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Division of Revenue Bill, 2024

intended to enhance OSR collection by the Counties in order to incentivize the attainment of the

intended objectives of the above measures.

17, County governments’ ability to perform the functions assigned to them and meet
other developmental needs of the county governments: As explained above, the baseline for
the equitable share allocation for the financial year 2024/25 was derived from the Division of
Revenue Act, 2023. This base line is informed by costing of expenditure for devolved functions

done at onset of devolution, which has been the basis for equitable share over the years.

18.  Developmental needs of the county governments and their ability to perform the
functions assigned to them: County governments are allocated equitable share of revenue which
is an unconditional allocation to enable counties have autonomy to plan, budget and implement
development projects based on county priorities and account for the same. In addition, Article 209
of the Constitution has assigned counties revenue raising powers and as such counties are expected

to improve and maintain sustained collection of their own source revenues.

19.  Additionally, the equitable share to county governments is proposed to increase from an
adjusted baseline of Ksh. 374.5 billion in FY 2023/24 to Ksh. 391.1 billion in FY 2024/25, an
increase of Ksh. 16.6 billion, which is meant to facilitate county governments enhance service
delivery in performance of their assigned functions under the second part of the Fourth Schedule
of the Constitution.

20. It should also be noted that, in order to balance between priority development and
performance of the assigned functions, the Third Basis formula is premised on eight parameters
which relate to devolved functions assigned to county governments in Part II of the Fourth
Schedule of the Constitution. Accordingly, counties will have to allocate a prescribed minimum to
specific functions contained in the Third Basis.

21.  Thus, the proposed vertical division of revenue proposed in the Division of Revenue Bill,
2024, therefore, takes into account the cost of County Governments’ developmental needs and it
is expected that county governments will have the ability to perform the functions assigned and
transferred to them as contemplated under Article 203(1) (f).

22.  Economic Disparities within and among counties and the need to remedy them:

Allocation of the sharable revenue (i.e., equitable share of Ksh.391.1billion) among counties is

based on the Third-generation formula approved by Parliament in September, 2020 pursuant to

provisions of Article 217 and paragraph 16 of the Sixth Schedule of the Constitution. The Third

Basis formula which is applicable from FY 2020/21 to FY 2024/25 has taken into account the
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following parameters; (i) Population (18%); (ii) Health Index (17%); (iii) Agriculture Index (10%);
(iv) Urban Index (5%); (v) Poverty Index (14%); (vi) Land Area Index (8%); (vii) Roads Index
(8%), and; (viii) Basic Share index (20%). The horizontal distribution of County Governments’
equitable revenue share allocation of Ksh.391.1 billion for FY 2024/25 shall be based on the Third
Basis Formula. It should be noted that the Third basis formula applied in FY 2024/25, takes into

account disparities among counties and aims at equitable distribution of resources across counties.

23, Further, it should be noted that Ksh. 7.867 billion has also been set aside for the
Equalization Fund in FY 2024/25, which for purposes of Division of Revenue in FY 2024/25
translates to 0.5 per cent of the actual revenue for FY 2019/20, as per the records of the National
Treasury. This Fund is used to finance development programmes that aim at reducing regional

disparities among beneficiary counties.

24.  Need for Economic Optimization of Each County: Allocation of resources to County
Governments was guided by the historical costing of expenditures for functions assigned to the
County Governments. The equitable share of revenue allocated to County Governments in the FY
2024/25 is Ksh. 391.1 billion, an allocation which is Ksh. 16.6 billion higher than the adjusted
allocation of Ksh. 374.5 billion for FY 2023/24. This is an unconditional allocation which means
that the County Governments can plan, budget and spend the funds independently. With the
resources, therefore, County Governments are in a position to prioritize projects and consequently

allocate resources, thus optimizing their potential for economic development.

25.  Stable and Predictable Allocations of County Governments’ Vertical Share of
Revenue: The county governments’ equitable share of revenue raised nationally has been
protected from cuts that may be occasioned by shortfall in revenue raised nationally more so in the
advent of the effects of projected global economic downturn in 2024. According to Clause 5 of the
Division of Revenue Bill (DoRB) 2024, any shortfall in revenue raised nationally is to be borne

by the National Government.

26. Need for Flexibility in Responding to Emergencies and Other Temporary Needs:
Included in the equitable share of revenue for the National Government is an allocation of Ksh. 5
billion for the Contingencies Fund established pursuant to Article 208 of the Constitution. This
Fund will be used to meet the demands arising from urgent and unforeseen needs in all Counties
that suffer from calamities in the manner contemplated under Sections 19 - 21 of the Public Finance
Management Act, 2012. In addition, the Public Finance Management Act, 2012 requires each
county government to set up a County Emergency Fund. County governments are, therefore,
expected to set aside at least 2 % of their budget as part of their allocation for this purpose.
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27. It should be noted that after taking into account all the other factors contemplated under
Article 203(1) of the Constitution, including the needs of county governments, there is minimal
resources left to finance other National Government needs, such as defense, roads, energy etc. In
fact, this leaves a balance of Ksh 342.8 billion. This may occasion additional borrowing which

may distort the fiscal framework already set out in the 2024 Budget Policy Statement.

Summary of Deviations from the Recommendations of the Commission on Revenue

Allocations

28.  The Division of Revenue Bill, 2024 proposes to allocate county governments an equitable
share of Ksh. 391.1 billion from the shareable revenue raised nationally. The CRA, on the other
hand, recommends County Governments' equitable share of revenue of Ksh. 398.14 billion as an
unconditional allocation to be shared among county governments on the basis of the formula for
sharing revenue approved by Parliament under Article 217 of the Constitution. The difference
between the proposed allocation by the National Treasury and CRA is occasioned by: -

(a) Adjustment for the base of Equitable share with RMFL: - whereas the National Treasury
has adjusted the base of Equitable share for FY 2023/24 of Ksh. 385. 425 billion by netting
off an allocation of Ksh. 10.933 billion to RMFL in FY 2024/25 as reported by the Kenya
Roads Board, CRA has adjusted it by Ksh. 9.8 billion allocated to RMFL in FY 2020/21;
and which was then the amount converted to equitable share.

(b) Adjustment for Revenue Growth: - given the above difference in the base, the National
Treasury has proposed an increase of Kshs. 16.6 billion to county governments’ equitable
share, CRA has proposed an increase of Kshs. 22.5 billion, in FY 2024/25.

29.  Table 3 analyses the approaches by CRA and the National Treasury in computing the
propesal on the division of revenue between the national and county governments in FY 2024/25.

Table 3: Comparison of approaches towards recommendations of the Commission on
Revenue Allocation and the National Treasury on the equitable share of revenue proposed
for FY 2024/25

Expenditure Item CRA National Treasury Variance
A(million) B(million) C=(A-B(million))
1. [Equitable Revenue Share in FY 2023/24 385,425 385,425 -
Less :
1.1. Adjustment for RMFL *9.800 **10,933 (1,133)
2. Adjusted Equitable share Base (1 - 1.1) 375,625 374,492 1,133
Add:
3. Increase in Revenue Allocation 22,520 16,625 5,895
TOTAL EQUITABLE OF REVENUE = (2+3) 398,145 391,117 7,028

Source: The National Treasury
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* Allocations to RMFL in FY 2020/21; and which was then the amount converted to equitable
share while ** projected allocations to RMFL in FY 2023/24 as reported by the Kenya Roads
Board.

Assumptions Used in Arriving at the Respective Shares

30.  Inarriving at the above allocations, the National Treasury was informed by the following

assumptions:
L. Funds for maintenance of county roads will be transferred as conditional grants.
II. The Equalization Fund arrears will be financed from the National Government’s

share of revenue.

1. That there will be no major economic shocks that may negatively affect revenue
collection.

IV.  The government will mobilize enough resources from the domestic market to
finance the deficit.

V. Depreciation of the shilling against the dollar will stabilize.

VI.  Counties will continue to enhance their own sources of revenue to promote

economic growth at the local levels.
Conclusion

31.  The proposals contained in the Bill take into account the fiscal framework set out in the
2024 BPS and are intended to ensure fiscal sustainability specifically against the backdrop of
escalating expenditure pressure on the fiscal framework occasioned by increase in Consolidated

Fund Services (CFS) and the persistent under performance of the ordinary revenue.

32.  The proposed equitable share allocated to county governments in the Division of Revenue
Bill, 2024 has also taken into account the approved Third Basis Formula for Revenue Allocation.
The proposed Kshs. 391.1 billion allocations among county governments pursuant to Article 217
of the Constitution is equivalent to 24.86 per cent of the actual revenue for FY 2019/20, as per the
records of the National Treasury and as confirmed by the Office of the Auditor General. This is
above the minimum threshold required under Article 203(2) of the Constitution.
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