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Division of Revenue Bill, 2025

A Bill for

AN ACT of Parliament to provide for the equitable division of revenue raised
by the National Government smong the national and county levels of government in
financial year 2025D5, and for connected purposes.

ENACTED by Parliament of Kenya, as follows-

Short title. 1. This Act may be cited as the Division of Revenue Act,2025

Interpretation. 2. In this Act, unless the context otherwise requires-

"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.

Object and purpose ofthe
Act.

3. The object and purpose of this Act is to provide for the equitable sharing of
revenue raised by the National Govemment among the national and county levels

of government in the financial year 2025126 in accordance with Article 203 (2) of
the Constitution.

Allocations to National
Government and County
Governments.

4. Revenue raised nationally in respect of the financial year 2025/26 shall be

shared equitably among the National and County Governments as set out in the

Schedule to this Act.

Variation in revenue 5. (l) Ifthe actual revenue raised nationally in the financial year falls short of
the expected revenue set out in the Schedule, the shortfall shall be borne by the
National Govemment.

(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 Government, and may be used to reduce borrowing or pay debts.
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Typey'level of allocation Amount in KSh.

Percentage (7o) of
2020/21 audited and
approved R.evenue i.e.

KSh. 1,579562,945,014
A. Total Sharable R.evenue 2,835,040,979,509

B. National Government 2,419,382,005,336

C. Equalization Fund 10,589,554,075 0.5o/o

O/which : a) 0.5 Per Centum 7,8s2,814,725

b) Arrears 2,736,739,351

D. County equitable share 40s,069,420,197 25.79o/o

SCHEDULE (s.4)

Allocation of Revenue Raised Nationally Between the Nationat Government and county
Governments for the Financial Ye* 2025D6
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MEMORANDUM OF OBJECTS AND REASON

The principat object of this Bill is to provide for the equitable division of revenue raised by the

National Govemment among the National and County Govemments as required by Article 218 of
the Constitution in order to facilitate the proper functioning of governments and to ensure

continuity ofservice delivery to the citizens.

Clauses I and 2 of the Bilt provide for the short title of the Bill and the interpretation ofterms

used in the Bill, respectively.

Clause 3 ofthe Bill contains the provisions on the objects and purpose ofthe 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 2025f26.

Clause 5 ofthe Bill outlines the mechanisms for adjusting for variations in revenues emanating

from revenue performance during the financial year in which this Bill relates to.

Dated the. ...,2025

HON. FCPAJOHN NG'ONGO MBADI'EGH.

Cabinet Secretary for The National Treasury and Economic Planning
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EXPLANATORY MEMORANDUM TO THE DIVISION OF REVENUE BILL, 2025
Background

l' This memorandum has been prepared as an attachment to the Division of Revenue Bi,(DoRB)' 2025 in furfirment ofthe requirements ofArticle 2rg(2) ofthe Constitution and sectionl9l (5) ofthe public Finance Management Act, 2012.

2' Article 218 (2) ofthe constitution requires that the BiI be submitted to parliamenr everyyear together with a memorandum explaining:

a) the proposed revenue allocation set out in the Bill:
b) the extent to which the Bi, has taken into account the provisions ofArticle 203 (l) ofthe

Constitution; and

c) a summary of any significant deviation from the recomnrendations ofthe commission on
Revenue Alocation (cRA). with an expranation for each such deviation.

3' section l9l (5) ofthe pubric Finance Management Act.2012 requires that the Bi, beaccompanied by a memorandum which explains:

a) how the Bi, takes into account the criteria risted in Article 203(r) ofthe constitution;
b) the extent of the deviation

recornmendations;

Divbion o nevenue Bill, 2025

APPENDIX

from the Commission on Revenue Allocation.s
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c) the extent. ifany, ofdeviation from the recommendations ofthe Intergovernfirentar Budget
and Economic Council; and

d) any assumptions and formurae used in arriving at the respoctive shares mentioned insubsections I9l (2) and (3) ofthe pubric Finance Managemcnt Act, 20r2.
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Explanation ofthe Allocations to the Netional and County Governments as Proposed in the

Biil

County Governmenls' Equitable S hare

4. The Bilt proposes to allocate County Govemments KSh. 405.1 billion for the financial year

2025/26 as equitable share of revenue raised nationalty, translating to an increase of KSh. 17.6

biltion from a base of KSh.387.4 billion allocated in the financial year 2024/25.

5. In the financial year 2024/25, the Division of Revenue (Amendment) Act,2024, allocated

KSh. 387.4 billion to County Governments as equitable share resulting from mediation between

the National Assembly and the Senate.

6. The National Treasury has proposed an allocation of KSh. 2,419.4 billion to the National

Government; and KSh. 405. I billion to County Governments in financial year 2025l26,uatslating

to an increase ofKSh. 17.6 billion (see Table l).

Table 1: Equitable Reveuue Share Allocation to County Governments, Financiel Yeer 202526

BUDGET ITEM
l. Besetinc (i.e. allocation in thc previousFY 2024125)

Amount (KSh. Eillioo)
3E7,425

Add:

2. Adjustment for Reveouc GroMh t7,644

Equitrble R.vcnuc Shrrc rllocrtioo for Fy 2025n6 $+2) 405,069

S ou rce : Nalio ft al T reos ury

7. The proposed County Governments' equitable revenue share allocation of KSh. 405.1

billion is informed by the following factors:

a) Trends in the performance ofrevenue (this was taken into consideration in determining

the KSh. 17.6 billion increase in equitable share ofrevenue in financial yeu 2025126);

b) Increased expenditures for National Government for purposes of debt servicing

coupled with a weakened shi[[ing against the dollar;

c) The Government commitment to implement a fiscal consolidation plan targeting to

reduce the fiscal deficit to 4.3 percent of GDP in financial year 2025126. This is

designed to slow down accumulation of public debt, improve primary surplus thereby

achieve fiscal sustainability;

d) Financing constraints due to limited access to finance in the domestic and international

financial markets;

e) Low ordinary revenue collections attributed to the ongoing geopolitical shocks. The

global economy is on a recovery path from the negative shocks in supply chain

constraints and the rising US Federal Reserve interest rate that destabilized dollar

exchange rate and the international debt market.; and

Page 6 of 13
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f) The National Govemment continues to solely bear shortfalls in revenue in any given
financial year whereas the County Governments continue to receive their full
allocation despite the budget cuts affecting the National Government.

8' The above proposed Equitable Share for financial year 2025126 ofKSh. 405.1 billion is
equivalent to 25.8 percent of the last audited and approved actual revenues raised nationally of
KSh l'570,563 million for financial year 2020/21pursuant to Article 203(3) ofthe Constitution.

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

9' Article 218(2Xb) ofthe Constitution requires that the division ofrevenue between the two
levels ofgovernment and among County Governments takes into consideration the criteria set out
in Article 203(l) of the constitution. The criteria include factors such as: national interest, public
debt and other national obrigations, the needs ofthe disadvantaged groups and areas, among others.

l0' Table 2 provides an assessment ofthe extent to which this Bill has taken into consideration
the requirements of Article 203 (l) of the Constitution in estimating the division of revenue
between the national and county levers ofGovernment in the financiar year 2o2s/26.

Il' National Interest: These are expenditures which relate to projects and programmes that:

' are critical to the achievement ofthe country's economic development objectives;. potentially will have significant impact on social well-being ofcitizens;
o are anchored in the Vision 2030 and the Medium-Term plan IV (2023 _2027);
o ate addressing the Bottom-Up Economic Transformation Agenda (BETA) of the

Government;

o have significant resource investment requirements and whose benefits accrue nationwide;
and

r are contained in the 2025 Budget policy Statement.

The identified programmes of national interest include: activities aimed at enhancing security
operations; national irrigation and fertilizer subsidy initiatives; youth Empowerment; provision of
national social safety net for vulnerable groups, and schoor examination fees subsidy.

12' Allocations for these programs is expected to increase signiftcantly by KSh. g.g bi[ion
from KSh. 92.5 billion in financial year 2024/25 to KSh. 101.3 billion in financial year 2025/26
as shown in Table 2. This increase is rargery accounted for by the KSh.4.6 biUion increase in
expenditures on National Safety Net programme to cover the elderly persons under the Indigent
Fund for social Health Authority; and the KSh. 4.0 billion additional funding towards school
examination fees.
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13. Public Debt: The Bill has taken into account 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 2025/26, the allocation for payment of public debt related costs is expected to

increase from KSh. 1,340,588 million allocated in financial year 2024125 to KSh. 1,606,419

million allocated in the financial year 2025/26, reflecting an increase ofKSh. 265.8 billion.

Table 2: Evaluation ofthe Bill against Article 203 (l) ofthe Constitution

ITEM DESCRIPTION (KSh. mlllions) Fv202ln2 FY2022n3 FY202!tZ4 w 2024n51 FY 202sr6ft
ORDINARY REVENUE (EXCLUDING AIA) 1.715.624 2.t415E4 256srs9 2,531,418 2,t35,041

N.tion.l Intcr.st lAniclc 203 (lXa)l 63,197 92,466 97.E54 92,456 101,252

Ethonccnent o/ scctrity operutions (police vehiclet, helicopr.rt
defensc ctc.)

22,26t 24,299 21,969 33,044 11,320

Nationol irrieauon & lcttlltcr cledrancc I 1.199 t6,E00 24,654 t7.943 t6,94
Youth ca@vcmenl l4,548 t5.290 1t.087 10,290 I1.175

Notionol sociol safcty net - (or older perans. Ol/C, child we{are
pr.tidenda! bursary. sev.rc disabilty, Hunger Safety Nel 29286 11.074 I I, t20 29,t7t 33,163

P maty school diTitol litcracy Drogrun I,t00
Schalctaminauon fccs (KSCE & KCPE& Grade 6(CBC Exonnanon) 4.103 5.003 5,023.47 2,000 5.000

B Public d.bt (Art. 203 llllbl) t,u4,013 930J54 l tE7,78{ rJ{0588 1,606,'tl9

c

O.h.r N.tion.l oblie.tions (Articlc. 203 tlllbl) 557.E63 595,269 691,148 ?36,it56 75EJ66

Pensions, constitutional salarres & othcr r36.978 145.951 2t1.0r9 227,157 239.623

Constitutiohal comnitsiorl, (A . 248Q0 i.c., CRA. SRC, NLC, NPSC,
IEBC, TSC

299,73) 321.968 332,497 355,311 39 r,l0l

lndeoendcnt offices (ArL 2488)) - i.c.. AC & CoB 6.499 6,98r 8,156 8.808 9.430

37.883 38.471 4r,002 40,t55 42.488

Olher conslitutional intlituliorlr- State lnv Ofrce and DPP 8,371 E,713 10,054 9,414 10,478

Other sbrubry bodi.s (c.9. EACC, RPP, lltPA, CAJ, IPOA, NGEC) 7,036 t,462 9,002 t,9l I 9,7t4

Judiciary 17.91E lE,297 22.281 22.505 25,150

D
Othi ttatutory dllocdtiotLr/earmark dfuhds (e.9., NO-CDF.

lfrirrnativ. Action)
43,845 46,420 56,532 6s283 29,185

E
f,mcrscncics tAn. 203 (l)ft)l 5,000 5.000 lr00 1,000 5,000

o) Conrineenciet 5,000 5,000 1200 4.000 5.000

b) SttatcEic grdin rcsant.
F Equ.lizrtion Fund [An 203 (l) (s) rnd (h)l 5,t25 7,068 10.t67 8,000 10590

Of *hich
a. Allocation in FY 2025/26 7.867 1.857

b. lrrcart t41 2,737

c

BALANCE TO BE SHARED BY THE 2 LEVELS OF
GOVERNMENT

-7,429 547,843 577,1M 417 9tE 351,11I

County Govarnm.nt rllocrtion from r.vanur raiscd nrtion.lly of
*hich: . 377 5t1 375,654 391,661 394,119 1t7 964

a) Equitablc Shar. of R.v.nue 370.000 370.000 380,645 387,425 40s,069

b) Additiohdl conditional allocations finahced lrom revenues
7,537 5,654 I I,0t6 6,994 12.E94

H B.l5nc. !.ft for th. N.tionrl Covarnm.nt -384,966 l72,lt9 t85,4t5 53,499 164.553)

Source: DORA 2021 - DORA 2021

"National Trcasury Prcposals

14. (Xhcr Nationsl Obligstiors: As provided for under Article 203(l) (b) of the Constitution, the

Bill has also taken into account the requirements for other national obligations, such as, mandatory

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

and Judiciary as well as expenses relating to other statutory bodies. These are estimated to cost
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KSh. 758,368 million in financial year 2025/26 up from KSh. 73g,456 million allocated in the
financial year 2024/25. Moreover, in financial year 2025/26 KSh. 26.3 billion has been earmarked
for the National Governmenr - constituency Development Fund (NG-GDF) and KSh. 3.5 bi ion
Affirmative Action Sociar Development Fund. After taking into consideration the above
expenditures as well as debt related costs, the National Government is Ieft with a deficit amounting
to KSh. 64.6 billion, which sha further stretch borrowing and increase pubtic debt.

t5' Fiscal capacity and Efficiency of couuty Governments: The Nationar rreasury has
proposed an increase ofKSh. 17.6 biflion equitable share to county Governments. Simirarly, it is
expected that the county Governments wi arso grow their own Source Revenue (oSR). The
National Treasury has further instituted measures to support County Governments enhance their
revenue collection. These include the National Rating Act, 2024, the county Governments
Revenue Raising Process Bill currently under consideration, the Model Tariffs and pricing policy
proposed for adoption by County Governments as well as the proposed Integrated county Revenue
Management System. The National Treasury recommends that the Senate considers including the
fiscal effort parameter in the Fourth-Generation basis so as to enhance oSR collection by the
counties in order to incentivize the attainment ofthe intended objectives ofthe above measures.

16. County Governments' ab ity to perform the functions assigned to them and meet
other developmentar needs of the county Governments: As explained above, the baseline for
the equitable share allocation for the financial year 2025/26 was derived from the Division of
Revenue Act,2024. This base line is informed by costing of expenditure for devolved functions
done at onset ofdevolution, which has been the basis for equitabre share over the years.

17' Developmental needs of the county Governments and their abitity to perform the
functions assigned to them: County Governments are allocated equitable share ofrevenue 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 20g
ofthe Constitution has assigned counties revenue raising powers and as such counties are expected
to improve and maintain sustained collection oftheir own source revenues.

18. Additionally, the equitable share to county Governments is proposed to increase from a
base of KSh. 387.4 biltion in financial year 2024125 to KSh. 405. I billion in financia I year 2025/26,
an increase of KSh. 17.6 billion, which is meant to faciritate county Governments enhance service
delivery in performance of their assigned functions under Part II of the Fourth Schedule of the
Constitution.
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19. It should be noted that, in order to achieve balance between priority development and

performance ofthe assigned functions, the Third Basis for horizontal revenue sharing is premised

on eight parameters which relate to devolved functions assigned to County Governments in Part

II ofthe Fourth Schedule ofthe Constitution.

20. Thus, the proposed vertical division ofrevenue proposed in the Division ofRevenue Bill,

2025, therefore, takes into account the cost ofCounty 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(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. 405.1 billion) among County

Governments is based on the Third-generation formula approved by Parliament in September 2020

pursuant to provisions of Article 217 and paragraph 16 ofthe Sixth Schedule ofthe Constitution.

The Third Basis formula which is applicable from financial year 2020/21 to fnancial yeu 2025/26

has taken into account the following parameters; (i) Population (18%); (ii) Health Index (17%);

(iii) Agriculture Index (10%); (iv) Urban Index (5%); (v) Poverty lndex (14o/o); (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 ofKSh.405.1 billion for

financial year 2025/26 shall be based on the Third Basis Formula. Noting the equity and sectoral

parameters outlined above, the Third basis formula applied in financial year 2025/26, takes into

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

22. Further, KSh. 10.6 billion has been set aside for the Equalization Fund in financial year

2025126, which for purposes of Division ofRevenue in financial year 2025/26 includes KSh. 7.9

billion as 0.5 per cent ofthe last audited and approved actual revenues for financial year 2O20l2l

(i.e., KSh. 1,570,563 million); and the balance of KSh. 2.7 billion which is the contribution of

arrears towards the Fund. The Equalisation Fund is used to finance development programmes that

aim at reducing regional disparities among beneficiary counties.

23. Need for Economic Optirnization 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

financial year 2025126 is KSh. 405.1 billion, an allocation which is KSh. 17.6 billion higher than

the allocation ofKSh. 387.4 billion for financial year 2024/25. This is an unconditional allocation

which means that the County Governments can independently plan, budget and spend the funds.

Pa.e 10 of 13
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With the resources, therefore, County Governments are able to prioritize projects and allocate
resources, thus optimizing their potential for economic development.

24. Stable and Predictabre A[ocations of County Governments, vertical Share of
Revenue: The county Governments' equitabre share of revenue raised nationally has been
protected from reductions that may be occasioned by shortfall in revenue raised nationally more
so in the advent ofthe effects ofproiected global economic downturn in 2025. According to Clause
5 of the Division of Revenue Bilt (DoRB) 2025, the National Government wi[[ bear any shortfall
in revenue raised nationally.

25- Need for Flexibility in Responding to Emergencies and other Temporary Needs: The
National Government equitable share of revenue has an allocation of KSh. 5 bittion for the
Contingencies Fund established pursuant to Article 208 ofthe 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 - 2l 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 budgets to respond to emergency functions.

26' It should be noted that after taking into account all the other factors contemplated under Article
203(1) ofthe Constitution, including the needs ofCounty Governments, there are no resources left
to finance other National Government needs, such as defense, roads, energy among others. In fact,
the National Government is left with a deficit amounting to KSh. 64.6 bi ion ro finance needs of
other non-discretionary expenditures such as salaries ofNational Government staff. To bridge this
financing gap, the National Government witl require additional borrowing which may negatively
impact on the fiscal consolidation plan

Summary of Deviations from the Recommendations
Allocations

of the Commission on Revenue

27. The Division ofRevenue Bifi,2o2s proposes to a[ocate county governments an equitabre
share ofKSh 405.l billion from the shareable revenue raised nationally to be shared among county
governments on the third basis formula for sharing revenue approved by parliament under Article
217 of the constitution. The cRA, on the other hand, recommends county Governments, equitable
share of revenue ofKSh. 417-4 billion as an unconditional allocation to be shared among county
governments on the proposed fourth basis formula for sharing revenue submitted to parliament for
consideration and approval pursuant Article 217 of the Constitution

Page lI of 13
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28. The difference between the proposed allocation by the National Treasury and CRA is

occasioned by: -

(a) Adjustment for Revenue Growth: - while the National Treasury has proposed an increase

of KSh. 17.6 bittion to county govemments' equitable share, the CRA has proposed an

increase of KSh. 30.0 billion, inFY 2025/26, resulting into a difference of KSh. 12.4 billion;

and

(b) Assumptions used in Arriving at the Respective Shares: - Both the National Treasury

and the CRA have made varying assumptions in arriving at the respective proposals on

County Equitable Share for Fy 2025126, as discussed in paragraph 29 for the National

Treasury; and paragraph 30 for the CRA.

Table 3 analyses the approaches by CRA and the National Treasury in computing the proposal on

the division ofrevenue between the national and county governments in FY 2025/26.

Table 3: Comparison of approaches towards recommendations of the Commission on

Revenue Allocation and the National Treasury on the equitable share of revenue proposed

tor FY 2025126

Erpcnditurc Item CRA Nrtionrl Treasury Vrdance

A(million) B(Eillion) C{A-B(million))

1. Equit8blc Rcvenuc Shrrc in FY 2024/25 .187,425 3E7,425 t87,425

Add:

2. Incrcasc in Rcvanuc Allocrtion 30,000 17,644 D,166

TOTAL EQUITABLE OF REVENUE = (2+3) 4t1,425 405,069 12,366

Source: The Nalional Treasury

Assumptions Used in Arriving at the Respective Sbares

29. In arriving at the allocation of KSh. 405.1 billion, the National Treasury was informed by

the following economic assumptions:

(i)

(ii)

(iiD

(iv)

(v)

The Equalization Fund arrears to be financed from the National Government's

share of revenue;

That there witl be no major economic shocks negatively affecting forecasted

revenue in financial 2O25/26;

That Ordinary revenues projected at KSh 2,835 billion (14.7 % of GDP) from KSh'

2,631.4 biltion (14.6% of GDP) in financial year 2024125 is attainable;

That there shalt be stability in interest rates and foreign exchange rates;

That inflation shall remain stable within the government target of 5t2.5 percent;

Page 12 of 13
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30.

factors

(vi) That there sha, be a steady GDp gro*h momentum with a projection of 5.3 percent
in 2025; and

(vii) That county Governments wilr continue to enhance their own Source Revenues to
reduce overreriance on nationar transfers and improve their fiscar sustainability.

In arriving at the allocation of KSh. 417.4 bi ion, the cRA was informed by the fo owing

(a) The need to ensure adequate resources for counties to perform assigned functions
(b) To provide for counter-pa( funding of shared commitments for county aggregated

parks and community health promoters

(c) Theneedtoensure county Governments are able to meet financiar obrigations of non-
discretionary commitments such as Housing Lely and Universal Hearth coverage

(d) The need to ensure no county gets rower allocation than that for Fy 2024l25upon the
application ofthe fourth basis revenue sharing among counties.

(e) Predictable and stable allocarion to Counties in line with Artic le 203 (2) (c) &. j
(11 Meeting of National Government provisions for National Debt and obligations under

Article 203 (l) (b)

Conclusion

3I' The proposals contained in the Bill take into account the financial objectives set out in the
2025 BPS and are intended to achieve fiscar sustainabirity against the backdrop of escalating
expenditure pressure on the fiscal framework occasioned by an increase in consolidated Fund
Services (cFS) and the persistent underperformance ofordinary revenue. As demonstrated above,
any increase in county allocation beyond the Ksh. 405.1 billion proposed by the National rreasury
wilI necessitate additional borrowing thus leading to deterioration of Kenya,s debt sustainabiliry
position.

32' The proposed equitable share allocated to County Governments in the Division ofRevenue
Bill' 2025 has also taken into account the approved rhird Basis Formula for Revenue Allocation.
The proposed KSh.405.l biltion allocations among county Governments pursuant to Article 2r7
of the constitution is equivalent to 25.g percent of the audited and approved actual revenue for
financial year 2020/2 I . This is above l5 percent rninimum threshold required under Article 203(2)
of the Constitution.
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