The Third (3'd) Basis for revenue sharing among county govemments contains a

sector-specific and services parameters like health, agriculture, population, urban

services, road and land. Thus, proposed to retain or continue using the Formula.

b) The Council proposed dropping of the parameters such as Poverty and Income

Distance but did not provide substitutes that would enable the Senate to come up

with a fair, and equitable Basis.

4



c) 'fhe overall submission by the Council failed to provide or recommend alternatives

to the parameters and weights proposed by CRA.

Following deliberations, the Committee resolved that the Council of Govemors should

consult widely, revise their submission and re-submit a comprehensive with altemative

proposals to the recommendation on 4th Basis to the Senate by Wednesday,gth April,2025.

Meetin g with the National Treasu rv and Economic Plannin g

The meeting was informed that the Cabinet Secretary was unable to attend the meeting due

to other official engagements and had requested for rescheduling of the meeting to a later

date. The Committee acceded to CS's request, and resolved that the meeting be rescheduled

to Thursday, lOth April, 2025.

M I N/SEN/SC F &BI I 17 512025 CONSIDERATION OF THE PUBLIC
PROCUREMENT AND ASSET DISPOSAL
(AMENDMENT ) BIL L.2024

MEETING

ourned at p.m. Ncxt meeting shall be by noticeThe meeting adj

SIGNATURE: DArE:.*.(.9.f .(39'5

(cHATRPERSON)
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The Temporary Chairperson called the meeting to order at 9.30 a.m. This was followed by

a word of prayer and followed by a round of introduction.

MIN/SEN/SCF&B/1168/2025 ADOPTIONOFTHEAGENDA

The agenda was adopted after being proposed by Sen. Maureen Tabitha Mutinda, MP, and

seconded by Sen. (Dr.) Boni Khalwale, CBS, MP, as listed below-

l. Prayer;

2. Introduction;

3. Adoption of the Agenda;

4. Confirmation of Minutes of 201't Sitting;

5. Matters arising from the minutes of the previous sittings;

6. Meeting with the KNBS to deliberate on the data requircd in developing the Fourth

Basis flor Revenue Sharing among County Govemments for Financial Years

2025 12026 to 2029 I 2030 - (C o mm it t e e P ape r I 2 9 A) ;

7. Consideration of the Public Procurement and Asset Disposal (Amendment) Bill,
2024 (National Assembly Bills No. 48 of 2024) -(Committee Paper No.l30A);

8. Any Other Business; and

9. Adjoumment and Date of the Next Meeting.

MIN/SEN/SCF&B/I 16912025 MEETING WITH THE KENYA NATIONAL

AMONG COUNTY GOVERNMENTS FOR

FINANCIAL YEARS 202512026 TO 202912030.

TTEE PAPER I29A

Upon invitation, the Director General of Kenya National Bureau of Statistics (KNBS)

responded to the following concerns that were raised regarding the data applied in

developing the Fourth Basis proposal for revenue sharing among county governments-

lmnact of the Hish Court Judsement in Garissa Hi h Court Constitutional Petition

No.4 Of 2020: Hon. Abdullah Bahir Sheikh and 25 Others Vs Kenva National Bureau

of Statistics and 4 Others

a) The judgement was delivered on 28'h lanuary,2025.

b) The Court among others the made following orders-

i. Cancelled the published 2019 population Census date in respect of Mandera

North, Mandera West, Banisa, Lafey, Mandera East and Mandera South

Constituencies; Eldas, Tarbaj, Wajir West, Wajir East and Wajir North

2

MIN/SEN/SCF&B/I16712025 PRELIMINARIES

BUREAU OF STATISTICS TO DELIBERATE ON

THE DATA REOUIRED IN DEVELOPING THE
FOURTH BASIS FOR REVENUE SHARING
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, Constituencies; Balambala, Lagdera, Dadaab and Garissa Township

Constituencies were.

ii. The Court ordered the KNBS to conduct a new mini-population census in the

affected constituencies, where population data was annulled, within one year

from the date of the Judgement.

c) The Bureau consulted the Attomey General who advised the Bureau to appeal and

file an application for stay of execution of the judgement to enable government

agencies and Bureau to rely on the 2019 Census results pending determination of

the appeal. The Bureau filed Notice of appeal on 3'd February,2025.

d) The impact of the High Court decision-

i. The High Court decisions would affect Kenya's population data. High Court

directed that until a mini-census is conducted, counties of Mandera, Wajir,

and Garissa should use 2009 census results and 2019 population data for the

rest of the country. This would result in use of different population data set

resulting in unequal treatment of parts of the country.

ii. Implementation of judgement would affect government at national and

county levels processing including delimitation of boundaries, division of

resources and provision of basic services, irreversible by the success of
appeal.

iii. The implementation of judgement would result in mixture of 2019 and

2025 126 population data.

iv. In the event that the order cancelling the published 2019 Kenya Population

and Housing Census results for Mandera, Wajir, and Garissa is implemented,

the same shall have the effect of cancelling the 2019 census figures for the

entire country as national population data must comprised of enumeration in

all 47 counties derived at the same time.

v. Implementation ofjudgement would prejudice the credibility of the Bureau

as principal agency of the government for collection, collation and

dissemination of official statistics.

Measurement of Moneta rv Poverty in Kenva

a) KNBS conducts Household Budget Surveys to facilitate computation of monetary

and non-monetary indicators lbr monitoring poverty and inequality.

b) In 2005/06 and 2Ol5ll6, KNBS conducted Kenya Integrated Household Budget

Surveys. To address the challenges around the frequency and consistency of
Household Budget Surveys. KNBS initiated a series of Kenya Continuous House

Survey (KCHS) to provide data to support production of annual poverty estimates

for 2019, 2020,2021 and2022.

c) KNBS did not conduct Kenya Continuous House Survey (KCFIS) in2023 and2024

due to budget constraint.

3
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d) Poverty refers to the condition in which an individual or household lacks the

financial resources and access to basic necessities oflife, such as food, clean water,

shelter, healthcare, and education.

e) Data on poverty is applied by CRA in division of revenue, formulation of Medium-

Term Plans (MTPs) and County Integrated Development Plans (CIDPS).

0 KNBS uses a consumption-based welfare indicator, known as the consumption

aggregate, to measure poverty. This is because consumption expenditures are more

stable and less variable than income.

g) Consumption aggregate is obtained from adding food and non-food consumption

expenditures.

h) The adult equivalent scales are used to measure the consumption needs ofhousehold
members.

i) Poverty line- the real total consumption aggregate is subjected to a threshold to

determine the persons who are below the poverty line.
j) KNBS uses two national poverty lines for poverty measurement: the food poverty

line and the overall poverty line.

k) Food poverty line represents level of consumption below which individuals cannot

afford enough food to meet their basic dietary needs. It represents the cost of main

food items consumed in by the reference population to achieve 2,250 kcal per day

per adult equivalent. Separate poverty lines are calculated for rural and urban

population.

l) Overall poverty line is obtained by adding mean value of total non-food

consumption to food poverty line.

Three measures used to estimate and describe poverty-

m) Poverty headcount rate- proportion of the population whose consumption per

adult equivalent is below poverty line. In Kenya, three poverty headcount rates are

estimated-

i. Food poverty headcount rate-proportion ofindividuals or households whose

food consumption per adult equivalent is less than food poverty line, the

'food poverty'

ii. Overall (absolute) poverty headcount rate-proportion of individuals or

households whose food and non-food consumption is less than overall

poverty line.

iii. Hardcore (extreme) poverty headcount rate- captures the proportion of
individuals or households whose total consumption per adult equivalent is

less than food poverty line.

n) Depth of poverty, also known as poverty gaps-This provides on how far off a

household or individual is from poverty line.

o) Severity ofpoverty, also referred to as the squared poverty gap- considers not only

the distance separating the poor from poverty line, but also the inequality amongst

the poor.

4



Overall poverty estimates for Kenya Household Survey 2022 at county level

p) There is a significant variation in overall poverty incidence at the county level

ranging fiom a low of 16.5o/oinNairobi City to a high of 82.7% in Turkana. There

were also notable variations between counties in the ASAL areas and counties in

the rest of the country.

q) Overall poverty incidence is highest in the following seven counties: Turkana

(52.7%), Mandera (72.9%), Samburu (71.9%), Garissa (67.80/o), Tana River

(66.7%),Marsabit (66.1%) and Wajir (64.7%).

r) Overall poverty incidence is lowest in: Nairobi City (16.5%), Kiambu (19.9%),

Kirinyaga (23.1%),Embu(24.3%), Nyeri (26.0%) and Narok (26.2%) counties.

Measurement of the Gross Coun tv Product (GCP) in Kenva

a) Gross County Product (GCP) is the total market value of all new goods and services

produced within a specific county over a given period, typically ayear.lt is a key

indicator used to assess the economic performance of a county.

b) The report is produced annually with a lag of 9 months and data is available from

2013 onwards.

c) GCP report contains data on economic activity at current and constant 2016 prices,

real GCP growth, and GCP per caPita.

d) Countries that compile regional GDP include United States, Canda. United

Kingdom, Germany, India, China, Brazil, Australia, Japan, Mexico, South Korea,

Russia, Argentina and South Africa.

Measurement of County Economic Activity
e) GCP can be estimated using two approaches: bottom-up and top-down methods.

f) The bottom-up method utilizes data on establishments and households' residents in

that region to estimate the gross value added for the county. In the top-down

method, the national estimate is allocated to the counties using distribution keys.

The distribution keys are equivalent to the weight of a county's contribution to an

economic activity.

g) The Bureau adopted the top-down method as the appropriate method to compute

GCP based on the availability data.

Analysis of the Latest GCP Results

h) The report highlights several key points about the disparities across the county

economies-

i) Significant Economic Disparities- There are considerable differences in the

size of counry economies, with Nairobi City standing out by contributing a

disproportionately large share of 27 .5%o.

ii) Other counties like Kiambu, Nakuru, and Mombasa also have notable

contributions of 5.6Yo, 5.2o/o and 4.8% respectively'

iii) Majority of the counties (33) contributed less than 2oh each to the national

Gross Value Addition.

(
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iv) As of2023, Kenya's GDP per capita was Ksh.293,229, up from Ksh.266,473

in 2022. However, there are significant differences among counties, with

some areas surpassing the national average with others lagging behind.

v) Nairobi City leads with a GCP per capita of Ksh.802,3 44, nearly three times

the national average.

vi) Mombasa was second, with a GCP per capita of Ksh.507.337. Other counties

that recorded GCP per capita figures significantly above the national average

include Nakuru (Ksh.334,667), Nyeri (Ksh.317,459), and Lamu

(Ksh.304,024).

The Committee noted or raised the following issues of concem-

a) Poverty indicators like food, access to health, water and education are very volatile.

What is the suitability of using poverty index to share revenue? Should the poverty

index be replaced with Gross County Product?

b) The most comprehensive and thorough household data is from the 2015/2016

Kenya Integrated Household Budget Survey. With the passing of time, how reliable

or relevant is the data in 2025 used to share resources among the county

governments?

c) Each county has its own Gross County Product (GCP), which changes depending

on the economic activity and parameters, not available or similar in all counties. As

a result, GCP data may not be reliable or credible enough to be used in revenue

sharing among counties.

d) In GCP compilation methodology by activity, the Bureau uses data from diflerent

sources. For instance-

i. Agriculture data from Ministry of Agriculture- Crop production, Livestock

population and production, Household consumption from own production

from 2015/16 KIHBS;
ii. Mining and quarrying data-Employment in mining and quarrying activities

from 2015/16 KIHBS;
iii. Manufacturing-production from Monthly Survey of Industrial Production

and Census of Industrial Production, 2017; Employment in manufatcring-

2019 Kenya Continuous Household Survey; and Micro, and small and

Medium Enterprises survey 2016.

iv. Electricity-Administrative data, 20l5ll6 KIFIBS/Kenya, continuous

I-lousehold Survey Programme (KCFISP), distribution by KPLC'

e) The KNBS, is the sole govemment agency or body responsible for collecting,

collating and disseminating or publishing official statistics (custodian of country

statistics) yet it had some shortcoming that impact its operations. The Bureau lacks

adequate financial and personnel resources, with a lean secretariat (494 staffers)

spread across 47 counties, limiting its ability to provide real-time, sufficient.

relevant, scientific data for proper planning at national and county level planning

and decision-making.

!
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l) The Bureau is financially supported by Sweden, the united Kingdom, and the

World Bank in its operations.

g) The Committee questioned 2019 population census data credibility, and suitability

of using the census data in sharing resources among county governments, citing the

High Court nullification of census data for Mandera, Wajir and Garissa counties.

Should the entire country's census be nullified and a new census conducted?

h) There are two types of censuses; de jure and de facto". de iure refers to counting

people based on their usual or legal residence, while de facto counts individuals

based on their location at the time of the census, regardless of their usual

residence. In conducting census, the Bureau uses de faclo method in census while

de jure method in surveys.

i) Mapping is necessary before conducting a census. During the 2019 census, there

was severe drought and insecurity in the Mandera, and movement of people out of
the region. This could have had an impact on the collected data.

j) Data providcd by KNBS is critical in sharing of revenue, thus the data ought to be

timely, accurate, credible, reliable and readily available.

k) 'Ihe KNBS should establish and devolve its f'unctions or services to devolved units

of government. This would enhance counties' capacity to collect accurate, credible

and reliable data for use in planning, decision making and share of revenue.

l) The Bureau plans to conduct the mini- census in Mandera, Wajir, and Garissa as

judgement. However, mapping should be done before beginning the activity.

The Committee resolved that the KNBS should submit in writing responses to the issues

raised on County Gross Product, Poverty and the population census by 8e April, 2025.

Further, that the Committee and KNBS should hold a one-day retreat to brainstorm on the

decentralising its services to the counties and promotion of the role of counties in statistics.

M IN/SEN/SCF& B/I 17 O /2025 CONSIDERATION OF THE PUBLIC
PROCUREMENT AND ASSET DISPOSAL
(AMENDMENT) BILL. 2024 (NATIONAL

ASSEMI}LY BILLS NO 48 0F 2024)

This agenda item was deferred to the subsequent meeting

The meeting adj

SIGNATURE:

NIIiETING

ourned at I m. Next meeting shall be by notice

DATE:.. [oeae

SEN.(CAPT.) ALI IBRAHIM ROBA, EGH, MP
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4. Commissioner Jonas Kuko
5. Commissioner Dr. Isabel Waiyaki

6. Ms. Lineth Oyugi

7. Mr. Renny Mutahi

8. Ms. Keziah Njeri

MIN/SEN/SCF&B/I 157/2025 PRELIMINARIES

The Vice-Chairperson called the meeting to order at2.05 p.m. This was followed by a word

ofprayer, and a round ofintroduction.

MIN/SEN/SCF&B/II58/2025 ADOPTIONOFTHE AGENDA

The agenda was adopted after being proposed by Sen. (Dr.) Boni Khalwale, CBS, MP and

seconded by Sen. Mariam Sheikh, MP.

MIN/SEN/SCF&B/ II59I2O25 MEETING WITH THE CRA TO DELIBERATE
ON THE PROPOSED FOURTH BASIS FOR

SHARING REVENUE AMONG COUNTY
GOVERNMENTS

Upon invitation, the Commission led by the Vice Chairperson informed the Committee as

follows concerning the Recommendation for the Fourth Basis for sharing revenue among

counties-

a) The proposed Fourth Basis is expected to share revenue from FY 2025/2026 - FY

202912030. The Basis contains five (5) parameters: Population-42o2, Equal share-

22o/o, Geographical Size-9o/o but capped at l|yo, Povefi-l4o/o, and Income

Distance-13%.

b) The Income Distance parameter is determined by difference between Nairobi City

County per capita Gross County Product (GCP) and respective county per capita

GCP. The GCP applied is the average of the county's GCP for 2020,2021 and2022.

c) To ensure the principle of holding counties harmless was sustained, the Commission

introduced a stabilization factor.

d) The data on population was as per 2019 population census, However, following a

High Court Judgement, the population in some constituencies in Garissa, Wajir and

Mandera counties were to apply 2009 population census.

e) In the previous basis, the proposed geographical size used to be called land area,

however, in order to ensure it covers even water masses, the name of the parameter

was changed.

0 The shift lrom third basis was due to issues raised by most of stakeholders who

noted the usage of a number of parameters/ measures that are population based like

agricuhure, urban services, roads and health.

2
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Following deliberations-

a) Commissioner Benedict Muasya Mutiso, indicate that though the Commission

had made a decision and submitted the recommendation to the Senate, he had

reservation in that-

i) The application of income distance in the basis was similar to poverty;

ii) The public participation conduct was on use of GCP as a parameter but

not income distance.

iii) Though he did not have a dissenting report, the use of poverty and

income distance ought to have been thoroughly thought through and a

better approach adoPted.

b) the Commission indicated that it was open for discussions and deliberations

during the development of the Basis which the Senate may approve. However,

the recommendation submitted was the best for it ensured, no county would get

less allocation that what was allocated in financial year 2024125. Further, that-

i) Should the counfy equitable share for FY 2025126 be less than ksh.400

billion, the basis as recommended would not be applicable.

ii) Some parameters applied in the Third basis such as health did have

very credible data and could not be adopted for the fourth basis.

iii) In determining income distance, Nairobi city county was selected

because it had the highest per capita GCP. Then, for the formula to

work, it was assigned the Mombasa County index.

c) The Committee noted-

i) That the past 3 basis parameter on land was assigned a weight of 8%

but the recommendation under consideration it had been assigned 9010.

ii) The most recent data ought to be applied, however following the High

Court Judgement, the population numbers of the affected counties will
have to be changed in adherence to the Judgement.

iii) The parameter on poverty should be discouraged since it may amount

to encouraging and promoting under development. The parameter

ought to focus on the counties that have been able to improve the

condition of its residents.

iv) The data used by the Commission should be availed to assist the

Committee in scrutinizing the recommendation as submitted'

v) Any data that shoutd be applied should be the most recent data

available.

d) The Committee resolved-

i) The CRA to submit the data applied in developing the recommendation;

ii) To invite the Kenya National Bureau of Statistics to a meeting to

deliberate on, among others, -

3
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- the impact of the High Court Judgement in Case No. KEHC 3212

on the 2019 Census;

- the measurement of poverty levels; and

- the measurement of CounW Gross Product.

iii) Pursuant to Anicle 217(2)(c) and (d) to invitc CoG and The Cabinct

Secretary to a meeting to deliberate on thc proposed Basis. Further"

request for submission of written memorandum from other stakeholders.

MIN/SEN/SCF&B/I 160/2025 ADJORNMENT AND THE DATE OF THE NEXT
MEETING

1'he meeting adjourned at 5.58 p.m. Next meeting will be by Notice.

SIGNATURE DArE: .ua.L-..Ylp"or
SEN. (CAPT.) ALI IBRAHIM ROBA, EGH, MP

(cHATRPERSON)
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THTRTEENTH PARLIAMEl{T ! FOURTH SESSION

THE SENATE

Ar cla 217(11 of the constitution provides that once every tive years. the senate shall. by resolution, determine the

Laiis ioi airo'c"tin6 
"mong 

the counties ihe st ire ofnatioiral ,evenue that is annually allocated to thB county level of

Bovsrnmsnt.

Pursuant to Articls 216[l] of the Constitution, the Commission on Revenue Allocation submitted to the Senat8 its

,""o-r."nJ"tion 
"n 

thir iourth basis ioi revenua sharing among county Sovornments. The rscomm'ndation was

i;i;i;1i;a;".i; r" Wednesday, t2b February. 2025 a;d th€re;ftor stood committed to the Standing committee

;; f.i;;;;;;rJ iil;"i to ia"ititatd prUtt p"rticipition ana to take lnto account the views and rgcommandations o{

the public when making its report to the S8nats.

The recommsndation of the commission on Revenue Allocation on ths fourth basis for revenue sharing amonS county

;;;;;;i;f, Fi;; ic\atyears2o25/2026 to 2029/2030 is based on thetolowtng obiectives and parameters-

ln accordance with the provisions of Articlss ll8(lJ[bJ and 2.|7[2)(d] of ths constitution, ths standinS committeo on

il"r.'* 
""Jgrai;t 

,ow tnvites interesied ,".i6i"tt tt'" pr-tlii to submit any represontations that thoy mav have

on the recommsndation by way ofwritten memoranda.

The memoranda may bs submitted to tho Clerk of the Senate, P.0.8ox 41842-00100, Nairobl. hand-doliversd to the office

.iir,"-Ci"ir ,iit 
" 

i'"n"t", U"in p.rti"r.ni eritOrns", Nalrobl or emalled to detktslaHe4 !4q4!4qE and copied

i; ii^;;;r;8"i;;m.senate@partiament.go.ke tJbe received on or before T;urdry.3d Aerll.2025.t 5.m p.m'

The full tert of ths r8commendstion may be accessed on the Parllam8nt website at htto://www oarliament.qo.kel

the-senate/house-business/Dapers-laid,

l. M. NYEGENYE, CBS,

SLEJILO-I ITE-ST-NAT!,

Oblsctlvo Param6tor A!3ltnod wslSht [0]61

I To share revenue equitably to facilitate s8rvlce de livery Population 42

Equalshare 22

GeoBraphical sizB I
2 To share levenue equitably to addrsss sconomic djsparities

and promoto develoPment

Poverty 14

lncome distance l3

Total to0

REPUBLlC OF I(ENYA

II{VITATIO]I FOR SUBMISSIOil OF MEMORAI{DA

RECOMI'EI{DATIOII OlITHE FOURTH BASTS FOR REVET{UE SHARII{G

Allollc cout{TY GoVER}ltlEl{TS
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Dear -e-dtc-'
RE:RECOMMENDATIONSONTHEFOURTHBASISFORSHARINGREVENIJE

AMONG COT'NTY GOVERNMENTS

Reference is made to letter Ref: SEN/DSEC/f'&8a0251029(a) dated 4rr April 2025, from the

Clerk of Senate communicating the resolutions of the Senate Standing Committee on Financc

and Budget and also inviting the Cabinet Secretary for the National Treasury and Economic

Planning to a meeting to deliberate on the Final Fourth Basis forsharing revenue among County

Governments.

The National Treasury has reviewed the recommendations on the Final Fourth Basis for

Revenue Sharing among County Governments for the financial yeats 2025126 to 2029130 as

submitted by the Commission on Revenue Allocation (CRA), and wishes to make the following

observations:

l. Basis For Equitable Sharing ofRevcnue smong Counti€s

Article 216(l) of the Constitution mandates the CRA to make recommendations concerning the

basis for equitable sharing ofrevenue raised by the National Government, between theNational

Govemment and County Governments and among the County Govemments. In so doing, the

Constitution requires that the Commission promotes and give effect to the criteria set out in

Article 203 (l). Article 217 requires that oncc every five years Parliament shall detcrmine the

basis for allocating among County Govcmments the share of nationally raised revenue.

Table I below summarises the allocated weights in the First, Second, Third Basis and proposed

Fourth Basis for Revenue sharing.

Table l: Framework on the l"t,2nd, 3d and 4rh Fourth Basis for Revenue Sharing

VNo. lndicitor of Erpenditure First Second Third Basis Fourth Basis

CJ
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Necd Basis

weights (7o)

(FYs
20t3fi4
20t6n7)

lBasis
weights (%)
( Fys
20t7n8-
2019n0)

weights (%)
(FYs
2020u-
2024n5)

weights (o/")
( fYs 7025{26
2029E,0)

(Proposed)

I l[ealth indcx t7
2 Agricultural index IO
J 45 45 t8

Urban services index
5

5 Basic shale index 25 26 20 22
Land area./ Geographical Size
index 8 s 3 9

1 Rural access index/ Roads
lndex 8

8. Poverty head count index 20 t8 l4 t4
Per Capita Income Distarrcc

t3
t0 Fiscal Effort 2 2

Development Factor I

TOTAL t00 t00 t00
Source: Comm ission on Revenue Allocation

The Firsl and Second basis airned to achieve three primary objectives based on Article 203 of
the Constitutionr narnely

provide adequate funding to ensure county Govemments have adequate funds toprovide assigned functions;
correct for economic disparities and minimize the development gap between counties
in the provision ofservices, and;
stimulate economic optimizrtion and incentivize county covernments to optimize
capacity to raise revenue.

Further, the Third Basis sought to achieve two objectives namely:

i. to enhance equitable service delivery
i i. to promote balanced devclopment

2. Proposed 4,r Basis for Revcnue Allocation

The Fourth Generation Basis recommendation proposed by cRA aims to achieve two objectives
namely: (i) share revenue equitably to facilitate service derivery in counties and; ( ii; To address
economic disparities to promote development. Tabre 2 summarises proposed parameters in the
fourth Basis for revenue sharing namery popuration (42 percent), basic share (22 percent ),geographicar size (9 percent), per cepita Income Distancc (13 percent), and poverty (r4
percent).

Table 2: Framework on the Fourth Basis for Revenue Sharing
Objective P, ram eter Assigned Weight

Population 42
Basic Share 22

are revenues equirably to facilitate scrvice deliveryTo sh

ical size 9
Povcrty l4

Population index
42

4

6

9.

I t.

100

I
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Arsigned W.ightPe ram eterObjective

l3Per Capita Income
Distance

To share revcnue equitablY to economlcaddress

disparities and pro mote development
100Total

Sowce: Commission on Revenue Allocalion

Taking notc ofthe parameters in the proposed fourth Basis, we observe that there is a shift in

focus from the sectoral approach toward s equily and inclusivity'

3. Rccommendations of the Nationrl Treasury on Thc Proposed Fourth Basis For Rcvenue

Sharing

UponreviewoftheproposedFourthBasisbasedontheParametersandwcightssubmitted
above, the National Treasury wishes to make the foltowing observations:-'

Holding Counties at the minimum base allocation

ruur" i u"roi, .r,ows a simulation ofaltocations to Counties based on the fourth Basis in comparison

with allaations to Counties in FY 2024125 basxd onthe third Basis

Table 3 : - Anatysis of 4tt Basis in allocating Ksh.405 bitlion to 47 counties in FY 2025126

com red ations in FY 2024n5alloc
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Use of Sarbilization Factor:
To ensure thar no county roses on the amount ofequitabre shar€ arocated in Fy 2025D6, the fourthbasis formulae propose an inbuilt stabilization f"ctor. tt is not ctear how the respective indicesattributed to this factor are arrived.at to ascertain its oblectivity. tt shourd, horvever, be noted thatall county Governments are gaining on apprication of the fin"r a*ocation factor of the Fou(hBasis, ro the proposed equitabre share orxsn.'ms,o ci,iri,i; i^rozs/26 financial yea , iiirt,"

i0 Enhancemcnt offiscal caplcity and efficiency ofCounty governments
There is a need to include fiscal prudence rnd fiscal effort indexes as parameters to the fourthBasis to promote and give effect to the criteria set out in arti.t" zo:1r 1(e) on enhancement offiscarcapacity and efficiency of county governments. This is meant to incentivize counties to colcctmore revenue and to promote efficiency in utilization of public funds. This ritr atro r"au"" ora,reliance on National Government for equitable share. The decline in grorvth ofthe nationally raisedrevenues will require that county goverrunents ale incentivised to raise theiro*n sourc. neinres tosnlaM entrenching fiscal prudence as a stratery for promoting frscal sustainability.

iiD Increase percentrge ofthe Brsic Shrrc Index
The percentage ofthe Basic shate index should be increased to ensurc all counties have sufTicientresources to provide basic services to its population i.e. cautionary allocations. This is mcanr toensure that eve, though some counties score row on oit 

", 
0"r",n",",r, they have adequate al0cationsto provide basic services. This..incrcase.torrJ'.rrrr."urrance with other parameters with theobjective ofachieving a better allocation from it" u*-J"i,tr. third generation across all counties. Astmulation of the proposed fourth_basis *ittia nitffi,ij b*i" .h"r. ,.rurts in better. alrocation andthe nurnber with less allocatron compared to third basis also reduces.

iv) Use of updeted deta sources on poverty
Povcrty index has been assign_ed a. weight of l4 percent in the Fourth Basis. The parameter uscspoverty headcountwhich is.definea as airoportio,ioffi,: p.opre in"county u^"ionit. r.ny.Povertv Reporr 2e22 bv r.ny" tt"tioni-drr*r'#i"irr,r.s (KNBS). Noring rhar this arocationis the same as r4 percent a[ocated r;;;;;;.d b;;, 

""'i,ro, has been provided to ilustrate theshift in the spatial dimensions ofpoverty ou.riirn!.'-' 
"- "

v) Linking County Erpenditures to the expected outcome
we recommend use of Sectoral based rcvenue atlocation should include a Development Index thatcorsolidates all fourteen county functions i*lt" ri"ii'schedure of the constrtution) into oneindex. Furrher.county expenditures rt oria'u" llir*ai"',t 

" 
outcome thercfore there is need toretocus allocation towar* outcome_U*.a p"rfor*"n.J.'- 
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vii) Per Capita Income Dislance factor

CRA has applied the per crpita income distance parameter which uses the Cross County Product

(GCP) to allocate resources among county governmenS. In their definition, CRA aven that it
provides a monetary measure of the market value of all the final goods and services poduced

within each of the 47 counties and therefore is a good proxy of the tax capacity of county

govemments computed using three -year average GCP per capita for 2 020,2021,2022 and assigned

a weight of 13 percent. Preliminary assessment by the National Treasury rcveals that this factor

does not reward Counties contributing highly to the National GDP, but rather rewards munties

with less contribution towards the country's economic growth. For instance, under that factor:

Nairobi is getting 1.09, Mombasa- 1.09, Nakuru- 1.83, Kiambu- 1.81 and Kisumu is 1.90; while

Mandera is 2.82, Lamu- t.84, Isiolo- 2.45, Homa Bay- 2.38, Kirinyaga-l-93, Nyeri 1.65..'. ctc.

Thus, the definition ofthe factor being the contribution to glowlh by counties is not demonstrated

in the rcward by the factor. The resultant indices ofthe formulae hence applied the inverse of its

objective. Ifthe assumption, when your ccP is higher, then you are bound to have more oSR and

thus your equitabte share being an inverse ofyour contribution to national GDP, then ougtrt to be

explained. Secondly, ifthat is the assumptior! CRA ought to explain what Fiscal efforts are being

applied by respective counties to optimize their OSR including enhancing cconomic activities in

all counties.

Further, the formula used in computation for that factor indices uses Nairobi GCP as a refercnce

point and further assumably assigns Nairobi County the least income distance index of Mombasa

without any explanation. There is need to clarify what informed this selection.

Yours

HON. FCPA. JOHN MBADI NG'ONGO, EGH.

CABINET SECRETARY

viii) Impsct studies on previous par.meters b inform future proposels on revenue sharing

The National Treasury recommends the Cornmission canies out impact assessment on prcvious

revenue sharing basis before to inform future revenue sharing proposals. This will clearly explain

the rationale and justification for discontinuing some parameters and introducing others.

The purpose of this letter, therefore, is to ficrward to you our recommendations on the Fourth

Basis for Revenue sharing for your consideration and necessary action.

Page 5 of 5

vi) Calibration of weights on land area

The Land size parameter has been allocated 9 percent weight in the fourth basis, an increase of
one percent from the allocation in the third basis. There is need to calibrate the weights on land

area to avoid disadvantaging Counties with significantly smaller land sizes despite having higher

populations. Based on the simulation in Table 3, Counties with smaller land sizes have emerged as

the largest net losers comparcd to counties with larger land mass.
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COUNCIL OF GOVERNORS SUBMISSION TO SENATE ON THE PROPOSED FOURTH BASIS FOR

REVENUE SHARING AMONG COUNTY GOVERNMENTS

r.o. INTRODUCTION

The Council of Governors acknowledges receipt of an invitation by the Senate to submit

views on the proposed Fourth Basis for Revenue Sharing among County governments

pursuant to Article zr7 (z)(c) of the Constitution. The Constitution requires that: "ln
determining the basis of revenue sharing, the Senate sholl consult the County Governors,

the Cabinet Secretory responsible for finonce and any organisotion of county

government." ln fulfilment of this provision of the Constitution, the Council has reviewed

the Fourth Basis for Revenue Sharing among County Governments as recommended by

the Commission on Revenue of Allocation (CRA) and submits its views as hereinbelow.

2.o. REVIEW OF THE FOURTH BASIS FOR REVENUE SHARING AMONG COUNTIES

The recommended framework for sharing revenue among the county governments has two

ob jectives namely:

r. To share revenues equitably to facilitate service delivery which has three parameters

under it; Basic Share, Population and Geographical Size/Land Area.

z. To address economic disparities to promote development which has two parameters;

Poverty and per capita income distance.

The proposed basis is as summarised in the table below'

Table t: Summary of the recommended fourth basis for revenue sharing'

Obiective Parameter Assi d welght (z)

r. To share revenues equitablY to
facilitate service delivery

z. To share revenue equitably to
address economic disparities and
promote development
TOTAL

Source: CRA

Population
Equal Share

Geographical Size

Poverty
Per Capita lncome Distance

42
)2

9
't4

13

10()

The aggregate Allocation Framework for the Fourth Basis is summarised as below:

County Allocationi = (o.42*Population lndex+ o.zz* Equal Share lndexi + o.t4*Poverty

lndexi + o.og*Geographical Size lndexi + o.t)*tncome Distance lndex) * Stobilisdtion

Factori

1

I



couNCll of 60vERNoRs

The proposed fourth basis is almost similar to the first and second bases in terms of the
parameters used and a departure from the third basis which had taken a sector approach as

shown in tables z and 3 below. The parameters on Health Services, Agriculture Services, Urban
Service and Roads have therefore been dropped in coming up with the 4th basis.

Table z : First and Second bases for revenue sharing among Counties

No. Parameter

t. Population
z. Basic Equal Share

). Poverty

4. Land Area

5. FiscalResponsibility
6. Development Factor

TOTAL

Source: CRA

z. To promote balanced
development

Weight (First Basis)

45%

25%

207"

8%

27"

Weight (Second Basis)

45%

267"

t8i6

8%

'rq-

i7"

100%

Assigned
weight
177"

10%

18i(
)r"
20i",

8%

8%

142
100%

Table 3: Third Basis for Revenue Sharing Among County Governments

Obiective Parameter lndicator of
Expenditure Need

Health indext. To enhance service Health services
delivery

Agriculture services

Population
Urban service
Basic Share
Land

Roads
Poverty level

tooy"

Rural Access index
Poverty head count index

Total
5ource: CRA

2,1.

a)

Comments on the Parameters used in the Fourth Basis

Population Parameter - The population parameter has the highest assigned weight of
4z%based on the Kenya Population and Housing Census of zot9.
Comments:

o The weight assigned on population in the 4th basis is higher than the weight in the
third basis (t82) and slightly lower than the weight assigned in the first two bases
(csz).

2

Agricultural index
Population index
Urban services index
Basic share index
Land a rea index
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a

a

b) Equal Share Parameter - The parameter has the second highest assigned weight of zz%

Comments:

This parameter was assigned 25%,2624 and zo% weight in the first, second, and

third basis respectively.

The Council had proposed for enhancement of the parameter's weight to at least

z8Z during the stakeholders' engagement.

However, this was not fully considered by the CRA as it was enhanced by only z%

from the third basis's assigned weight.

d) poverty Parameter - The parameter has been assigned a weight of t4% and is based on

the Kenya Poverty Report of zozz by KNBS which is the latest data on poverty.

Comments:
o poverty levels are based on three different poverty indices; the poverty

headcount index, the Poverty severity index, and the poverty gap index.

e The poverty parameter in the 4th basis uses the Poverty Head County lndex (that

is, the proportion of people living below the poverty line in the county).

. This lndex is still population oriented as opposed to the other two and as such

counties with higher populations would ordinarily get higher allocations.

a

a

a

However, the application of this Parameter will not be uniform across the 47

Counties in light of the High Court ruling regarding the Population and Housing

Census report of 2019 for Carissa, Mandera and Waiir Counties'

For the three Counties, the census data of zoog will be applied, and this will affect

their respective allocations based on the Population lndex.

c) Geographical Size Parameter - This is the county's proportion of the total geographical

size of the Country and has been assigned a weight of 9% with the index capped at 1oU.

Comments:
o There are significant differences on the data used on geographical size (zot9

Census data) affecting most Counties and consequently their allocation. (See

footnote').
r The inconsistency in the land area data between zoog and 2o19 has not been

explained by CRA in their recommendation'

I The data used on geographical size is different from the data used in the previous bases and as such there are

significant changes in most Counties with some having an increased land area while others are shrinking. For example,

with the new data, Garissa County's size has increased by 561 KMso while Tana River County's size has reduced by 487

KMsa. tn total the total land area of the territory of Kenya has reduced by 431KM'q from 581,307 KMq to 580,877KM'c.

The data differences on geographical size by County is as per Annex 2.

3
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o

a

a

a

e) Per Capita lncome Distance - This parameter uses the proportion of the three-year
average 6ross County Product (GCP) per capita for 2o20, 2o21 and zozz and is assigned a

weight of t3%. The 6CP provides a monetary measure of the market value of all the final
goods and services produced within each of the 47 counties. The income distance is

obtained by subtracting the other Counties'6CP from Nairobi City County which has the
highest. For purposes of this parameter Nairobi City County has been assigned the
second highest GCP value, that is, Mombasa County's GCP.

Comments:
o The parameter was introduced after stakeholders' consultation had been

concluded. lt was therefore not subjected to wide scrutiny by stakeholders before
its introduction.

o Further, the parameter has not been sufficiently explained adequately on the
rationale and its applicability in the Kenya Counties context.

f) Cushioning and Stabilisation Factor - The basis has an inbuilt stabilisation factor to
ensure no county government loses or gets less than what they were allocated in
financial y ear zoz4l 25.

Comments:
o lntroduction

continuity in

basis.

of this factor provides a financial safety net that guarantees
county operations regardless of changes introduced by the new

4

The significant changes in the data used in the 3,d basis (zo15/zo16 Kenya
lntegrated Household Budget Survey (KIHBS)) and the 4th basis point to high
volatility and could lead to an unstable resource allocation criterion which is

against the provisions of Article zo3 (r)(i) on the need for stable and predictable
allocation.

The constant use of the poverty parameter on revenue allocation may become a

disincentive for Counties that have been allocating resources to and
implementing poverty eradication programs.

The multidimensional nature and aspects of poverty have not been considered
over time.

Due to the issues highlighted above, the poverty parameter may no longer be a
good proxy for promoting development across the 47 Counties or come close to
addressing economic disparities.
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a This willalso ensure there are no funding challenges related to the transition from

the 3'd to 4th basis of allocation.

2,2, General Comments on the proposed Fourth Basis

r. On the generat transition from the 3'd basis to the 4th basis, NO County will receive lower

allocations than the current FY's(zoz4lz5 based on Kshs.387.4z5 billion)

2.. However, when the 4th basis is applied on the recommended allocation of Kshs.4t7.4z.5

billion (by CRA), a total of 3r Counties will receive lower amounts of equitable share than

when the Jd basis is applied on the same amount. t6 Counties will receive a higher

allocation. (See Annex r below).

3. Without the cushioning factor and if run on the FY zoz4lz5 allocation, zt Counties could

lose a cumulative amount of Kshs.tz.to6 billion.

4. For the basis to be implemented without any County losing, the allocation to Counties

must be guaranteed at least Kshs.399.S3 billion.

5. Counties must therefore be guaranteed that the allocation for the next FY has to be more

than Kshs.399.53 billion.

l.o. COUNCIL OF GOVERNORS RECOMMENDATIONS FOR THE FOURTH BASIS FOR REVENUE

SHARING AMONG COUNTY GOVERNMENTS

premised on the above observations and further by the need to ensure resource allocation

responds to the principles of equity in terms of socio-economic development, the Council of

6overnors, on behalf of the 47 County governments, recommends that in determining the

Fourth Basis for Revenue Sharing among County Governments, the Senate considers the

following:

t. THAT in any case and upon implementation of the new allocation criteria, NO County shall

receive less than the allocation it received in the FY zoz4lz5.

Rationale
Cognizant of the fact that the revenue sharing framework should not destabilize

functionality of county governments, the allocation of revenue should be incremental.

This is in line with the provisions of Article zo3(d) and (j) that require the criteria to

consider the need to ensure that county governments can perform functions allocated

to them and the desirability of stable and predictable allocations of revenue. Consistent

and predictable growth of equitable share transfers is essential to enable county

governments to manage the growing demand and increasing costs of service delivery.
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2. THAT the Basic Equal Share be enhanced to at least between z6% and z8% from the
proposed zz%.

Rationale
To a great extent, the number of expenditures on running of government, establishment
of administrative and governance structures is similar for all county governments.
Currently, personnel emoluments and the cost of operation and maintenance within the
counties have gone up. This calls for an upward review of the basic share to guarantee a
minimum funding to ensure county governments can maintain and operate optimally and
continue delivering services irrespective of their population and geographical sizes.

Secondly, this will serve as an affirmative action pursuant to Article zo3 (r)(h) to increase

allocation to the counties with the lowest allocations under the third basis to bring them
to the level of those with higher allocations, as far as possible. The Counties with a higher
allocation have had a fair advantage and have since advanced from setting up basic
structures to largely being service delivery and development oriented. lf the current
allocation basis is maintained there is a potential to widen the gap in socio-economic
development and in the long run create inequity which was not the obiect of devolution
nor the revenue allocation criteria.

Rationa le

Using different data sets on the revenue allocation framework poses a risk of being
inconsistent with the other Counties and inaccuracy by using outdated data. This may
prejudice other Counties and lead to unpredictability in revenue allocation.

4. THAT the parameter on income distance to be elaborated and subjected to a wider
stakeholder engagement or dropped for a more widely acceptable parameter.

Rationale
The parameter may disincentivize economic activity since the Counties with lower
economic output are getting significantly higher allocations. ln the long run it will further
compound income and productivity inequalities.

6
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3. THAT the Senate decides on the application of the population data across Counties due
to the emerging issue on the Court ruling on population of Garissa, Mandera and Wajir
Counties.



couxctL of covERNoRs

Secondly, the data on the income distance parameter may not be credible since it hasn't

been subjected to stakeholders and the fact that it is a new introduction. There is also no

explanation on how and why the parameter was introduced or its application on the

fram ewo rk.

5. THAT the Fourth Basis for Revenue Sharing should be based on scientific, evidence-based

data only on various parameters to ensure fairness and national acceptability.

Rationale

Whereas the Kenya National Bureau of Statistics (KNBS) is the official custodian of

national data and the County governments the custodians of County data, some of the

data sets used in the various parameters are not statistically sound or credible. For

example, the parameter on lncome Distance used 6CP data that has not been sublected

to Counties validation; the data on poverty is highly volatile which could lead to instability

in the revenue allocation framework; the data on geographical size has also significantly

changed between zoog and 2o19 without explanation. These data gaps will in turn

destabilize the revenue allocation framework casting doubt on the credibility of the data

source and consequent application to revenue allocation. The CRA should ensure the use

of comprehensive, accurate and timely data, including robust consultation with counties

to validate the data before its use.

6. THAT The Poverty Parameter should take into consideration measure of poverty gap

changes so as not to be'rewarding poverty'and instead incentivize production and

economic activities geared towards poverty eradication.

Rationale
The use of poverty head count index in the poverty parameter does not take into account

the multidimensional nature of poverty and also the changes that have taken place over

the period it has been in application. Counties that have put in place measures to address

poverty are being unfairly being denied resources to do develoPment. For equity in

revenue allocation, there ought to be balance in incentivizing Poverty eradication and

closing the poverty gap.

1
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4.o. CONCLUSION

The Council of Governors emphasizes the importance of a fair, transparent, and efficient
fourth basis for revenue sharing. The basis should support equitable development across
the Counties, address regional disparities (economic, geographical and demographic),
enhance service delivery to citizens, and incentivize good governance. We look forward
to continually collaborating with the Senate to ensure that the new basis reflects the
diverse needs, capacities and aspirations of all counties in Kenya.

ANNEX I: COMPARISON OF COUNTIES ALLOCATIONS BETWEEN THE THIRD BASIS AND THE

FOURTH BASIS FOR FY zoz5lz6t BASED ON CRA'S RECOMMENDATTON OF KSHS.4r7.4z5 B.
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Annex z: Differences in land area data between zoog and zotg
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26 Nyandarua 6,]94 6,2o2 192

27 Kiambu r3,u 85 13,o94 -191

z8 Embu 5,791 5,616 -175

29 West Pokot 7,o70 '77
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.NOTE5{'

The land area data used in the previous bases including the third basis is that of 2009

The data used rn the fourth basis is that of 2019

Both data sets are from KNBS population and household census reports of 2009 and 2019

However, there are significant changes in land area that needs qualification before it can be applied

Counties whose tand area has reduced going by the 2009 & 2019 data

counties whose tand area has increased going by the 2009 & 2019 data

l:+r\ /-H

-436.658o,875.558r,313.1TOTAL

11

Busia 1, 174.4 I r,696.3 56r.g
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A. lntroduction and Background

IMPACT O}-THE HI(;H COI.JRT.ITIDGENIENT IN GARISSA IIIGH COT]R'I
(IONSTITITT'IONAL PETITION NO. { OF 2020: HON. Al}DtILLAH I}ASHIR StlIllKH

& 25 OTHERS VS KEN}'A NATIONAL BUREAIjOF STATISTI(]S & { OTHERS

The publication of the 2Ol9 Census Report by the Bureau occasioned the
institurtior, of seven (7) petitions challenging the published results for Mandera
East, Mandera West, Banisa, Lafey, Mandera North, Manderu South, Balambala,
Lagderu, Dadaab, Garissa Township, Eldas, Tarbaj, Wajir West, Wajir East atrd

Wajir North Sub-Counties. The petitiotrs were:

i. Nairobi High Court Petition No. 102 of 2O2O: County Government of
Mandera -Vs- Kenya National Bureau of Statistics & 3 Others;

1l Nairobi High Court Petition No. 103 of ZO20: Hon. Abdullah Bashir
Sheikh & 5 Others -Vs- Kenya National Bureau of Statistics & 3 Others;

111 Nairobi High Court Petition No. IOG of 2O2O: Hon. Adan Keynan

Wehlitye & 4 Others -Vs- Kenya National Bureau of Statistics & 3 Others;

lv. Nairobi High Court Petition No. 107 of 2O2O: County Goveruntent of
Wajir -Vs- Kenya National Bureau of Statistics & 3 Others;

Nairobi High Court Petition No. I 10 Of 2O2O: Hon. Abdi Omar Shurie &
3 Others -Vs- Kenya National Bureau of Statistics & 3 Others;

\/1 Nairobi High Court Petition No. I I7 of 2O2O: County Governtrrent of
Garissa -Vs- Kenya National lJureatt of Statistics & 3 Others;

vll. Garissa High Court Petition No. ll of 2OZ0: Abdulahi Mohamed Katryare

& 3 Others -vs- Kenya Natiorral Bureau of Statistics & 3 Others.

The said petitions were consolidated to High Court Petition No. 4 of 2O2O, Hon.
Abdullahi Bashir Sheikh & 24 others v. Kenya National Bureau of Statistics & 4
others, and transferred to the High Court at Garissa. The cotrsolidated petition was

heard by way of uiua voce evidence and concluded on 14th October, 2024.

t3
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Judgenrerrt was delivered on 28tt January, 2025 whereby the Court (Horr. Mr.
Justice J.N. Onyiego) rtrade the followin5i findings: -

i) The Burcau argaes that the Petitioners werc granted access to the sewer, yet
the report by the Deputy Registrar rcveals the opposite. By mercly causing the
scrutiny tean to sit in the boadrcorn wherc therc was no server and then print
for them a one-page disputed census rcWrt which they alrcady had is a hiSh
degee of disrcspect to the Court order.

ii) The Buteau's claim that if therc was disobedience to the orders the Petitioners
should have fild a contempt application is neither hete nor therc. To the
contuary, they should have gone ahead to prosecute their intended Appeal
challenging the scrutiny order if indeed they werc aggrieved.

iii) For the above statd rcasons, it is my finding that therc was no scrutiny exercise
conducted as Wr the Court order and that the Burcau deliberately and
willingly frustrated the prccess hence therc was non-compliance.

u) Hauing held that the Burcau's tefusal to allow access to the seryer and the
census deuices attracts an adverse inference, it is my finding that the
allegations made by the Petitioners have not been debunked sufficiently.

ui) Hauing considercd the drastic decrcase or decimal inctease in population in
the affected areas and considering that the gounds aduanced for the drastic
decrcase does not tesonate with the hend in population grcwth in the sarue

rcgion, and further taking into account that the Burcau failed to allow scrutiny
to take placer l atn Ieft with no choice but to find that the 2O19 enumerated
rcsults for the affected areas was incotrect and thercforc not legitimate hence
not suitable for use by anygovernment department for putposes of executing
their respective statutory and constifutional mandate.

2lPage
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iu) The objective in ordering for scrutiny was to verify the alleged dircrcpancy in
the figarcs published which according to the Petitioners werc inordinately
manipulated taking into account the prcvailing factors like the 2OO9 census as

the baseline; high fertility ratel low lotowledge in family planning; high level
of polygamy and consistent upward trend of population grcwth since
independence besides their independent sources of information although not
ascertainable.



It is true that the prayer for structural intetdict to fu made was not pleaded or .

prayed for. However, the prayer to cancel the disputed census rcsults is contained
in the prayer for a certiorari order to quash the impugned rcsults. As to the failurc
to specifically plead for a structural intetdict orde4 the same is catercd for in the
omnibus prayer for the Court to issue anyother relief it may deem fit

Consequently, the Court nrade, ar11orLg other orders, the followinp; at paragraphs
186 -

The published rcsults in Volume I of 2O19 Ken.ya Population and
Housing Census in rcspect of Mandera North, Mzutdera West, Banisa,

L,afey, Mandera East and Mandera South sub-counties (constituencies),

Eldas, Tarbaj, Wajir West, Wajir East and Wajir Nofih sub-counfies
(constituencies), Balambala, Lagdera, Dadaab and Garissa Township sub
counties (constituencies) be and arc hercby cancelled.

ii) That a structural interdict order be and is hereby issued ditectitry Kenya

National Buteau of Statistics (1't Respondent) to conduct a fre,sh mini-
population census in rcspect to Mandera North, Mandera West, Banisa,

Lafey, Mandera East and Mandera South sub-counties (constituencies),

Eldas, Tarbaj, Wajir West, Wajir East and Wajir North sub-counties
(constituencies), Balambala, Lagdera, Dadaab and Garissa Township sub
counties (constituencies) within a period of one year from the date of
delivery of this Judgemen t. "

I'ollowing this judgement, the Bureau consulted the Honourable the Attorney
General who advised that the Bureau should: -

a) Institute an appeal against the Judgement; and

b) file an application for stay of execution of the Judgement to enable tl,e
Bureau and other Sovernmellt agencies to rely on the 2019 Kenya

Population and Housing Census results in executing their respective

mandates pending the deternrinatiorr of the appeal.

The Bureau through its Advocates has filed a Notice of Appeal clatecl 3Id February
2025 at the Nairobi High Court pursuant to Rule 77(1) of the Court of Appeal
Rules, and expects to file a Record of Appeal at the Court of Appeal within sixty
days of the filing of the Notice of Appeal as required by Rule 84(1) of the Court of

i)
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Appeal Rules. The Bureau has in addition filed a Notice of Motion Application
dated 25th March, 2025 at the Court of Appeal seeking stay of execution of tl,e

Judgment, which application has been certified as urgent and directions irr respect

of the filing of responses and subnrissions have been issued.

The Bureau's consultations with the Honourable the Attorney Gerreral, intemally
within the Management, and with the Bureau's Advocates drew the considered
opinion that the findings and orders of the High Court are erroneous on the
grounds that the High Court;

1. erred in law in finding and holding that the consolidated petitions that were
before the court for determination nret the threshold of a constitutional
petition without identifying the specific Articles of the Constitution that the

consolidated petitions sought to enforce;

3. erued in law after correctly findinS; that the censlrs results unofficially
gathered by the 1st to Znth Respondents through census officials and elders
were illegitimate and inadmissible, but nevertheless went on to rely on the
said unofficially gathered census results to find that the consolidated
petitions meet the threshold of a constitutional petition. Moreover, despite

having correctly found that the Bureau is the principal agency empowered
to collect, analyze and disseminate statistical data in Kenya arrd hence the
sole custodian of such information and that the Petitioners'alleged numbers
could not be relied upoll as they were not authentic and could not be

verified, the LearnedJudge erred in law and factby holding thatthe 2Ol9
enumerated results for the affected areas was incoruect and therefore not
legitinrate;

JUSTIFICATION ON THE APPEAL

4lPage

2. erred in law and fact in finding that the consolidated petitions ntet the
threshold for constitutiorral petitions when in fact the lst -2c,th Respondents
failed to demonstrate, with any degree of precision, the constitutional
provisions alleged to have been infringed and/or threatened with
infringement in the Appellant's discharge of its statutory utandate set out in
Section 4 of the Statistics Act, ZOOG and the rnanner in which those
provisions were infringed;
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4. erred in law by issuing a struchrral interdict in the absence of a firrding that
the Appellant infringed the lst -2Sth Respondents'constitutional rights or
tl-rat the Appellarrt had acted contrary to its statutory mandate as set out in
Section 4 of the Statistics Act;

5. erred in law by considering and subsequently detennining issues that had
not been specifically pleaded in the consolidated petitions;

6. erred in law by setting aside the 201 9 Kerrya Population arrd FlousinS; Census

results in the areas contested in the consolidated petitions for the sole reason
that the said results had not been verified through scrutiny, and failing to
hold the l st to 26,th Resporrderrts to the evidentiary obligation placed on thenr,
to prove the allegations irr the consolidated petitions, as Petitioners, by dint
of Sections I07, 108 and 1O9 of the Evidence Act;

7. erred in law by proceedirrp; to enforce the said order in a nranner contrary
to, and which deliberately disregarded, the obligation placed orr the court by
Article 5O of the Constitution. Specifically, the Learnecl Judge grossly
misconstrued Article 50 of the Constitution in the following nranrler;

i. on fair hearing, by firrding that the Petitioners had not
specifically sought a structural interdict against the l't
Respondent, and therr nevertheless proceeded to granted the
said Order.

ii. Orr due process of the Law. by deliberately disregarding the
legal avenues and mechanisnrs through which errforcenrent
proceedings could have been proffered by the Petitioners in
ensurin2; conrpliance with the Order issued by the Hon. Justice
C. Kariuki on 29tr'June 2O2O.

8. erred in law and facl in holding that the Bnreau failed to comply with the
order for scrutiny whereas the findings of the Bureau's report dated 7il'

February ZO22 and the Deputy Registrar's report dated 18th Novernber 2021
denronstrated compliance by the Bureau with the order issued by Hon.

Justice Kariuki on 29thJune 2O2O;
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9. erred in law by pronouncing itself on issues arising from the Ist -zcth
Respondents' Notice of Motion Applications dated 9tr'March 2020 and lZil,
March 2O2O and the Appellant's Notice of Motion Application dated I3th

July 2020, which were determined in Rulings dated the 29th of lune 2O2O

and the 28th of October 2020, and whicl, were res judicata (precluded) by
virtue of Section 7 of the Civil Procedure Act, Cap 27Iaws of Kenya;

11. erred in fact and law by imposing a legal obligation on the Bureau to not
only preservin5; the devices used in the 2Ol9 Kenya Population and Housing
Census after receiving the Petitioners'demand letters whereas the Bureau
had declined the Petitioners' request under Article 35 of the Constitution,
and additionally inrposing a requirenrent for a disposal certificate where no
such burden in Law exists.

The inrpact of the orders made by the High Court have far reaching constitutional.
legal and practical implications for the operation of the Sovernment system as

follows: -

I. 'l'he implententation of the impugned decisiorr of the High Court would
affee-t Kerrya's population data for tl,e total population of Kenya. Census

irrformation is an important planning tool that is used, throughout
government, to rnake crucial decisions such as the delimitation of
bourrdaries, division of resources and the provision of basic services. The
direction by the High Court is that until the nrini - census is conducted, the
counties of Mandera, Wajir and Garissa should use the 2009 census results
in respect of the areas contested in the consolidated petitions.;

2. Tlte implementation of the orders rnade in the impugned Judgement
would have irreversible consequences at the national and county levels of
governmellt in affecting governnrent processes including delimitation of
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C. lmpact of the High Court decision
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l0.erred in law andfact in failing to appreciate that the evidence adducedby
the Bureau demonstrated that the devices used in the 2019 Kenya Population
and Housing Census had already been reconfigured and disposed of in the
Bureau's ordinary course of business prior to any issuance of a Court order
directing the preservation of the devices;



bourrdaries, divisiorr of resources, and provisiotr of basic services that would
not be reversible by the nrere success of the appeal.

Il. Ilre inrpugned Judgerrtettt requires the use of 2009 population dala in
rcspect of Manderu North, Mandera West, Banisa, Iafey, Mandera fust and
Mandera South sub-counties (constituencies), Eldas, Tarbaj, Wajir West,

Wajir East and Wajir North sub-counties (constituencies), Balambala,
Lagdera, Dadaab and Garissa Township sub counties (constituencies) and
2Ol9 popttlation data for the rest of the country. The couduct of a ttrini
cellsus in tl,e specified constituencies as directed by thc judgnrerrt wottld also

result in the use of a different populatior, data set. Therefore, in all cases the

inrplerrrerrtation of the judgment of the Hi5ih C-ourt would result irr the

applicatiorr of different data sets for the specific constituencies frotrt the rest

of the country. 'fhis would rcsult iu unequal treattrtent of parts of the

poptrlation contrary to Article 27(l) of the Constitution which provides that
every person is equal before the law andhas the right to equal benefit and
equal protection of the law. The effect of such unequal treatnrent would be

permanent and rrot rernediable by the success of the Appeal and would
therefore rcnder the Appeal trugatory.

4. The implenrentation of the impugned Judgenrent would sully Ketrya's

population data due to the mixture of 2O 1 9 an d 2025 / 26 populatiott values,

tlre effect of which would not be reversible eveu by a successful appeal.

5. Irr the event that the Order cancelling the published 2019 Kenya

Population and l{ousing Census resltlts for Mandera, Wajir atrd Garissa

Counties is irnplenrented, the same shall ltave the effect of cancellirrg, the
published 2019 Kenya Population and Housing Census results for etrtire
country as the national population cerlsus figure must be conrprised of the

results from all enurneratioll areas in all the 47 Counties derived at the sanre

tinre.

6. The inrplementation of the judgnrerrt would cause prejudice to the

credibility of the Bureau as the principal aSency of the Sovernrllerlt for the

collection, collatiorr arrd dissenrination of official statistics arrd affect the

public interest in so far as ally violations of the Constitution and statute that
will have been occasioned in furtherance of the inrpug,ned Judgement will
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be irreversible thereby occasioning grave injustices on the entire Kerryan
public who stand to suffer fureparable harm.

The surveys that have been conducted in the past the Bureau include: The 198 I /82
Rural Household Budget Survey (RHBS); 1983/84 and 1993194 Urban Household
Budget Surveys (UHBS); the 1992, 1994, and 1997 Welfare Monitoring Survey
(WMS); the 2005/06 and 2015/16 Kenya Integrated Household Budget Survey
(KIHBS). To address the challenge around the frequency and consistency of
Household Budget Surveys, KNBS initiated a series of Kenya Continuous
Household Survey (KCHS) to provide data to suppoft production of annual poverty
estimates for 2019,2020,2021 and 2022.

Poverty refers to the condition in which an individual or household lacks the
financial resources and access to basic necessities of life, such as food, clean water,
shelter, healthcare, and education. People living in poverty often face significant
barriers to improving their quality of life and may experience social exclusion,
limited opportunities for work or advancernent, and poor living conditions.

Poverty and inequality indicators are important for planning, rnonitoring, and
evaluation of programmes at the national and county levels. The estimates are used
by the Commission on Revenue allocation (CRA) in the preparation of the
recommendations for division of revenue. The poverty numbers are also used in
formulation of Medium-Term Plans (MTPs) as well as County Integrated
Development Plans (CIDPs). Further, the indicators will provide information to
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MEASTIREMENT OF MONETARY POVERT}'IN KENYA

D. Introduction and Background

Poverty reduction has been a major goal of the government since independence. To
track the progress in reducing poverty and inequality, the Government through the
Kenya National Bureau of Statistics (KNBS), conducts Household Budget Surveys
(HBS) to collect welfare information to facilitate the computation of monetary and
non-monetary indicators for monitoring poverty and inequality.



monitor Kenya's progress towards achieving the Sustainable Development Goals
(SDGs), Africa's Agenda 2063 and other intemational targets.

Choose a welfare measure for individuals, used to
derive a distribution of living standards

(Consumption or income? )

Collect high-quality data on households' living
standards

Construct the welfare measure
(Consumption aggregate - food and nonfood)

Define a poverty line, threshold below which
individuals are classified as "poor".

KNBS on behalf of the Government Kenya conducts Household Budget Surveys
(HBS), across the Country to collect welfare information. The information is

collected from a representative sample. The sarnple for the surveys are usually drawn
from a master sample frame developed from the latest Kenya Population and

Housing Census. The master sample is an area frame developed from a random
sample of the census Enumeration Areas. An enumeration area (EA) is the smallest
geographical unit created during canographic mapping that precedes a Population
and Housing Census. The size may vary from 50 to 149 households depending on

the population density, terrain and vastness of the area concerned. An EA may be a
village, group of villages or paft of a village. In urban areas, an estate may
incorporate the concept of a village, and a block of flats may constitute more than
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Figure l: Building blocks of poverty measurement

Detennine a poverty measure, summary statistics of
poverty in population

This note provides an overview of how poverty is measured in Kenya, with the key
building blocks and steps outlined in Figure l The compilation of poverty statistics
in Kenya follows international best practices and guidelines of welfare measurement
based on monetary, consumption expenditure by households. The indicators are

computed at national, rural, urban, and county levels.

I



one EA, depending on the number of households. Information is usually collected a

cluster which is the smallest geographical statistical unit, which is either an EA or
part of an EA with details pertaining to households and structures. The clusters are

selected to represent either urban or rural population. Figure 2, present a typical
distribution of clusters in the country.

Figure 2: Distribution of sampled clusters
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Broadly, there are two approaches to measuring welfare.r The first is an income-
based measure, which sums income from all sources, including employment, social
transfers, home production, and informal support. The second is a consumption or
expenditure-based measure, which captures total spending on all consumed goods,
both food and non-food.

ln Kenva,, KNIIS uscs a consuntption-bascd welfare indicator, knoll'n irs the
consumptir)n aggrcgate. to rnczlsurc por crtl . Research on the relationship
between income and consumption has shown that consumption is not directly linked
to short-term income fluctuations. Consumption expenditures are more stable and
less variable than income. Therefore, well-being rankings based on consumption are

often more consistent for households with fluctuating incomes, such as those in rural
Kenya who rely on income from agricultural activities like crop farming and
Iivestock rearing, which can be unpredictable. Collecting income data from
households is also challenging, as many people struggle to report it accurately,
especially those in the informal sector or with seasonal jobs, or who simply refuse
to disclose it.

The compilation of poverty statistics in Kenya follows intemational best practices
and guidelines of welfare measurement based on monetary, consumption
expenditure by households. The indicators are computed at national, rural, urban,
and county levels.

The measure of welfare used in poverty estimation is the total value of a

lrouseholtl's consurnption crpe nditu re aggregatc based on data collected through
a survey. Consumption expenditure aggregate refers to the value (price x quantity)
for all items consumed by the household during a given period. Consumption
expenditure aggregate is obtained from adding food and non-food consumption
expenditures. The nominal food consumption expenditure component includes three
sub-components derived frorn purchases, own production, gifts of food items
consumed by the household. The non-food consumption expenditure component
comprises of non-food, assets or durables (consumption flow of households),

I while this note focuses on monetary poverty, it is important to recognize that welfare can be measured in both

monetary and non-monetary terms. Non-monetary approaches view poverty as a lack of "well-being," encompassing
factors such as inadequate access to basic needs like clean water, food, shelter, education, and clothing, as well as

challenges like unemployment, political instability, and environmental issues.
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housing rent and education. All food items are included in the welfare indicator
while non-food items, large-sized, or'olumpy, durable goods" are excluded to reduce
their biasing factor in the monthly estimates.

Adjusting for price variation (spatial and temporal)

When using consumption-based measures of welfare to compare standards of living
across time and space, it is essential to consider differences in the cost of living.
Household Budget Surveys are typically conducted over a l2-month period, but
individuals living in different locations or surveyed at different times may not pay
the same prices for similar goods. Prices can vary geographically and seasonally,
particularly for certain food items. An analysis of nominal consumption that does
not account for spatial and temporal price variations may underestimate poverty in
areas with higher prices and overestimate poverty in areas with lower prices.
Therefore, the consumption aggregate must be adjusted for price variations across
geographic regions and survey periods.

To account for spatial and temporal differences in cost of living, Kenya's
consumption aggregate is adjusted using the Paasche price index, which is based on
survey median food prices. This index is designed to adjust for cost-of-living
variations across both space and time, resulting in a price index referenced to
national median prices in both urban and rural areas. The median prices used for this
index are the same as those used to compute and value the rural and urban food
baskets and poverty lines. The method developed to adjust for cost-of-living
differences relies on a Paasche price index with household-specific weights derived
from unit prices collected in the Household Budget Surveys. The total nominal
household consunrption aggreg:rte is then tleflatetl using the Puasc'he pric'e inde-r
to obtain the real total consunrption aggregatc at the household lel'el.

Acljusting for differences in needs based on household composition

A fundamental limitation of household income and expenditure surveys is that
individual consumption is not directly observed. Comparing consumption between
households can be misleading since households vary in size and composition. While
household consumption can be divided by size to reflect per capita consumption, this
approach does not account for differences in consumption based on household
composition, such as the presence of children, women, or the elderly. For example,
per capita expenditure measures may underestimate the welfare of individuals in
households with a high proportion of children, as children typically consume less

than adults up to a certain age.

1;' I e a g e

49



In Kenya, adult equivalent scales are used to measure the consumption needs of
household members. To account for intra-household differences in needs, these adult
equivalence scales dictate that age groups 0-4 years are weightedas0.24 of an adult,
children aged 5- l4 years are weighted as 0.65, and all individuals aged l5 years and
older are assigned a value of unity.

The fina[ welfare measure used by KNBS is consunrption pcr atlult cquivirlcnt,
which is the real total consurnption aggregate divided by the per adult equivalent to
account for differences in household composition and size.

The real total consumption aggregate is subjected to a threshold to determine the
poor. The thresholds are referred to as the poverty lines, which are determined using
a cost-of-basic-needs (CBN) approach. The approach stipulates a consumption
bundle deemcd to be adequate for 'basic consumption needs' and then estimates
what this bundle costs in reference price.

KNIIS uses trvo nationnl pol'ertl lines for porertr rneilsurenrcnt: the food
povertl' line antl the overal! povertr line. The first step is calculating the food
poverty line, which represents the level of consumption below which individuals
cannot afford enough food to meet their basic dietary needs. The food basket used

to construct the food poverty line is based on a minimum energy requirement of
2,250 kilocalories (kcal) per adult equivalent per day. A reference population is then
defined to detennine the composition of the food basket and calculate the total cost
of meeting these nutritional needs based on their consumption pattems. Therefore,
the food poverty line is the cost of the main food items consumed by the reference
population to achieve 2,250kcal per day per adult equivalent. Separate poverty lines
are calculated for both rural and urban populations in Kenya.

The rural and urban food poverty lines constitute the foundation on which to anchor
the computation of the respective overall poverty lines. Derivation of the overall
poverty line is obtained by adding the mean value of total non-food consumption
(Non-food allowance) to food poverty line for those households whose food
expenditure fall within an interval around the food poverly line. Figure 3 presents
the recent trends in poverty lines over time.
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Food poverty line in Ksh(per adult equivalent), current year prices
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Three measures are commonly used to estimate and describe poverty in Kenya,
based on the premise that poverty measurement involves comparing a welfare
indicator-consumption per adult equivalent-against a pre-determined threshold,
known as the poverty line.

The povertl headcount rate (incidence r-rf Jrorertr) which captures the
proportion of the population whose consumption per adult equivalent is below
the poverty line. In Kenya, three poverty headcount rates are estimated: the
food poverty headcount rate, the overall poverty headcount rate, and the
hardcore poverty rate. Accordingly,
o liood povertr headcount rate captures the proportion of individuals (or

households if estimated at household level) whose food consumption per
adult equivalent is less than the food poverty line These are considered to
be food poor or live in "food povefty".

o Ol'erall (absolute) povertl headcount rate captures the proportion of
individuals (or households if estimated at household level) whose total
consumption, that is combination of food and nonfood consumption per
adult equivalent, is less than the overall poverty line. These are considered
to be overall poor or live in "overall poverty".

o Hardcore (ertrcme) poverty' headcount rate captures the proportion of
individuals (or households if estimated at household level) whose total
consumption per adult equivalent was less than the food poverty line.
These are considered to be hardcore poor or live in "hardcore poverty"

2. The tlepth of povertr', also referred to as the poverty gap, provides
information regarding how far off a household or individual is from the
poverty line. Summing these gaps for the poor (the non-poor have a shortfall
of zero) and dividing the total by the population gives the mean aggregate
consumption (or income) shortfall relative to the poverty line across the whole
population. The measure gives the total resources needed to bring all the poor
to the level of the poverty line (divided by the number of individuals in the
population).

3. The severitl of povertt', also referred to as the squared poverty gap, considers
not only the distance separating the poor frorn the poverty line (the poverty
gap), but also the inequality amongst the poor. The severity of poverty gives
a higher weight to those households who are further away from the poverty
line.
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The depth and severity measures complement the poverty headcount rate by
providing additional insights. For example, many poor households or individuals
may be clustered just below the poverty line, resulting in a high poverty incidence
but a low poverty gap. Conversely, the poverty incidence may be low, but those

below the poverty line could have extremely low consumption levels. All three
measures can be calculated on a household or population basis (in terms of
individuals).

All three poverty headcount rates - the food, overall and hardcore poverty rates
reveal the adverse effects of multiple shocks households have been experiencing
since the onset of COVID-19 in2020. The post-pandemic recovery has though been
interrupted by a severe drought and a spike in food prices. Recent trends in the
poverty headcount rates are presented in Figure 4. Considering the overall poverty
line, the proportion of the population living below the poverty line, increased from
33.6 per cent in 2019 to 42.9 per cent in 2020. There was a slight recovery in202l
as the overall poverty headcount rate fell to 37 .3 per cent before rising again to 39.8
per cent in 2022. A similar trend was observed for both food and hardcore poverty
headcount rates.

The COVID-19 pandemic related rise in overall poverty was more pronounced in
urban areas where the overall poverty rose by nearly l6 percentage points from 26
per cent in 2019 to 42 per cent in 2020 compared to a 6.5 percentage point increase
in rural areas from 37 per cent in 2019 to 43.5 per cent in 2020. This led to a near
convergence of poverty levels in urban and rural areas. The post-pandemic recovery
was also stronger in urban areas as overall poverty declined to 3l percent in 2021
while rural poverty fell to 40 per cent. Poverty in both urban and rural areas is still
above the pre-pandemic levels at 43 per cent in rural areas and 33 percent among
urban households in 2022.

The number of the poor increased between 201 9 and 2020 as the pandemic resulted
in an additional 5.05 million poor from 15.8 million poor to 20.9 million poor. This
estimate dropped slightly in 2021 before increasing again in 2022 to a total of 20.1

million poor individuals nationally. The number of food poor followed the same
trend, increasing sharply in 2020 followed by a recovery in 2021 and slight rise in
2022, with the national estimate of food poor at 16.I million in 2022.

From 2019 to 2020 the increase in the number of food and overall poor was
concentrated in urban areas, where around L8 million more people became food

16 lPage

I. Recent Pol'erty Trends

4s



poor, compared to 0.6 million more in rural areas. In tenns of overall poverty, the
number of the poor increased by about 2.6 million in urban areas, while the
corresponding increase was about 2.4 million in rural areas. There was a decline in
the number of the hardcore poor at national level and in the rural areas, while the
hardcore poor increased in urban areas between 2019 and 2020. These patterns
suggest that the impact of COVID-19 was more severe in urban compared to rural
areas.

The number of poor as measured by food, overall and hardcore povefty, fell between
2020 and 2021. About l6.l million people and20.2 million people were food poor
and overall poor respectively, in 2022. Around 3.6 million people lived in abject
poverty and were unable to afford the minimurn required food consumption basket,
even if they allocated all their expenditure on food alone.

Overall poverty estimates for KCHS 2022 at county level

Figure 6 presents visualization of overall individual poverty estimates by county
ranked in ascending order, from least to highest poverty incidence. The results show
a significant variation in overall poverly incidence at the county level ranging from
a low of 16.5 per cent in Nairobi City to a high of 82.7 per cent in Turkana. There
were also notable variations between counties in the ASAL areas and counties in the
rest of the country. Overall poverty incidence is highest in the following seven
counties: Turkana (82.7yo), Mandera (72.9%), Samburu (7l.9yo), Garissa (67.8%),
Tana River (66.7%), Marsabit (66.1%) and Wajir (64.7%). Overall poverty
incidence is lowest in: Nairobi City (16.5%), Kiambu (19.9%), Kirinyaga (23.1%),
Ernbu (24.3o ), Nyeri (26.00/o) and Narok (26.2%) counties.

Table 1 shows the trends in overall poverty incidence (headcount ratio) between
2019 and 2022by County. These patterns suggest that the impact of COVID-19 was
severe in 2020 with all counties registering high headcount ratio compared to the
years before and after.
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Figure 4: 'I'rends in Food, Ovcrall, and Hardcorc l)overty lleadcount llates
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Table l: Trends in Overall Pove Incidence between 2015106 and2022 by County
Residence /
County

KCHS

National

Rural

Urban

Mombasa

Kwale

Kirifi

Tana Riler
Lamu

Taita/Taveta

Garissa

Wajir

Mandera

Marsabit

lsiolo
Meru

Tharaka-Nithi

Embu

Kitui

Machakos

Makt eni

l.lya ndarua

tlyeri
Kirinyaga

Murang'a

Kiambu

Turkana
West Pokot

Samburu

Trans Nzoia

Uasin Gishu

Elgeyo/Marakwet

Nardi
Baringo

Laikipia

Nakuru

Narok

Kajiado

Kericho

Bomet

Kakamega

Vihiga

Bungoma

Busia

Siaya

Kisumu

Homa Bay

Migori

Kbii
Nyamira

Nairobi City

2022
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42.9
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27 .0

51 .1

53.0
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72.9
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55.6

34.1

36.1

24.3
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44.7

34.5
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30 1
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71 .9

37.3
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53.0

39.'1

46.9

38.0
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262

47 .8

47.1

38.2

47 .9

49.2

52.7
JOJ

39.0

28.2

45.7

32.9

38.8
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While poverty measures focus on individuals or households at the bottom of the
income distribution, inequality is a broader concept that looks at disparities across
the entire population, not just the poor. Inequality measures the differences in a given
metric, in this case, consumption per adult equivalent.

The rnain measure of inequality used by KNBS is the Gini index (or Gini
coefficient),, which compares the cumulative proportions of consumption
expenditure received by individuals or households. It measures how much the
distribution of consumption deviates from a perfectly equal distribution, ranging
from 0 to 100. A value of 0 indicates perfect equality (everyone has the same

consumption), while 100 indicates perfect inequality (one person has all the
consumption and everyone else has none).

The Gini index is complemented by simpler measures of dispersion, such as sorting
the population from poorest to richest and showing the percentage of expenditure
(or income) attributable to each fifth (quintile) or tenth (decile) of the population. In
addition, the decile dispersion ratio is used, which compares the consumption per
adult equivalent of thc richest decile to that of the poorest decile. While the decile
ratio is easily interprerable, it disregards information about the middle of the income
distribution and does not capture consumption disparities within the top and bottom
deciles.

Ilecent inequalitl, trends

The decline in inequality has been slow. The national Gini index - a measure of
inequality - has hovered between 36 and 4l as shown in Figure 7. For the year 2019
was 40.7, for 2020 was 35.8 for 2021 was 37.6 and for 2022 was 38.4. The Gini
index measures the extent to which the distribution of consumption expenditure
within a country, deviates from a perfectly equal distribution. An index of 0

expresses perfect equality where everyone has the same consumption expenditure,
while an index of 100 expresses full inequality where only one person has all the
consumption expenditure.
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Figure 7: Gini index
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MEASUREMENT OF THE GROSS COUNTY PRODUCT (GCP) IN KEI{YA

K. Introduction and Back round

What is GCP/

Gross County Product (GCP) is the total market value of all new goods atrd services
prodnced within a specific county over a given period, typically a year. It is a key
indicator used to assess the economic performance of a county. 1he report is
produced annually with a lag of I months and data is available from 2013
onwards. The GCP report contains data on economic activity at current and
constant 2016 prices, real GCP growth, and GCP pe r capita. Courrtries that cornpile
regional GDP include United States, Canda, tlnited Kingdom, Germany, India,
China, Brazrl, Australia,Japarr, Mexico, Soutlr Korea, Russia, ArS4entina atrd Sotrth

Africa.

Measurement of County Econoinic Activity

Methodologi c al Appr o ach

The GCP can be estirrrated using two approaches, nanrely bottom-up and top-down
rrretlrods. The bottom-up method trtilizes data on establishments and households'
residents in that region to estinrate the gross value added for the county. In the top-
down method, the national estimate is allocated to the counties using distribution
keys. The distribution keys are equivalerrt to the weight of a county's coutributiotr
to an econonric activity. The Bureau adopted the top-dowrr method as the

appropriate nrethod to compute GCP based on the avallabllity data.

Examples of Application of Top-Down Method

1. Output of Tea Growing

Tea is growll in several courrties with quantity of productiotr varyirrg corrsiderably
across the counties. The weight for the counties where tea is cultivated is calculated
by dividing the Quantity of tea produced by the total tea production in the country.
Then, the output for each county is estimated by nrultiplying the weight by annual
output of tea for the entire country.
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2. Outpat of Electricity Supply- The county output of electricity supply is
obtained by multiplying the ratio of electricity generated at the county level
to total generation with the total output of electricity supply.

Similar procedures and techniques are followed for all econornic activities, after
which the agg;regation is done to obtain the Gross County Product. Estimates at
constant prices (2016 prices) are also compiled to facilitate computation of
changes across years (growths.

Latest GCP Results

TIre report highlights several key points about the disparities across the county
econolllles:

I. Significant Economic Disparities:There are considerable differerrces in the size

of county economies, with Nairobi City standing out by contributing a

disproportionately large share (27 .5o/o) of the national GVA. Other counties like
Kiarrrbu, Nakuru, and Mombasa also have notable contributions of 5.6 per cent,
5.2 per cent and 4.8 per cent, respectively. However, rnajority of the counties
(33) corrtributed less than 2.O per cent each to the national GVA.

II. Commercial Hubs I.ead rn Share of GCP: Counties with major commercial
centres, such as Nairobi City, Kiarnbu, Mombasa, Nakuru, and Machakos, have
higher GCP contpared to the predomir-rantly rural counties. Nonetheless,
counties with diverse econonric activities, especially in agriculture, like Meru,
Kakamega, and Nyeri, also made significant contributions to the GVA.

III. Population Factor: Counties with larger populations, in addition to having
urban settings and diverse economic activities, corrtribute more to the overall
GVA. These counties include Nairobi City, Kiambu, Nakuru, and several others
with substantial populations.

IV. dgricultural Focus: Counties heavily dependent on agricultural productiorr,
particularly those growing tea, maize,, potatoes, and vegetables, contribute
more significantly to the national GVA than those focusing on less economically
impactful activities.
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figure 1: Average County Share of Cross Domestic Product, 2019-2023
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II.

As of 2023, Kerrya's GDP per capita was KSh 293,229, up from KSh 266,473 in
2022, indicating corrtinued growth itr the country's overall econontic
performance. However, there are significant differences amonS counties, with
sonle areas surpassing the national average with others laggirrg behind.

25 lPage

I Nairobi City leads with a GCP per capita of KSh 8O2,,344,nearly three times the

national average. This donrinance is driven by Nairobi's status as the capital city
and the major economic hub.
Monrbasa was second, with a GCP per capita of KSh 5O7 1337. Other counties
tlrat recorded GCP per capita figures significantly above the natiotral average

include Nakuru (KSh 334,667), Nyeri (KSh 377,459), and Lantu (KSIT

304,O24). These counties have diversified econonries with strong contributions
from agriculture, manufacturing, atrd se twices.
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Figarc 2: Gtoss County Prtiluct Per Capita, 2023
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Uses of Gross County Product

1. Economic Performance Assessment

GCP helps track the economic perfornrance of a county over time. It assists policy
makers evaluate the health of the county economy so that they make necessary
interventions. The policies will be based on the strengths and weaknesses of the
counties.

2. Investment Decisions

Investors and businesses use GCP data to scout opportunities in the counties based
on the structure of the county econonry. The data can also inform infrastmcture
investnrent in the counties.

GCP helps in understanding economic inequalities between counties. The analysis
is useful in the development of targeted interventions to reduce economic
disparities and prornote balanced economic developnrent.

25lPage

3. Measuring Fronomic Inequality
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4. Forecasting and Planning

Economists call use current and historical GCP data to forecast potential 5lrowth
patterns and make infornred decisions about county developmetrt and itrvestments.

5. Environmental and Sustainability Planning

GCP data can be used to assess whether ecorromic developnrent is sustait-table ir-r

the lorrg term. For instance, countries with a high concentration of nranufacturing
firnrs rnay pose environnrental concerlls requirinS; the developntctrt of policies to
balance econorrric growtli and e nvironutenta I protectiotr.
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Annex I: Gross County Product (GCP) Compilation Methodolo&/ by Activity

This annex provides the data source and distribution keys used in contpiling the
current estimates. The ntatrix indicates the nrcthodological approaches used in the
current compilation. An increase in data availability enabled separate compilation
of some industries which were initially combined with other industries. The
various data sources enabled the creation of diftbrent distribution keys.

A2;riculttrre

Ministry of Agriculture data- crop production; livestock
poptrlation and production; Census of commercial farnts and
greenhouses, Household consunrption fronr own production
frorrr 2015,/16 KIHBS

Forestry

Compiled separately

Percentage of tbrest cover

Quantity of firewood gathered

tishing
Compiled separately

Data orr fish caught fronr freshwater, marine and aquaculture
fishing.

Mining and Quarrying,

Etrtploynrent in mining and quarrying activities - 2015/ 16
KIHBS

Foreign trade data exports, e.g., titaniunr in Kwale, soda ash in
Kajiado, etc.

Exploration of petroleurrr in Turkana allocated.

Manufacturing

Production fronr Monthly Survey of Indtrstrial Production and
Censns of Industrial Prodrrction, 2O l7
Micro, Snrall and Mediunr Enterprises (MSME) Survey 2Ol6

Infornral flour nrilling allocated usirrg the Kenya Integrated
Household BLrdget Survey (KIHBS) expendittrre on nrilling
services

Kenya InteSrated Household BudS;et Survey (KIHBS)

expenditure on tbod products

Enrploynrent; Kenya Continuous Household Survey Progranrme
(KCHSP), entploytrtent in nranufacturing (20I9 KPHC)

Elcctricity Adruinistlative data

23lPage
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Ke rrya I ntegrated Household Budget Survey (KII"I BS) / Kenya

Continuous Household Survey Progranrrrre (KCHSP) -

Expenditure on electricity

Distribution - Kenya Power & Lighting Company (KPLC) sales

Distribution, denrand side- (Households and contmercial - CIP,

ISS for proportions)

Use of Independent Power Produrcers (lPPs) in terurs of
production by coutrties

Billed water fronr the Water Services Regulatory Board
(WASREB)

Nurrrber of households - 2019 KPHC data

Watcr

2019 KPHC t'or Households by type of tenureship

Work done fronr Census Industrial Production (CIP) for
corporation and other surveys

Const luc t iorr

Wholesale & Retail

Purchases component of Kenya Integrated Household Budget
Surey (KI HBS) / Kenya Continuous Household Survey
Programnre (KCHSP)

Integrated Survey of Services (lSS) and Census of Establishnrents
(COE) turnover

Transportation

Kenya lntegrated Household Budget Survey (KIHBS)/Kenya

Continuous Household Survey Progranrnre (KCHSP) fares by
county

Breakdown of air traffic per aerodrome, airports, airstrip, etc

For railways, data on passenSers and receipts per station.

Nnnrber of fuel stations per county

Census of Establishnrents (COE) turnover

Administrative data

Census of Establishment Turnover

Cerrsus of Establishments and Micro, Sr.nall and Mediurrr
Enterprises (MSME) Survey 2016 distributed using tax
adnrinistrative records

Warehousing & Storage

Cargo Handling

Population per courlty for courier activitiesI'ostal & Coulier
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1. lntroduction

The lnstitute of Certified public Accountants of Kenya (ICPAK) is the statutory body of Accountants established in 1978 and draws its mandate from

the Accountants Act No.15 of 200g. lt is also a member of the Pan African Federation of Accountants (PAFA) and the lnternational Federation of

Accountants (IFAC), the global Accountancy umbrella body

The lnstitute appreciates the Commission on Revenue Allocation's recommendations on the Fourth Basis for equitable revenue sharing among

county Governments for lhe Fy 2o25t26 to Fy 2029/30 period and hereby wishes to propose the following adjustments for consideration:

2. Background

Since the 2010 Constitution, there have been three revenue-sharing frameworks for counties. The firstwas approved in November 20'12 by the 1Oth

parliament, the second in June 2016 by the 11th parliament, and the third in September 2O2O by the 12th Parliament. As required by Article 216

(1)(b), the Commission on Revenue Allocation (CRA) submitted its recommendations for the fourth basis of revenue sharing to Parliament in January

2025.

The Fourth Basis for Revenue Sharing, which will be effective from FY 2025126 to FY 2029/30, introduces five key parameters as follows:

t

T

Population 42Yo 29Yo

Urban Service lndex 5o/o

Rural Access lndex 8o/o

Geographical Size gok go

Equal Share 22Yo 21To

Development Factor 10k

lncome Distance lndex 13%o 11Yo

Poverty lndex 14Yo 14Yo

Fiscal Effort 2Yo

Total 100% 100%

Page 2 of 8
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Population

Equal Share
Geographical Size

Poverbr

Income Distance

42

22

9
r4
13

100

A stabilization factor is also included that ensures that no county receives less than it did in the previous financial year to enhance seryrce
delivery. The allocation to counties in FY 2024125 was 387,425 billion and the proposal lor FY 2025126 is 417,425 billion.

ln light of the above, the lnstitute has observed the following lssues of concern for the 4th basis of revenue sharing as follows

(i) Although the stabilization factor aims to ensure no county receives less than its previous year's allocatron, it lacks a solid scientific basis
which could undermine the fairness and predictability of the formula. A scientific approach would be more effective in addressing the
challenges posed by shifting revenue collections and unpredictable economic shocks.

(ii) The inconsistency of weighting of the population parameter from 45ok in first and second basis, 18% in third basis, and 42% in the fourth
basis may lead to data manipulation during the next national census in 2029, as counties would have an incentive to inflate their population
figures to secure a higher share of revenue allocation.

(iii) The population parameter does not adequately address the need for social safety nets and dependency ratio considering the youth bulge
in Kenya and demographic variations of age distribution and urban-rural migration which influence the economic needs of counties.

(iv) The lack of clarity on the introduction of the income distance index weighted at 13% may raise concerns about the fairness and accuracy in

assessing the income generation capacity of counties. lf not properly implemented it can disincentivize growth at the County growth.

3. Trends in Allocations to Counties

The following analysis highlights the trends in the previous trends in allocations

Parameters
used in
Previous

42

ITEM ISSUE OF CONCERN RECOMMENDATION

Parameter 1st Basis 2od Basis 3'd Basis 4th Basis

The lnstitute recommends the
inclusion of the following
parameters to the fourth basis

Population 45 45 18
Basic E ual Share 26

Page 3 of 8

1.To
facilitate eenlice delivery

to

l
Source .' CRA, zoz4

The following table shows the analysis of previous parameters.
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G ra hical Size
Land Area/

22
/ Effortsibili

Fiscal
Res

141820Pove
1Devel ent Factor

17
10ricultural lndex

5Urban Service lndex
I

13lncome Distance
100100100100Total

to improve service delivery in

counties

Development Factor

Urban Service lndex

Rural Access lndex

Reven ue

Sharing Bases

Sum of Marginal lncrease (YOY)ShareofSum )(bn.Equitable1"t Basis
0

1002013114
lJo o22662014t15
169 7

190 2280 22016117
E.OA tr1046 5Total

2nd Basis
tt o3022017118 I

12

2.5316 52019t20
Total

Equitable
Share of
Reven ue for
Counties

The table below shows the equita ble share to county governments across the previous sharing

basis formulas

2012113 9

2015/16 259 7

'l . CRA should Prioritize
establishing a fixed set of

parameters across all

revenue-sharing bases to

ensure consistency and

predictability in the formula.

2. Only the weights assigned

to these parameters should

be adiusted PeriodicallY,
based on emerging needs

and priorities.
2018/19 314

363

Page 4 of 8

I

Health lndex

Rural Access lndex

The issues of concerns from the previous basis are as follows:

1. The use of the third basis for revenue-sharing parameters occasioned substantial

losses to some counties which affected service delivery in the counties with

substantial losses.

2. The changes to the 2nd revenue sharing formula led to a decline in equitable shares

allocations to 29 counties ranging from Ksh.28 million for Homa Bay County to Kshs.

2,1 10 million for Turkana CountY.

3.Uncappingofthelandareameasureinthefirstrevenuesharingformula
4. Need to increase of the basic share allocation to cushion counties that were receiving

the lowest allocations.

'190



2021t22
2022t23 J/U
2023t24
Total

2020t21 316 5 0
J/U A?A

0

15 4
1441 I 689

From the table the lnstitute notes the following issues

1. The Marginal increases were highest under the 1st basis revenue sharing formula due to
the roll out of county government operations funding at the beginning of devolution.

2. The average annual increase has generally declined showing slower growth in county
funding or a plateau in equitable share under current models.

3. The average marginal increase has been fluctuating because of changes and
restructuring of the parameters used in the formulas as shown in the graph below

Sum of Equltaue share (bfl.) Averag€ oa i,larglnal lnsedse (YoY)

1\r L,a\is l. j lr.tsr\ Jrd basis

Rev€nue shdlng b6is used . Fin dal Yer -

vdrrcs

- 
5un1 cf Iquitable shdre

thn.)

--- A,.? rage of Mardinal
ln(rc.'isc (YoY)

+-

The lnstitute is of the opinion

that the above approach will
minimize unnecessary
disruptions associated with

introducing or removing
parameters, especrally now that
core service delivery needs

have been adequately captured
across previous bases.

1600
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800
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Auditor
General
reports

From the table below only in FY 2017118, FY 2019/20 and FY 2020121 received an unqualified
opinion.

1. Enhance the full adoption
of the accrual basis of

Page 5 of 8
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2 3 1Unqualified

8 22 36 40 41 38 37 41 47Qualified 2

12 12 4 6 3 8Adverse 6 17 10 6

Disdaimer 39 25 27 13 5
1

47 47 47 47 47 47 47 47 47 ,!Total 47

accounting across all

counties.
Strengthen revenue
management controls and
improve automation within
the revenue collection
process.

Prioritize pending bills as
the first charge on available
resources.
lmplement the Own Source
Revenue Policy and adopt
unified revenue
management systems.
Ensure full compliance with
the provisions of the

Constitution, PFMA, and

related regulations.

4

5

Over the years, the Auditor General has identified cross-cutting issues in county governments as
follows;

1. Unsuppoied Expenditure on Goods and Services. A substantial portion of expenditures
reported by county governments lacked proper documentation and accuracy.

2. Discrepancies in Pending Bills and Balancesr Variations in the reporting of pending bills were
noted, with some either inadequately captured or inaccurately reflected.

3. Delayed Remittances of Statutory Deductions: County governments often failed to rem it

statutory deductions and pension contributions on time.

4. Vaiances Between Financial Statement Balances and IFMIS Data: lnconsistencies between
reported financial statement balances and lntegrated Financial Management lnformation
System (lFMlS) data were identified.
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ICPAK SUBMISSION ON THE FOURTH REVENUE SHARING BASIS

The table provides an analysis on the fourth revenue shaflng basis parameters and their respective weights to optimize resource allocation

Population

lncome
Distance

IJ Some counties might rely too heavily on
revenue transfers without improving
their own-source revenue generation,
leading to a lack of fiscal discipline.

Adjust the weight of the Population
Parameter from 421" to 29ok.

Re-introduce the Urban Service
lndex Parameter and the Rural
Access lndex and allocate them 5%
and 8% respectively.

Adjust the income Distance
Parameter weight from 13% to 1'lYo.

Re-introduce the fiscal effort
parameter and allocate it the 2%.

Parameter Current ICPAK
Propoaal

lncome
distance

11yo

Fiscal effort
Tolal 13./" 13%

This adjustment aligns with
Article 203(1Xg) of the

Constitution, which requires
consideration of "economic

disparities within and among
counties and the need to
remedy them" which includes
overcoming logistical and

administrative challenges in
counties.

The adjustment aims to better
address infrastructure-related
challenges in service delivery

lncorporating the Fiscal Effort
parameter will reward counties
for their efforts to increase
own-source revenue.

o/o

Allocation
lssue of Concern JustificationParameter Recommendation

Parameter Current ICPAK
Proposal

Population 290/.

Urban

Service
lndex

5%

Rural

Access
lndex

8./"

Total

fhe 42% weight given to population
assumes that higher population equals
higher service demand, which is true for
healthcare, education, and
infrastructure (KNBS Census, 2019).
However, this does not fully consider
service de[very challenges in counties
with low population density but vast
geographical areas.

Larger counties will require more 
I

funding for transport, decentralized
service points, and administrative
structures.

420k 42%

Page 7 of 8

42%

The formula would encourage
aligning with the principles of
fiscal responsibility laid out in

the PFM Act, which
emphasizes the need for
counties to improve their
revenue generation capacity.

13yo



ll According to the Controller of Budget
Reports 2023124, absorption of
development funds has been

highlighted as one of the challenges
impeding the success of devolution in
Kenya. The table highlights a decrease
in the absorption rate as observed over
the period under review.

FY Dovelopment
Erpendituro
(bnJ

Absorption
Rate (%)

2023t24 Kshs.109.23 57 .5

2022t23 Kshs.189.93 61 .0

1. The adjustment aligns
with Sectionl0T(2Xb) of
the Public Finance
Management (PFM) Act,

2012, which emphasizes
the need for public funds
to be used in a manner
that promotes

development and
enhances the provision

of services.

2. lntroducing the
Development Factor in

the revenue-sharing
formula c'an incentivize
counties to prioritize

development over
recunent expenditure.

PARAMETERS FOR ilIEASURING SERVICE DELIVERY

The lnstitute is of the considered opinion that the Formula should place emphasis on service delivery. According to Section 232(b) and (c) of the

Constitution, the core values of public service and the effec{iveness of service delivery should be assessed and guided by the following key
parameters:

1 . Population density- expressed as the number of people per square kilometer, helps assess the demand for services in a given area therefore

influencing resou rce allocation.

2. Cost- the cost of providing services should reflect the level of infrastructure development in each county. Counties with underdeveloped

infrastructure will require higher expenditures to deliver services compared to those with established infrastruclure.

3. Time efficiency is measured through efficienry, accessibility and responsiveness while delivering a service. Moreover, it includes the stages

of service provision, from the start to the time the service is actually delivered. For example, in healthcare, time efficiency could refer to how
quickly medical supplies are delivered from point A to point B in a specific county-

Justification%
Allocation

lssue of Concern RecommendationParameter

Reallocate the resulting 1Yo to
development factor.

Page I of 8

Adjust the basic equitable share
parameter from 22o/o lo 21Vo.

Basic Equal

Share



Institute of
Economic Affairs

MEMO

Institutc of Economic Affairs - Kcnya

vicws to thc scnatc on thc Fourth Basis for Revenuc Sharing among county
Govcrnments

Date:4'h Lpil,2025

Thc Institutc of Economic Affairs (IEA Kenya) is a think-tank that provides- a platform for informed

discussions in ordcr to influcnce pubLic p<tliq, it K"ny". We seek t., pto-ot" pluralism of ideas through

"f.,n, ".,r,,," 
an6 inf<rmretl a"boi" on public policy.issues. \x'e undertake research and conduct public

"ilu."rion 
o. kc1, cconorni. 

^,-,.1 
t.rpi.^i issrrcs in public affairs in Kenya and the region, and utilizc the

()utcomcs of thc rcscarch f,rr p.riicv .'halogue and to influcnce policv malong



coMMENTsoNTHEFoURTHBASISFoRREVENUEALLocATIoNFoRMULA

T'hc Fourth Basis fcrr l{cvenuc t\llocation among I(cnya's 47 counq' g()vefntncnts providcs a

fram.*ork for equitable disuibution o[ national i"""n,,.' Whl]c the currellt fcrrmula considcrs

i^.i"r, .r.1, as population, basic equal sha.te, land area and Poverw lc'els, therc is necd to

sEengthen incentives for improved fmancial managemcnt'

This MEMO makes the following proposals to the formular-

A. Remove the Income Distancc Componcnt:

'I'he Fourth Basis flor Revenue Al]ocation formula Proposcs to usc Income Distance as a

parameter for Revenue Allocation. The parameter uscs Gross County Product (GCP) as a

pro*y fo, income. we note that, while GCP me"sut"s the total economic output of a count)"

it dolr.,'t distinguish beween the contributions made bv different lcvcls of Sovcrnmcnt-
rvhethcr county, or national.'fhis mcans that a courtty with signifrcant national govcrnmcnt

proiects o. irrr,"rtm.nts might appcaf to havc a highcr economic ourput (GCP), cvcn if rhc

county govemment rtsclf ha^s limiicd economic activit)' hcncc such countics mav crroncouslv

bc rewarded. For example, if GoK comPlctes a maior Ptoicct that happcns to be in courrh'

A, the GCP of this county rvill rise suddenly. As per thc proposcd tnetric o[using (](iP as rn

anchor for revenue distribution acloss couniies it mcans that County A rvill bc rervardcd abovc

other other coundes by virtue of thc GoK activitics and not by virtue of Countv's ;\ orvn

initiativcs.

B. Increase thc weight for Population Componcnt

WeadvocateforthepopulationcomPonent'srveightind-,"l"]:,nT.allocationftlrtnulabc
increased from the .rrir".r, 42o/o to, ,"rrg" betrveen 45o/o and 50%. 'l'his recommcndauon is

based on the following radonale:

2

3

C Introduce the Prudence comPonent

we proposc that counties that demostratc cffectivc budgeting, absorption of

d"rr"irp*"rrt funds, and fiscal discipline should be rcwardcd. lcncc,'I'he li.urth lJasis

IrormuL should link a portion of the revenue sharc to count]' pcrf<>rmancc to cnhancc

i'r^"*f^r"".r, ,\..ou'trbiliq, and Public Participation' C.untics rvith clcan audit rcp.rts ft.m

the Office oi the ,\uditor G"ncr^l (OAG) and thosc that activcl' cngagc citizens in budgct

making processes, promotc inclusion and leccive positivc public fccdback bascd on rcP()ft$

b' theftadonal Cotcsion a,d Intcgration C<>mmissi.n C;(ll() sh.uld bc rcrvardcd'

Service Demand Cortclation: P6pulation size dircctlv influcnccs thc dcmand f<rr l>asic

scnices such as hcalth, cducation, watef, and infrastructutc. ]\ highcr population requircs

proportionally greater res()urces to meet thcsc nccds'

bq"iay and ia"imess: Counries rvith latgcr populations oftetr cxpedcncc Pressurc on

")<t'.0* 
facilities and sen'ices. Increasing thc weight cnsurcs that allocati<ns morc fairlr'

match the actual nccds on the ground'

Alignment with Dcvelopment Goals: lirrhancing tl.rc rvcight fcrr population suPPofts

..1.itabl. dcvelopmcnt nrid ,t 
"rrgth"ns 

inclusi'c scnicc dcli'cn', allgning *'rth nati.trtl

^n,J 
.crunty-let'el planning frameworks'

I
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Ref: BTG/ DOR/04/2025 3'd April 2025

Submission on the Fourth Basis for Sharing Revenue

amon g Cou ntie s (2025 I 26'2029 I 30)

l.O. lntroduction & Background

Article 216 ( l)(b) of the constirurion of Kenya mandates the commission on Revenue

Allocation (CRA), to make recommendations concerning the equimble division of nationally

raised revenue among the county Sovernments. Further, Article 217(l)' requires the Senate'

once every five years, by resolution, to determine the basis for allocating the share of the

nationally raised revenue amont county Sovernments'

Following the call for public participation, by the senate standing committee on finance and

Budget, Budget Talk Global is pleased to share views and comments on the fourth basis of

revenue sharing among counties, tabled before the senate on l2s February 2025. Budget Talk

Global (BTG), formerly Ke Budget Talk, is a women-led social enterprise dedicated to

advancing citizen-centred and inclusive public budgets through tech-driven and innovative

solutions that enhance resilient and susainable livelihoods in communities across Kenya and

beyond.

2.0. summary submission on the Fourth Basis of Revenue sharing

The populatlon parameter, weighted at 42% in the 4th Basis, is aimed to measure

counry expenditure needs which are maiorly population-based. The Parameter,

however, does not directly caPture specific services mandated by the Constitution and

overlooks factors like the transient population in urban counties' Ihe Senote shou/d

push for o more direct meosure of expenditure needs for the services thot counties provide,

just like there wos o measure for heotth services on the previous bosis, there should be o

direct meosure for services such os diseose burden, school enrolment, occess to woter index,

climote chonge vulnerobitity, ogriculture indox bolonced with other forms of ogriculture such

as blue economy.

The equat share altocation, weighte d at 22%, is intended to ensure minimum

funding for all counties but does not consider differences in administrative costs'

population size, or service demands, which risks inefficiency or administrative bloat'
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The Senote should pursue counties to provide octuol odministrotive costs ond then determine

the weightfor on equol shore.

poverty parameter- The 4d basis has retained Poverty at l4%. Whereas the poverry

parameter has been taken as a key redistributive parameter, it remains to be an

unstable parameter, to measure disparities and developmental needs in the counties'

Even though poverty is correlated with underdevelopment, there is no correlation

rhat a higher allocation would improve the livelihoods of poor households. Despite the

negotive impocts of COVID-\9, which could hove impoverished some households, the povertY

porometer should be decreosing over time, otherwise, the counties moy be regressing in

closing poverty goPs.

The income distance parameter, is a new Parameter, weighted at I 3%. lt is

measured, by the Gross County Product (GCP), which will provide a monetary

measure of rhe market value of all final goods and services produced with each of the

47 counties, thus the parameter is used as a Proxy for tax capacity for county

governments. Whereas the income distance is used as a Proxy for tax capacity, it does

not directly translate to a county's ability to Senerate revenue, as counties have varying

revenue collection structures, enforcement capacities, and informal economies that

GCP may nor capture. secondly, counties with lower GCP may receive higher

allocations under this formula, but without a direct link to improving local revenue

collection, this could disincentivize efforts to enhance tax capacity and economic

producriviry. Ihe income distonce porometer should be refined to include oauol county

revenue colleaion performonce ond potentiol tox copacity ossessments, to ensure olloco ons

incentivize economic grovvth ond efficient own source revenue mobilizotjon rother thon relying

solely on Gross County Produa (GCP).

The geographic size capped at lo% and allocated a weight of 9%, is meant to

provide counties with resources, for additional costs that are related to service

delivery. While there is no justification for the capping, provided, it could be attributed

to the martinal incremental cos6 associated with counties with larger geographical

sizes. The 9% weight rePresents a l% increase lrom 8%, weight which has been in

place since the first-generation formula. There is a need to look at other dynamics of

geographical areas such as rerrains, counties with national parks/ reserves and those

with water bodies, which may significantly increase service delivery costs, Particularly

in transportation, infrastructure maintenance' and seryice access' We ProPose the

parameter to be weighted at 8%.
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Holding harmless principle - The transition from one basis of reYenue s haring may

cause significant changes in the county share of counties, thus disrupting service

delivery. For insrance, according to the proposed 4th basis, 3l and l6 counties are

losers and winners respectively. The commission on Revenue Allocation has provided

a stabilisation factor, to ensure counties do not tet less than they received in the FY

2024t25. By so doing, cRA proposed counties share Kshs 417 billion compared to

Kshs.387 billion shared in FY 2024125. On the contrary' in the Budget Policy Statement

2025, counties shared Kshs.405 billion as an equitable share, for FY 2025126' Since

counties were not ollocoted the Kshs.4/ 7 bitlion proposed by CRA, some counttes risk losing

revenue thus possible disruption of services. fhe Senote should ensure thot counties receive

on adequote shore of the notionolly roised revenue ond thot no countY loses revenue.

Recurring objectives from basis one to basis four of revenue sharinS- Despite

consistent revenue-sharing goals, counties continue to struggle with

underperformance due to weak institutional capacity, corruPtion, poor planning, and

geographic disparities, which hinder equitable development and effective service

delivery. Ihe Senote should prioritize strengthening county institutionol copacity, enhonce

revenue mobilizotion effor!, ond ensure consiste nt monitoring ond occountobility of county

service delivery, with o focus on oddressing disporities in service occess ond quolity ocross

counties. The Senote should lntroduce o Seruice Delivery lndex (SDI) to trock ond

reword counties for improving heohhcore, educotion, ond infrostruaure'

Re-introduce the fiscal effort parameter- There is a need to reward counties'

efforts on revenue collection, this will incentivize counties to oPtimise the collection

of their own source revenue thus encouraging financial susminability through their

source revenue and reducing dependency on equitable share'

Enhance accountability & transparency- There is a need to emPower

independent audit bodies, enforce public disclosure of prolect performance rePorts,

and utilize open Dara Portals for real-time tracking of funds and proiect

implementation. The latter can be achieved by encouraging the 42 County

Governmenrs that have nor assenred to the oPen Governance Partnership (oGP)

to do so.

BudgetT{rlkGlobal BudgerTalkGlobal@gmaal.com !:lllwt'w a"OgelfalkGlobal'orO

,^RudgetL-'Ialktu



^Buds€tL-f'atkfu

3.0 Detailed submission

Figure l: The Evolution of Revenue Sharing Basis
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3.1: Overview of the previous basis of Revenue Sharing

The parliament has approved three bases of revenue sharinS since 20 12, the first, second and

third basis of revenue sharinS as caPtured in Figure I below'

Nov. 201 2 Nov. 2020

, ili'

Source: Author's Anolysis of Approved Eosis

a) First Criteria
The first criterion's obiective was meant to enhance service delivery and redistribution of

resources meant to address the existing economic disparities and develoPmenBl SaPs among

the counq/ governments. However, due to a lack of enough county data, Post-devolution' the

basis had shortcomings ranSing from using Proxy measures for service delivery and lack of

counries harmless. ln total, the formula shared Kshs.96 6,5 I 9.2 million amongthe counties' The

key parameters used were populotion, bosic equol share, povertY, lond oreo ond fiscol respotlsibtlitY'

weighted os 45o/o, 25%, 20%, 8% ond 2% respectively'
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Figure 2: Approved First Criterio for Revenue Shoring
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b) Second Basis

The second approved basis, on the other hand, introduced the develop ment foctor weighted at

l% as a new paramerer in addition to the five parameters in the first formula, however, there

were adjustmens to the weights. The second basis saw a reduction in the poverry weight

from20%ro l8%and an increase in the basic equal share from 25%ro26%.

Focused on three maigr obiectives of providint enough resources for counties to perform

their functions, correcring disparities and economic SaPs and incentivizing the counties to

optimise the counties collect more revenue, the second basis shared a total of Ksh' 932'500

million among the counq/ Sovernments. Just like the f;rst bosis, the second formulo used single

transfer ro oddress ntukiple obieaives ond did not sotisfoctorily address the principle of funds follow

funaion ond used proxy meosures such os populolon to meosure needs'
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Figure 3: Approved Second Eosis for Shoring Revenue

I

Source: Author's Anolysis of CRA t Recommendotions

c) 3'a Basis Criteria

The Third basis was approved in November 2020 and has been used to share revenue

between 2Ol9l2O to 2024125. The basis weights are shown in Figure 4' The formula addressed

two main objectives, promotion of equitable development and enhancement of service

delivery in the counties.

ln quest ro hold counries "harmless" the parliament approved that 50% (Ksh 158'25 billion)

of the equitable share that counties had received in 2019120 be the baseline allocation to

counties. The additional amount would then be shared based on the approved third-

generadon formula. Even with the quest to implement the "holding harmless" principle' some

counties still losr some share of what they previously received, a possible risk of disrupting

service delivery.
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Figure 4: Approved Third Criterio Porometers ond weight'
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The basis's paramerers rried to address some taps in the previous basis of revenue sharing,

such as the use ofsingle tronsfers to oddress multiple objectrves ond provided more direct rneosures

ro some seryices such os health ond agriculture. For example, to calculate the health index, three

variables were used; fociltty gop, number of primory heolth core visits to Level 2 & j heolth focilities,

ond overoge in-potient doys in Level4 & 5 hospitols weighing 20 per cent, 60 per cent, and 20

per cent, respectively. The overall health index is weighted at 17 per cent (%)' Although this

could meosure heolth seryices direaty, there wos no iustiftcotion for how the totol weight of l7% wos

reoched. lmporfontty, there were concerns obout other foaors such os capocity, ond humon resource

requirements for the facilit)es, hence the gops. Overall, lhere were gaps in having existing data

for service delivery of other county functions Such as education, water and sanitation and

climate change.
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4.0 Fourth Basis of Revenue Sharing

4. l: Overview

Just like the rhird basis of revenue sharing, the proposed 4d basis is focused on two main

objectives, sharing revenues equitably for service delivery and addressing economic disparities

to promote development, as Per Article 187 (2) and 203(f) (g) and (h) of Constitution of

Kenya 20 10. I

The cRA's proposed formula is structured around five key Parameters, each weighted to

reflect its significance in determining a county's financial needs, as shown in Figure 5 below'

Figure 5: The Fourth Recommended Bosis

The lbruth Basis of Revellre Slrarirt-e as Recottuttettded b1'the ('R\

[rr(otn. Dirrir..

P'r.rl) Popul;r non

(;cog+hi(rl rtu.
40

fqu:rl Shirt

Source: CRA,2025

t https://cra6o.ke/wp-content/uploads/2024/ I 2/CRA-The-Fourth-Basis-for-revenue-shari n8-amon8-countles
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4.2. Concerns in the proposed parameters and weights'

Population
ln ihe 4" Basis, the paramerer is weighed at42%, compared to l8% in the third basis

and 45% in rhe l" and the second basis of revenue sharing. The populadon Parameter

is considered a stable measure of county expenditure needs based on the PoPUlation-

based services that counties are mandated to provide'

concern: Whereas populacion is considered a stable measure for population-based

services and measuring expenditures, iust like in the previous formulas, it does not

provide a specific direct measure of services that counties offer as mandated in the 46

schedule of the constitution, such as water, education, energy, agriculture' climate

change among others. lmportantly, there are other factors to consider like the floating

population, rhar uses county services during the day, which disproportionately affects

counties with high transient populations, especially urban counties'

Key Ask: fhe Senore should push for o more direct meosure of expenditure needs for the

seryices thot counties provide,lust like there wos a meosure for heolth servrces on the

previous bosis, there should be o direa meosure for services such os diseose burden, school

enrolment occess to woter index, climote chonge vulnerability, ogriculture index bolonced with

other forms of ogriculture such os blue economY.

Equal Share

The basic share allocation is meant to tuarantee all counties a minimum allocation to

establish administrative structures and coordinate the particiPation of communities in

counry plannint and governance at rhe local level. The parameter is weighed at 22%

on the 46 Basis and an increment lrom 20% on the 3rd Basis'

I.

Whereas equal share has been used as an affirmative action for the counties' that

receive less amount based on the other factors, allocating a uniform basic share to all

counties does not account for differences in administrative costs, population size, and

service demands. For example, the smaller or sParsely populated counties may receive

more rhan they require for administration, while larger or high-demand counties may

be underfunded. secondly, wirhout strict conditions on how the basic share is utilized,

there is a risk of inefficiency or administrative bloat'

Bud0elTalkGlobal BudgetTrrlkGlobal@ gmall com y]. 1 lraa{w. BuogetTalkGtobal.org
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Key Ask rhe senote should pursue counties to provide octuol odministrotlve costs, then

determine the weight for equol shore

Poverty
The parameter remains 14% as in the third basis. As a redistributive Parameter'

poverty is used as a Proxy measure for developmenal needs' and thus' according to

cRA, the paramerer is aimed at addressing socioeconomic disparities by allocating

more funds to counties with higher Poverty rates, thereby PromotinS development in

marginalized areas.

concern: Whereas the poverty Parameter is taken as a key redistributive Parameter,

it remains to be an unsmble Parameter, to measure disparities and developmental

needs in the counties. Even though Poverty is correlated with underdevelopment,

there is no correlation that a higher allocation would improve the livelihoods of poor

households.

KeyAsk:DespitethenegotiveimpoctsofCOYtD-lg,thepovertyparometershould
decreose in obsolute terms to reflea long-term economic recovery ond development

progress.

lncome Distance Parameter
The income distance parameter, is a new Parameter, weighted at l3%. lt is measured,

bytheGrossCountyProduct(GCP),providingamonetarymeasureofthemarket
value of all final goods and services produced with each of the 47 counties, thus the

parameter is used as a Proxy for tax capacity for counry Sovernments'

concerns: Whereas the income distance is used as a Proxy for tax capacity, it does

not directly translate to a county's ability to Senerate revenue, as counties have varying

revenue collection structures, enforcement capacities, and informal economies that

GCP may not caPture. Secondly' Counties with lower GCP may receive higher

allocations under this formula, but without a direct link to improving local revenue

collection, this could disincentivize efforts to enhance tax capacity and economic

productivity. For instance, Mombasa and Nairobi counties, whose GCP is high' have

been greatly affected by this parameter' (See the annexed table)'

Key Ask The income distonce porcmeter should be refined to include actuol county revenue

collection performonce ond potentiol tox copociw ossessments, to ensure ollocotions

incentivize economic growth ond efficientown source revenue ntobilizotion rother thon relYing

solely on Gross County Product (GCP)'

Geographic size of the county Parameterv

BudgetTalkGlobal BudgerTalkGlobal{EDgmail.com'1;luara!BudgetTalkGtobaloTg
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Key Asks; Retoin tlre land oreo ot 87"

4.3 Holding Harmless PrinciPle.

The transidon from one basis of revenue sharing may cause significant changes in the

county share of counties, thus disruption of service delivery. For instance, according

ro the proposed 4s basis, 3l and l6 counties are losers and winners resPectively. The

Commission on Revenue Allocation has provided a smbilisation factor, !o ensure

counties do not tet less than they received in the FY 2024125. By so doing, cRA

proposed counties share Kshs 4l 7 billion compared to Kshs.387 billion shared in FY

2074125. On the contrarY, in the Budsec Policy Statement 2025, counties shared

Kshs.405 billion as an ouimble s hare. for FY 2025126

concern: since counties were nor allocated the Kshs.4 l7 billion proposed by cRA,

some counties risk losing revenue thus possible disruption of services. The Senate

should ensure that counties receive an adequate share of the nationally raised revenue,

and that no county loses revenue'

4.4 Slow DeveloPment
Objectives

in Counties Despite Consistent Revenue'Sharing

According to Kenya's controller of Budget (coB),45% of counties in Kenya h

to meet the minimum fiscal performance standards, with Poor utilization

resources often leading to unsPent funds' Data from the Kenya Revenue Aut

ave struggled

of allocated

hority (KRA)

BudgetTalkGloblrl BudgetTalkGlobal@Omarl.com 1 ; lwww. auagetTalkGlobal.org

The geographic size capped at l0% and allocated a weitht ol 9%,is meant to provide

counties with resources, for additional costs that are related !o service delivery. While

there rs no justification for rhe capping, provided, it could be attributed to the marSinal

incremental costs associated with counties with larger geographical sizes. The 9%

weight represents a l% increase from 8%, weight which has been in place since the

fi rst-generation formula'

concerns- To some extent, larger counties may incur some costs to provide services

across the vast areas compared to the other counties. However, there is a need to

look at other dynamics of geographical areas such as terrains, counties wich national

parks and those wirh warer bodies, which may significantly increase service delivery

cosrs, particularly in transportadon, infrastructure maintenance, and service access'

Finally, the paramerer is unfair ro counties with smaller geographical land sizes.
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highlights that counties generate less than 2% of their total revenue on averaSe' creatlnt a

aup"naun.y on national transfers and hindering financial autonomy while fostering

complacency in local revenue mobilization, Disparities between counties in terms of human

development indices (HDl), as shown by the Kenya National Bureau of statistics (KNBS)'

remain wide, with counties like Nairobi, Kiambu, and Mombasa having better access to

services, while counties such as Mandera, Wajir, and Turkana continue to lag. Additionally,

the World Bank reports that service delivery has been inconsistent, with significant gaps in

healthcare, education, infrastructure, and water. The Kenya Health sector Performance

Report reveals that despite an increase in health funding, access to services remains skewed'

especially in northern counties where maternal and child mortality rates remain

disproportionatelY high.

The revenue-sharing obiectives set by the cRA from 20 l2 to 2079 emphasize service delivery

and the reduction of economic disparities. While these are fundamental goals' they have

consistently lacked the dynamic, targeted interventions that might allow counties to effectively

address their unique development challenges. over the years, we have seen consistent

obiectives around equity, but slight improvement in the rate of development in many counties'

The gap between strategizing and actual implementation at the county level persists.

some of the notable systematic barriers contributing to the develoPment taP at the county

level include weok instjtutionol copocity, corruptjon ond mismonogement poor plonning ond

oversigh\ underutilizotjon of funds, geogrophic and economic disporities, increosed dependenq on

notionol tronsfers, ond inodequote public participotion and tronsporency in budget decisions ond

project execution.

Key ask: The senate should prioritize strengthening county institutional capacity' enhance

revenue mobilization efforts, and ensure consistent monitoring and accountability of county

service delivery, with a focus on addressing disparities in service access and quality across

counties. As such, we proPose an introduction to the service delivery index and a re-

introduction of the fiscal efforts.

4.5 Lessons for Kenya from Global best practices in revenue sharing

4.5.1. Case studY: Germany

Germany's fiscal equalization system (Linderfinanzausgleich) redistributes revenue

among federal sates to ensure uniform living standards and balanced development' Wealthier

s6tes contribute a portion of their tax revenues, while poorer sGtes receive additional

BudOelTalkGlobal BudgetTalkGlobal@gmatl.com :':tua,/\n]l,'guOgetralkGlol'El'org
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transfers to bridge economic gaps. The system is formula-driven, considering factors like tax

capacity, population size, and infrastructure needs, with a strong emphasis on

equalizing financial capabilities rather than iust funding gaps'

Kenya can benefit from such a model by strengtheninS county revenue-sharing

mechanisms, ensuring counties with lower fiscal capacity receive targeted suPPort'

currently, Kenyan counties generate less than 2% ol their own source revenue

(KRA,2023), which has creared over-reliance on national transfers. The lmplementation of

a progressive equatization framework, where high-revenue counties contribute to a

common fund, could incentivize local revenue mobilization, reduce disparities, and

accelerate devetopment in marginalized regions such as Turkana and Waiir, which still

face high poverty levels despite increased funding allocations (KNBS' 2023).

4.5.2 More comparisons on revenue sharing modets across the world

Ravafltrt
Redisuibution

Reverue
Coll.ction
lncenlives

O.v.lopment
Easod
Allocation

Accountability
Mechanrsms

Strict audrts and
pe ormance monrlonng

Focuses oo service
provrsion tn poolea
province3. bul gap3 lemain

Uncondilionsl trsnslels
domlnale, bul some
conditional grants exist.

Performance rracking exlsts
but enlorcement ls weak-

lnfrastructute, social
se.vrces, and economrc
drspafi ties considetsd.

Ensures equitable servlce
deliv€ry across all stBtes-

Equalzatron payments come
wilh etllcrency condttions.

National lransters aim lo
equahze service provlston

FedeEl funds suppon
provrnces wIh below_average

fiscalcapacity
Provinces can relain a
ponioo of natulal resource
revenuo, promoting

selt-surltciency.

Uses a liscal caoacity
tormulr based on per caPlta
revenulrarsing abrlily.

Federal transfers aim to
ensure uotform servic€
quBlity across Provinces.

Grants tre condition6l.
ensuring money is sP€nt on
essentialservices.

Provincaa 8rc requircd lo
repon on fund usage and

sel.icc deliYery.

Rsvenue sh8rlng considerE
fiscal dispa.i'lies and
development gaps

Encourages local revenue
collectioo by allowing
regional ggvemmonts to
manroe Some tares.

Allocation considers
populatlon size, flscat
capacity, and develoPmenl
needs.

D[ects more funds to
underdeveloped regions.

Uses both general
(uncqndiltonal) 8nd sPecific
(condilional) ttansf e15.

usoc porf otmanc€-based

o.snl. for health rnd
inl.astructure

Nstional tr8nslers Bllocaled
usir€ a tormula, bul with
significant disparilies

Counlles generote <296 of
revenue on avelage, with
weak lncentives for local
rcvenue g,orvlh.

Mainly based on population.

equal share. poverty, and
geographical size

Some counlaes remain
underdeveloped desPlte
rncressed allocotions

Mostly unconditioral.
leadlng lo inefficleot
spending.

weak sccountability,
leadino lo unsnent funds

and mlsuse,

BrhncGd
Growlh
StrrlegY

Condition!lvg
uncondllional
Granls

Table: 6lobol comporisons of revenue shoring models (Author retrieved)
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4.0 Annexes
Annexe l.' fhe evolutio n of the bosis for revenue shoring

Table: Summo ry of the evolution of the revenue shoring formulos in Kenyo
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Annexe 2: Losers and goinerc in the tronsition from third to founh Bosis

DiJtril)lltiotlrrf(.oulttit.sl)ytllcllurgilrsuftht,Allocrrlluttu(iairrsrrndLosstlsitttllclbtlrtll
Brt,'is Ii(v('rrlrc A ll{r(';tl ioll forlllult

K.h M'llio.r

I Abs'! 400

?@ lo {00

0 ro 20C

2mlo0
I B6bw -2oo

BudglrlTalkGlobol Budgetlalkclolral@gmarl.coln 1':lr'$'wsudgetTalkclobal otg

c?oit*



Cv,**

Annexe 3: How counties be allocated ba.red on each parameter proposed in the 4'h Basis
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Memorandum to the Senate Standing Committee on Finance and Budget on

the Recommendation by the cRA On the Fourth Basis for Revenue sharing
Among CountY Governments
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Contact Person:

Dr. Abraham Rugo Muriu

Executive Director, Bajeti Hub

Email : aruoo@baietihub.oro

Mobile: +25472t43L083

Introduction

Bajeti Hub is a Kenyan non-profit organization working to advance transparency, accountability,

purti.ipution, and equity in national and county budgeting processes. Bajeti Hub's work is focused

on stiengthening the impact of civil society advocacy and citizens on budget policies and

outcomeiat both levels olgovernance in Kenya. Through deep and sustained engagement, Bajeti

iuO proviOes support to build expertise and skills of civil society actors and citizens involved in

budget advocacy. Citizen advocacy, generation of evidence, technical assistance, learning, and

networking are all integral components of Bajeti Hub's work'

Bajeti Hub appreciates that it has been part of the journey in the formulation and implementation

of ihe past three formulas. This has provided many lessons that we draw in the preparation of

this teahnical submission, and we hope it will inform the fourth formula' The first two formula set

a strong foundation for fiscal decentralization in Kenya in two ways; first how to hold harmless

and keJp ongoing seryices funded and secondly by funding marginalized counties. This is evident

in the level o? resourcing of marginalized counties before and after devolution in 2013. This was

further augmented by ionditionll grants from the national government and from donors to

support kei services such as health that required to be implemented at the same level of standard

and equitably across the country.

In addition, other grants focused on supporting counties that needed to quickly set up

administrative infrastructure such as county headquarters. The third formula made a major leap

by introducing direct measures for the need of services such as health and agriculture and this

Uuitt on tne simpte but effective proxies of need such as population, land area and poverty that

were the main weights in the first tlvo formulas. This provided a great platform to target the key

cost drivers of service delivery more directly at the county level and in an equitable way'

inlr"fore, the 4th formula comes into a process that has had a progressive improvement from

one formula to the next.

The formula is also being considered in a context that has more data at the county level across

different fields and areas of service delivery. Fairness and the perception of a credible formula

heavily depends on having credible data that can be used to measure the need for services and

th; ldeb of inequalities. this gives the Senate and the Commission on Revenue Allocation an

1
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opportunity to use the latest available data that better captures the progress that has been made

and where gaps still 
"*lrt 

in u.."tting services for Kenyans. Some of these key data sets that

have been published lately include:

o Kenya Population and Household census 2019 (Population, agriculture, pre-primary

education, urban population, and water access)

o Kenya Demographic and Health survey 2022 (Most health and household indicators)

. Update poverty reports 2021 (Updated poverty numbers especially after coVID-19 impact

in 2020)

. Basic Education Statistical Booklet 2020

r Third edltion of county factsheets 2022 (Varied indicators on county seryices, economy,

and revenue measures

State of InequalitY in KenYa

The fourth-generation formula is also being developed at a time when the country has faced

iignin-ni eionomic and fiscal challenges dui to multiple economlc shocks'.The combined impact

.|COVIO-tg, a slowdown in global ec6nomic growth, and the country's debt crisis presents both

a challenge and an opportrn-',ty fo|. the cRA to develop a responsive mechanism that addresses

if,"r" ur5fring realities effectively. Further, and as the latest poverty report from the Kenya

National BureIu of Statistics showi, poverty level in Kenya went up to 407o i.n.2022 from 36% in

ZOIS/l6.This presents u rniqr" (uestion'as to what future development interventions should

focus on to be able to reverse the trend.

Review of the Proposed 4th Generation Formula

The Commission on Revenue Allocation has tabled a proposed revenue sharing

mechanisms that has five parameters as indicated in the table below. This proposed

structure is a significant departure from the formula that was approved by the senate on

in" i;, generati-on in the year 2020. The Commission proposes a shift back to the use of

pi"-v i,iai.it"rs of need/lxpenditure that were a main feature in the first two formulas

after the onset of devolution'

There are two key overall drivers of the shift that provide a basis for deliberation on what

iitheoptimal approach. First, there is a mention of challenges related to data' However,

in the same document the commission mentions that the inclusion of service level

;;;;"[r i; 6," s" formuta was due to availability of credible data.on them' secondlv

in" Cnn raises a critical point on the dlfference between actual spending and the weight

of pir.m"teo in the 3,i formula as another example of why the approach needed to

.nung". However, there are several gaps to this justification, First,_the horizontal sharing

oii"u"nr" in the past five years was-not based on a full use of the 3'd generation formula

as it was a combination'of the 2nd and 3rd generation formulars. Therefore, the

iomparison might not present a fair picture of the difference. Secondly, the spending at

tne tounty lev6l is mainly funded by the equitable share but also OSR and conditional

trants. The Commission make a good case of the negative incentives that some data may

2
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introduce in the formula. Population and poverty are good examples of these challenges,

and we believe that the best way around that is to focus on actual measures of need

iucn as disease prevalence and tire need for extension services for farmers' Therefore,

the discretion of how to allocate resources remains with the counties and the goal of the

formula should be to measure the need for the services that counties have to provide

with the best available data that is credible.

Table o-r: Summary of the Framework for the Fourth Basis

Population

Equal Share

Geographical size

Poverlv

Income Distance

42

22

9

14

r3

roo

Sorrrt'r,.' CRA, 2024

In this section we review each of the proposed parameters

1. Population

while population offers a good measure of potential demand for services, we recommend

that the benate considerithe use of more direct measures of need as introduced in the

3d formula, The use of such proxy measures of need is a common practice where a

country has limitations on data for actual needs of its population. As indicated above,

Kenya'has made significant strides in collecting county level data that provides policy

makers a better picture of needs in two perspectives.

i. The need to maintain current services

ii, Addressing historical marginalization and bridging infrastructure gaps across the

country by investing in underserued regions to ensure they receive the same level

of services as the rest of the country.

The use of population as a measure of need for services makes the assumption that

people are the'same across Kenya's 47 counties. However, that is not the case and the

needs for services such as health, pre-primary education, water and sanitation varies

greatly even in areas with similar size of popqlation'

It is more legitimate to measure the actual cqst of delivering seruices compared to using

parameters iuch as population. It's also the case that direct measures of services such

as the number of people who vlsit health facilities is highly correlated to population' Such

,

Bojeti
Hub

Objecdw l'Weicht%Parameter

l To' share' levenues
equitably to facilitate service
delivery

2. To share revenue
equitably to address
economic disParities and

Total
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measuresalsoensurethatthemechanismismoretransparentaspeoplecanconnectthe
variable to the services that they expect across the counties'

Therefore, the proposal to revert to population as the main measure of the service needs

with a much larger weight of 42 percent ls a step back from the progress made in the 3'd

formula. The availability of credible non-administrative data sources such as the KDHS

pioviaes a better picture of seruices that counties have to offer and the level of access

and deprivation in each sub-national unit'

Basic Equal Share

The commission has proposed the retention of the parameter which is plausible as a

measure to ensure there is funding, However, the increase in the weight from 20 percent

toii percent is explained by the-need to provide cover for smaller counties wlth lower

"qrliubf" 
share funding, The Commission does not provide a clear explanation on why a

,Jpuiit" ,ore targetei approach was not proposed to support the small counties.

Povefi and Land Area

The proposed formula has maintained these two parameters that are also proxy measures

of need especially on mirginatization and the need for higher investment to deliver

i"*i.", in areas with large-geographical areas. In practice, these two parameters are

also useful in compensatiig ior 
-differ"n.us in population needs and as better data on

actual services is available should gradually reduce in weight'

Income Distance

This is a new parameter that has been proposed by the Commission on Revenue

niiocation,,,as a proxy for the tax capacity of a County Government"' This seems to have

tf'e goaf of.orp"nruting for counties based on the potential revenue that they can raise'

However, the commissi6n does not provide a good justificatio.n oI Yny this p.articu.lar

parameter *u, proporuJ. In particular, this proposaf mirrors the Indian formula which

hasasimilarparameter,However,theproposalcouldbecounterproductiveasthemost
pr"arJir" ir"ments of the economy in the counties generate revenue that is collected

centrally by the Nationri Cor.rnr"nt. This includes income taxes, value added tax and

exercise duty. Thls is unlike in India where the states have a mandate to collect some

taxes such as some VAT, state excise, professional tax among taxes'

Submissions:

1. The senate should consider a fourth-generation formula that builds on the third

formula and incorporates more direct measure of service needs' A formula that allocates

resources based on tn" n""Ot iot key basic services across the counties provides a better chance

thatresourcescanbeusedtomeettheactualneedforthoseservices.

2.Werecommendanimprovementofthedatathatisusedundereachofthedirect
service parameters. i6[ p"tur"turs of health and agriculture used simple drivers of costs in

4
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the two sectors, and we believe that there are stronger measures of the need in both that the

Senate can consider as it approves the foufth formula'

3. We recommend an increase in the weight of the health parameter to 18o/o of the

formula. The health parameter quota in thi formula is below the spending currently at the

county level. However, *e uppr".iutu that there is a shift from construction of health facilities

and to operationalization and maintenance of existing facilities. Therefore, we recommend a_

modest increase that wlll be more focused on primary healthcare, especially in the delivery of

freventive health services by Community Health.Promoters. We believe that in the medium term

tnls witt reduce the numbers of people who need to go to a physical health facility'

4. The weights on the different measures under the health parameter should be

adjustedto reflect this present reatity of prioritizing primary- health care and

reduction in the need for iccelerated construction of health facilities at Level 2 and

3. We recommend the adjustment of the facility gap to 15olo of the funding under this parameter,

increase of the PHC muuirr" to 650lo, 20o/o of referral facilities at Level 4 and 5. Within the PHC

parameter, there is a 5% weight for a new measure focused on health personnel for Community

ilealth Units and the need foi core health personnel. The reduction for referral level facilities is

also based on the fact that the Facility Improved Financing Act 2023 is now in place and facilities

can retain their revenue and also their access to the Primary Health Care Fund under the Social

Health Authority. The 5olo for a personnel measure appreciates that counties now have to focus

on the quality of services, which is a significant determinant of the numbers of people who visits

facilities especially 1."peut carut at primary healthcare level and how long they are admitted in

the referral facilities.

5. We recommend the measurement of the agriculture parameter be based on the actual

number of persons or households that actively engage in farming. The third formula

measures thl need for extension services under this parameter for the number of rural

households. While majority of rural household practice agriculture not all of them are farmers.

The Senate has access to better data from the Population and Housing Census 2019'

6. The Senate should consider introducing additional measures related to key services

that were not included in the third basis. Education and water services account for 7.4o/o

and 3.3olo respectively of the county budget allocations over the past five years (2018/19 to

2OZ2:Z3). There are more reliable and updated statistics on the two sectors that can be used to

gauge the need for access to services that the counties should provide'

7. We recommend the introduction of an education parameter with a weight of 3.5o/o

focused on Early Childhood Education which is a recurrent heavy service due to
teacher,s payroll. This is about half of the 7olo allocation across counties. However, the sector

is heavily Oiiven Uy population as the higher the population of a county the higher the likelihood

of more children in ECD centres. Therefore, the allocation based on population can still support

measurements of needs for this sector' The parameter can be based on measures of teacher

access through a teacher-pupil gap and the low enrollment to public ECD schools across the

country.

g. We recommend the introduction of a water parameter with a weight of 3olo to focus

on the need for access to water. This proposal borrows from the current spending by the

sector on county functions over a period of five years. In addition, it is appreciated that there are

5
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shared functions that are still run regionally in the sector and counties practically play a more

significant role in the last mite distri5ution, There is an element of water access in the urban

pu-rurli"r but that f"ur" n1u:oiit, of Kenyafls in rural areas without a way to include their needs

into the formula. rn uoOition, *"'recommend the use of data from the Kenya Demographic and

Health Survey which hai access to one water point as the classification compared to the improved

sources in the Census ztis tnat proved challenging in the deliberations on the third formula'

g. The senate should progressivety continue to reduce the weight of proxy needs of

service especialty ii p-opulation and poverty. The service parameters in the formula

including the new ,eco..endations for water and education are heavily driven by population and

gupi ;r:, to marginalization. ftrerefore, the reduction in the two parameters is accommodated

ir-Jre accurately i-n these new measures, In addition, across all the se-rvice parameters, there are

deliberate inclusions of infrastructure gaps to cater for absence of services that require that

foundational investment fi rst.

1O.We recommend a special but separate grant focused on fiscal prudence with a weight

oJ 2o/o. Bajeti Hub beiieves that the formula is a strong mechanism that can be used to strengthen

iccountau'liity across the 47 counties. we take notice of the challenges on the proposal for the

same in the third-generation formula. First, the destabilizing aspect of some of the measures was

an area of concern and this is the main reason for recommending a separate grant' Secondly' the

,"fiiUifit' of data to be used in this measure was also hlghlighted by the Senate and we

recommend the use olsimple measures that are also easily verifiable. This may include budget

transparency of three key budget documenG, active and operational county Budget,and

Economic Forums ano'auJlt opinfun among others. we recommend that this be deducted from

the Basic Equal Share as this is the parameter meant to build the systems that should ensure

thereisefficientandaccountablebudgetanddevelopmentsystems.

6
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Conclusion
In conclusio.,lpF rccomn.rcnds sevcral key rcforrns to enhance cquiry, efficicr"rcy, and sustainabiliry in the Fourth

basis oFthe County reve nue-sharing formula. To prevent counties frorn losing funding under the new formula'

thc Courtnission on Rcvcnuc Allocrtion (CRA) should adopt a "Hold Harmless Clause"' ensuring no county

l', Floor-Rosami Court, Nluringa Road,

P.O. Box 21753-00100, Nairobi Kenya
-I'eL +254 758728882
Emarl: infc,@iptglobal.or.kc I s'rvw ipfglobnl'or'kc

governmenrs. 'fhc first- and second-generarion formulas had fiscal responsibiliry as a Parameter with a weight of

2 percent.

'l'his was seen as a way of incentivizing rhe counties ro improve the collecdon of revenue from their sources' While

this was criticizcd fbr rcwarding .ouiti., to do what was expected of them, it served as a way of encouraging the

counrics ro menagc thcir resourccs bcttcr as well as Scnerate more revenues from their sources'

In the rhird basis, CI{-A had introduced a fiscal prudence index to encourage the responsible use of public funds'

'l-his include d the usc of metrics such as the audit opinions from the Office of the Auditor General (OAG), setting

up of Audit Conrmimecs at the counry lcvcl, absorprion of development budgets, and the establishment of the

iou.ry Budgct and liconomic Forum (CBEF). I lowever, this proposal was dropped as the senate approvcd the

third basis ofrcvcnue sharing.

While rhe CRA notes that rhe fourth basis of revenue sharing among counties uses expenditure proxies, there are

no measures ro encourage counties to collect more revenues from their local sources, as well as ensure more

prudent usc of resourccs more cspecially for development PurPoses'

Recommendation: 'lb addrcss this challcnge, we recommend efforts to incentivize the counties to collect more

rcvcnues and reducc the dcpcndency that counties have on thc national rransfers. This would provide more ffscal

frccdorn to counties to provide public services.

l'urthermorc, thcre should be an erpendirure metric to help track how prudent the Counties are in the use of the

public resources.

Counries should prioritizc thc diversificarion of revenue streams by strengthening tax administration' leveraging

untapped rcvenuc sourccs, and enhancing resource management'

Addirionaily, the Commission on Revenue Allocadon (CRA) should intensiS capaciry-building progrems aimed

at equipping counries wirh the necessary rechnical exPertise and strategic frameworks to oPtimize local revcnue

collection and rcducc depcndence on national transfers'
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receives less than its previous allocadon, and should adjust paranreter weights to Prioritize service delivery gaps

over PoPuladon size.

To improve predictrbiliry in counry funding, firture formules should build on existing indices rathcr than

climinating k.y p"rrrn"r.r, like healJh and agriculture. 'fhe population Parametcr should be reviscd to accourlt

for service needs, economic sustainabiliry, and population densiry, while poverty allocation should bc split

berween needs-based funding and incenrives for poverry reduction'

To encourage counties ro increase their economic caPaciry, revenue-sharing should introduce a progressive

incentive struc1rre linked to Gross County Product (GCP) growth. Additionatly, the stabilization factor should

be replaced with a scientificrlly derived devirtion parameter for a smoothcr transition bcrwce rr [ormulas'

To promote fiscal responsibilicy, counties should be incentivized to improve local rcvcnuc collcction' reducc

d.p.nden.. on nation;l transfers, and ensure Prudent resource use through cnhanced expcnditurc tracking and

capaciry-building Programs.

we urge the standing committee on Finance and Budget to consider these recommendations as thcse rcrorms

would crcatc a faircr and more susrainable revcnue-sharing framcwork that aligns ellocations with actual scrvicc

needs and sustainable Srowth '

Sincerely,

1M-12
Jamcs Mutaguri
Chrcf I:,xecutivc Officer
Insutute of Pubhc ljinancc

imuraguri@iPfglobal.or.ke
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AMONG COUNI'IES.

Grcctings from the Institute of Public Finance.

'I'he Insritutc of Public l:inance (lPF) is an independent non-profit think tank that frrrthers the principles of

public financc managcmcnr through thc gencrarion of Credible Evidence, Advocacy, and Technical Assistance '

We lau<l rhc parliamenr of Kcnya for crearing r window for public particiPation on the Fourth Basis of Revenue

Sharing Arnong Counrics. 'I'his aligns wirh the spirit and intenrion of the Constitution of Kenya 2010 to uphold

particilarion i-n public finance managemenr, as wcll as enables the Parliament to leverage insights from

stakeholders such as IPIr to inform thc Fourth Basis of Revenue sharing Among counties.

Uhinratcly, this cnhanccs rransparency, accountability, cffcctivencss, and efficiency in the utilization of public

rcsources,

'l'he l:ourth Basis of Revcnuc Sharing Among Counties sets out how revenues are to be divided among county

governmenrs for five financirl years,2025/26 ro 2029/30. The e<luitable sharing ofrevenue among counties is a

constituti,rnal requircment aimed at cnsuring balanccd regional development and improved service delivery'

'l'hc l:ourth Basis for Revcnuc Sharing is therefore critical in addressing economic disparides and facilitating

sustainablc county-lcvcI dcvclopment.

'I'his submission highlighrs rhc key concerns and presents key policy recommendations.

1.' Floor-Rosami Court, Nluringa Road,

P.O. llox 21753-00100, Nairobi Kenva
'ltl: +254 758 728 tl82

limail: info@ip fgkrbal or.kc | *rlt'.iPfglobal'or' kc

[)car Sir,

RLT: SUBMISSION 'I'O PARLIAMEN'I'ON THE FOURTH BASIS FOR REVENUE SHARING
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Key Highlights
f.rryr,r"r.uJr.rue-sharing formula plays a crucirl role in ensuring equitable resource distribution among counties'

The shift from the Third Basis to the Fourth Basis represenB a rnn.. nurn..d 
"nd 

equitable approach 'fhc fourth

basis sceks to address economic disparitics and prornote equitable development within and among thc /+7 countics

in Kenya.

It recognizes rhat counties have varying resource endowments, lexding to differences in their potcntial economic

g.o*,li. The framework provides.n o"ppo.,,rniay for the government to demonstrate its commitmcnt towards

Iquitable development, particularly in the 34 margindized counties'

I-Iowevcr, key parameters such as populrtion and poverry, amonS othcrs, rcquire rccalibration to cnhancc

efficiency, fairness, and susuinabiliiy. ]'his submission outlines adjustments aimcd at oPtimizing thcir impact

while promodng sustainable economic development and service delivery'

Before we move to specific P.rameter issues, we note the following:

1. changes in the county's equitable share with the different iteretions of the revenue shering

formula'
The sccond objective of the fourth recommendation framework secks to address economic disparitics and

promore equitable development within and among the 47 counties in Kenya' The objective rccognizes that

coundes have varying resource endowments, l.aling to diFferences in their potentiel economic growth'

Currently, the level of economic development across the counties is uneven' with some countics advancing whilc

others lag. These disparities have persisted since independence, partly duc to historical policics such as scssional

pap., N"o. tO of tleS, which p;ioritized investment in regions perceivcd to havc the highcst Potcntial ft)r

economic rerurns. This approaci inadvertently deepened inequalities, leaving some counties underdeveloped'

To bridge rhese gaps, the framework aims to reduce disparities by ensuring all counties havc sufficient rcsourccs

Fo, d.rllop,.,erri. 
- 

Th. new Framework provides an opportunity for the government to demonstratc its

commitment towards equitable development, particularly in the 3z+ marginalizcd counties'

While we acknowledge the efforts to increase the proportion of equitablc sharc for some marginalized countics'

we observc that some coundes have consistently experienced a decline in their ProPortion of cquiteble sharc

(Table 1).
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l'rblc I Marginalized counrics rhat have consisrenrly lost under the different formulas

Second Basis

Allocation Index

Third Basis

Allocation Index

I Iomabay 2.r4% 2.1t% 2.04%

N'[achakos z.6r% 2.48Yo 2.40%

Maudcra

I'urkana

3.45%

4.03%

3.23% 3.02% 2.93Yo

3.36% 3.41% 3.3lYo

Sorrcc: CRI

Recommendation: 'l'o addrcss this challe ngc, CRA should considcr a "Hold Hartnlcss Clausc" that guaranrccs

rhat cach counry rcceivcs ar lcast whar it got from the previous formula. "l'his ensures that there are no declincs in

absolute terms even when there are changes to the Parameters'

Adclirionally, CRA should weigh Formula parameters more equitably. Parameters like population and Poverry

may invariably affect ce rtain counries, if roo much weight is attached to them as opposed to attaching more weight

ro servicc dclivery gaps.

2. Inconslstencies in Revenue Formula Reviews
'l'hc inconsistent ad;ustmenrs to the counry revenue-sharing formula have introduced unpredictabiliry in counry

funding, especially affccting devolved ftucrlons.

A key example is thc transition from thc 'Itrird Basis ro the Fourth Basis of revenue sharing, where essential

paremeters such as health and agricultural indices were removed'

'l'hesc paramcters were dircctly tied to courrty-level service delivery, ensuring funds werc allocated bascd on

sccroral nccds.'I'heir cxclusiorr in thc Fourrh Basis weakens the link between resource allocation and servicc

demands, creating funding gaps in critical dcvolved sectors and potenrially undermining service delivery'

Recommendation: To enhance stability and equiry in counry flunding, we recommend that new revenue'sharing

formulas build on cxisring indices rrther rhan introducing endrely new ones. Instead of eliminating key

paranrcrcrs without clear justification, the formula should ensure that any omitted indices are eFfcctivcly

cornpensatcd by new oncs.

ou!rty

l" Floor-Rosami Court, Nlurlnga Road,

P.O. Box 21753-00100, Nairobi Kenya

"fel +254758728882
Email: in fo@ip fglobal'or. ke I v'wrv. ip fglobal or' kc

First Basis

Allocation Index

Four*r Basis

Allocation Index

2.17%

2.ttJ%
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ri(hile the review of the formula occurs every five ycars, its purpose should not bc to introducc drastic shifis lrut

ing that thesc rcvicws arc guidcd by

ring mechanism can providc countics

mproving servicc dclivcrY.

Focus Areas

3. Revision of Paremeters

to refine and improve efficiency based on past performance' By ensur

econotnic trends, sectoral needs, and empirical evldence, the revenuc-sha

with predictable and sustainable funding, reducing fisca[ uncerainty and i

A 1" F'loor-Rosami Court, N luringa Road,

P.O. Box 21753-00100, Nairobi Kenl'a

Tcl: +254 758128882

Email info@ipfgtobal.or. ke I rrtrv' iP fglobal or'kcI l,l;

Population r -! ,
The currenr populadon parameter allocates resources based on en equal Per-Person share' while the population

parameter provides 
" 

subl. proxy for service demand, it has notable weaknesses:

r Misalignment with Counry-l,evel investment: The formula essumcs that Funds allocated bascd on

poprrtition lead ro proportionate service investments. Flowever, thcrc is no direct linkagc bcrween intra-

aorrnay ,aro.rr.e disribution and actual service needs'

o Unintended incentives for popularion growrh: The Formula prioritizes population sizr without ensuring

corresponding economic ."pr.ity, leading to increased service demand without adequate infrastructure

or economic oPPonunities.

r Diverse cost burdens: Larger populations do not always incur uniform costs. Ccrtain dcmographic groups r'

(e.g., elderty individuals, !.rron, with disabilities, and rcmotc communitics) rcquire dispropt]rtionatcly

higher invcstmens Per caPita.

Recommendation: To address these weaknesses while retaining population as e core Proxy, we propose splittinq

the paramerer into four subcomponents. This includes collapsing the gcographic size parametcr end

incorporating the 996 weight into ti. Population Parameter to enhance its total weight to 51% distributcd as

follows.

o 50yo -core population allocarion: Maintain a 50% weight for basic population-based allocation, cnsuring

that every counry receives resources based on its populadon size, irrespectivc of demographic

characteristics.

o21%-needs.basedpopulationallocation:Introduceaneeds.basedsub.parameterthataccountsFor

unique service costs associated with different population groups (c'g', infrastructure deficits' special'

neejs populadons). This retains population as a proxy while improving alignment with actual scrvicc

demands.
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15% - Economic sustainability check: Introduce a growth-sustainabiliry sub-parameter that links

population growrh ro .o,rn,y-1.r.1 economic productiviry and service caPacity. This ensures that

populadon .i*p"nrion aligns wirh econornic growth rather than creating unsustainable service demands'

i O% - pnpulr,ion de,.,siry adlustmcnt: Allocate 10% base d on population per squarc kilorncter, addrcssing

rhc cosr diiflrcnrials ()Fscrvicc dclivcry in sparsely PoPulatcd regions.'fhe lower the density, the hiShcr

thc scrvicc dclivery costs, thus ncccssirating Srcatcr ellocations to counties with low PoPulation densitics'

Povcrty
Whilc t'he 2022 Kcnyr P ove rry Reporr provides a srrucrured approach to revenue sharing under the fourth basis,

its reliancc on 2022 d*a.raiscs concerns about iu abiliry to reflect current socio'economic realities'

povcrty lcvcls are constanrly shifting due to facrors such as inflation, c[imete change, and post-pandcmic recovery'

rncaning s6mc counries ,,,ay ,..ciu. allocarions that do not align with their present necds, resulting in eithcr

undcrfu nding or ovcrfunding.

AtJdirionally, the poverry lndex fails to caprure intra-counry disparities, as coundes with hiSh overall poverry rates

may still h"u. po.k.,, of affluence, leading to inefficient resource distribution. The Equalization Fund was

inrioduccd to addrcss such irnbalances but has remained inefFecrive due to flawed targeting and distribution

crltcria.

By allocating funds at thc county levcl, ir ncglects equally deprived sub-county regions, and its rcliance on

outdrred poverry dara (2 tJOs/06) alongside imprecise indicators for health, infrastructure, and education further

limits its impact.

Moreover, thc egual allocation among marginalized counries fails to account for their varying needs, and the cost-

of-scrvicc tJelivery in vast, undcrdevclopcd areas is inadequately considered. As a result, both the poverty indcx

and rhe l:qualizarion Fund fail ro eguimbly distribute resources, reinforcing exisring inequalities rather than

addressing them.

Givcn thc Equalization Fund's failure to cffectively target the most disadvantaged areas, CRA must rcvisir its

poverry inde; merhodology. Relying on outdated or aqgregareJevel data undermines equitable distribr'rtion,

rcinforcing disparities rather than correcting them.

Recommendations: 'I-o counter thcsc issues, we ProPose splitting the poverry Parameter into rwo sub-

comPonents.
. SOr/o - nccds-basccl ellocation: Continue allocating funds based on Poverty levels to suPPort

underdcvelopcd countics'
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o 50% - performance-based incentive: Reward counti€s that achieve mexsurablc Povcrry rcduction by

linking allocations to iob creation, local revenue generation, and imProvcd access to esscntial scrviccs' 'l'o

ensure fairness, this incentive will be calculated as a rolling evcrage ovcr multiplc ycars to smooth out

economic fluctuations beyond counry control'

Addirionalty, conducting annual or biannual Poverry assessments wou[d ensure that revenuc allocations rcflcct

the mosr recent conditions. Furthermore, there is l need to introduce a flexible mechanism that allows lor mid-

term adiustments based on emerging data or unforeseen circurnstances'

The Income Distence Index

While the Fourth Basis rcvenuc-sharing formula aims to effcctively reducc ccononlic inequalitics by allocating

more resources to counties with lower Gross Counry Product (GCP) per capita, it lacks a mcchanism to

incentivize counties to improve their Own Source Revenue collections'

The currenr design focuses on comPensating [or economic disparities rathcr than f<lstering long'term sell-

sufficiency.

Recommendation: we recommend that furure adjustme nts should fbcus on the introduction of a progressivc

incentivc srructure that rewards counties demonstrating growth in thcir GCP per capita' 'l'his would encouragc

counties to actively enhance their economic capacity while still benefiting from fiscal equalization' cnsuring a

balanccd approach to development and accountabiliry in resource utilization'

stabilization Fector and Enhancing Predictebility in Revenue Allocation

T'he introduction ofthe stabiliz.ation factor raises concerns about transparency in rcvcnue allocatiotl as it lacks a

scientific foundation. While intended to prevent abrupt [unding declincs, its arbitrary naturc undermirrcs fairncss

and predictabiliry. A more effective approach would be to replace it with a scicntifically derived deviation

p.r"*.,.r, .nru.ing a data-driven, gradual transition berween revenue-sharing bascs'

T'his would promote equiry, fis-cal responsibiliry, and confidence in intergovernmcntal transfers whilc

maintaining funding stabilirY'

Recommendation: We recommend replacing it with a scientifically dcrivcd dcviation paramctcr' ensuring a data-

driven, gradual transition between revenue'sharing bases'

Fiscal ResponsibilitY PrinciPle

Article 216 (3) (c) provides that while formulating the recomme ndations, cRA should scek to encourage fiscal

responsibiliry. Funher, Anicle 203 of the coK calls for transparent and responsiblc usc of rcsourcc's by thc county

I
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Datc: 24'h March.2025

To:
The Clerk of the Senate

P.O. Box 41842'OO|OO
Nairobi. Kenya
Email: clerk.sen ate@parliament. o.ke

Cc: financebud setco m m.5enat e@parliament o ke

SUBJECT: MEMORANDUM ON THE FOURTH BASIS FOR REVENUE SHARING AMONG COUNTY

GOVERNMENTS FY 2025/26 - 2029/30

I. INTRODUCTION
Achievers Kenya PBO submits this memorandum in response to the Commission on Revenue

Allocation's (CRA) Fourth Basis for equitable revenue sharing among county governments. ln line with

Article 216(l)(b) and Article 217(l) of the Constitution. we recognize the need for a fair and

transparent revenue-sharing framework that promotes equitable service delivery and development

across all counties.

We acknowledge the shift from the functional approach to the use of expenditure proxies. aimed at

ensuring a more stable and predictable revenue-sharing model. However. we wish to highlight critical

concerns and propose recommendationJ to enhance the effectiveness of the Fourth Basis.

2. KEY CONCERNS AND RECOMMENDATIONS

a) Population Parameter (42olo)

Concern:'Nhile population is a key determinant of service delivery needs, using it as the primary

parameter (42o/o) disproportionately beneflts densely populated counties while marginalizing sparsely

populated but vast counties that require more resources for infrastructure and administration'

Recommendation: lntroduce a balancing factor that considers population density alongside

geographical size to ensure equitable distribution of funds'

b) Equal Share Allocation (22o/o)

Concern:fhe allocation of a uniform equal share to all counties does not adequately address

disparities in economic capacity. infrastructure, and governance needs.

Recommendation: Modify the weight of the equal share parameter by incorporating a performance-

based component to reward counties demonstrating prudent financial manaSement and efficient

service delivery.

.l(:x

NairobiLialsonOffi.e:La-CottinsGardenstorJerUpperHilt,l0Masabaroad,Nairobi'
Eldoret offlce: Oloo street, 64 Arcade, 3rd Floor, Rmm 5D'

P.O Box r/'17'30100 Etdoret



c) Geographic Size Parameter (9olo)

concern:The9qo allocation for geographical size does not sufficiently address the higher cost of

service delivery in vast, arid, and semi'arid lands (ASALs)

Recommendation: lncrease the weight of the geographic size Parameter to 12o/o to ensure counties

with large land areas receive adequate re5ources for infrastructure development and administrative

costs.

d) Poverty Parameter (l4old

concern:The use of the poverty headcount as a parameter for revenue allocation is critical; however'

the l4}/oweighting may not be sufficient to address deep-rooted economic disparities'

Recommendation: lncreasethe weight of this parameter to l8o/o to better tarSet counties with higher

poverty levels, ensuring increased funding for social and economic upliftment proSrams'

e) lncome Distance Parameter (l3olo)

Concern:\Nhile this parameter aims to addrest economic disparities. the use of 6ross County Product

(6CP) as the sole measure may not fully reflect counties' actual financial needs and potential'

Recommendation: Complement the income distance parameter with additional economic indicators

such as unemployment rates, business activity levels. and revenue collection capacity to create a more

comprehensive economic disparity index'

0 Stabilization Factor

concern:rillhile the stabilization factor ensurer that no county receives less than its previous allocation'

it may limit flexibility in responding to changing county needs'

Recommendation: lntroduce a periodic review mechanism within the five-year framework to assess

and adjust allocations based on evolving demographic and economic changes'

3. CONCLUSION

We commend the Commission on Revenue Allocation for its efforts in developing a more structured

and predictable revenue-sharing formula. However, to ensure that all counties receive allocations that

reflect their actual needs, we urSe the Senate to consider the proposed adjustments in the Fourth Basis

before its final adoPtion.

Achievers Kenya pBO remains committed to advocating for a fair and transparent resource allocation

process that promotes equity. development. and inclusive Sovernance across all counties'

Submitted bY:

t",\
Rbuert Ei Nangiro
Execltive Director,

Achievers KenYa N6O

Datet 20-03-2025

)
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Date: 14th April, 2025

The Clerk

The Senate

Attn: Senate Standing Committee on Finance and Budget

Parliament Buildings

P.O. Box 41842 - 00100

Nairobi, Kenya

Stephen Mwakesi

Secretary General

COAST PEOPLES FORUM (CPF)

Dear Sir,

RE; SUBMISSION OF CPF POSITION PAPER ON THE FOURTH BASIS FOR REVENUE SHARING AMONG

couNTr Es (FY 202s /26 - 2029 /301

On behalf of the Coast peoples Forum (CPF), a regional civil society network committed to incluslve

development and equitable resource allocation in the coastal region of Kenya, we wish to respectfully submit

the attached Position Paper on the Fourth Basis for Revenue Sharing among County Governments'

This submission is made pursuant to Article 118, Article 201, Article 217(2)(d) of the Constitution of Kenya,

which guarantee public participation and transparency in all matters of public finance. The document reflects

rigorous analysis of the CRA proposal, grounded in data from the Commission's published framework,

cJmplementary insights from the Parliamentary Budget Office and research conducted by our members'

We recognize the Senate's central role in safeguarding devolution and promoting horizontal equity. In this

spirit, CpF's position paper offers practical, evidence-based recommendations that we believe will strengthen

the revenue sharing framework while promoting long-term fiscaljustice and sustainable development across

all counties, particularly those facing structural and historical disadvantages.

We would be honoured to present our views in person at the Committee's convenience and to contribute

constructively to any future deliberations or technical engagements that may arise from this process'

Thank you for your attention and commitment to ensuring a more equitable and resilient Kenya'

Yours sincerely,

(ESl i5ecretrry) ' BIASHA HAMISI zlTo (

\NGOME (Organising SecretarY)til

- t(-4
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(202s/26 -2029/30)

Submitted to the Senate Standlng Committee on Finance and Budget

15TH April 2025

Contact Person

Stephen Mwakesi

Secretary General - Coast Peoples Forum

Email: sg @cpforum.or.ke
Cell +254 723 229 117

1. lntroduction

The Coast peoples Forum (CPF), a regional policy and advocacy platform representing the interests of coastal

communities in Kenya, welcomes the Commission on Revenue Allocation's (CRA) proposal on the Fourth Basis

for Revenue Sharing among County Governments. This position paper offers a structured assessment of the

proposed formula, its alignment with constitutional principles under Article 203 of the Constitution of Kenya

)Ofb, ,na proposes refined adjustments to enhance horizontal equity and fiscal justice for historically

underserved counties, particularly those along the Kenyan Coast'

While CpF acknowledges the effort to develop a data-driven framework balancing service delivery and

development needs, we argue that certain parameter weightings, the treatment of stabilisation, and omissions

in the consideration of unique coastal vulnerabilities and economic functions must be addressed to safeguard

the spirit of devolution.

2. Analytical Overview of the Fourth Basis Framework

The CRA's Fourth Basis recommends a formula comprising five parameters:

Weight (%)

42

Parameter

Population

E ual Share

Povert t4

lncome Distance 13

Geogra hical Size 9

COAST PEOPLES FORUM POSITION PAPER ON THE FOURTH BASIS FOR REVENUE SHARING

Additionally, a stabilisation factor is applied to ensure no county receives less than its FY 2024/25 allocation.
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CpF commends the intention to promote predictability and protect against fiscal shocks. However, we identify

three principal areas of concern: the disproportionate weight accorded to the population parameter; the

opacity and arbitrariness of the stabilisation factor; and the omission of a parameter or conditional framework

for coastal and marine functions under the blue economy'

Coasl People's Forurn
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3. Priority Areas for Review

3.1. Rationalising the Population Weight

At 4lo/o, the population parameter remains the most heavily weighted variable in the formula' While

population is a reliable pioxy for seryice demand, such disproportionate weighting effectively converts a

hoiirontul equity tool into a vertical one, disproportionately favouring populous counties and disadvantaging

low-density regions with high service delivery costs'

lnternational best practices caution against excessive dependence on population metrics. For instance, South

Africa,s provincial Equitable Share allocates only 9% to a basic population parameter, favouring sector-based

needs assessments (education, health, poverty). Similarly, Uganda uses population in combination with

poverty and conflict indices.

CpF recommends a recalibration of the population weight to 35%, with the differential redistributed to a newly

proposed County Needs lndex and to bolster the equal share parameter'

3.2. Anchoring and Publishing the Stabilisation Factor

While the stabilisation factor plays an important transitional role, its current formulation lacks transparency

and legal anchoring. The CRA hai not published the specific computational model used, leaving stakeholders

unable to assess its equity impacts or to anticipate adjustments in outer years'

We propose that the stabilisation factor be formally embedded in the County Allocation of Revenue Act

(CARA) as a time-bound, data-linked mechanism. lt should rely on a moving average of prior allocations and

include trigger thresholds for deviations, similar to equalisation grant methodologies used in Canada'

3.3. Establishing a County Needs and Equity lndex

cpF proposes the introduction of a composite county Needs lndex (cNl), weighted at 5%, to reflect

multidimensional indicators such as infrastructure gaps, disaster vulnerability, and distance from service

centres. This measure can be adapted from the World Bank's Multidimensional Poverty lndex and

supplemented with data from the Kenya National Bureau of Statistics (KNBS) and National Drought

Management AuthoritY (NDMA).

such an index would deepen equity by rewarding counties that face non-population-based development

constraints. lt would also allow policymakers to track county resilience and adaptation needs, particularly in

the context of climate change and coastal fragility'
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3.4. Recognition of Coastal and Blue Economy Functions

The current formula fails to reflect the specialised economic and environmental functions carried by coastal

counties, notably Mombasa, Lamu, Kwale, Kilifi, Tana River, and Taita Taveta. These counties host vital national

infrastructure including ports, ferry systems, fish landing sites, and marine conservation zones They also

contend with elevated risks related to sea-level rise, saline intrusion, and marine pollution'

CPF proposes two alternative approaches:

a. The establishment of a Blue Economy conditional Grant within the Division of Revenue framework to

support port city management, fisheries oversight, and coastal climate resilience.

b. lntegration of a Blue Elonomy lndex as a supplementary parameter in the next basis review cycle,

draviing on data from the State Department for the Blue Economy and Kenya Marine and Fisheries

Research lnstitute (KMFRI).

3.5. Reintroduction of Sectoral lndices (Medium-Term consideration)

The Third Basis included sector-specific indices (e.g., Health lndex, Agriculture lndex) aligned to devolved

functions under the Fourth Schedule of the Constitution. While their removal in the Fourth Basis enhances

simplicity, it also weakens the link between financing and functional performance.

CpF supports a medium-term reintroduction of sectoral indicators as part of a broader shift towards outcome-

based transfers. These indices could be aligned with annual performance contracting and sector standards

established by intergovernmental sector forums'

3.5. Clarifying and Reforming the lncome Distance Parameter

While CpF supports the inclusion of lncome Distance as a measure of fiscal need, we caution that its current

formulation may obscure deeper structural inequities. The parameter, weighted al 13%' is based on average

Gross County piodua (GCP) per capita for the period 2020-2022. However, this data:

. Fails to capture informal and seasonal economic activity, especially in coastal counties reliant on

tourism and artisanal fisheries;

overstates local fiscal capacity by attributing national economic outputs (e.g., from ports and

extractives) to counties without corre

. Does not account for structural

experienced in marginalised areas.

CPF recommends the following:

Review and enhance the methodology used to compute GCP, ensuring disaggregation by sector and

incorporation of informal activity.

sponding fiscal benefit;

economic disadvantages or the historical underinvestment

a

tLAH (Ch.:ir) o DIMKA MATAI
R I TH
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b. Supplement the lncome Distance parameter with a County Economic Vulnerability Score to reflect

structural constraints, market access, and infrastructure deficits'

c. Consider increasing its weight to 15o/o, balanced by a commensurate reduction in the population

parameter.

This would better reflect actual fiscal capacity, and move the formula closer to a model of equitable fiscal

decentra lisation

4. Conclusion and Recommendations

CpF acknowledges the progress made by the CRA in aligning resource allocation with constitutional principles.

However, for the formula to be both equitable and future-prooi the Senate must consider the following:

a. Reduce the Population Parameter to 35o/o and redistribute weight to Equal Share and a new County

Needs lndex.

b, Anchor and publish the Stabilisation Factorthrough legislative amendment and adopt a rolling

average approach,

c. lntroduce a County Needs IndeX weighted at 5o/o, to reflect structural and resilience-based

vu lnerabilities.
d. Create a Blue Economy Conditional Grant or Parameter to recognise the strategic burdens of coastal

counties.
e, Support the return of Sectoral lndices in future bases to strengthen performance-based devolution

financing.
f. Undertake a methodological review and reform of the lncome Distance parameter to reflect true fiscal

capacity by incorporating informal economies, disaggregated sector data, and long-term structural

vu lnerabilities.

We submit this position as part of our constitutional right to participate in the development of legislation and

fiscal frameworks that affect the people of the Coast and the Republic of Kenya at large.

Founded in the year 2006 on the values of equity, inclusion, devolution, and regional solidarity, CPF seeks to

advance the socio-economic and political interests of the Coast region through public policy engagement,

civic participation, and collaborative action.

About the Coast Peoples Forum (CPD

The Coast peoples Forum (CPF) is a non-partisan, membership-based platform that brings together

professionals, civil society actors, researchers, community leaders, youth, and grassroots organizations from

the six counties of Kenya's Coast region: Mombasa, Kwale, Kilifi, Taita Taveta, Tana River, and Lamu.
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ABSTRACT

This memorandum critically evaluates the Commission on Revenue

Allocation (cRA)'s fourth basis for revenue sharing, highlighting its

limitations and proposing an alternative model, the County Dcvelopment

Index (cDI). The cRA's approach, which heavily relies on Population, Basic

Share, Poverty and Gross county Product (GCP) per capita indicators,

overlooks some economic, social, and infrastructural indicators essential for

equitable resource distribution. The CDI model provides a more holistic

framework by incorporating multiple development indicators, accounting for

latent variables, and ensuring that resource allocation aligns with the actual

development needs of counties. This memorandum also examines the

differences between the third and fourth basis, critiques the CRA's approach,

and presents a data-driven recommendations for a fairer and more effective

resource-sharing mechanism.
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CHAPTER ONE

INTRODUCTION

1. 1 Background Information

The equitable distribution of national revenue among counties is

fundamental to achieving balanced economic development and social

progress in Kenya. The cRA is tasked with developing formulas that guide

revenue sharing, ensuring that financial resources are allocated in a

manner that promotes equity and fairness. However, the proposed fourth

basis for revenue sharing introduces significant structural changes that

undermine a holistic approach to county development'

The new formula heavily weights population, basic share, poverty, and

income distance, while reducing or eliminating critical economic, social,

and infrastructural factors. This approach disproportionately emphasizes

GCP per capita, assuming that counties with lower GCP per capita require

more funding, yet failing to account for disparities in infrastructure,

economic potential, and social services. Furthermore, the proposed model

overlooks dynamic economic factors and latent variables, which are

crucial for accurately assessing county development needs'

This memorandum presents an alternative model, the CDI, as a more

inclusive and sustainable framework for resource allocation. Unlike the

fourth basis, cDI incorporates a broader range of indicators, including
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economic, social, and infrastructural metrics, while also capturing hidden

economic trends through latent variables. By integrating these factors,

CDI provides a more comprehensive and data-driven approach to county

revenue allocation.

The objective of this memorandum is to:

1. Critique the limitations of the proposed Fourth basis Formula and

its impact on count5r development.

2. Present an alternative model (CDI) that better accounts for counties'

socioeconomic, infrastructural, and economic realities.

3. Challenge the modulating factor, which restricts counties from

receiving the same allocations as before, regardless of changing

economic conditions.

4. Advocate for a fairer revenue-sharing model that aligns with Kenya's

constitutional principles of equity, inclusivity, and sustainability.

This memorandum is submitted pursuant to Article 216(1) of thc

Constitution of Kenya, which mandates CRA to recommend a fair and

equitable basis for revenue sharing among counties. Additionally, Article

118(1Xb) and Article 2ol(al emphasize public participation and

transparency in financial matters, ensuring that stakeholders have a say

in revenue allocation decisions.



a.)

The recommendations presented here seek to provide a more equitable,

data-driven, and sustainable approach to revenue sharing, one that better

reflects counties'actual development needs and economic potential.
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CHAPTER TWO

SITUATION ANALYSIS

2.1 Comparative Analysis of Third and Fourth Basis Formulas

A key shift between the third and fourth basis for revenue sharing is the

drastic change in weight allocation. The third basis considered a broadcr

set of development indicators, whereas the fourth basis significantly

reduces or eliminates several crucial indices:

Indicator Third Basis Weight Fourth Basis llleight

Population l8o/o 42o/o

Basic Share 2Oo/n 22Yo

Poverty l4o/o 74o/o

Geographical/Land Mass 8o/o
goh

Rural Access 8o/o o%

Urban Services 5% or%

Agriculture lOo/o Oo/n

17o/" Oo/nHealth
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Oo/o l3o/o

Tablelshouingthetaeightsforthethirdandfourthbasts

The elimination of rural access, urban seryices, agriculture, and health

from the formula suggests a signilicant departure from a holistic

development approach. The heavy weighting of population (42o/ol also

raises concerns about whether smaller counties with higher development

challenges will receive adequate allocations.

The transition from the third basis to the fourth basis for revenue sharing

marks a fundamental shift in weight allocation across key development

indicators. The third basis considered a broader set of socio-economic and

infrastructural indicators, whereas the fourth basis significantly reduces

or eliminates several critical indices. The most notable change is the

increased emphasis on population, which now accounts for 42%o of the

allocation formula, up from l8o/o in the third basis. At the same time,

indicators such as rural access, urban Services, agriculture, and health

have been comPletelY removed.

This shift raises concerns about whether smaller counties with significant

development challenges will receive adequate allocations. counties that

previously benefited from the inclusion of these factors may now

experience stagnation or reductions in their allocations, while those with

larger populations may receive disproportionately high shares' The

Income Distance
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formula change particularly impacts counties that rely on indicators like

health and agriculture, as their exclusion disregards key aspects of

economic and social develoPment.

2.2 Revenue Nlocation Changes

A comparison of the third and fourth basis allocation indices reveals

distinct patterns in county allocations. Some counties, such as Garissa,

Isiolo, Marsabit, and Wajir, experience significant increases, likely due to

their population growth and land mass factors. Conversely, countics with

strong economic growth but high infrastructural needs, such as Nairobi,

Nakuru, and Kiambu, see minimal changes, suggesting possible

underfunding of emerging urban hubs. Additionally, counties previously

benehting from indicators like health, agriculture, and urban services,

including Kisumu, Mombasa, and Kirinyaga, face stagnation or reduced

allocations. This change indicates a fundamental departure from a holistic

development approach, favoring population size over the quality of

development.

2.3 One-Sided Approach to Development

The cRA's fourth basis formula assumes that counties with lower GCP per

capita require more funding. However, this approach ignores critical

economic, social, and infrastructural indicators such as healthcare access

and quality, urban service provisions, literacy rates, internet pcnctration,
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and employment levels. By neglecting these factors, the formula provides

an incomplete assessment of county needs and fails to address disparities

in development.

For instance, counties with higher GCP per capita but weak

infrastructural and social services still require funding to sustain

development. Thc CRA model does not account for such cases, leading to

the potential underfunding of emerging urban centers and industrial

hubs. Nairobi and Nakuru, which contribute significantly to national

revenue, require improved infrastructure to Support their economic

growth. Similarly, Machakos and Kiambu, which are transitioning into

industrial hubs, are not adequately funded for infrastructure expansion.

Coastal counties such as Mombasa and Kilifi, which generate high

tourism revenue, also require enhanced social services' A more inclusive

model should balance economic productivity with infrastructural and

social needs to ensure that high-growth counties are not left behind in

resource allocation,

2.4 Lack of Consideration for Latent Variables

The CRA's fourth basis model follows a purely deterministic approach,

assuming direct relationships between GCP and resource needs. However,

many unobserved economic and social factors, or latent variables,

significantly influence county development. These include informal
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economic activity, social cohesion and security, migration trends, and

Iocal governance efficiency. By failing to account for these variables, the

model overlooks critical drivers of county developmcnt. A morc rehncd

approach, such as a Dynamic Factor Model (DFM), could help capture

these hidden variables and improve revenue allocation fairness by

considering latent developmental constraints.

2.5 Unsustalnability of the Modulatlng Factor

The introduction of a modulating factor that prevents counties from

receiving the same allocations as before is inherently unsustainable . This

mechanism does not account for potential reductions in county revenuc

allocations under the Division of Revenue Act (DORA)' shortfalls in

government revenue collection, or the need for counties to have

predictable and stable funding for long-term planning. If the total

allocation drops below the proposed KES 417.425 billion, some counties

are likely to receive lower allocations. For instance, using the proposed 4tt'

basis formula with the previous allocation of KES387'4258,31 counties

will receive lower funds while 16 will receive more than what they already

have in the running budget. Government revenue shortfalls could also

force impractical allocation adjustments, reducing predictability for

counties. A more sustainable approach would involve incorporating

longitudinal revenue performance and adaptive allocation frameworks

rather than rigid modulating constraints. The table below summarizes thc
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county allocations based on both the third and fourth basis using

2024125 allocation as per DORA 2024.

Third
Basis
Allocation
Index

t.73

1.81

2.88

t.94

t.25

i.39

2.14

2.t1

r.27

2.15

3.35

1.74

3.17

3.14

1,41

2.4

2024l25
Allocation

6,684

7,015

lL,l7l

7,515

4,827

5,370

8,29O

8,170

4,924

8,345

12,981

6,738

12,294

12,l7O

5,449

9,306

8,405

Fourth
Basis
Nlocation
Index

2024l23
Allocation

6,645.36

6,976.24

to,938.27

7,32r.31

4,981.46

5,215.47

10,1 10.70

7,898.96

5,815.75

9,O82.47

12,593.51

7,086.52

12,177.65

1 i,821.18

5,255.77

9,034.58

8,133.87

1 Baringo

2 Bomet

3 Bungoma

4 Busia

5 Elgeyo-
Marakwet

6 Embu

7 Garissa

8 Homa-Bay

9 Isiolo

l0 Kajiado

11 Kakamega

12 Kericho

13 Kiambu

14 Kilifi

15 Kirinyaga

16 Kisii

17 Kisumu

1.72

1.8

2.82

1.89

t.29

1.35

2.61

2.O4

1.5

2.34

3.25

1.83

3.14

3.05

1.36

2.33

2.17 2.1

S/No. CountY
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18 Kitui

19 Kwale

20 Laikipia

2l Lamu

22 Machakos

23 Makueni

24 Mandera

25 Marsabit

27 Migori

28 Mombasa

29 Murang'a

30 Nairobi City

3l Nakuru

32 Nandi

33 Narok

34 Nyamira

35 Nyandarua

36 Nyeri

37 Samburu

38 Siaya

39 Taita-Taveta

2.81

2.23

1.39

0.84

2.48

2.t9

3.O2

1.96

2.57

2.t6

2.O4

t.94

5.21

3.s3

1.9

2.39

1.38

1.53

1.68

1.45

1.88

1.31

2.72

2.16

1.45

o.94

2.4

2.13

2.93

2.26

2.5

2.r2

1.98

1.88

5.05

3,42

1.84

2.31

t.4l

t.49

1.63

t.52

t.92

t.37

1.78

10,886

8,625

5,387

3,254

9,597

8,497

1 1,69 1

7,597

9,944

8,385

7,900

7,512

20,179

13,667

7,346

9,242

5,360

5,937

6,519

5,623

7,3O1

5,066

6,825

10

10,537.34

8,354.26

5,619.53

3,641.38

9,287.42

8,264.21

11,342.59

8,759.81

9,673.15

9,229.72

7,667.65

7,279.67

19,559,30

L3,241.12

7,114.o2

8,932.64

5,476.52

5,781.78

6,324,98

5,894.46

7,456.34

5,298.03

6,902.5640 Tana-River 1.76



4l Tharaka-
Nirhi

42 Trans-Nzoia

43 Turkana

44 Uasin-
Gishu

45 Vihiga

46 Wajir

47 West Pokot

Totals

t.t4 4,400

1.95 7,541

13,213

8,472

3.4r

2.19

t.37 5,293

9,903

6,610

387,425

2.56

l.7l

100

t1

4,631.58

7,308.97

12,825.52

8,201.21

5,640.72

1o,444.57

6,532.69

387,425

2.6 Statistical Validation of Omitted Indicators

To validate the impact of the excluded indicators like rural access, urban

services, agriculture, and health a correlation analysis between these

factors and county development performance was conducted. The findings

indicate that healthcare access correlates positively with poverty

reduction (r = o.721, implying that removing health indicators may reduce

funding for counties needing better medical services. Urban service

provision correlates with economic productivity (r = 0.68), suggesting that

eliminating urban services could hinder industrial and commercial county

growth. Agricultural investment correlates with food security and income

stability (r -- 0.741, meaning the exclusion of agriculture funding might

impactruraleconomies.Amoredata-drivenapproachshouldconsider

t.2

1.89

3.3 i
2.t2

t.46

2.7

t.69

100

Tabte 2 shou.ting countA allocations based on the third and fourth basis
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these correlations in future revenue-sharing models to ensure an

equitable and needs-based allocation system'

2.7 Justillcation

The transition from the third to the fourth basis formula shifts focus away

from a development-oriented allocation approach toward a population-

heavy model. This approach ignores critical economic, infrastructural,

and social indicators, leading to an incomplete assessment of county

needs. It fails to account for latent variables influencing development,

neglects counties with strong economic growth but weak infrastructurc,

and relies on an unsustainable modulating factor that may cause funding

instability. Additionally, it does not statistically validate the eliminatioh of

crucial indicators such as health, urban services, and agriculture' A morc

comprehensive revenue allocation model should incorporate latent

variables, statistical validation, and balanced development metrics to

ensure fair and effective county funding distribution'
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CHAPTER THREE

The cRA's fourth basis formula for revenue sharing among counties relies

on observed variables (population index, land mass index, poverty index'

income distance index, and equal share index) and applies a modulating

factor. However, handling unobserved variables and random errors in

such a formula can be approached in several ways:

3.1 Handling Unobserved Variables

Unobserved variables such as economic shocks, governance efficiency, or

external market dynamics can still influence revenue needs but are not

explicitly included in the formula. CRA might handle these in two ways:

3. 1.1 Indirect Representation through Proxy Variables

Some unobserved factors can be indirectly represented by correlated

observed variables. For instance' governance quality is not directly

observed but may be reflected in income distance or poverty index'

CRA'S FOURTH BASIS
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3.1.2 Implicit Inclusion in the Modulating Factor

The modulating factor could serve as an adjustment for factors not

captured by the main observed indices. This could be a time-varying

adjustment based on national economic trends or fiscal necds.

3.2 Handling Random Errors

Even with a well-structured formula, somc level of error is incvitablc. CRA

may address this through

3.2. I Statistical Smoothing

The formula could apply weighted averages over multiple years to reduce

the impact of short-term fluctuations, for instance, instead of using a

single-year income distance index, a three-year moving average could be

used

3.2.2 Residual Error Term in Model Calibration

If CRA uses a statistical or econometric model to test the formula, they

might include a residual term

Revenue Share = f(ObservedVariables) + e (3.1)

where e represents random error or unobserved influences
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3.2.3 SensittvitY AnalYsis

CRA could test different scenarios to see how revenue shares change

under different assumptions by simulating the effect of inflation shocks

or economic downturns to check formula stability'

3.3 Possible AdJustments for Unobseiled Factors

3.3. 1 Correctlon Factors

CRA may adjust allocations periodically based on national economic

conditions (e.g., inflation adjustment).

3.3.2 DiscretionarY Allocations

A small percentage of funds may be set aside for counties facing

exceptional unobserved challenges (e.g., natural disasters, economic

downturns).

3.3.3 Machine Learnlng APProach

cRA may use historical allocation errors to refine the formula

dynamically.

cRA can acknowledge the presence of unobserved variables and random

errors but mitigates their impact through:
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i) Proxy variables (to approximate latent factors)'

ii) Modulating factor (to adjust for unforeseen influences)'

iii) Error smoothing techniques (averages, residual terms, sensitivity

analysis).

3.4 Statistical validation of cRA's Fourth Basis Formula for

Revenue Sharing

To ensure that the fourth basis formula is robust, cRA would need to

validate it using statistical techniques that account for observed variables,

unobserved influences, and random errors. Here's a structured approach

to how CRA might validate the model:

3.4. I Model Specification

cRA,s formula can be expressed as a weighted sum of key indices:

Revenue Share; = plPoplndexl * p2LandMasslndex; * p3Povertylndexi *

BalncomeDistancelndexi * p5EqualSharelndex; * M; * ei

Ft,9r, p3, pa and p, are weights assigned to each variable

M1 is the modulating factor adjusting for external conditions

(3 2)

Where
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e; is the random error term capturing unobserved influences

3.4.2. Checking Statistical Validity

3.4.2.7 Regresslon Analgsis for Model Fit

Using historical revenue allocation and economic data, cRA can apply a

multiple regression model below:

RcvenueSharei = Il=, F1Xi1 * ei (3.3)

Then test significance of coefficients, B; using t-tests to check if variables

significantly contribute to the formula. further, the overall model fit can

bc assessed using R2 and Adjusted R2 to measure how well the formula

explains variations in revenue share.

Possible Outcome:

If R2 is high (e.g., , 0.8), the observed indices explain most of the variation

while for R2 being low, unobserved factors are likely playing a bigger role.

CRA can validate the formula using the following techniques:
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3.4.3 Testing for unobserved Factors (Factor Analysis and Residual

Analysis)

3. 4. 3. 7 Factor Analgsis

since some unobserved variables (like economic shocks) may be

influencing revenue needs, cRA could apply Factor Analysis (FA) or

Principal Component Analysis (PCA) to identify latent variables that

correlate with existing indices and to determine if a few unobserved factors

explain the error term, €;.

3. 4. 3. 2 Resldual Analgsis

Autocorrelation test (Durbin-Watson test) can be checked and if errors (e1)

show patterns, an important factor is missing. Further, heteroscedasticity

test (Breusch-Pagan test) can be carried out to check if residual variance

is uneven across counties as tJrey suggest systematic biases'

3.4,3.3 Sensltlaltg & Robustness Testlng

3.4. 3. 3. 7 Sensitivitg Analgsis

Test different weight combinations for 9t,92, Fs, Fn and p5 to see how

allocations change. For example, if the poverty index weight changes by

107o, how much does the total allocation shift?
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3. 4. 3. 3. 2 Out-o;f'SamPle Testing

Train the formula on past data (e.g., 2O|5-2O2O) and test it on future data

(2O21-2O2g) to check predictive accuracy. Further, use Mean Absolute

Error (MAE) and Root Mean squared Error (RMSE) to measure forecast

accuracy

3.4.3.3.3. Accountlng for Random Errors and AdJustments

If thc validation finds significant random errors or missing variables, cRA

can adjust the formula using:

i) Modulating Factor Refinement

Modify M; to include external economic indicators like inflation rate, GDP

growth, or exchange rate shocks. For instance, if inflation is high, counties

with lowcr revenue-raising capacity could receive a compensatory

adjustment.

ii) Introducing a Stochastic Component

Use Bayesian methods to introduce a probability-based error correction,

making revenue allocation more flexible to economic changes'
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iii) Iterative PolicY Revtew

cRA can perform annual validation checks, adjusting weights if economic

conditions change

To statistically validate its revenuc-sharing lormula, CRA should:

i) Run regression tests to check the explanatory power of observed

indices.

ii) Analyze residuals to detect missing unobserved factors'

iii) Perform sensitivity analysis to check formula stability'

iv) use out-of-sample testing to ensure the model generalizes well.

v) Refine the modulating factor to incorporate cxternal economic

shocks.

3.5 Model Shortcomings

Since cRA is not explicitly modeling a random error term but rather

applying a modulating factor, their approach assumes that all variability

in revenue allocation can be captured within obscrvcd variables and the

adjustment factor. However, this raises some statistical concerns:

3.5.1 V/hat is the Modulating Factor Accounting for?

The modulating factor could be designed to:
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i)Adjustforeconomicconditions(e'g.,inflation,exchangerate

fluctuations, and national revenue changes)'

ii) Account for unobserved influences (e'g', governance quality'

regional economic shocks).

iii) Ensure budgetary constraints are met (total allocations do not

exceed available funds).

If this factor is predefined (e.g., a fixed ratio), it acts as a scaling

mechanism, But if it is dynamic (adjusted based on economic conditions),

it behaves more like a compensatory adjustment.

3.5.2 lllhat Happens to Unobserved Varlables?

Since CRA is not explicitly modeling a random error, t1 they might be

handling unobserved variables bY:

i) Embedding them indirectly in the modulating factor'

ii) Ignoring them, assuming they have minimal impact relative to

observed variables.

iii) Using expert judgment or external economic data to manually

adjust the factor.

This means that systematic biases (e.g., consistent under- or over-

allocation to certain counties) could persist unless the modulating factor

is frequently recalibrated.
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3.5.3 Implications of lgnoring a Random Error Term

By not incorporating a formal stochastic error term, cRA',s formula

ASSUMCS:

i) The chosen indices fulty explain revenue needs (which might not

always be true).

ii) There are no county-specil-rc shocks that deviate from the formula's

expected allocation'

iii) The modulating factor perfectly adjusts for missing variables (which

may be difficult in practice).

This could lead to

i) Over-reliance on the modulating factor, making the formula less

transparent.

ii) Misallocation of funds if hidden factors (like county-specific

economic downturns) are not captured.
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CHAPTER FOUR

A HOLISTIC AND DATA-DRIVEN APPROACH

Instead of assuming a perfect deterministic formula, cRA could introduce

a data-drivcn correction factor based on historical allocation errors'

4.1 The County Development Index (cDIl as an Nteraative

Model

The cDI incorporates multiple county development indices spanning

economic, social, and infrastructural dimensions, providing a more

comprehensive measure of county development' By so doing, the CDI

provides a morc holistic and equitable approach to revenue sharing' It

accounts fOr variable dynamics, latent factors, and error terms, ensuring

a data-driven and comprehensive resource allocation framework.

4.2 Understanding County Development Indicators

The CDI considers a wide range of economic, Social, and infrastructural

indicators to provide a holistic perspective on county development. Below

is an overvicw of the key indicators used in our analysis:

4.2. I fuonomlc Indicators

Economic Indicators include the OSR FY2O23 124 Actual Revenue Index,

GCP per Capita Index, Employment Index, and the S-Year Average
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contribution to GVA Index. These indicators measure county revenue

collection performance, economic output per resident, workforce

engagement, and long-term economic contribution'

4.2.2 Social Indicators

Social indicators encompass population index, poverty index, land area

index, mortality rates (under-S & maternal), health workers per 10,000

population, health insurance coverage, literacy levels, secondary school

net enrollment index and many others. These indicators rcflect

demographic size, income inequality, healthcare access' education, and

overall well-being.

4.2.3 lnfrastructure & Governance Indicators

Infrastructure & governance indicators include mobile phone uptake,

internet access, access to safe drinking water, and access to improvcd

sanitation, access to electricity, rural access index, fiscal effort and fiscal

prudence. These indicators measure digital inclusion, availability of basic

utilities, and mobility within rural areas'

4.3 Why CDI an Alternative Approach

4.3.1 Variable Dynamics: Flipping Iudicators for Better Allocatlon

Unlike the CRA's model, which assumes all high values justify morc

resources, cDI introduces flipping indicators, recognizing that some

indicators (e.g., literacy levels, health insurance coverage) signify lower
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dcvelopment nccds when higher, whereas others (e.g., poverty rates, poor

infrastructure access) justify greater allocation when higher'

From the dataset analYsis

i) Economically strong Counties: Nairobi, Mombasa, and Nakuru

exhibit high GCP per capita, revenue collection, and employment

le vels

ii) Socially developed Counties: Kiambu, Uasin Gishu, and Nyeri have

strong health access, literacy, and social welfare systems'

iii) counties with advanced infrastructure: Nairobi, Kisumu, and

Machakos lead in internet penetration, rural access, and electricity

coverage

These insights underscore the need for tailored allocation strategies rather

than a one-size-fits-all GCP approach.

4.3.2 Summary of County Performance

From the dataset analYsis:

i) Economically Strong counties: counties with high GCP per capita,

revenue collection, and employment levels include Nairobi'

Mombasa, and Nakuru.

ii) Socially Developed counties: counties excelling in health access,

literacy, and social welfare include Kiambu, Uasin Gishu, and Nyeri.

a
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t

iii) Advanced counties in terms of infrastructure: counties with high

internet penetration, rural access, and electricity include Nairobi,

Kisumu, and Machakos'

These insights indicate that county needs are diverse and require tailored

allocation strategies, rather than a one-size-fits-all GCP approach'

4.3.3 Incorporation of Latent Variables

Using PCA, the cDI extracts hidden patterns within the data, capturing

unobserved but significant contributors to county development. This

allows for a more nuanced allocation framework'

4.3.4 Balanced Resource Nlocation

Unlike CRA's income distance index, which favors only counties with

lower GCP per capita, the CDI ensures that:

i) Both underdeveloped and developing counties receive appropriate

allocations.

ii) counties demonstrating strong development indicators still qualify

for funding, ensuring continued growth'

iiil Positive indicators are flipped appropriately so that higher values

consistently advocate for better resource allocation'
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4.3.5 Sustainability aad Predictabtlity

By removing the arbitrary modulating factor and instead relying on real

economic and social indicators, the CDI allows for:

i) Predictable funding, enabling counties to implement long-term

projects.

ii) Responsiveness to actual economic conditions, rather than artificial

adjustments.

iiil Flexibility in case of national revenue shortfalls, ensuring

allocations remain practical and equitable'

4.3.6 Incorporatlng Flscal Elfort and Fiscal Prudence

Fiscal effort and fiscal prudence are essential indicators that can promote

responsible county-level financial management. By incorporating a l7o

incentive allocation for counties demonstrating strong fiscal discipline and

revenue collection effort, CDI can instill good governance practices while

ensuring that funds are utilized effectively.

4.4 How CDI Can Be Computed and used for Revenue Allocation

To implement cDI effectively, the following steps can be followed:

4.4.2 Data Collectiou

Gather relevant county-level data across economic, social, and

infrastructural indices.
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4.4.3 Standardization

Normalize the data to ensure comparability across counties.

4.4.4 Principal Component Analysis (PCAI

Use PCA to extract key components and assign weights to each indicator

based on their contribution to overall development'

4.4.5 Index ComPutation

Aggregate weighted indices to obtain a single CDI score per county'

4.4.6 Reaource Nlocatlon Formula

Distribute resources proportionally, ensuring counties with lower CDI

scores receive higher allocations to stimulate development while

sustaining progress in developed regions.

4.4.7 Incentive for Flscal Responsibility

Counties demonstrating fiscal prudence and strong revenue collection

efforts receive an additional %o allocation to encourage sustainable

financial management.

4.6 Significance of the CDI Model

i) Ensures balanced development by considering multiple dimensions

of countY Progress.
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ii) Encourages Iiscal responsibility by incorporating fiscal effort and

prudence as incentives'

iii) Provides a stable and predictable allocation mechanism for long-

term planning.

iv) Offers a data-driven alternative that avoids the pitfalls of the current

deterministic CRA model.

By adopting CDI, Kenya can achieve a fairer and more effective resource-

sharing framework that ensures counties receive allocations that reflect

their actual developmental needs.

4,7 CDI and Equltable Fund Nlocation: Case Study

The CDI provides a data-driven aPProach to detcrmining countY

and infrastructuralallocations by incorporating economlc,

indicators. This method challenges the

formula by ensuring that allocations are

social,

traditional revenue-sharing

dcvelopment needs rather than historical revenue collection

Considering a case study, the CDIs were computed using 24 key

indicators catcgorized into three main groups: economic, social, and

infrastructure. Economic indicators included county revenue, GCP per

capita, employment levels, and contributions to Gross Value Added (GVA).

Social indicators encompassed factors such as population size, poverty

reflective of actual county
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rate, healthcare and education access, and public service proviston.

Infrastructure indicators assessed electricity access, water and sanitation

coverage,roadnetworkquality,internetpenetration,andmobileuptake'

These factors were combined to generate a raw CDI score, which was then

normalized and scaled for comparability across counties'

County

Nairobi City 4.10 4.O2

Nyeri

Kiambu

3.85 3.78

3.47 3.40

Mombasa 3.15 3.09

Uasin Gishu 2.78 2.73

Kirinyaga

Embu

Nakuru

2.35 2.31

1 .81 1.77

t.76 1,72

Tharaka-Nithi 1.62 1.59

CDT CDI
Normalized

CDI
Proportlonal

CDI
Proportional
Normalized
to 1OO

4.O1

3.90

3.72

3.58

3.40

3.20

2.95

2.93

2.87

2.70

2.66

2.65

2.64

Laikipia

Taita/Taveta

Meru

Trans Nzoia

Bungoma

|.25 1,.23

1.18 1.16

1.16 Ll4

t.t2 I . 10

8.51

8.27

7.89

7.58

7.22

6.80

6.26

6.22

6.08

5.72

5.6s

5.63

5.59

r.o7 I .05 5.54 2.61
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Kakamega

Machakos

Lamu

Murang'a

Kisumu

Nandi

Kajiado

Nyandarua

Kisii

Busia

Baringo

Vihiga

Kericho

Nyamira

Makueni

Bomet

Kitui

Elgeyo/
Marakwet

Siaya

Isiolo

Kitifi

0.84 0.83

o.72 0.70

0.69 0.68

0.53 0.52

0.45 0.44

o.42 0.41

0.41 0.41

0.40 0.40

0.36 0.35

o.32 0.32

o.2t o.2t

0.04 0.04

-0.0u -o.o7

-0.09 -0.08

-o.43 -O.42

-0.s5 -0.54

-0.60 -0.59

-1.03 -1.01

-1.o4 -1,.o2

-t.27 -1.24

5.32

5.19

5.17

5.0 i

4.93

4.90

4.90

4.89

4.84

4.81

4.70

4.53

4.42

4.41

4.O7

3.95

3.90

3.48

3.47

3.39

3.25

2.51

2.45

2.44

2.36

2.33

2.31

2.31

2.30

2.28

2.27

2.22

2.t4

2.O8

2.O8

t.92

1.86

1.84

t.64

t.64

1.60

1.53

Homa Bay -1.36 -1.33 3.16 t.49

-1.r3 -1.10
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Migori

Narok

Kwale

-t.46 -1.44 3.05

2.84

1.44

1.34-1.68 -1.65

-1.7t -1.68 2.81 1.33

Samburu -1.97 -1'93 2.56 l'21

Garissa -2.54 -2.49 2.OO O'94

West Pokot -2.62 -2.57 1.92 0.91

Marsabit -2.76 -2.71 1.78 0.84

Wajir -2.9s -2.9O 1.59 O.7s

Mandera -3.05 -2.99 1.50 O'71

Tana River -3.2O -3.14 1'35 0.64

T\rrkana -3.56 -3.49 1.OO O.47

Total l.O2 1.OO 2l2.OS IOO.OO

Maximum 4.1O 4.O2 8.51 4.Ol

Minimum - -3.49 1.OO O,47
3.56

srD r.88 1.85 1.85 0.87

Mean O.O2 O.O2 4.51 2.Lg

Table 3 shouing CDI Proportional for counties

From the cDI computations, Nairobi, Nyeri, and Kiambu emerge as the

most developed counties, with the highest scores due to strong economic

productivity, infrastructure, and population concentration. Conversely,

counties such as T\:rkana, Tana River, and Mandera score the lowest,

highlighting signihcant economic and infrastructural challenges. To
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cnsurc equitable distribution, the cDI values are proportionally adjusted

to sum to 1O0, making them a reliable basis for resource allocation.

Applying the cDI proportional scores to the total county allocation of KES

387.425 billion from the 2024 DORA provides a transparent and equitable

distribution of funds. Nairobi, for instance, receives KES 15'55 billion,

Nyeri KES 15.10 billion, and Kiambu KES 14.42 billion, reflecting their

strong economic performance and development status. On the other hand,

counties with lower cDI scores, such as T\rrkana, Tana River, and

Mandera, receive KES 1.83 billion, KE;S 2.47 billion, and KES 2.74 billion,

respectively.

This approach ensures that county allocations align with actual

development needs, reducing disparities and enhancing transparency.

While the model accounts for economic and social realities, additional

interventions, such as an Equalization Fund, may still be necessary to

support marginalized counties with historically low development indices.

Ultimately, the cDl-based allocation model presents a fair and forward-

looking alternative to traditional revenue-sharing formulas, ensuring that

county funds are distributed in a way that promotes balanced regional

growth.
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CHAPTER FIVE

CONCLUSION AND RBCOMMENDATIONS

5.1 Conclusion

A fair and sustainable revenue-sharing formula is essential for equitable

countydevelopment.Theproposedfourthbasisformula,whilewell.

intended, does not fully address the disparities in economic and

infrastructural development across counties. we strongly recommend the

adoption of a cDI as a basis for revenue allocation to promote economic

equity, fiscal sustainability, and data-driven decision-making'

We appreciate the opportunity to present this memorandum and u'clcome

further engagement on this matter'

5.2 Recommendations to the Senate

In light of the challenges and limitations posed by the proposed fourth

basis for revenue sharing, we urge the Senate to reject its adoption for

the FY 2025/26 and instead revert to the third basis while directing the

CRA to undertake a comprehensive review' Specifically' we humbly

request the Senate to consider the following recommendations:

1. Refer the fourth basis formula to CF{A lor review
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The Senate should instruct cRA to conduct a thorough review of the

proposed Fourth basis, addressing its sustainability challenges and

ensuring that it aligns with national revenue dynamics and county-

Ievel economic realities.

2. Mandatc CRA to study CDI integration

CRA should commission a technical study to assess the feasibility

of incorporating the cDI into the revenue allocation framework. This

study should explore how CDI can enhance equity by considering

economic, social, and infrastructural disparities across counties.

3. Require CRA to incorporate socioeconomic and infrastructure

indicators

The senate should direct cRA to revise the revenue-sharing

framework by including key socioeconomic and infrastructural

indicators, such as poverty levels, business density, healthcare

access, road networks, and internet penetration. These factors will

ensure that revenue allocation is based on actual county needs

rather than static historical metrics.

4. phase out the modulating factor in favor of a flexible approach
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CRA should be tasked with designing a more adaptable' data-driven

mechanism to replace the modulating factor' The revised approach

should ensure that reveflue allocation reflects evolving economic

conditionswhilemaintainingfairnessandpredictabilityfor

counties.

By implementing these recommendations, the senate will ensure that cRA

develops a more inclusive, data-driven, and sustainable revenue-sharing

framework, promoting balanced growth across all counties'
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MEMORANDUM IN RESPONSE TO THE CALL FOR SUBMISSIONS ON THE

FOURTH BASIS FOR REVENUE ALLOCATION
Submittcd by :.toltn hangani

Mobilc Numbcr: 07 203 49 (t(t5

1. Intnrductiorr
'I'his mcmorandurn responds to thc Scnate's invitation for public input on the fourth basis of equitable revcnuc

sharing undcr Article 203 of thc Constitution of Kenya (2010). I am submitting the results of an optimization-bascd

oppr,ro.h aimcd at idcntifuing the most equitable allocation of national revenue across coundes' grounded in

cmpirical data and constitutional criteria.

'l'hc constitutional criteria as per articlc 203 ate:

o I,lconomic disparirics within and among counties and the need to rcmedy

thcm;
o 'lhe necd flor afllrmativc acrion in respect of disadvantaged arcas and

grouPS;

r 'Ihe neccl for economic oprimisadon of each counry and to provide

incentives for cach county to optimise its capaciry to raisc revenue;

o ,I'he desirabiliry of stable and predictable allocations of revenuc; and

. '[he necd for flcxibiliry in rcsponding to emergencics and other temPofary

nccds, bascd on similar objective criteria'

2. IUotivatiolr and Obicctivc
'I'hc Consdrudon cmphasizes the need to remedy economic disparities, ensure equiry, enable counties optimize thcir

ow, sourcc revenucs, stable and predictable allocations and sufficient funding of county govemments' 'Io this cnd,

I dcvcloped a mathematical model to oprimize the allocation weights using 6ve Parameters, with the obiective of

minimizing dcviation frorn the Counry ,\llocarion of Rcvcnue Act (CAfu\) 2024 / 2025 allocation index whilc

improving fairness and simpliciry.

3. Nlcthodokrgr

P

'I'hc mcthodologv uscd is a mo<lification of ridge regression. Ridge Regrcssion, also known as Tikhonov

rcgularizarirxr, is"a tcchniquc used to analyze,l^-tn a ifli.t"d by multicollineariry'', a phenomenon.where independcnt

"*i.bl". in a lincar rcgrcs.si,xr modcl are 
'highly 

.orr.l^ted. \\/hcn multicollineariry is present, the esrimated

rcgrcssion cocfticicnti can becomc unstablJ, and thc analysis ovcrly sensitive to small variations in the data'

Unlkc ordinary lincar rcgrcssion, rvhich seeks to minimize thc sum of thc squares of the residuals' fudge Rcgrcssion

adds a pcnalry ierm to th; calculation. 'fhis penalty term is proportional to,the square of the model coefficients' also

knorvn as thcj L2 norm of the cocfficient.. Thi. Prevents overfitting or underfining'

Instcacl of pcnalizing cocfficicnts, I have put a penalry on thc data' In a matrix equation Ax = b' ridgt regression

prr,o 
" 

p"rrolry ,,n *, i,, rny approach I am'putting , p"r',"lry on r\. 'l'his,tesults in.opdmized data.which whcn

rnultipticd with oprimized *Jkh,. (co.fficients) gir'". ur rllo.ution index very close to the existing allocation index
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product (GCP).
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Table 3: Optimised weights

'I'hc weights arc obrained using Sequcnrial lrast SQuarcs Programming (SL,SQP) to minimizc a functiolr ()f scvcral

variablcs rvith any combination of bounds, equality and inequality constlaints.
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'fablc 4: Optimised Data

'l'hrs is thc optimized data using a moditled ridge regression
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4. Rcsults

Tablc 5: Compadson between allocation for2024/2025 and the resulting allocation

From the table, the counry with the highest loss is Lamu, losing Kshs 995. Nairobi gains Kshs 3,269 ' 
-l'he loss l<>oks

ncgligible.
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5. Recommendation
I respectfully recommend that the Senate considers incorporating optimization-based evaluation into future

revenue-sharing frameworks. The above solution demonstrates how such a data-driven model can better align

allocations with national equity goals.

CountY Population Povettv Land Area Fiscal Incentive Eqtral Share Toral

Nyamira
Ell987J4o
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6,518,609,092

494,585,10(r
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Prism Towers
3dNgongAvenue
3oth Floor
P.O. Box 1310 - oo2oo
NAIROBI

COMMISSION ON REVENUE ALLOCATION

RECOMMENDATION ON THE FOURTH BA,SIS FOR REVENUE
SHARING AMONG COI.INTY GOVERNMENTS FOR THE
FINANCIAL YEARS 2o.2#26To- zozg/3o

Pursuant to Article z 16 (rXb) of The Constitution of KenY a 2 o 7 o, the Commission
on Revenue Allocation is mandated to make recommendations concerning the
basis for the equitable sharing of revenue raised nationally among the county
governments. Further, Artiele zr7 (r) mandates the Senate to, once every five

|ears, by resolution, determine the basis for allocating among the counties the
lhare of national revenue that is annually allocated to the county level of
government. Article 2t7@) requires that in determining the tasis for revenue
iharing, the Senate shall consider recommendations from the Commission.

The Commission hereby submits t}1e recommendation on The Fourth Basis for
Reuenue Sharing among County Gouernments for financial yeats 2O25f 26 to
2o2gl}o. The Fourth Bisis has been prepared in accordance with the criteria
providld in Article 203(1). Further, the Commission undertook a comprehensive
ieview of the Third Basis and held consultations with various stakeholders.

The framework for the Fourth Basis is based on the following two objectives: to

share revenues equitably to facilitate service delivery and to address economic

Tel: 254 (2o) 4298ooo
Email : inlfo@sEahsnJa=eEg
Website: rtr,nt'. c ra. g.o. ke

OURREF: CRA/EA/HF/ozNol.tl(zt) DATE: 3tst December 2o.24

Clerk, Senate

Clerk, Natlonal Assembly
Cabinet Secretary, The National Treasury and Economic Planning

Chairperson, Council of Governors

CEO, County Assemblies Forum

Dear all,



disparities to promote development among county governments' In addressing the

first objective tr,e ro,,rt, nasis has corrsidered three parameters, namely:

population; uasic st rre aiJ geographical size of the county. The second objective

i. ,adrurr"d through the useof poverty and economic activity parameterc'

To address the effects on revenue sharing among county governments that are

occasionedbythechangeintheapproach'parametersanddata,theCommission
recommendation on thJ Fourth furi. t r. an inbuilt cushioning and slabilisation

factor. This factor ensures that no county receives an allocation less than the

amount received in the financial year zoz4lz5'

Yours sincerelY,

CPAMaT
COMMISSION CHAIRPERSON
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EXECUTTVE STIMMARY
The commission on Revenue Allocation has developed a recommendation on

the Fourth Basis for revenue sharing among county governments. This is in

line with the commission's principal mandate in Article z16(r) of the

Constitution of Kenya, zoro. The Fourth Basis is expected to share revenues

among, county governments for five fi nancial years, 2c.25 f 26 lo 2o2g I 30'

'Ihe recommendation was developed following extensive consultations with

stakeholders from the national government, county Sovernments, Parliament

and non-state actors. The recommendation also builds on lessons learnt from

4 comprehensive reyiew of the implementation of the Third Basis.

The stakeholders concern on the Third Basis were on: implementation of the

Basis that provided for inclusion of the Second Basis in the Third Basis;

ryrultiple use of population-based measures; the need to include additional

,y,"urrr., in health and an incentive parameter for economic optimization.

fhe stakeholders also proposed the inclusion of other devolved functions to

include: water and sanitation; blue economy; environment performance

index and; fiscal effort and prudence'

In developing the Fourth Basis framework, the Commission has shifted from

the functional approach adopted in the Third Basis to the use of expenditure

proxies. The shift was informed by availability, credibility and statistical

soundness of data, and the need to ensure that the revenue sharing remains

stable and predictable.

The Fourth Basis framework is based on two objectives, namely; to share

revenues equitably to facilitate service delivery and to address economic

disparities to promote development. To facilitate service delivery, the

rectmmendation provides for a minimum allocation that is shared equally

among county governments, and uses population, and geographical size of

each county as the transfer parameters. To address economic disparities to

promote development, the income distance and poverty parameters are used.

The weights assigned to each of the parameters is based on information on

the objectives of Kenya's fiscal transfer system and county aggregate

priorities. The framework for the Fourth Basis recommendation for revenue

sharing among county governments is summarised in Table o-r'

vlll



Table o-r: Summa ofthe Framework for the Fourth Basis

Populatiort

Equal Share

Geographical size

Poverty

Income Distance

42

22

9

t4
r3

too

Source: CRA, 2024

To address the effects on revenue sharing among county governments that are

occasioned by the change in the approach, parameters and data, the

Commission recommendation on the Fourth Basis has an inbuilt stabilisation

factor. This factor ensures that no county receives an allocation less than the

amount received in the financial year 2024125'



l.O.INTRODUCTION

r.r. Legal Framework

The Commission on Revenue Allocation (the Commission) is principally

mandated by Article zr6(rXb) to make recommendations on the basis for

equitable sharing of revenue raised nationally among county governments' In

fulfillment of this mandate, the Commission has developed and submitted to

Parliament three recommendations since inception of devolution in 2o13' This

iA the fourth recommendation that the Commission has prepared' Once

determlned by Parliament, the Fourth Basis will be used to share revenue

4rnong county governments for five financial years from zoz5lz6 to zozg/3o.

t,z. Kenya's Intergovernmental Fiscal Transfer System

The Constitution of Kenya,2olo in Article 6 establishes a two-tier government;

the national and 4T county governments. The two levels of government are

distinct and inter-dependent and are therefore meant to conduct their relations

on the basis ofconsultation and cooperatitln.

The Fourth Schedule of the Constitution assigns functions to each level of

gpvernment. The National Government has largely been assigned the roles of

f,olicy formulation; legislation and setting of norms and standards; courts and

pro"ision of servlces on functions such as internal security, defence, foreign

diplo.u"y, immigration and citizenship; basic and higher education; national

elections; and capacity building and technical assistance to the county

governments. The county governments' roles are policy implementation and

provision of services within their transferred functions. They can also formulate

policies and make laws necessary for effective performance of functions and

lxercise of their powers. The county government laws and policies are required

to be consistent with prevailing national policies and legislations.

Revenue raising powers are assigned to the two levels of government by Article

zo9. The nationil government is mandated to impose income tax, value added

tax, excise tax, and custom duties, and other duties on imports and exports of

goods. County governments are mandated to collect properry and

entertainment taxes. In addition both levels of governments may impose

charges for the seryices rendered. The assigned taxes to county governments

are inadequate to finance all the devolved functions'

1



Therefore, the Constitution in Article zozprovides for the sharing of nationally

raised revenuer between the National and County governments'

Two processes are vital in sharing of natlonally raised revenue: sharing of

,"u"nr" between the national and county governments through the Division of

Revenue Acts and the sharing ofrevenues among county governments through

the County Allocation of Revenue Acts (CARA). The CARA is based on a

revenue sharing basis determined by Parliament once every five years, in line

with Article ,17. fhi. notwithstandirrg, Article zrZ (8) provides that the Senate

by resolution supported by at least two thirds of its members can amend the

resolution at any time after it has been approved'

Article zog(r) stipulates the criteria to be taken into account in determining the

equitable shares as provided under Article zoz and irr all national legislation

concerning county government. These include:

the need to ensure that county gouernments are able

to performfunctions allocated to them;

the fiscal capacity qnd fficiency of countA

gouernments;
deuelopmental and other needs of counties;

economic disparities within and among counties and the

need to remedY them;

the needfor affirmatiue action in respect of disaduantaged

areas and groups;
the needfor economic optimisation of each countA and to

prouide incentiuesfor each countA to optimise its capacity

to raise reuenue;

the desirabilit1 of stable and predictqble allocations of
reuenue

lll.
iu.

.

UI

UII

U

' all taxes imposed, by the national gouerrunent under Article

other reueiue (including inuestment income) that may

ir'itl:ra ,in"t, btrt' exchulesleu enues refeted t o under Articles

zo9 ofthe Constitution and anY

be authorized bY an Act of
266(1)(a)(b) antl zog (q) ofthe

2
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This recommendation has been informed by the criteria in Article zo3 (r),

review of the previous bases, analysis of utilisation of funds by county

government. urrd proposals from stakeholders. The recommendation is

itructured as follows: section two presents the allocation of revenue among

county governments based on the previous bases; section three presents the

review of the Third Basis; section four presents the recommendation on the

I'.-ourth Basis and section five the application of Article zo3'

3



2.o. EQUITABLE SHARE TRANSFERS TO COIINTT
GO\IERNMENTS
z.r. Introduction

Since the advent of devolution in 2o13, Pafliament has approved three revenue

sharing bases, which have been used for rz fi nancial years (zoq I t4 to zoz4 I z5)

and the last quarter of zotzltg to share revenue among courtty governments.

In total, these bases have been used to share Ksh. g,74t,o6l million.

As provided in Section (16) of the Sixth Schedule of the Constitution, the first

and the second revenue sharing bases were transitional and meant to share

revenue among county governments for three years each. The Third Basis and

subsequent bases are determined by Parliament every five years in line with the

provisions in Article z17.

2.2.The First Basis for Revenue Sharing

The First Basis for sharing revenue amonS county governments was approved

by the National Assembly in November 2or2. This basis was used to share Ksh'

g66,Stg.zmillion for the fourth quarter of financial year zoef tg and financial

i"rrc zor37r 4 to 2ot6/tT. The basis sought to achieve two objectives based on

Article 2o3 (1):

a) To provide service delivery; and

b) To redistribute resources to address economic

development needs of county governments'

To address the above objectives, the basis used five parameters, namely;

population, poverty, land area, basic equal share and fiscal index to share

."u".,r", 
^*Lng 

the 47 county governments. The service delivery objective was

addressed by four parameters, namely; population, equal share, land area, and

fiscal responsibility. The poverty parameter was used as a measure to address

the economic disparities and development needs of county governments. Table

2-1 summarizes the First Basis.

fable z-r: First Revenue Sha Basis

45
25

8
2

20
10()

disparities and

Population
Basic Equal Share

land Area

Fiscal ResponsibilitY

Poverty

4

Service DeIiverl
Perameter Weights (%)

n

Total
Source: CRA,zotz



Based on the criteria for the First Basis, Ksh. 966,519.2 million was shared

among county governments for fi nancial years zotg f t4 to zot6 f t7 and the fi nal

quarter of zorzltg as shown in Table z.z.

lable z-z: County Allocations based on the First Basis (Ksh. Millions)
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The First Basis was reviewed after three years. A number of proposals were

made by stakeholders to include: the need to incorporate a measure of fiscal

effort to incentivise revenue collection by county governments, use ofthe latest

poverty data (the zoog rather than the zooslo6 data), uncapping ofthe land

u."u -"r.,r.e, and increase of the baSic share allocation to cushion counties that

were receiving the lowest allocations. some of these proposals were

incorporated in the development of the Second Basis'

z.g.The Second Basis for Revenue Sharing

The Second Basis for revenue sharing, which was approved by Parliament in

November zot6 was meant to achieve two objectives drawn from the criteria in

Article zog (t). These were, to:

a) provide adequate funding to enable county governments to undertake

functions assigned to them;

b) correct for economic disparities and minimize the development gap; and

c) Stimulate economic optimisation and incentivise counties to optimise

capacity to raise revenue.

The Second Basis used six parameters, namely; population, poverty, basic equal

share, land area, fiscal effort and development factor. To ensure counties werc

allocated adequate funds to perform assigned functions, the commission used

population, basic equal share, and land area parameters. To address economic

ai.p".iti", and development needs among counties, poverty and development

factor parameters weie used. To incentivize counties to optimize capacity tO

raise revenue, a parameter on fiscal effort was used. Table 2-3 summarises the

Second Basis for revenue sharing among counties'

Table z-3: Second Revenue Sha Basis

Population
Basic Equal Share

land Area

Poverty

Development Factor

Fiscal Effort

45
26

I
r8

6

Source: CRA,zot6
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s based on the Second Basis- Ksh. Million'l'ablc :--1: Alloc:rtiolrs to Cttttntitr
County 2ot7/t8

I llit|iltL,r .l,9sil

I

5,255
8,758

5,829
9,624
4,ro7
6,6s9

6,s2J

3,n5
5,768
9,936
5,225
9,664
9,95r
4,409
7'429
6,ss3
8,652

7,248
4'500
2'476

7,399
6,8a5

I,740
6,s84

7'701
6,46J
8,rs4
6,191

15,4o2

9'27r
5,104
6,523

4,62t
4'772
4,953

3'8o5
5,527
3,896
5,345

9,68{
5,64?
to,oZ2

5,7()8

4,4o9
8,139

4,74r
3O2,OOO

5,o87
5,935
8,949
5,966
3,768
4,459
6,939
6,688

3,925
5,997
1(),331

5,715

9,357
1o,833

4,113

7,693
6,908
t1,729

7,536
4,113

3,ff8
83zt
7,128
1o,142

7,OO2
8,oo7
6,?20
8,227

6,249
r5,794

9,45r
5,369
6,374

4,773
4,930
5'O24
4,427
6,o29

4,o51
5,558

9,642
5,621
rc'no
s,935

4,459
8'478

4,090
314,Ooo

5,096
5,507
8,894
6,o14

3,86r
4,3o4
7,026
6,24r

4,24r
6'425
ro,4r3
5,38r
9,432
10,445

4,241
7,786
6,836
8,83o

7,786
4,r78
2,595

7,754

7,406
1o,223

6,zrg
8,o39
6,ng
7,()58
6,298
r5,92O

Lo,476

5,349
8,o39

4,8rr
4,874
5,412

4,62r
5,792
4,24r
5,855

3,925
5,760
10,539
6,33o

4,653
8,s46

5,Oor

316,5oo

r5,165
16,697
26,601
r7,8o8
rr,253
rz,87o
20,625
r9,953
1r,94r
18,rgr
3o,679
r6,32o
28,453
3,,228
tz,Z64
zz,9o8
zo,zg8
26,2tz
22,57O
t2,79L
8,620
23,474
2t,359
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23,439
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47,tt6
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932,5Oo

Bomet
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Busia
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Garissa
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Nairobi
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'frans Nzoia
Turkana
Uasin Gishu

f vihiga

f waiir

f west Pokot

I GRANDTOTAL
Source of Data: CARA, Various
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The Second Basis shared a total of Ksh. 932,5oo million for financial years

2oL7lL8to zotg/zo among the county governments. This is shown in Table z-

4.
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2.4.TransitionEffectsoftlreFirstandScconclRcvcnue
Sharing Bases

Although the First and the second revenue sharing bases looked similar in

terms of the parameters used, the change in the data used in some of the

parameters occasioned substantial changes in revenue allocations across

county governments. The changes resulted from changing data on poverty

from zoo5/o6 to zoog; increase in the weight of the basic equal share

parameter, uncapping of the land area parameter in the Second basis, and

"hu.rg" 
in the measure of the fiscal effort parameter to consider growth in

county own source revenue per capita in the Second Basls. The overall

transition effect arising from these data changes is shown in Figure Z-r.

re2-r:Transitional Effects: First Basis to Second Basls
t\ o\o€o
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Source of data: CRA

From Figure z-r, transition from the First Basis to the Second Basis occasioned

rg counties to gain equitable shares ranging from Ksh. 9 million for Kericho

county to Ksh. z,rrr million for Mombasa county. These changes-also led to a

decline in equitable shares allocations to 29 counties ranging from Ksh.z8

million for Homa Bay county to IGh. z,rro million for Turkana county.

z.5.The Third Basis for Revenue Sharing

The Third Basis was approved by the Parliament in September, 20zo and used

to share revenues for the financial yeats zozo fztto zoz4fz5. The Basis used a

sectoral approach to revenue sharing. This was guided by key functions

assigned to county Governments in the Fourth schedule of the constitution

and-the principle in Article r8l@) that finance should follou functions. The

sector-based approach was aimed at ensuring that the financing of county

Governments ii aligned to service delivery and that counties are adequately

compensated for the seryices they offer to promote balanced development.

I



Specifically, the Third Basis sought to achieve two objectives:

a) To enhance equitable service delivery and;

b) To promote balanced development

To enhance equitable service delivery among counties, the Third Basis used

population, health, agriculture and basic share parameters. To promote

Lalanced development across the counties, the framework used parameters on

poverty, land area, urban and roads.

To ensure that the equitable shares among county governments remained

stable and predictable in line with the provision of Article 2o3 (1xi), Parliament

4Pproved that the Basis be implemented as follows:

i. The equitable share among county governments for the financial year

2O2o/2r remained the same as that for the financial yeat 2orgf 2o. This

was informed by the fact that the equitable share allocation for the two

financial years rernained constant due to non-performance of nationally

raised revenues;

ii. Equitable share among county governments for the financial year

zoztfzzto zoz4/25 was based on;

a) The allocation ratio, based on 50 percent of financial year

zotgf zo allocation to county government. In effect, the Second

Basis for revenue sharing was used to share Ksh' r58,z5o

million among counties,

b) The balance of the annual equitable share, (net of Ksh' l58,z5o

million) was shared based on the formula component of the

Third Basis for the financial years zozof zr to zoz4fzs' The

formula component is summarised in Table z-5'

TableIIIIIIIII

z-5: Summary of the Third Basis

Health index

furicultural lndex

Populatlon lndex

Urban seMces index

Basic share index

l,and area index

Rural access index

Poverty head count index

17

lo
r8

5

u

8

t4
1()()

20

9

Source: CRA, 2o2o

Indicator of Eryenditure,Need Assigned Weitht (%)

Total



The Third Basis (the allocation ratio and the formula component) was used to

share a total of Ksh. r,84z,o4z million for financial years zozof 2rto 2o24f 25

among county governments as shown in Table z-6'

Table z-6: Allocation to Counties based on the Third Basis (Ksh. Millions)

! Baringo 5,096

f Bomet 5,507

! Bungoma 8,89q

! Busia 6'ot4

! Elgevo/Marakwet 3,861

! omuu 4,304

! Carissa 7,o26

! Homa Bay 6,74r

! lsiolo 4,24r

f xaiiado 6,425

! xal,.amega lo,4l3

! Kcricho 5,38r

! Kiambu 9,432

I Kilifi ro,445

! xirinyanga 4,241

J rcsii 7'786

! risumu 6'836

I ritui 8,8so

I Kwalc 7'786

I Iaikipla 4,178

f tamu 2,595

! Machakos 7,754

I Makueni 7'406

! Mandera 10,223

I Marsabit 6,773

! rrleru 8,039

! tuigori 6'773

! Ntombasa 7,058

J Muranga 6'298

tr Nairobi 15,920

I Nakuru 10,476

I Nandi 5,349

! Narok 8'o39

J Nyamira 4,81r

f Nyandarua 4,874

! Nyeri 5,412

! Samburu 4,621

! siaya 5,792

! raita 4'241

! Tana River 5,855

J TharakaNithi 3'92s

! Tranzoia 5'760

! Turkana 10,539

f Uasin Gishu 6'330

! vitriga 4,653

! waiir 8's+6

J Wmt fokot 5'ool

I'r^TAr ar6.<oo

Sotrrce of Data: CARA,l'arious

6,369

6,6qr
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7,955
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11,642
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5,135
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7,25r
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6,953

t7t7t3
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58,393
26,687
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39,931
5t,69t
4r,789
26'378
16,407

46,539
40,890
66,29r
X6,717

47,r93
39,746
38,r96
35,886
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64,z,si
34,24r
44,466
25,939
28,2So

31,o85
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24,r94
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9,854
6,574
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2.6. Transition Effects of the Third Basis

The change from the Second Basis to the Third Basis resulted from the change

of the revenue sharing framework that incorporated additional parameters,

namely: health; agriculture, livestock and fisheries; urban services; and roads;

the change ofdata for population from 2oo9 to zorg and the change ofpoverty

data from 2oog to 2or5/t6. The transition from the Second Basis to the Third

Basis occasioned the net effects shown in Figure z.

re z-zt Trans ition Effects of the Third Basis for Revenue Sharing
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2.7. Expenditures of County governments

Table z-7 presents an analysis of how county governments have utilised

revenues allocated to them as equitable shares transfers, conditional transfers

and own source revenges for the financial years zot4ft5to zOzt/zZ. As shown

in Table 2-7, revenue utlisation across counties for the various functions differ

substantially, an indication of economic disparities, and variation in
development needs and spending priorities across county governments.
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I

'fable z-72 Ave e Utilisation of Funds bY Counties % (zor+/tS - zozrlzz)
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As revealed in Table 2-7, o\ average counties allocate 25.3 percent 8.o percent

and oftheir resources to health; and agriculture' rural and urban development,

respectively. This is different from the weights summarised in the Third Basis

fOr reuenue sharing among county governments presented in Table 5. The Basis

provided for the equitable share transfer of 15 per cent (ro percent for

agriculture and S percent for urban) for agriculture, rural and urban

d-evelopment and 17 percent for health in each financial year to each county

government.

The analysis on the utilisation of funds by county governments confirms that

the revenue sharing bases provide a revenue allocation framework for sharing

of revenues among county governments and not a budgeting framework. The

County Government Act, 2012 gives discretion to county governments to

consider their development needs and budget for the revenues available to

them. Therefore, the revealed average expenditure spending patterns by county

governments cannot be used to guide resource sharing. The spending patterns

reflect the distinctive county Sovernment priorities.
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3.o REVIEW OF THE THrRD BASIS FOR REVENUE
SHARING

3.1. Introduction

In reviewing the Third Basis, the commission invited various stakeholders to

submit their critique on the Third Basis and make proposals for consideration

in developing the Fourth Basis. The commission also held open fora with the

stakeholders.

3.2. Critique on the Third Basis for Revenue Sharing

The Stakeholders raised the following issues on the Third Basis:

i. Irnplernento,tion of the Basis

The implementation of the Thircl Basis was in two parts, an allocation factor

and a formula. This was meant to cushion counties and ensure that no county

received a lower allocation in the subsequent years. The implementation of the

Third Basis has the following shortcomings: the use of different sets of data for

the same parameters, for example, the allocation factor has population

weighted at 45 percent based on the 2oo9 census while the formula has

pop"rlation *"igirt"d at 18 percent based on the 2019 census; the land

puru-"tu. has different measures and though Parliament removed the fiscal

and prudence measures from the Third Formula, inclusion of the allocation

factor in the Third Basis retained the unstable measure of the fiscal effort from

the Second Basis.

ii. Multipleuse of Population BssedMeasures

A number of population-based measures are used in the Third Basis. The Basls

directly usedl weight of 18 percent on the population parameter and indirectly

used ptpulation in other parameters such as: health (inpatient and outpatient

visits), agriculture (proportion of rural households); roads (proportion of rural

popuiation not able to u"""r. a motorable road within two kilometres), urban

se*i"es (proportion of urban households) and poverty (number of poor

people). Tile multiple use of population-based indicators posed the challenge of

or"r"o-p"nsating populous counties without considering other unique

characteiistics of counties that impact on the cost of service delivery'

t4
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iii, IJse of PouertY Measure

The various bases have used a poverty parameter as a measure of economic

disparities and therefore developmental needs of counties. The parameter is

used to redistribute resources to encourage counties to implement pro-poor

programmes that address development needs of their citizens. The changing

data on the parameter is disincentivising to counties. It penalizes county

governments that have successfully implemented pro-poor programmes over

ilme and rewards counties with higher levels of poverty, some of which, have

not initiated any programmes to address poverry despite receiving resources

qver many years.

tp. Use of LandArea Measure

The Third Basis used a land area parameter to allocate funds to counties based

on the geographical size of a county to cater for the additional costs of service

delivery from the centre to the extremities. The measure however, did not

consider terrain or topography of a county, which also affects the cost of service

delivery.

v. Rocds Measute
fhe roads parameter was meant to allocate funds to enable counties to focus on

opening and maintaining roads to enhance service provision. while the

m."to* considered the distance travelled to access a motorable road, it did not

consider the soil type and climatic conditions of the different regions which

impacts on the cost of building and maintaining a road'

ui. Messure of the Health Paranneter

The health parameter considered three measures, namely: facility gap;

outpatient visits; and inpatient days as indicators of expenditure needs.

However, the measure did not consider the differential state of health in a

population brought about by the health care outcomes such as the disease

tr.a"n or mortality rates which also impact the cost of health care.

Additionally, the measure did not consider distance to the nearest facility, given

that the measure used to establish the facility gap only considers the population

based norms.

l5



uii. Incentiue paranneter for Econornic Optirnisation

Inclusion of the incentive parameter is in line with Article zog (rxi) which

provides that in determining the equitable shares to county governments,

consideration be given to the need for economic optimisation of each county

and the need to provide incentives for each county to optimise capacity to raise

revenue. In determining the Third Basis, consideration was not given for

inclusion of an incentive parameter.

uiii. Exclusion of other Deuolued Functions

Part z of the Fourth Schedule, assigns county governments r4 functions. The

Third Basis contained parameters in: health; agriculture; roads and urban

seryices. The inclusion of these parameters in the Basis was informed by the

availability of credible data and the fact that the role of the county governments

on these functions are clearly articulated in the Constitrttion. The Third Basis,

however, excluded parameters on other devolved functions Such as; water,

environment and, pre-primary education and village polytechnics.

3.3. Stakeholder Proposals on the Fourth Basis for
Revenue Sharing

During consultations with the national government, Parliament, counB

goveriments, and civil society organisations, proposals were made for

ionsideration in the preparation of the Fourth Basis. The proposals made were

largely drawn from the functional approach adopted by the Third Basis' This

are summarised below

i. Health

Healthcare is expected to promote access to affordable and quality essential

health products and technologies; digitize health services and records; and

expand health infrastructure and personnel among others' some stakeholders

noted that the weight of the health parameter in the Third Basis was below the

actual county health spending levels and therefore recommended that the

weight be increased. The increased health allocation would enable county

govlrnments direct more resources to primary healthcare, especially in the

deliveryofpreventivehealthservicesbyCommunityHealthPromoters.

The stakeholders therefore recommended that the weights on the different

measures under the health parameter be adjusted to reflect prioritisation of

primary health care and reduction in the need for accelerated construction of

r.6
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health facilities at Level z and 3 to 15 per cent. The following parameters were

proposed for consideration in the Fourth Basis:

health facilities by level per county;

health facility workload based on data for 2o2o'2023;
disease prevalence;

outcome measures such as maternal and child mortality; and

human resources for health including.

Agriculture, Liuestock o:nd Fdsherfes

I

ii
iii
iv

ll.

The role of the county governments in the Agriculture, Livestock and Fisheries

sector includes: provision of extension services; addressing food security;

construction of grain storage facilities; availing farm inputs including certified

seeds and fertilizers; communal dipping and spraying; disease control; and

flOheries monitoring, control and surveillance; among others. The priority is to

onhance agriculture, livestock and fisheries through value chains.

Jhe stakeholders noted that the agriculture parameter does not fully capture

the diversity of agricultural activities in different counties, leading to unfair

resource distribution. They recommended increment of the weight of the

parameter to enable county governments to optimise the agricultural potential

Of each county. However, other stakeholders proposed a reduction on the

weight of the parameter given that actual county expenditure on agriculture has

remained relatively low at five percent over the last ten years notwithstanding

the fact that the Third Basis allocated 10 percent to the sector'

Further, the stakeholders recommended that the measurement of the

parameter be based on the need for extension services based on the actual

number of persons or households that are actively engaged in farming rather

than the proportion of the rural households. Although a majority of rural

household practice agriculture, others do not. The following proposals were

made for inclusion in the Fourth Basis:

a) Number of farmers who benefit from the provision of agriculture,

livestock and fisheries services from the county government;

b) Livestock - number of animala;

c) Output from the agriculture sector; and

d) Urban households who practice peri- urban agriculture'

17
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iii. Rocds

Infrastructure development is a pre-requisite to economic development' It

targets to enhance transport and connectivity by constructing feeder roads as

well as maintenance of existing urban and rural road networks' Stakeholders

gave varied views on the weight of the roads parameter'

Some proposed that the weight and measurement of the parameter be left

un.h"nged. Others proposed that the weight be reduced. The following

parameters were proposed for consideration in the Fourth Basis:

a) An infrastructure needs index based on indicators on: access to piped

water, electricity, and mobile network coverage;

b) Length of paved and unpaved road network in each county;

c) Climatic conditions;
d) Soil type; and
e) proportion of population not accessing a motorable road'

The Urban Areas and Cities Act, 2oll establishes three R?es of urban local

bodies namely; cities, municipalities and towns. The Act assigns established

urban institutions the responsibility for functions to include solid waste

management, refuse collection, street lighting, streets and parks' storm water

drainige, water and sanitation. The stakeholders proposed that the Fourth

Basis recommendation consider the following parameters:

a) The proportion of the urban population; and

b) The number of cities and urban centres in each county'

iu. Wster

Stakeholders noted that the objective of government is to ensure water

availability and access throughout the country. This is to be achieved through:

construction of big regional dams and small dams; water pans; water

harvesting; water tower rehabilitation and conservation; and development of

water and irrigation infrastructure. Stakeholders advocated for inclusion of a

water parameters in the Fourth Basis.

u. Urbsn

r8



ui. Education

The Fourth Schedule of the Constitution assigns county governments the role

of providing: pre- primary education, village polytechnics, home craft centers,

and childcare facilities. Stakeholders noted that delivery of quality education is

crucial to socio-economic development. They recommended introduction of a

parameter on education owing to the fact that expenditure on education

se.vices accounted {or 7.4 per cent of the county allocations over the past five

years (zor8/ 9 to zozz I z3).

ufi. PouertY

$takeholders proposed progressive reduction ofthe weight ofthe parameter on

poverfy since it is a p.oxy for economic disparities. Proposals were made for

consideration of more comprehensive parameters such as the deprivation index

or the multi-dimensional poverly index instead of the poverty headcount.

Further, stakeholders recommended that more direct measures of development

4eeds be developed.

uiil. LandArea

farious stakeholders noted that while it is true that land size affects the cost of

servlce delivery, they also noted that topography or terrain also impact on the

cost of servlce delivery. Further, some areas are covered by deserts, game parks,

game reserves, private ranches and plantations. The following proposals were

made to improve the Parameter:

a) Terrain index which combines slope and elevation;

b) Capping of the land parameter be capped from below to take care of costs

associated with terrain for small counties; and

c) Use ofthe latest data on land area.

it. Populatlon

The stakeholder proposed that population be retained in the Fourth Basis and

should also consider a measure on transient population and population density

and the unique needs ofthe populace.

x. Baslc Share

Stakeholders noted that the baslc share is a good parameter that should be

retained in the Fourth Basis. They proposed that the measure should be

allocated a higher weight. The sharing of the basic share allocation should not

be equal but based on a county's administration needs'

l9



xi. Other Recornrnendatiotts

Some stakeholders recommended a special annual separate grant focused on

fiscal prudence. The grant will be used as an incentivise to strengthen

accountability across the 47 county governments. The need to shift from a

parameter to a grant will also ensure that the revenue sharing Basis remains

stable and predictable.

The following parameters were also proposed for consideration for inclusion

into the Fourth Basis:

r. Incentive parameter based on economic output;

z. Blue economy;

3. Fiscal effort;

4. Fiscal prudence;

5. Environmental performance index;

6. Security;and
7. Infrastructure needs index.
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4.o. THE RECOMMENDATTON ON THE FOURTH BASrS FOR

REVENUE SHARING
4.r. Introduction

In formulating this recommendation, the Commission reviewed the previous

revenue sharing frameworks and actual spending patterns by the county

governments. Further, the Commission consulted with various stakeholders

and took into account the criteria provided in Article zo3 (r) (d) to (k), which

include:

the need to ensure that countA gouernments are able to perform

thefunctions allocated to them;

thefiscal capacity and efficiency of county gouernments;

deuelopmental and other needs of counties;

economic disparities within and among counties and the need to

remedy them;
the needfor afirmatiue action in respect of dtsaduantaged areas

and groups;
the needfor economic optimisation of each counta and to proutde

incentiues for each countA to optimise its capacity to raise

reuenue; and
the desirability of stable and predictable allocations of reuenue.

In addition, the Commission considered lessons Iearnt from a review of the

Third Basis and proposals from various stakeholders.

4.2. Framework for the Fourth Basis

The framework for sharing revenue among the county governments is based on

the following two objectives:

objective one: share revenues equitably to facilitate service
delivery

The Fourth Schedule of the Constitution outlines the functions and powers of

county governments. Article t8z Q) of the constitution provides that, if a

function or power is transferred from a government at one level to the other

level, then arrangements shall be pUt in place to ensure that resources necessary

for the performance of the function or exercise of the power are transferred to

the recipient government.

Lt



Article 203(0 and (g) (h) provides that the criteria for determining equitable

share among county gor".n*.nts consider the developmental needs and

economic disparities within and among counties. counties have diverse

resource endowments and therefore different potentials for economic growth'

The level of economic development also varies across the counties with some

counties having relatively more developed infrastructure while others still lag

behind. In addressing economic disparities across counties, the Fourth Basis

has considered county poverty levels and the income distance parameters.

4.3. Definition of Parameters of the Fourth Basis

The number of parameters used in this general-purpose transfer framework has

been guided uy ttre objectives of the transfers and the functions of the county

governments. The Fourth Basis is based on parameters informed by: objectives

of tn" Fourth Basis; lessons learned from the review of previous bases,

stakeholder consultations and comparable international revenue transfer

frameworks. The following section discusses the recommended parameters for

the Fourth Basis.

i. PopulationPatameter

county governments offer services which include: Healthcare, water and

sanitaiio;, agriculture, urban services; pre-primary educationl village

polytechnics; homecraft centres; cultural activities, public entertainment artd

puuti. amenities; fire-fighting seryices and disaster management; and control of

d,,g, ,nd pornographn among others. These services are largely populatioil-

based and therefore the total county population is considered an appropriate

measure of expenditure needs. In line with Article zog(rXi), the population

provides for a stable and predictable allocations of revenues to counties' In

uddi,io.r, the population measure ensures equal per person transfers to all

counties. A county's proportion of population is based on the Kenya Population

andHousingCensus(KpHC)zorgwithaweightof4epercentandisdefined
as follows:

The objective ofenhancing service delivery considers county population; basic

minimum equal allocation, the geographical size of the county'

Objective Two: Address economic disparities to promote
develoPment

Xinl, PoPutation in countY iPopulation indexl -
Population in countY i
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ii. Equc.lShareParanneter

The equal share allocation guarantees all counties a minimum allocation to

fund common key functions that are similar across all counties irrespective of

the size of their population and geographical size of a county. These include

costs such as costs of establishing and running administrative structures of

government and coordinating participation of communities in county planning

and gouernunce at the local level. The weight of the equal share parameter has

been enhanced as an affirmative action to increase allocation to the counties

with the lowest allocations.

iii. Geographic Size of the County Paranneter

The allocation of revenues based on geographical size of the county is meant to

provide counties with adequate resources to cater for additional costs related to

service delivery. This is informed by the fact that a county with a larger size

incurs additional administrative costs to deliver comparable standards of

service to its citlzens.

fhe measure used for this parameter in the Fourth Basis is the county's

proportion of the geographical size. However, due to marginal incremental

costs, the Commission has capped the maximum proportion of size of the

county at ten per cent and assigned the parameter a weight ofnine per cent. The

index is computed as follows:

Geographic size indexl = ffi

iu. Pouerty Po,ro,rneter

The poverty measure is highly correlated with measures of underdevelopment

and is therefore used as a proxy for development needs and economic

disparities among county governments. The poverty measure is a redistributive

parameter meant to promote the constitutional goal of ensuring that all

Kenyans have access to basic services, irrespective of where they live. The

parameter uses poverty head count which is defined as a county's proportion of

poor people as provided in the Kenya Poverty Report zozzby Kenya National

Bureau of statistics (KNBS). The parameter is assigned a weight of r4 per cent

and the index computed as follows;

t



No. of poor PeoPle in countY i
Poverty indexl - Xi*], No.of Poor PeoPle in countY i

u. Incotne Distance

The per capita income distance parameter uses the Gross County Product (GCP)

to allocate resources among county governments' It provides a monetary

measure of the market value of all the final goods and services produced within

each of the q7 counties and therefore is a good proxy of the tax capacity of

county governments. The Fourth Basis uses the proportion of the three-year

averaie GCP per capita' for zozo, zozr and zozz assigned a weight of 13

percent, comPuted as follows;

Per cap ita GCP of Nairobi - Per Capita GCP of County i
Income Distance indexl - l(Per capita GCP of Nairobi - Per Capita GCP of County i)

4.4. The Framework for the Fourth Basis

The objectives of the Fourth Basis, the selected parameters and the assigned weights

are summarised in Table 4-r.

Table 4-r: Summary of the Framework for the F'ourth Basls

Population

Equal Share

Geographical Size

Poverty-

Income Distance

Source: CRA, 2024

4.S.Implementation of the Fourth Basis

In implementing the Fourth Basis, a stabilisation factor has been inbuilt in the

framework to ensure no county government will get less than what they were

allocated in financial year 2c.24125.

42

22

9

r4

13

1()0

2-l

z Nairobi Countu takes the least income distance index of Mombasa ?



Stability in revenue sharing is important to ensure county programmes and

projects continue without disruption that may be occasioned by sudden budget

cuts arising from change of the revenue sharing framework. The stabilisation

factor is computed from the output of the five parameters used in the revenue

sharing framework.

4.6. The Fourth Basis fbr Revenue Sharing

fhe aggregate Allocation Framework for the Fourth Basis is summarised as:

County Allocationg

= (0.42 * Population Indexl + 0.22 * Equal Share Indexl

+ 0.14 * Poverty Indexl + 0.09 * Geographical Size Indexi

+ 0.13 * Income Distance Indexl) * Stabilisation factori

fhe summary of the allocations based on the Fourth basis for revenue sharing

by county is presented in Table 4.2:

ble -z: Summa of the Fourth Basis for Revenue Sharin by County

I
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Mandera

Marsabit

Meru

IrI igori

Mombasa

Murang'a

Nairobi City

Nakuru

Nandi

Narok

Nyamira

Nyandarua

Nyeri

Samburu

Siaya

Taita-Taveta

Tana-River

Tharaka-Nithi

Trans-Nzoia

Turkana

Uasin-Gishu

Vihiga

Wajir

West Pokot

2296

2.13
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2.13

2.13

2.13

2.13

2,13

2.13
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2.13
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1.1

o.7
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2.39
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1.09

1.83

2.ll

2.O1
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2.49

2.40

2.06

2.47

2.16

2.L5

2,39
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2.26
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2.93
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2.5(,
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5.05
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1.84

2.31

1.41

1.49

1.63

1.52

1.92

t.37

1,78

1.20

r.89

3.31

2.12

r.46

2.70

1.69

Source of Data: CRA, zoz4

Basis

The Commission has recommended an equitable share allocation to County

governments of Ksh 417.4 billion for the financial year 2o25f 26. Based on this

allocation the sharing among county governments is presented in Table +.9'
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4.7. Allocation of Equitable Shares Based on the Fourth
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Table 4-3; Sharin of Revenue Amon Coun Governments

Baringo
Bomet
Bungoma
Busia
Elgeyo-Marakrvet
Embu
Garissa
Homa-Bay
Isiolo
Kajiado
Kakamega
Kericho
Krambu
Kilifl
KirlnyaBa
Kisii
Kisumu
Kitui
Kwale
taikipia
l,amu
Machakos
Makueni
Mandera
Marsabit
Menr
Mlgori
Mombasa
Murang a
Nalrobi City
Nakuru
Nandi
Narok
Nyamira
Nyandarua
Ni'eri
Samburu
Siaya
Taita-Taveta
Tana-Ri\er
Tharaka-Nithl
'l'rans-Nzoia

Turkana
LIasin-Gishu
Vihigr
WaJir
west Pokot
Totals
of Data: CIIA, zoz4
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1.20
1.89

3.31
2.12
t.46
2.70
r.69

loo.oo

7,i8s
7,528
tt,766
7,493
5,374
5,6r6

1o,894
8,ss6
6,241
L767
13,562

7,653
13,o94
t2,715
5,693
9,723
8,782
tt,374
9,OL2
6'o39
3,935
to,o27
8,878
12,214

9,427
10,454
8,838
8,253
7,8s2

2r,o82
14,279

7,675
9,656
5,885
6,2o2
6,8rr
6,352
8,ot9
5,711
7,433
5,O28
7,878
13,8o5
8,8s9
6,o77
rr,z83
7,o70

417,425

Source

I

'hin
JlorCountv

t{

l'

t1

l,

tq

2l
2(}

r6

2q
llo
lll
12
'rlIE
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S.o. 'fHE APPLICATION OF ARTICLE 2o3

S.1. Introduction

Article z16 (S) provides that in determining the basis for revenue sharing

among counties, the Commission should take into account the criteria set out

in Article zo3. The criteria in Article zo3(r) can be divided into two; futicle zo3

(r) (a) to (c), which are applicable in determining the equitable shares between

the national government and the county governments and Article zog (r) (d) to

(k) which are applicable in determining the equitable shares amohg the county

governments. Section 5.2 explains how the parameters selected for the Fourth

Basis for revenue sharing meet the requirements of Article zog (t) (d) to (k).

5.2. Application of Article zo3

i. Article zos?)(d): Abilita of county governtnents to perforrn

functions assigne d to them

The functions assigned to county governments as specified in the Fourth

Schedule include: health, water, agriculture, urban serviceS, pre-primary

education, village polytechnics, cultural activities, environmental conservation

and sanitation. The Basis has considered financing of these functions within the

service delivery component. Further, the Basis has provided for a minimurtr

equal allocation to each county.

ii. Article 2o3 G) @)fl @) oLnd (h) oind (i): on Fiscal capacftg o:nd

efi.ciencg of county gouernments; Deuelopmental needs and
iionorni"disparifies usithin ,,nd among counrtes and the need

to rernedy thern through affrtnatiue oicrtonl antd, the need to

incentiuize counties to optbnize capacitg to raisereuertue

The Fourth Basis has incorporated two parameters, poverty and income

distance. Allocations through these parameters are intended to redistribute

revenue among counties to address development needs and economic

disparities within and among of counties and incentivize counties to optimise

revenue collection.

iii. Article 2o3 G) (j): Desirabilitg of stable andpredictable
lrllo c atio tts of r eu enue

The Fourth Basis recommendation has selected stable parameters on the

various measures of expenditure needs of county governments' ,

2tl



once approved, the basis will be used to share revenues for a period of five

financiai years from zoz5lz6 to zozgfzo3o. Over this period, revenues

allocated to counties on account of the Basis will remain stable and predictable,

promote multi-year planning and overall budget certainty. Further, the Fourth

Basis has a stabilisation factor inbuilt in the framework to ensure no county

government will get less than what they were allocated in financial year

zoz4lz5.

iu.Articlezoso)(k):Theneedfortlexibilitginrespondingto
emergenciesoLnd.othertemporoiryneeds'basedonsimilar
obiectiue criteria

The basis allocates a lump sum amount to all counties thereby preserving their

budget autonomy. Lump sum allocation provides county governments

.p"riding discretiln including flexibility in responding to emergencies and

other temporary needs.

i
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Appendix I: Data used in Developing the Fourth Basis

Population Poverty
Head
Count

(%)
46.9
47.1
49.2
52.7
53.o
24.3
62.8
28.2

5s.6
37.3
38.2
qz.8
19.9

53.o
23.r

32.9
39.o
s8.3
5r. r

38.o
3s.6
38.9
44.7
72,9
66.t
34.1
45.7
27.O

30.r
16.s

38.2
39.1
26-2

38.8
34.5
26.o

71.9
38.3
39.3
6.7
36.1
37.3
82.2

39.5
47.9
64.7
60.r
99.8

Poor 2O2o
People
('ooo')

2011 ,o22 Geographic
slze (sq.

kms)'
County

Baringo
Bomet
Bu nBoma
Busia
Elgeyo-Ntarakwct
Embu
Carissa
Homa-Bay
Isiolo
Kajiado
Kakamega
Kericho
Kiambu
Kili6
Kirinyaga
Kisii
Kisumu
ritui
Kwalc
l.aikipia
lamu
Machakos
Makucni
Mandera
Marsabit
Meru
Migori
Mombasa
Nlurang'a
Nairobi Cit)
Nakunr
Nandi
Narok
Nyamira
Nyandama
Nyeri
Samburu
Siaya
Taita-Taveta
Tana-River
Tharaka-Nithi
Tlens-Nzoia
Turkana
UasinCishu
Vihiga
Wajir
West Pokot

TotaI

666,763
875,689

r,67o,57o
893,68r
454,480
608,s99
84r.353

I,13r,95()
268,oo2
r,rr7,84o
r,867,s79

901,7n
2,4t7,735
tqs1,78z

6l o,411
1,266,86o
I,155.574
1,136,187
866,82o
S18,56o
t43,92O

1,421,932
987,653
867,457
4s9,785

r,54S,714
1,116,436

1,2o8,393
r,o56,64o
4,397,o73
2,162,2o2

88s,7rl
t,157,8?3
605,576
638,289
759,164
31o,327
993,183
34(),67r
315,943
393'r77
990'34r
926,976

r,163,186

59o,ol3
?81,263
62t,241

47,564,2q6

334
441
88o
502
258

$8
607
MO
r57

443
764
46t
513
82r
15()

445
474
707
47',l

2og
53

58o
469
674

317

562
#3
345
340
767
872
3?1

252
235
2to
236
407
14r
225
r5r
395
8r8
492
3()2
539
399

20,156

75,459
l5t,153

205,542
88,73t

rr7,229
149,9r2
58,634
r2o,751
26,555

15o,709
2r4,365
r63,543
554,515
199'953
123,7r)9
198,r92
247,324
rs'345
rr9,oo1
94,639
32,747

3o9,164
t1o,2()7

56,964
6o,486

329,977
r2o,639
468,749
2Oo,539

2,682,701

483,938
149,t17
16s,462
116,992
r49,707
2o9,626
29,o9o

ro3,899
63,592
29,460
61,46r

t65,7oo
ro7,450
227,87r
83,n3
49,159
79,4r7

9,864,r64

85,22o
167,4o4
224,815

99,351
130'394
166,z9z
6s,788

147A49
29,616

t59,73?
245,768
182,7o8
622,56(J
229,8o4
,39,785
2t7,312
272,288
143,268
r34,865
too,202

36,447
349'497
123.6ro
62,984
69'447

378,832
t40,7t9

S28,4oo
226,526

2,996'494
569'453
164,688
r8s,r67
t25,574
162,o9Z
224,36S

31.o57
tl9,95l
72,997
35,662
zl,r 8l

r77,505
1u,628

268,877

90,585
58,924
83,816

11,O33,48o

93,334
194,798
255,699
115,548
12o,745
$7,e34
68,481
t62,195

31,486
t87Atl

276,484
2o4,443
721,2o5
254'799
l6o,9og
257,75r
gl2,65r
16r,668
rS1,362
tt9,575
4,o,164

378,446
r2o,5ll9

69,t46
73,t|63

4(J7,4r9
ls8,l l5

s64,r47
247,592

9'379'354
6oo,Sl8
193,!80
217 tt3o
r44,676
rgS,gBg
243.o35

33'901
rA6,8o9
7{),392
35,159
n,999

19o,466
128,697
295,698

r o 1.182

6r.,9so
84,9t|5

ti,287,4sr

I

Source of Data Kenya Nanonal Bureau o/Stotl'shcs

3o

(

1o,976
2,531

3,O24
r,696
3,o32
e,8z t

44,736
3,153

25,ilsr
zr,87r
3,02()
2,,l36
2'0:\9

l2,t4o
|,4?a
1,123
2,085

30,430
8,267
9,c32
6,253
6,d43
8,170

25,9,1o

7io,044
7,0b6
2,0t4
lao

2,924
,lo4

7,162
2,856

r7,960
892

3,186
3,9!5

2 r,065
2130
r7,16z

37'95r
2'56.1
2'495

68,233

3'392
564

56,n3
9,123

s80,877

{)r Couuly It rct (GCP)'
roa! CuFcnt Hce6b lkh

2
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