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Dynamic tax landscape in Kenya

Tax Laws  
Amendment  

Act

Income Tax Bill  
(now  

withdrawn)

And a host of  
regulations e.g  

VAT
Regulations on  

digital tax

Finance Bill
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These changes in the tax laws are substantially fuelled by:

Dynamic tax landscape in Kenya

Change Impact/Challenges

Need to cushion businesses and  

individuals from the adverse effects of  

Covid-19

• Lower tax rates increases cash flows;

• Attracting and retaining investors;

Long journey towards tax reforms • Gradually simplifying tax laws;

• Modernizing tax laws;

• Clarifying previous ambiguities;

• Lower rates but fewer exemptions.

• Enhancing tax compliance

Taxing the untaxed and the under-taxed • Bringing new sectors into the ambit of  

the tax law eg. The digital economy;

• Making it administratively easy to collect  

tax revenues;

• Introduction of minimum tax



Unpredictability and  

uncertainty of the changes  

may hinder investment in the  

country

✓ Electricity rebate

✓ compensating tax

Nexus between  

economic blue print and  

tax policies;

✓ The big four agenda

(Affordable housing,

manufacturing)

Unintended effects of the changing tax  
landscape
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Macro-economic context

Change Impact/Challenges

Macro – economic context – maintain low  

fiscal deficit, increase the tax to GDP  

ratio:

“The fiscal deficit widened in 2018/19 to

7.8 percent of GDP, owing to a  

disappointing revenue outturn and higher  

recurrent expenditure” IMF Staff Report  

11 May 2020.

❑ Public commitments by GoK to reduce  

fiscal deficits to the 5% - 6% range partly  

by increasing tax revenues.

❑ Increase the tax to GDP ratios – Africa’s  

average tax GDP ratio is 17.2% and is  

amongst the lowest in the world (compare  

to Latin America of 22%).

❑ Kenya’s tax to GDP ratio is low at 18.2%,

Tax to GDP ratio has been decreasing.

❑ Revenues from corporate income tax  

have stagnated over the years.

❑ IMF has recommended that the tax  

reductions in corporate income tax, VAT  

and employment tax are temporary.

Fiscal deficit



Themes Key changes

Macro – economic context –

maintain low fiscal deficit,  

increase the tax to GDP ratio:

“out of 401,306 companies  

registered for corporation tax in  

Kenya in the period to June,  

only 33,426 paid taxes on their  

net income. That translates to a  

compliance rate of 8.3 percent  

of the firms eligible to pay taxes  

from business profits” Daily  

Nation, 11 May 2020.

❑ IMF/ GoK - Stagnation of corporate tax is due to the  

exemptions such as Export Processing Zones and  

generous tax deductions e.g. Investment  

Deductions.

❑ IMF / GOK – Stagnation of corporate tax is due to  

the low levels of compliance – tax evasion and  

avoidance.

❑ Does the above take into account the informal  

nature of businesses in Kenya, holding company  

regimes, dormant companies etc.

Macro-economic context
Tax to GDP ratio



Key changes and theme

Reduction in tax rates across various tax heads -
resident corporate tax rate, individual marginal  
tax rate, Turnover Tax rate and VAT rate

Reduction in tax exemptions – VAT & Corporate  
tax

Claw back of tax incentives arising from higher tax  
depreciation allowances by overhauling the tax  
deductions regime

Expansion of tax base – residential income tax,  
minimum tax, digital services are all some form of  
turnover tax.
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Overview of the  
Tax Laws  
Amendment Act



Corporate Income Tax

Change Impact/Challenges

The corporate tax rate has been

reduced from 30% to 25%.

The last corporate tax rate  

reduction was in 2000.

This backs a global trend towards

lower corporate tax rates.  

Hopefully this will enhance tax  

compliance and widen the tax  

base.

• The effective corporate rate for resident  

companies with resident shareholders reduces  

by 4.75% while resident companies with non-

resident shareholders reduces by 0.75%.

• The 0.75% reduction is due to the increase of  

withholding tax rate on dividends payable to non-

residents.

• The corporate tax rate for permanent  

establishments remains at 37.5%.

Reduction of corporate income tax from 30% to 25%



Corporate Income Tax

Change Impact/Challenges

The turnover tax rate has been reduced  

from 3% to 1%.

• This represents a significant reduction  

in the effective income tax rate for  

profitable enterprises.

• Likely to bring more persons to tax  

bracket.

Introduction of turnover tax to Incorporated  

companies

• Incorporated companies are no longer  

excluded from turnover tax.

• No transition provisions have been  

included

Turnover tax changes



Corporate Income Tax

Change Impact/Challenges

Increase of thresholds • The threshold for turnover tax has been  

increased to between KES 1 million and  

KES 50 million (from KES 500,000 to  

KES 5 million).

• Business earning between KES 5 million  

and 50 million will be subject to both  

Turnover tax and VAT.

Reduced penalty • The penalty for late filing of turnover tax  

returns reduces to one thousand  

shillings from five thousand shillings.

Turnover tax changes



Corporate Income Tax

Exemptions removed Impact

• Compensating tax accruing to a power producer under a

power purchase agreement.

• Gains arising from trade in shares of a venture company  

earned by a registered venture capital company.

• Interest income generated from asset-backed securities;

• Dividends received by a registered venture capital  

company, SEZ enterprises, developers and operators  

licensed under the SEZ Act.

• Dividends paid by a SEZ Enterprise, developers or

operators to any non-resident person.

The reduced  

exemptions may deter  

investment in the  

sectors affected.

The changes speak to

the theme of reducing

tax exemptions

A leaner first schedule; the government giveth and taketh  

away



Corporate Income Tax

Changes Impact

• Provision allowing  

manufacturers to deduct  

30% of their electricity cost  

has been removed.

• This benefit was short lived as it is only applicable to

the 2019 year of income when rules were gazetted.

• This will increase the cost of production of goods.

• Demonstrates lack of tax policy stability and  

hampers business planning

• Goes against the government’s Big Four agenda.

Electricity rebate now removed



Corporate Income Tax

Changes Impact

• The highest capital allowance has been reduced to 50%  

from 150%.This will negatively affect hotels, power  

producers and manufacturers, locating industries outside of  

Nairobi, Mombasa and Kisumu.

• Hospital buildings and equipment will qualify for capital  

allowances

• Gains from disposal of buildings eligible for capital/  

investment allowances will no longer be subject to Capital  

Gains Tax. However, this does not apply to companies that  

are taxed under the turnover tax regime.

Overhaul of the Second

Schedule to the Income

Tax Act:

This is a major rewrite  

of the tax code that tax  

policy makers have  

been trying to effect in  

last few years.

The impact will be a  

reduction of tax  

benefits accruing from  

higher tax depreciation.

A new Second Schedule



Grey areas that require clarifications –
corporate tax

Transition

• No transition provisions have been included in the new Second
Schedule. This is a big concern;

Tracking

• Separate tracking of capital allowances per asset. This may  
prove to be administratively cumbersome;

Transfer

• Lack of provisions that allow for the transfer of depreciable  

assets at tax written down values between related companies.



Withholding tax

Changes Impact

• Withholding tax on dividends  

payable to non-residents  

increased to 15%.

• Kenya already has some of the

highest withholding tax rates.

• Taxpayers will be required to withhold tax on  

dividends payable to non-residents at a rate of  

15% up from 10%, a disincentive to investors.

• Withholding tax on sales  

promotion, marketing,  

advertising services, and  

transportation of goods:

• A 20% rate of WHT is applicable in respect of  

payments to a non-resident (in the absence of a  

double tax treaty).

• It may be complicated where payments are  

made to non-residents in a double tax treaty  

jurisdiction as conflicts or differences in  

interpretation of articles of the treaty with regard  

to the applicability of the treaty will most likely  

arise.



Withholding  
Tax

Effective tax rates

Narration Resident Company  

owned by local  

shareholders

US$  

A

Resident company  

owned by non  

residents

US$

B

Branch

US$  

C

Taxable profit 100 100 100

Tax thereon (i) 25 =(100*25%) 25= (100*25%) 37.5= (100*37.5%)

WHT on dividends to  

shareholders based on  

profits after tax (ii)

3.75 =(75*5%) 11.25= (75*15%) -

Effective tax rate iii = i +  

ii

28.75% 36.25% 37.5%

Previous effective rates 33.5% 37% 37.5%

The change in withholding tax rate is compensating for the change in corporate taxrate



Pay-As-You-Earn

Changes Impact

• Reduction of individual top rate  

of tax from 30% to 25% and  

expansion of tax bands.

• Government seeks to provide Kenyan residents  

additional disposable income to cushion them  

from the economic impact of COVID-19.

• Personal relief available to  

resident individual increased  

from KES 16,896 per year (or  

KES 1,408 per month) to KES  

28,800 (or KES 2,400 per  

month)

• Any individual earning KES 24,000 per month or  

less would not pay tax.



Change Impact/Challenges

Reduction of the VAT rate from  

16% to 14% effective 1 April 2020  

(Legal Notice No. 35)

❑ Welcome reprieve for all as cost of goods and  

services is expected to have reduced.

Kenya Revenue Authority (“KRA”)

to pay VAT refunds worth KES 10

billion. Further allocation per CS’

statement.

❑ To boost cashflows for businesses, especially in  

sectors most impacted by the COVID-19  

pandemic, e.g., floriculture/horticulture and  

aviation.

Value Added Tax
Presidential Directive of 25 March 2020 – Notable results
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Change Impact/Challenges

The VAT Act amended to remove  

the exclusion of excise duty,  

levies, fees, and other charges  

from the taxable value of  

petroleum products. Effective  

from 15 May 2020.

❑ An increase in the price of petroleum products.

The requirement to maintain  

records will be applicable to all  

business persons, not just the  

VAT registered businesses.

❑ The change will help the Government curb tax  

avoidance and fraud.

Value Added Tax
Tax Laws (Amendment) Act, 2020: Increase in VAT base for
specific petroleum products; record keeping requirements
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Change Impact/Challenges

▪ Personal Protective  

Equipment (“PPE”), including  

facemasks now VAT exempt,  

previously standard rated.

❑ A welcome relief towards containment of COVID-

19.

▪ VAT status of vaccines for  

human and veterinary  

medicine and various  

medicaments changed from  

zero rated to exempt.

❑ Potential increase in price of medicaments; an  

unnecessary burden to households under the  

present circumstances.

Value Added Tax
Tax Laws (Amendment) Act, 2020: Change of VAT status
from taxable to exempt
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Affected supplies Impact/Challenges

• Plants and machinery of

chapters 84 & 85.

• Supplies for construction of  

power plants.

• Supplies for companies in oil &  

gas (“O&G”) and geothermal  

exploration activities.

• Supplies procured for Special  

Operating Framework  

Arrangements (“SOFA”).

• Transfer of business as a going  

concern (“TOGC”).

• Insurance and securities

brokerage services.

❑ Capital investments will be more costly for

manufacturing sector.

❑ Increased costs for power plant construction,  

O&G and geothermal exploration activities.

❑ SOFA projects no longer an incentive. This may  

impact completion/implementation of ongoing  

projects.

❑ Additional cashflow requirements on acquisition  

of a business.

❑ Penetration of insurance services in Kenya will  

be hindered.

Value Added Tax
Tax Laws (Amendment) Act, 2020: Change of VAT status
from exempt to standard rated
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Overview of the  
Finance Bill,  
2020
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Change Impact/Challenges

Minimum tax of 1%. ❑ For companies earning more than KES 50 million.

❑ Minimum tax will be 1% of “gross turnover”.

Exemptions to minimum tax. ❑ Employment income, Capital Gains, residential

income tax, companies subject to turnover tax,

upstream oil and gas, mining companies.

❑ Minimum tax is a final tax and will be payable in  

instalments.

❑ Applicable to loss making companies.

❑ Applicable to low margin companies and capital  

intensive companies.

Corporate Income Tax
Minimum tax



Change Impact/Challenges

Digital services tax of 1.5%. ❑ Applicable to income accrued or derived from a digital  

market place.

❑ Market place defined as an intermediary platform.

❑ Applicable on the gross transaction value – gross  

transaction value not defined.

❑ Allows for the KRA to appoint agents – probably  

targeted at payment aggregators.

❑ Applicable only to income accrued and derived from  

Kenya – appears to be very limited in application  

however not clear that this is the intention.

❑ Kenya is part of the OECD Mutual Inclusive process –

this tax appears to circumvent that process?

Corporate Income Tax
Digital services tax



Change Impact/Challenges

Proposed waiver of penalties and  

interest:

❑ Disclosure (from 1 January 2021) of principal tax  

payable - waiver of penalties and interest.

❑ Exemption from prosecution.

❑ Allows to enter into a flexible payment plan with the  

KRA.

Applicable to the following: ❑ Transactions carried out for five years before 1 July  

2020.

Other features: ❑ Not applicable where KRA has started an audit.

❑ Disclosure in the second year (only 50% waiver),  

disclosure in the third year (only 25% waiver).

❑ Waiver requires the approval of the Commissioner.

Corporate Income Tax
Voluntary Tax Disclosure Program



Themes Key changes

The takeaways from the recent  

changes:

❑ Lack of certainty in respect of tax policies – Tax  

incentives provided have been clawed back in a very  

short time – Potential for significant changes in  

effective corporate tax rate.

❑ Continued aggressive tax collection efforts – Multiple  

audits, increased use of technology in respect of  

audits, further conflicts between taxpayers and KRA.

❑ Breakdown of cooperation on a global level with  

global organisations pulling in different directions –

IMF (increase tax collection) v OECD (increase global  

cooperation) – aggressive and non standard  

interpretation of treaties.

Key changes and theme
Takeaway from recent changes



Change Impact/Challenges

▪ Specialized equipment for the  

development and generation of  

solar and wind energy,  

including deep cycle batteries.

▪ Plant, machinery and  

equipment used in the  

construction of plastic  

recycling plants.

▪ Hiring, leasing and chartering  

of helicopters (passenger  

capacity not exceeding 10  

pax).

❑ Additional cashflow burden during the  

construction phase and potentially higher power  

tariffs.

❑ Overall negative impact to investments in  

renewable energy and greener ecosystem.

❑ Additional revenue from the wealthy but likely to  

adversely impact tourism.

Value Added Tax
Finance Bill, 2020: Change of VAT status from exempt to
standard rated
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Change Impact/Challenges

From standard rated to exempt:

• Maize (corn) seeds of tariff

number 1005.10.00.

• Ambulance services.

❑ Lower input costs for farmers so as to boost

food production in the country.

❑ Reduction in the cost of seeking medical  

services especially at this time.

• Input tax not deductible if the  

registered supplier has not  

declared the sales invoice in  

the VAT return.

❑ Onerous request on taxpayers and contrary to  

the spirit of a self-declaration tax regime.

Value Added Tax
Finance Bill, 2020: Change in status from standard rated to
exempt
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Budget Statement FY 2020/21 Impact/Challenges

• Stays of application of duty rates for 1 year: Iron &  

steel products – 35%; paper and paper board products

– 25%; leather & footwear – 25%; electrical parts &  

accessories – 35%.

• Duty free imports under remission: Inputs for baby  

diaper manufacture, assembly/manufacture of mobile  

phones and manufacture of new clothing/apparel,  

masks, sanitizers, ventilators and PPE.

• Duty exemption under EACCMA: Supplies for  

diagnosis, prevention, treatment, and management of  

epidemics, pandemics and health hazards.

❑ Protect local  

manufacturers from  

unfair competition.

❑ Make locally  

manufactured products  

more competitive.

❑ Have a legal provision in

place for management of

future disasters.

Customs duty
Revenue collection versus local industry protection
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Change Impact/Challenges

KRA has recently released draft Value Added Tax (Digital

Marketplace Supply) Regulations, 2020 (“the Regulations”):

• Digital/electronic services supplied in Business to Consumer

(“B2C”) transactions subject to VAT.

• Examples: mobile applications, e-books, subscription-based

media, search engine services, provision of transport hailing

platforms, etc.

• Supplier of digital services will be required to register and  

account for VAT on supplies under a simplified VAT  

registration mechanism, or through tax representatives.

• KRA has invited stakeholders to submit comments on the  

draft regulations by 15 June 2020.

❑ KRA to start  

collecting VAT on  

electronic services  

soon.

❑ Potential  

operational  

challenges if  

systems are not in  

place.

Value Added Tax
VAT on digital marketplace supplies
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Gazette Notice 3531 Impact/Challenges

Customs will not allow warehousing of specified goods e.g.;

▪ All foodstuff in any form, whether fresh or preserved, including

bulk commodities except those used as ship stores and in duty

free shops;

▪ Cigarettes and tobacco, except warehoused by local excise  

factories or by duty free shops or used as ship stores;

▪ Wines, spirits and other alcoholic beverages except those  

imported for sale in duty free shops and wines and spirits in bulk  

imported by licensed manufacturers of wines and spirits.

▪ Furniture, carpets and floor coverings.

▪ Building and construction materials including paint, pipes, tiles,  

electrical fixtures and parts and tools, etc.

• Cash flow  

constraints in to  

pay import taxes  

upfront.

• Lower  

competitiveness  

of Kenya as a  

regional  

trading/logistics  

hub

Customs duty
Revenue collection versus local industry protection
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What is  
happening  
within the EAC  
region?
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Uganda

Income Tax

• Deferred payment until 30 September of  

taxes arising in the period April to June for  

Small and Medium Enterprises (SMEs) in  

certain sectors and for all employers

• Waiver of interest and penalties for  

compliant taxpayers on tax arrears unpaid  

as at 30 June 2020;

• Full tax deduction for donations to assist

with the Covid-19 response.

VAT

• Expansion of VAT exemptions to include  

additional items of agricultural equipment  

and the supply of processed milk  

produced in Uganda.

• Exemption for a range of PPE and  

medical items, as well as inputs to their  

manufacture.

• Expedited processing of VAT refunds.

• Gazetting of VAT withholding agents
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Tanzania

Income Tax

• Expanded PAYE bands

• Allow 100% deduction of the contributions

made to AIDS Trust Fund.

Value added tax

• VAT exemption of agricultural crop  

insurance

• Allow exporters of raw products to recover  

input VAT. This is aimed at enhancing  

competitiveness of the products in the  

international markets

Customs

• Government proposes to remit import duty  

on Covid-19 pandemic equipment  

including mask, sanitizer, ventilators,  

personal protective equipment (PPE)
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