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Major Tax changes under the  
Tax Laws (Amendment) Act 
and the Finance Act 2020
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Corporate Tax 

- Tax Rate reduced from 30%
to 25% for Resident
Companies

- The rate applies for the year 
of income 2020 and 
subsequent years.

- There is no change of rate 
for Non-Resident entities 
which is currently 37.5%

- What constitutes year of income 
2020?

Does the rate apply to  income accrued 
from January 2020? Or,

Does the rate apply to income of a 
company with a year ending in 2020? or

Does the new rate apply to income 
earned after 25th of April 2020?
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Corporate Tax 

Are you in the business of 
plastics recycling?

- The lower Corporation Tax 
rate incentive of 15% for the 
1st 5 years has now been 
removed.

- Corporate Tax Rate of 25% 
now applies

Balance between tax collection and 
Environment preservation



Classified - Confidential

Corporate Tax 

Are you a newly listed on the 
stock exchange or planning 
to list?

- The lower Corporation Tax 
rate incentive of (20%-27%) 
depending on % of issued 
share capital was removed

- Corporate Tax Rate of 25% 
now applies
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www.alphataxadvisory.com

Turnover Tax (TOT)
• Tax rate reduced from 3%-1%

• Minimum Turnover of KShs 1 million. (up from 
500k)

• Only applicable for Resident Persons

• Maximum threshold KShs 50 million. (Up from 
5 million)

• Incorporated Companies can now apply TOT

…Note VAT threshold maintained at 5m and 
thus VAT obligations continue to apply

Has this driven compliance levels by SMEs?
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Turnover Tax (TOT) Who cannot 
apply to be 

under 
Turnover Tax? 

MANAGEMENT AND 
PROFESSIONAL FEES
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Turnover Tax (TOT)
• Change to be effected through the I-Tax 

Profile

• All losses brought forward are forfeited.

• Prepare Financial statements as at 31st

March 2020 and file Tax Return.

• Any tax credit from 1st April 2020 to be 
offset against the TOT Return.

• Turnover is less VAT.

• 1% applicable on Turnover -VAT
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PAYE

Changes in Annual Tax Bands

Old Rate New Rate
Rate 
of Tax

On the 1st 147,580 On the 1st 288,000 10%

On the next 139,043 On the next 200,000 15%

On the next 139,043 On the next 200,000 20%

On the next 139,043 On all income over 
688,000

25%

On all Income over 
564,709

- 30%

Annual Tax Relief of 
16,896

Annual Tax Relief of 
28,800

70% 

• Is there a possibility for 
extension of the current 
lower rate past January 
2021 taking into account 
that most tax-payers had no 
income during the COVID 
period?
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Taxation of Pension withdrawals

Tax Exemption for Senior Citizens

• Removal of exemption of payment 
of lumpsum to senior Citizens over 
the age of 65 year

• Only pension withdrawals are tax 
free for Senior citizens

Reduction of the highest tax rate 

Current Proposed Rate

1st 400,000 1st 400,000 0%

Next 400,000 Next 400,000 15%

Next 400,000 Next 400,000 20%

Next 400,000 Amount over 
1,200,000

25%

Amount over 
1,600,000

- 30%
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Capital Allowances
• Investment deduction

• Industrial building allowance

• Wear and Tear allowance

• Farm works deduction

• Mining deductions

Overhauled Under the Tax Laws 
(Amendment) Act 2020
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Capital Allowances ID and IB

Manufacturing Building and 
Machinery

• Old Rate – 100% and 150% if 
outside the cities of Nairobi, 
Kisumu, Mombasa.

• New  Rate – 50% in the 1st year 
of use and 25% on reducing 
balance.

With imports significantly 
reducing, should the Government 
not encourage manufacture?

Hotels

• Old Rate – 100%

• New Rate – 50% in the 1st year of 
use and 25% on reducing balance. 
The industry has significantly been 
affected during this season!
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Capital Allowances – ID and IB

School buildings and hostels

Commercial Buildings

• Old Rate – 25% per annum.

• New Rate – 10% on reducing 
balance

Hospitals and Hospital Equipment

• Current Rate – 0%and 12.5% on equip

• Proposed Rate – 50% in the 1st year of 
use and 25% on reducing balance.

Welcome move to accelerate 
development of affordable Healthcare

Petroleum or gas storage facilities
• Old Rate – 100%.
• New Rate – 50% and 25% 

reducing balance

Old Rate – 50% per 
annum.
New Rate – 10% on 
reducing balance
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Capital Allowances – Wear and Tear Allowances
Asset Old Rate

Reducing balance
New rate  reducing 
balance (rb)

Ship and Aircrafts 100% 50 % and 25% 

Motor vehicle (MV) and  Heavy earth 
moving equipment (HE)

25% on MV and 
37.5% on HE

25% 

Computers (Hardware, software) 
Copiers, duplicating machines

30%
20% -Software

25%

Furniture and fittings and other 
machinery

12.5% 10%

Telecommunication Equipment 20% - Straight-line 
basis

10% - Reducing balance

Farm works 100% in the first 
year of use

50% in the 1st year of 
use and 25% on reducing 
balance 
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Impact of overhauling the 2nd Schedule

• How will the residual balances be treated?

• Provision to transfer assets at Written Down 
Values for related companies had been 
deleted.

• Definition of Control has been deleted

(How do you address the Thin- Capitalization 
provision?) 
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Withholding Tax Changes

• This discourages foreign 
investments

• Ensure you take into account 
Double Tax Agreements

TO NON RESIDENTS

TO



Classified - Confidential



Classified - Confidential

Rental Income subject to tax under Section 6A
Notwithstanding any other provision of 
this Act,

- a tax to be known as residential rental 
income tax shall be payable from the 1st 
January 2016 by any resident person 

- from income which is accrued in or 
derived from Kenya for the use or 
occupation of residential property, 

section shall not apply where a

person who would otherwise pay

tax under this section, by notice

in writing addressed to the

Commissioner, elects not to be

subject to residential rental

income tax, in which case the

other provisions of this Act shall

apply to such a person.

Taxation of Business 
Income checks in
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Finance Act 2020 – Residential Rental Income
• Threshold of income subject to 

Residential Rental Income 
increased to KShs 288,000 from 
KShs 144,000 a year

• Maximum threshold for 
registration for RRI increased 
from KShs 10 million to 15 
million.
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Rental Income 

• Tax at the rate 

• It is payable by the 
20th of the 
subsequent month.

Late filing of Tax Return:
Individuals
• KShs 2,000 or 5% of the tax due 

whichever is higher 
Corporates
• KShs 20,000 or 5% of the tax due 

whichever is higher

Penalty on paying:
- 5% of tax due
- Late payment interest of 1% per 

month on the unpaid tax

Default penalty
• KShs 10,000 per month and KShs 

2,000 per month for corporates and 
individuals respectively.
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Minimum Tax –Effective 2021

shall be payable by a person if the 
person’s:

a)income is not exempt under the ITA;
b) income is not from employment, 
residential rent, capital gains, mining or 
oil exploration, capital gains or subject 
to turnover tax; or
c) The instalment tax payable is lower 
than the minimum tax payable. 

Minimum tax is based 
on 1% of gross income 
and paid on the 20th day 
of the fourth, sixth, ninth 

and twelfth months. 
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Minimum Tax
Why should I pay taxes if I am in a loss 
position resulting from:

a)Low sales 

b) Increase costs of doing business.
c) Capital allowances

- Investment deduction
- Industrial building allowances
- Wear and Tea Allowances

2019 Turnover is 128.32 
Billion
Loss for the year, 12.98 
Billion.
Minimum Tax 1.28 Billion
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Impact of Minimum Tax
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Digital Service Tax (DST)

Finance Act 2020

12E(1) Notwithstanding any 
other provision of this Act, a tax 
to be known as digital service 
tax shall be payable by a 
person whose income from the 
provision of services is derived 
from or accrues in Kenya 
through a digital market - place

Finance Act 2019: digital 
marketplace means a platform that 
enables the direct interaction 
between buyers and sellers of goods 
and services through electronic 
means 

Finance Act 2019: Section 3 (ca) 
income accruing through a 
digital marketplace; 
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Targeted entities – Based on definition

PLATFORMS THAT ENABLE THE DIRECT INTERACTION 
BETWEEN BUYERS AND SELLERS OF GOODS AND 

SERVICES THROUGH ELECTRONIC MEANS
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Digital Service Tax (DST)

- The digital services tax is 
deducted from resident entities 
and non-resident entities

- is to be treated as an advance 
tax, available for setoff against 
the tax payable for the year of 
income. 

- The tax is due and payable at 
the time of transfer of payment 
for the service to the service 
provider.

payable on income which 
is deemed to be derived 

or accrued in Kenya 
through a digital market-

place

Rate is 1.5% of the 
gross transaction 
value effective 1st

January 2021
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- VAT Rate
- Exempt goods 
and Services
- Zero Rated 
Goods
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VAT reduction

VAT on Petroleum products

• Currently at 8% on a base that 
excludes excise tax and other 
levies. Exclusion has now been 
removed.

• Effective date is 15th May 2020

Personal protective equipment

• Face masks

Used by medical personnel in 
registered hospitals and clinics.

Or by members of the public in 
the event of a pandemic.
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Transfer of business as a going concern
• We expect business to restructure due to the 

consequences of COVID 19.

• Before the change, where a business is 
transferred as a Going Concern, the VAT status on 
the assets was exempt.

• The previous law aimed at cushioning buyers from 
the additional 14% VAT on purchase of assets

• Act now provides for a standard rate of 14% on 
transfer of assets.

Impact on 
Cashflow?
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VAT on Insurance agency, brokerage and 
security exchange services
• Provided for under paragraph 10 of the 1st 

schedule.

• These services moved from an exempt 
status to VATable status at 14%

• Requirement for VAT Registration.

• Output VAT Vs Input VAT.

• Application currently stayed

Insurance Brokerage 
services include placing of 
insurance business with an 
insurer or reinsurer for a 
commission.

Insurance Agency fees 
relates to procuring 
business for a broker or 
an insurer for a 
commission.

Stock Exchange 
Brokerage
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Claiming Input VAT

• VAT only claimable as input if supplier has 
declared it.

- How do you confirm supplier has declared?

- What if the invoice then gets time barred?

- Output is payable at the earlier of payment, why a 
different treatment for input?

- KRA already has other systems to enforce VAT 
collection

Is the KRA 
Validating VAA 
Assignments?

Finance Act 2020
Changes to section 
17 of the Act
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Digital Tax 
VAT Regulations
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Excise Taxes  Inflation Adjustment 

Was this the 
right time?
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Retirement Benefit 
Funds

• Access to members of part 
of savings to purchase a 
residential house.

• CS has now provided 
Regulations in this regard.
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The Tax Amnesty 
Programme 2021
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Voluntary Disclosure

• Applicable for a period of 3 
years effective January 2021

• One gets immunity and 
waiver of penalties and 
interest 

• Period covered June 2015-
July 2020

- Full remission if declared in 
2021

- 50% Remission  if declared in 
2022

- 25% Remission if declared in 
2023

• Payment proposal is agreeable
• If you have an ongoing audit 

or have received a notification 
of an audit, are not eligible to 
the programme.
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Voluntary Disclosure
- No Ongoing Tax Audit

• Has not received a letter 
for intention to audit
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What do I need to do?

Engage your Tax 
Advisors for a Tax 
Health check or 
review

Discuss issues 
arising and arrive 
at a position on 
areas of potential 
exposure

Plan your cashflows 
accordingly to settle 
the Principal tax. 
Government is 
agreeable to a 
Payment plan

Make Application 
for waiver of 
penalties and 
interest

Ensure 
compliance going 
forward
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Q&A
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