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Division of Revenue Bill 2023

A Bill for

AN ACT of Parliament to provide for the equitable division of revenue raised

nationally between the national and county governments in 2023124 financial year, and

for connected purposes.

ENACTED by Parliament of Kenya, as follows-

SCHEDULE (s.4)

Allocstion ofRevenue Raised Nationally Between the National and County Governments for
the Financial Year 2021124.
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Interpretation 2. In this Bill, unless the context otherwise requires-

Cabinet Secretary "Cabinet Secretary" means the Cabinet Secretary for the time being responsible

for matters relating to finance; and

No. 16 of20l I "revenue" has the meaning assigned to it under section 2 ofthe Commission on

Revenue Allocation Act, 201 l.

3. The object and purpose of this Act is to provide for the equitable division of
revenue raised nationally between the national and county levels of government for

the financial year 2023124 in accordance with Article 203 (2) ofthe Constitution.

Allocations to national
and county govemments

4. Revenue raised by the national government in respect of the financial year

2023/24 shall be divided among the national and county goYernrnents as set out in

the Schedule to this Act.

5. (l) If the actual revenue raised nationally in the financial year falls short of
the expected revenue set out in the Schedule, the shortfall shall be bome by the

national govemment, to the extent ofthe tfueshold prescribed in Regulations by the

Cabinet Secretary.

(2) If the actual revenue raised nationally in the financial year exceeds the

projected revenues set out in the Schedule, the excess revenue shall accrue to the

national govemment, and may be used to reduce bonowing or pay debts.

T,?e/level of rllocrtion Amount in Ksh. Percentrgc ("h) ot 2019/20 sudited ard
.pproved Revenue i.e. Ksh.1,573,418 Million

A. Totrl Sharrble Revenue 2,57t,t 59,000,000

B. National Covernment 2,177,867,000,000

C. Equrlizrtion Fund ?,867,000,000 0.500

D. Couoty equiasble shsre 385,425,000,000 24.50/.
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Short title. l. This Bill may be cited as the Division ofRevenue Act, 2023.

Object and purpose of the

Act.

Variation in revenue.



MEMORANDUM OF OBJECTS AND REASON

The principal object of this Bill is to provide for the equitable division ofrevenue raised nationally
among the national and county levels ofgovemment as required by Article 218 ofthe Constitution
in order to facilitate the proper functioning of county governments and to ensure continuity of
county services delivcry to the citizens.

Clauses I and 2 of the Bitl provide for the short title of the Bill and the interpretation of terms
used in the Bill, respectively.

Clause 3 of the Bill contains the provisions on the objects and purpose of the Bill.

Clause 4 of the Bill prescribes the allocations for the National Govemment and the county
governments from the revenue raised nationally for the financial year 2023/24.

Clausc 5 of the Bill outlines the mechanisms for adjusting for variations in revenues emanatrng
from revenue performance during the financial year in which this Bill relates to.

Dated the- . . ..... .. ,2023

Njuguna Ndung'u, CBS

Cabinet Secretary for
National Treasury and Economic Planntng
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Division of Revenue Bill 2023

APPENDIX

EXPLANATORY MEMORANDUM TO THE DIVISION OF REVENUE BILL,2023

Background

l. This memorandum has been prepared as an attachment to the Division of Revenue Bill

(DoRB), 2023 in futfilment of the requirements of Article 218(2) of the Constitution and Section

19l ofthe Public Finance Management Act,2012.

2. Article 218 (2) of the Constitution requires that the Bill be submitted to Parliament every

year together with a memorandum explaining:

a) The proposed revenue allocation set out in the Bill;

b) The extent to which the Bill has taken into account the provisions of Article 203 (l) ofthe

Constitution; and

c) Any significant deviations from the recommendations of the Commission on Revenue

Allocation (CRA).

3. Section l9l of the Public Finance Management Acl, 2Ol2 requires that the Bill be

accompanied by a memorandum which explains:

a) The extent, ifany, ofdeviation from the recommendations ofthe Intergovemmental Budget

and Economic Council; and

b) Any assumptions and formulae used in arriving at the respective allocations proposed in

the Bill.

Explanation ofthe Allocations to the National and County Governments as Proposed in the

Biu

County Governments' Equitable Share

4. The bill proposes to allocate County Govemments Ksh. 385.425 billion for the financial

year 2023/24 as equitable share of revenue raised nationally. The equitable share allocation has

beeo proposed to increase from a base ofKshs. 370 billion allocated in the financialyear 2022/23,

to an allocation ofKsh. 385 billion in FY 2U3/24. The equitable share allocation in the financial

year 2023/24 has also been proposed to include Ksh. 425 million as attendant resources for the pay
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roll relating to the library services transferred from the Kenya National Library Sewices. Library

services is a devolved function as provided for under Second part of the Fourth Schedule of the

Constitution.

5. The rationale for the proposed county govemments' equitable revcnue share allocation is

a) The proposed equitable share ofKsh 385.425 billion in the FY 2073124 is equivalent

to 24.5 percent ofthe last audited accounts (Ksh. 1,573,418 Million for FY Z0l9l2O')

and as approved by Parliament. The proposed allocation therefore meets the

requirement of Article 203(2) ofthe Constitution;

b) High level ofdebt financing as well as elevated debt risk;

c) Financing constraints due to limited access to finance in the domestic and intemational

financial markets. As a result, the National Treasury did not disburse Kshs 29.6 billion
to county govemments in the FY 20ZllZZ due to financial constraints;

d) The Government is also implementing a fiscal consolidation plan so as to lower the

fiscal deficit and slow down debt accumulation. To reflect this fiscal tightening, the

National Govemment recurrent ceiling growth has been restricted, declining from a

growth of 10.3 percent in FY 2017/18 to 1.2 percent inFY 2023124.

e) The fact that the National Govemment continues to solely bear shortfalls in revenue in

any given financial year, while County Govemments receive their full allocation

despite the budget cuts affecting the National Govemment entities.

6. The above proposed Equitable Share for FY 2023/24 of Ksh.385.425 billion is equivalent

to 24.5 per cent of the last audited accounts (Ksh. 1,573,418 Million for FY 2019/20) and as

approved by Parliament. The proposed allocation meets the requirement of Article 203(2) of the

Constitution that equitable share allocation to counties should not be less than fifteen ( I 5) per cent

of the last audited revenue raised nationally, as approved by the National Assembly.

7. The County Govemments' equitable share of revenue raised nationally for the financial

year 2023124 is arrived at by growing the County Govemments' equitable share for 2022123 of
Ksh. 370 by a growth of Ksh. l5 billion and additional Ksh 0.425 billion as attendant resources

for transferred library sewices (see Table 1). This growth has taken into consideration performance

of revenue in the past which has not been on target.
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Table l: Equitable Revcnue Share Allocation to County Governments, FY 2L2rl24

BUDGET I'I'I.;M AMOUNT (KSH. MILLION)

Couory Equitable Revcnue Sharc for FY2022123 370,000

Addi

Adjustme[t for Revellue GroMh 15,000

Transfer of Library Scrvices 425

Equitrble Revenue Share ellocetion for Fy 2023124 385,425

Source: Nqtional Treasury

Evaluation of the Bill aBalnst Article 203 (l) of the Constitution

8. Article 218(2) ofthe Constitution requires division of revenue between the two levels of

govemment and across County Govemments to take into account the criteria set out in A.rticle

203( I ) of the Constitution. The criteria include factors such as: national interest, public debt and

other national obligations and needs of the disadvantaged groups and areas, among others.

9. Table 2 provides an assessment ofthe extent to which the requirements of Article 203 (l)
of the Constitution have been incorporated in estimating the division of revenue between the

national and county levels of Govemment in the financial year 2023124.

Page 6 of 13
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Division of Revenue Bill 2023

ITEM DESCRIPTION O(shs. Millions) FY20t9/20 Ir't'2020/2r

_- 1,574,009

.__ 86,7s3

24,816

I I,375

tY202lt22 FY2022/L! Fy2023/21
ORDINARY REVI.]NUE (EXCT,UDINC AIA)
Netional Interest {A(icle 201 (lXa)l

1.571,418 I,115,624 2,141,584 2,571.159
94,16E

21,914

81,197 90,721 92,466
Enhanc.ment ofsecu, ity operutions (police yehicles,

National tnigotio" & feltilizer clearance

22,261 25,96'7 24,299

I l.r0l I 1,199 | 4,616 r6,800

t5,290Youth empoelerme t

Prinary school dixit!!lt
School exaninationlces (KSCE & KCPE& Grade
6(CBC Examination)

t6,226 t6.121

:'r.5ll

I,500

4,t01

_822f9!..
518,356

124,{5t

28t,099

14,54E t4.364

26,362 29,286

1,800

29.8t 7 I I,074

8,400 1,385

4, t0.l 4,103

- 1,r74,0t1
557.E63

4.523

B Public debt (Art. 20:i llbl) 538,802 910,354 1,250,735

671,864Other National tiotrs (Article. 201 Ul[b])
Pensions, constitutional solaries & other

481,507 595,26e

t09,526 t 36,978 145,951 t99,015

Constitutioial comni\sions (Art. 248(2)) i.e., CR 1

SRC, NLC, NPSC, IEBC, TSC
Independent oflices (/1rt. 248(3)) - i.e., AG & CoB

26r.387

6,316

299.313 121,968 tll,l09
6.295 6,499 6,981 8,52r

Other conslilutional ihstitutions- State Low OIlce and
DPP

16,240 36,222 37,883

8,l7l

50,220 40,40).

8,765 8,154 9,968

Other statutory bodies (c-g-, EACC. P.fP, tyPA. CAJ,
IPOA, NGEC) 5,9i1

14,41-/

40,879

7.036

, __- 17,9t8

41.845

5,000

8,462 9,121

14,150 I E.297 2t,994
Oahet statutory allocatiotlt/ea narkcd funds (e.g

NG-CDF, Altrrnative,lction) 41,3 t r 46,420

t)
Emergencles [Art. 203 (l )(k)] 6,41lt i,000

5,000

6.532

5,000 4,156
Contingencies 5,000 5,000 5,000 4,7 56
S t r ate gic grai n res erye 1,4r8

5,7651: Equrliz.tion Fund [Art. 203 (l) (s) and (h)l 6,825 7,06E 7,861
BALANCE TO BE SIIARXD BY THE 2 LE},EI,S
OF COlTERNMENT 185,618 168,77-1 -1,429 547,8,11 541,471

County Governm€nt rllocrtion from revanue
r.ised nltion.lly ofwhich; - 124,160 330,231

316,500

311,537 175,651 39t,74t

a) Equitable Share of Reve ue 3 r0,000 370,000 370.000 185,425
b) Additiohal co ditional ollocatio'B tna,rced lrom
revenues raised national lf t4,160 13,73 t 1 ,531 5,654 I 1.0 t6

G Balance left for the Nrtionrl Covernmcnr t 61,478 -161.458 -184,966 172,189 115,030

Tablc 2: Evaluation of the Bill against Article 203 (l) of the Constitution

10. National Interests: These are expenditures which relate to projects and programmes that

. are critical to the achievement ofthe country's economic development objectives;
o potentially will have significant impact on social well-being ofcitizens;
o are anchored in the Vision 2030 and the Medium-Term PlanlY (2022 - 2021);
o have significant resource investment requirements; and

. have been specified in the 2023 Budget Policy Statement.

These national interests include: activities aimed at enhancing security operations; national

irrigation and fertilizer subsidy initiatives; Youth Empowerment; provision of national social

safety net for l,rrlnerable groups, and school examination fees subsidy. Revenue allocation for these
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Division of Revenue Bill 2023

programs is expected to increase significantly from Ksh. 90.7 billion in 20221223 to Ksh. 92.5

blllion in 2023124.

ll. Public Debt: The Bill has fully provided for all public debt related costs. These comprise

the annual debt redemption cost as well as the interest payment for both domestic and extemal

debt. In financial year 2023124, the revenue allocation for paltnent ofpublic debt related costs is

expected to increase from Ksh. 930.4 biltion allocated in financial year 2022123 to Ksh 1,250.7

billion allocated in the financial year 2023124.

12. other Natlonal obligations: As provided for under Article 203(l) (b) ofthe constitution,

the Bill has also taken into account the cost of other national obligations, such as, mandatory

pension contributions and/or payments, financing for constitutional offices, including Parliament

as well as expenses relating to other starutory bodies. These are estimated to cost Ksh. 673.9 billion

in financial year 2023124 up from Ksh. 595.3 billion allocated in the tnancial yeN 2022123.

13. Fiscal caprcity and Efficiency of county Governrnents: Fiscal capacity for county

governments refers to the potential revenues that can be generated from the tax bases assigned to

the counties when a standard average level of effort is applied. In its recommendations to

Parliament on the Third Basis for Sharing Revenue among County Governments, the Commission

on Revenue Allocation (CRA) included a 'fiscal effort' palameter wilh a 2%o weight intended to

incentivize oSR cotlection by the counties. This is consistent with the approach in other

jurisdictions, where the formula for horizontal revenue distribution among subnational

govemments typically incorporates measures of fiscal capacity alongside those of expenditure

need. CRA's fiscal effort parameter was delined in terms of each County Govemment's actual

revenue collection relative to the County's Gross County Product (GCP) as computed by the

Kenya National Bureau of Statistics (KNBS).

14. In approving CRA's recommendations however, Parliament did not include the fiscal effort

pafameter, effectively shifting the 2o/o wergbt to other pafameters. The formulae, therefore, does

not incentivize counties to strengthen their local revenue colleclion efforts. There is, therefore,

need for County Assemblies, in conducting their oversight role to ensule that county governments

enhance their own source revenue collection. It is expected that future revenue sharing formulae

may consider reinstating the fiscal effort parameter to incentivize counties to collect more own

source revenues

Page 8 of l3
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Division of Revenue Bill 2023

15, 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 2023/24 was derived from thc Division of
Revenue Act, 2022. This base linc 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.

16. County governments are allocated equitable share of revenue which is an unconditional

allocation to enable counties have autonomy to ptan, 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 oftheir own source revenues.

17, Library being a devolved function as provided for under the Fourth Schedule of the

Constitution, has been unbundled and attendant resources amounting to Ksh. 425 million identified
and proposed to be fully transferrcd to county govemments as part of the equitable share in Fy
2023124. For FY 2023/24, the resources should not be shared using the formulae and, therefore,

counties should be held harmless. This amount will be included in the Equitable share allocation

for the 33 county govemments in a phased approach starting from FY 2023124 at looo/o,15%o for
FY 2024125 (balance of 25% to be shared as equitable) arrd 25Yo for FY 2025/26 (balance of 75ok

lo be shared as equitable)). From the fourth FY, that is FY 2026/27, the 33 county govemment's

will be required to integrate the salaries ofthese staffinto their pay roll, after which the entire Ksh

434 million will be available for sharing as equitable share among the 47 county goverffnents, in
line with the principle of transferring resources to devolved functions.

18. Additionally, the equitable share to county govemments is proposed to increase from Ksh.

370 billion in FY 2022123 ro Ksh. 385.425 billion in Fy 2023t24, an increase of Ksh. 15.425

billion, which is meant to facilitate county govemments enhance service delivery in performance

oftheir assigned functions under the second part of the Fourth Schedule ofthe Constitution.

19. lt 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 ofthe Constitution. Accordingly, counties will have to allocate a prescribed minimum to

specific functions contained in the Third Basis.

20. Thus, the proposed vertical division ofrevenue proposed in the Division ofRevenue Bill,
2023, therefore, lakes into account the cost ofCounty Govemments' developmental needs and it

Page 9 of 13
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is expected that county govemments will have the ability to perform the functions assigned and

transfered to them as contemplated under Article 203(l) (0.

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

Allocation of the sharable revenue (i.e., equitable share of Ksh.385 billion) among counties is

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

provisions of Article 217 and Section l6 of the Sixth Schedule of the Constitution. The Third Basis

formula which should be applicable from FY 2020121 to FY 2024125 has taken into account the

following parameters; (i) Population (18%); (ii) Health Index (17%); (iii) Agriculture Index (10%);

(iii) Urban Index (5%); (iv) Poverty Index (14%); (v) Land Area Index (8%); (vi) Roads Index

(8%), and; (vii) Basic Share index (20%\. The horizontal distribution of County Govemments'

equitable revenue share allocation of Ksh.385 billion for FY 2023124 shall be based on the Third

Basis Formula. It should be noted that the Third basis formula applied inFY 2023124, takes into

account disparities among counties and aims at equitable distnbution ofresources across counties.

22. Further, it should be noted that Ksh.7.867 biltion has also been set aside for the

Equalization Fund in FY 2023/24 which translates to 0.5 per cent of the last audited revenue

accounts of govemments, as approved by the National Assembly. This Fund is used to finance

development prograrnmes that aim at reducing regional disparities among beneficiary counties.

23. Need for Economic Optimization of Each County: Allocation of resources to County

Govemments was guided by the historical costing of expenditures for functions assigned to the

County Covernments. The equitable share of revenue allocated to County Govemments in the

financial year 2023/24 is Ksh.385.425 billion, an allocation which is 15.425 billion higher than

that for FY 2022123. This is an unconditional allocation which means that the County Govemments

can plan, budget and spend the funds independently. With the resources, therefore, County

Govemments are in a position to prioritize projects and consequently allocate resources thus

optimizing their potential for economic development.

24. Stable and Predictsble Allocations of County Governments' Verticrl Share of

Revenue: The county govemments' 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 ofthe effects ofprojected global economic downtum in 2023. According to clause 5 ofthe

Division of Revenue Bill (DoRB) 2023, any shortfall in revenue raised nationally is to be bome

by the National Govemment, to the extent ofthe threshold prescribed in Regulations by the Cabinet

Secretary.

Page l0 of l3
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25. Need for Flexibility in Responding to Emergencies and Other Temporary Needs:

lncluded in the equitable share ofrevenue for the National Govemment is an allocation of Ksh.4.0

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 Section 2l of the Public Finance

Management Act,2012. In addition, the Public Finance Management Act, 2012 and the PFM

(County govemments) Regulations, 2015 requires each county govemment to set up a County

Emergency Fund. County govemments are expected to set aside at least 2 9/o oftheir budget as part

oftheir allocation for this purpose.

26. 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 govemments, there is minimal

resources left to finance other National Govemment needs, such as, defence, roads, energy etc. ln
fact, this leaves a balance of Ksh. 145,030 million. This is not sufficient to finance the National

Govemment functions such as defence, roads, energy and may occasion additional borrowing

which may distort the fiscal framework already set out in the 2023 Budget Policy Statement.

Response to the Recommendations of the Commission on Revenue Allocation (CRA)

27. The Division ofRevenue BilI,2023 proposes to allocate county govemments an equitable

share ofKsh. 385.425 billion from the shareable revenue raised nationally. The CRA, on the other

hand, recommends County Govemments' equitable share of revenue of Ksh. 407 billion as an

unconditional allocation to be shared among county govemments on the basis ofthe formula for

sharing revenue approved by Parliament under Article 217 of the Constitution. The difference in

the Commission on Revenue Allocation (CRA) recommendation and the DoRB 2023 proposal

emanates from the different approaches used to compute the County Governments' equitable share

of revenue. These include;

(a) Use of different revenue adjustment factor: CRA adjusts the county equitable share

(using a base of Ksh 370 billion) ofrevenue using the projected increase ofrevenue raised

nationally of l7 percent from Ksh. 2,192 billion in the financial year 2022123 to Ksh.

2,57 I .2 billion in the financial yeat 2023124. Informed by the performance of revenue, the

Commission recommends an increment in the allocation to each level of govemment for

the financial year 2023124. Therefore, the national government allocation be increased

from Ksh. 1,814.8 billion to Ksh. 2,150.3 billion and county govemments' allocation be

increased from Ksh. 370 billion to Ksh. 407 billion. However, the Natronal Treasu(y

proposes to adjust the county equitable share (using a base of Ksh 370 billion) by Ksh. I 5

Page 1l of 13
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billion, from an a[location of Ksh. 370 billion in FY 2022/23 lo Ksh. 385 billion in FY

2023124. The adjustment by the National Treasury is informed by: -

i. High level ofdebt financing, and noting that the overdraft at the Central Bank

is exhausted. The Govemment has already reduced borrowing by Ksh 119

billion in FY 2022123 in order to ensure public debt is maintained at

sustainable Ievels;

ii. Financing of Priority govemment expenditure relating to drought

intervention, fertilizer subsidy and the Hustlers Fund;

iii. In the medium term, sharing of resources will be pegged on the financing

constraints and not on the budget. Availability of resources is key and it

should be noted that National Treasury did not disburse Kshs 29.6 billion to

county govemments in the FY 2021122 due to financial constraints;

iv. The Govemment is also implementing a fiscal consolidation plan, whlch is

expected to be shared between the two levels of govemment, so as to lower

the fiscal deficit and slow down debt accumulation. To reflect this fiscal

tightening, the National Govemment recurrent ceiling growth has been

restricted, declining from a grouh of 10.3 percent in FY 2017/18 to 1.2

percent in FY 2023/24. The fact that the $owth in recurrent ceiling is below

growlh in wages, implies that the National Govemment is reducing its

operation budget significantlY;

v. The fact that the National Government conthues to solely bear shortfalls in

revenue in any given financial year. County Govemments cotrtinue to receive

their full allocation despite the budget cuts affecting the National

Govemment entities.; and

vi. The Consolidated Fund Services (CFS) budeet for FY 2023/24 has been

revised upwards by Ksh. 44.679 billion.

(b) Transfer of library Services: - Additionally, the DORB 2023 proposes additional

Ksh.425 mitlion as attendant resources for the pay roll of transfer of library services from

the Kenya National Library Services to county governments whereas CRA has not

provtded for the transfer of Library Services.Library services is a devolved function as

provided for under Second part of the Fourth Schedule ofthe Constitution.

28. Table 3 analyses the differences between the CRA recommendations and the National

Treasury proposal on the division ofrevenue between the national and county Sovernments in FY

2023/24.
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Division of Revenue Bill 2023

Source: NationalTrcasury and Economic Planning

Conclusion

29. The proposals contained in the Bill take into account the fiscal framework set out

in the 2023 BPS and are intended to ensure fiscal sustainability specifically against the backdrop

ofescalating expenditure pressure on the fiscal framework occasioned by increase in Consolidated

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

30. The proposed equitable share allocated to county govemments in the Division of
Revenue Bill,2023 has also taken into account the approved Third Basis for Revenue Allocation.

The proposed Kshs 385.425 billion allocation among county govemments pursuant to Anicle 217

of the Constitution is equivalent to 24.5 per cent of the FY 2019120 revenue which is the most

recent audited and approved revenue by the National Assembly. This is above the minimum

threshold required under Article 203(2) of the Constilution.

Expenditure Item

CRA National Treasury Variance

A( rnillion) B(million) C=(A-B(mittion))

370,000 370,000

2 Adjustment for revenue growth in FY 2023/24 as
determined in the framework 37,000 t5,000 15,000

3. Transfer oflibrary services 425

'I'OTAL EQUITABLE Ol' REVENUE = (l+2) 407.000 185,42s
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Tablc 3: Comparison of approaches towards recommcndations of the Commission on
Revenue Allocation and the National Treasury on the equitable share of revenue proposed
for FY 2023124

I

l. Equitable Revenue Share in FY 2022121
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