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PREFACE

The Departmental Committee on Agriculture' Livestock and Co-operatives is

established pursuant to provisions of Standing Order 215' Under the provisions

of Standing Order 216 (5) the Committee is mandated to:-

(a). investigate, inquire into' and report on all matters relating to the

mandate, -a''ugm"nt' activities' administration' operations and

ettimatet of the asigned Ministries and departmentt;

(b). study the Programme and policy obiectives of the Ministries and

departmentt and the effectiveness of the implementation;

(c). study and review all legislation referred to it:

(d)' study, assess and analyte the relative tuccess of the Minittries and

departmentt as measured by the results obtained as compared

with their stated objectives:

(e). investigate and inquire into all mattert relating to the astigned

Minittriet and departmentt at they may deem necestary' and as

maY be referred to them bY the Houte:

(0. vet and rePort on all appointments where the Constitution or

any other law requires the National Assembly to aPprove' excePt

thote under Standing Order 204 (Commiffee on Appointments);

and

(g). make reportt and recommendations to the Houte as often as

possibte' including recommendation of proposed legislation'

TheCommitteeisalsomandatedtoscrutinizethebudgetoflineMinistriesand
Departments as piovided under Standing Order No' 235'

Section 124 of the Constitution of Kenya (201O) also provide for the

establishment of the Committees by Parliament'

The Departmental Committee on Agriculture'

oversees the performance of the following

department: -

(i) Agriculture,
(ii) Livestock'

(iii) lrrigation'

Livestock and Co-oPeratives

Ministries and 6overnment
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(iv)
(v)

(vi)

Fisheries development,
Co-operatives development, and
Production and marketing.

,

Under the above Ministries, the Committee covers the following subjects;

Agriculture policy
Livestock policy
Fisheries policy
a^^^^-^+:..^\-\ruP<r cl(rvY )uLr<t te)

Membersh i

The Committee comprises the following Members:-

The Hon. Adan Mohamed Nooru, M. p.
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The Hon. (Dr.) Victor Kioko Munyaka, M. p.
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( 26. The Hon. Florence Mwikali Mutua' M'P'

27. the Hon. Hezron Bollo Awiti' M'P'

28. The Hon. John Kobado' M'P'
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May ltake this opportunity to thank the Members of the committee for their
patience, contributions and hard work despite their other commitment, and tight
schedules, in their endeavour to deliberate on thiJ petition.

I also wish to sincerery thank the office of the 5peaker and the crerk of the Nationar
Assembly for the Jupport to the committee, and the parliamenta taff for their
technical support and serviceJ extended to the committee to enabre it execute itj
mandate.

ACKNO\)OLEDCEMENTS

Mr. Speaker Sir,

Mr. Speaker Sir,

Thank You.

Signed

Hon. Adan Moh
Chairperson

It is my honour and pleasure on behalf of the Departmental committee on
Agriculture, Livestock and co-operativeJ, to present this Report on the petition by
south lmenti rea farmers regarding the decrine in Tea prices and the effects of the Ad
valorem Levy with Recommendations to the House for consideration and adoption.

M85, M.P
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CHAPTER I

PETITION BY HON.KATHURI MURUNGI, M.P SOUTH IMENTI CON'TITUENCY'

ON BEHALF OF SOUTH IMENTI TEA FARMERs ON DECLINE IN TEA PRICES AND

EFFECTS OI THE AD VALOREM LEW.

I.O BACKGROUND

Tea accounts for approximately 260/o of Kenya's export earninSs and is the second

largest foreign exchange darner in Kenya' Tea contributed over Kshs ll6 billion in the

yeir 2012 and consistently contributer to about 4o/o of 6DP' Of late' Tea prices have

beendeclininginternationallyandfarmershavebecomedisillusionedtoanextentthat
the traditional Srowers are abandoning the crop to Srow other crops that are

internationally comPetitive and yield better prices'

Stakeholders delved into the matter to determine the underlying factors that cause

constant decline of the Tea prices. They found out that among other things' the

farmersinKenyaareburdenedwithalevyknownasAdVatoremleviedatlo/oofthe
totalTeavalue.Onthesegrounds,theypetitionedParliamentwiththeviewofthe
levy being tcrapped or reviewed downwards'

On the 25'h of February 2O14' Hon. Kathuri Murungi' M'P South lmenti Constituency

on behalf of South lmenti Tea farmers presented a Petition before the House on the

decline in Tea prices and the effects of the '4d Valorem levy on the Tea industry' The

petitionwascommittedtotheDepartmentalCommitteeonAgriculture,Livestockand
Co-operatives.

TheCommitteedeliberatedonthematterbeforeitandinvitedtheHon.Kathuri
Murungi M.P, South lmenti Constituency to Protecute the petition on behalf of the

farmers before inviting other relevant witnesseJ and stakeholders with a view of

resolving the matter and reporting back to the House on the same'

1



CHAPTER 2

2.O

2.1

EVIDENCE AND sUBMISSIONS FROM WITNESsES
SUBMISSIONS BY THE HON. KATHURI MURUNGI M.P, SOUTH IMENTI
CONSTITUENCY:

On 9'h July 2O14, Hon Kathuri Murungi, M.p 5outh lmenti Constituency appeared
before the committee to elucidate the effects the Ad vatorem levy has on Tea prices
and why it should be reviewed downwards. He informed the Committee that:

a) The Covernment should review the Ad Valorem levy downwards not
on the percentage of the value of tea but a fixed amount per kilogram
of tea as proposeci in the 2006 tea taskforce report a, the farmers were
heavily burdened by the variour taxeJ and levies imposed on them by
the 6overnment.

b) The 6overnment immediately reconstituteJ the Tea Board of Kenya in
order to enrure oversight of the levy.

c) The 6overnment introduce a buffer fund to cushion farmers on the price
when the prices of Tea are below than the cort of production. Cost of
production in Kenya is very high and many a times farmers find that the
prices in the international markets are equal to or even Iower than the
cost of production. ln such scenarios, the Covernment ,hould bail out
the Tea farmers to make the production of Tea alive and its prices
globally competitive.

d) The C,overnment waive the Value Added Tax (V.A.T) on locally
produced Tea to enhance higher consumplion. (Annex 2, minute, of the
89h titting)

2.2 SUBMISSIONS BY THE PRINCIPAL SECRETARY, NATIONAL TREASURY:

on the l6th of )uly 2014, the Permanent secretary, National rreasury appeared before
the Committee and informed the Members thati

(i) For optimal and efficient revenue collection, there was need for
Jtreamlining of the original Tea Act of 1961. As a result, the Crops Act
(2013) was introduced and passed.

(ii) Tax regime in the Tea sector had not changed and the Tea prices had
gone down due to other factors in the market.

(iii) Zero-rating tea products will not make prices go down, rather the
Government standJ to lose revenue that ir uJed to address issues affecting
the Agricultural sector. (Annex 4; minutes of the g4,h ,itting) A,n income
duty of 25olo is levied on imported Tea while there is no tax that is

applicable to Tea that is imported for blending with Kenyan Tea.

2
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(iv)There is l5?o Value Addition Tax that is imposed on processed tea while
just like all unprocessed products, unprocested green Tea does not attract

any tax.
(v) The low prices in the market were attributed to decline in demand in the

traditional export marketl (such as Egypt, Pakistan, lran etc.)'

competition from other countrieJ and locally, increased demand for

other beverages like Coffee, and Cocoa.

(vi)The decline in Tea prices was a cycle that is usually experienced in the

Tea Jector and the prices are bound to 80 up once again.

(vii)The tax is necessary for the Government to raiJe funds to finance other

development proiects, See (annex 4, minutes of the 94h sitting and

minutes of the l04h titting),

2.3 SUBMISSIONS BY THE PUBLIC FROM TEA GROWING AREAS:

The Committee after undertaking vititt to Eastern and South Rift/ Nyanza regions,

received the following submissions from the public:-

a) Kenya Tea Development Agency (KTDA) works with tea factories to

manage cotts enhance efficienry in farm and production Processes

and invest prudently in order to tecure the farmers' financial future.

b) But of late, famers feel aggrieved that KTDA has abdicated its role as

a pioneer agency to champion for the welfare of famers and instead

metamorphosed into a tool of self-enrichment for the Directors at

the expense of the farmers where they reel in ab,iect poverty.

c) The farmers feel that KTDA has done the following wrongs and

request the Committee to speedily come into the salvation of the

peasant farmers lest they wither into oblivion.

d) Undertaking lnvettmentt without following due diligence and the

neceisary consultations - farmers argue that KTDA has undertaken

masJive investments in mega proiects without the consultations of

the farmers who are supposed shareholders of the agency' Albeit

undertaking numerout invettments on behalf of the farmers' they

claim that they are not paid dividends that accrue from their shares.

Farmers opine that this is a scheme to siphon their hard earned

money and enrich the Directors who have been at the helm of the

agency since time immemorial.

e) Poor mode of tea collection - farmers lament that KTDA has made

them susceptible to illness such as pneumonia' arthritis and related

illnesses by making them spend cold nights at the collection centres

waiting for the KTDA Lorries to come pick their tea.

f) Acquisition of famers land irregularly - KTDA has acquired Title

Deeds in iti name on all the lands that belong to farmers without the

knowledge and consent of the farmers. The farmers request the



Committee to take it upon itself to enrure that the title deeds are
reversed back to the community that own the said parcels of land.

g) Creenland Fedha Limited -a rubsidiary of KTDA. Creenland Fedha
limited provides affordable credit to farmers. The farmers have
critiqued itr establirhment claiming that it should be abolished since
KTDA is the custodian of farmers' money hence causes conflict of
interert.

h) Policies to be formulated to enable each factory market and sell itJ
tea on iti own directly without the involvement of KTDA and other
brokers. Farmers lament that KTDA is doing a disservice to small
scale farmers and they rtand a better chance if they be allowed to
market and iell their produce directly to the international markets.

i) There should be a fixed minimum tea price factoring in coJt of
production and tranrportafion costs as opposed to the current
scenario whereby the buyer determines the buying price without any
conJiderationi to the above.

,i) Kenya Union of Small Scale Tea Owners (KUSSTO) shoutd be
recognised aJ an association that reprerent tea farmers at the
graiiroot level since its best placed to aptly articulate the plights and
advance the grievancet of small scale tea farmers effectively.

k) Factories should be compelled to use furnace oil as opposed to the
use of firewood since the later leads to the reduction of forest cover
hence desertification.

t) The laws that require fifty three (53) factories to approve the
cancellation of the contract of KTDA as a managing agency for small
scale tea farmers be amended rince its practically untenable hence
leaving small scale farmers disadvantaged.

m) Agencies should pay quarterly bonuses to farmers as opposed to
annual paymentJ to cushion farmers against unnecessary borrowing
from banks and other lending agencies.

n) Directorr draw a lot of allowances at the expen5e of the farmers
hence they should be reduced to manageable numbers and voting
should be based on one person one vote as opposed to the number
of shares an individual own.

o) Creen tea leaves loaders should be employed at tea buying centrej to
relieve the farmers from the agony of spending cold nights at the
collection centres.

p) The Covernment should supply tea farmers with subsidised fertilizers
as the revenue the 6overnment gets from the tea industry is

unparalleled. Moreover, the prices of fertilizers should be announced
before distribution.

q) Prices of tea should be harmonised as there is price discrimination
with regard to selling of the product to the locals. One (l) kg of
made tea is reportedly being retailed at Kshr, 400 at the factory

4



level, while the same kilogram of made tea retails at around Kshs

170 at the Mombasa auction centre.

2.4 SUBMI5SION BY THE MANACEMENT OF KENYA TEA DEVELOPMENT

ACENCY (KTDA):

Appearing before the Committee on 23'd September 2014, the KTDA management

informed the Committee as follows;
a) The fall in the price, was occasioned by overproduction a5

farmers have produced more than the farmers needed'

b) Potential buyers have shunned Kenyan tea compared to other

teas due to the effects of the Ad-Valorem levy' The level is

imposed on the buyers and this has affected the tea industry

negativelY.

c) KTDA owns seven (7) subsidiaries within the value chain that are

all owned bY the farmers.

d) The profits that emanates from the atsets run by KTDA are paid

to the farmers through bonuses while KTDA charges a

manaSement fee of 2.5o/o.

e) Directors are elected by the farmers basing on the number of

shares farmers hold.

0 Tea price variance between Eastern & Western region is

occasioned by buyer preference as buyers prefer tea from the

Eastern region due to its high quality.

g) Tea is tested organoliptically as there is no modernised mode of

testing it currentlY.

2.5 SUBMISSION BY THE CABINET SECRETARY, MINIfiRY OF AGRICULTURE'

LIVE'TOCK AND FISHERIES

Appearing before the committee on 15,h July 2014 and 28th october 2014 the cabinet

Secretary for Agriculture, Livestock and Fisheries informed the members that the

Ad valorem levy should not be reviewed downwards as prayed by The Hon. Kathuri

Murungi, M.P South lmenti Constituency for it ,erver the following purpbses that are

of crucial importance to the Tea sector.

The levy is used to finance the following inltitutions that play key roles in the Tea

5ector;

5Oo/o of the collected levy is apportioned to the Tea Directorate(2Ol3)

under Agriculture, Fisheries and Food Authority (AFFA) Act of 2013

which carries out among other things the following core functions:

a. Regulation, control of cultivation and procersing of tea

b. Monitoring trade in tea

5



c. Tea research and adviJory
d. Tea promotion and marketing of Kenya tea
e. Liaison with the tea industry and 6overnment
f. lnformation dissemination
g. Advisory role
h. Resource mobilisation and utilisation

4Oo/o of the collected levy is also appoftioned to Tea Research
Foundation under Kenya Agricultural and Livestock Research
Organisation (KALRO) that ij mandated to promote research and
invertigate problems related to tea.

il

III. lOTo of the collected levy is set aside to ensure that roadj in the Tea
growing areas are well maintained and accessible all the time.

For the three (3) years period of 2or2 to 2014, the Ad Vatorem Levy translates to an
average of Ksh. 0.43 per kilo of green leaf. This indicates that the impact of the revy
on the Srowers earnings is minimal compared to the benefiti accruing from the use of
the levy.

The introduction of the levy was meant to relieve the farmer the burden of financing
the tea industry as was the case during the era of Manufacturing cess where the
farmer would pay K5hs. 0.46 per kilogram. (Annex 3: submbsiont by the Cabinet
secretary)

Challenges in the Tea lndustry and proposed interventionr.

l. Over supply of black CTC - Tea
over the last (lo) years there has been a steady increase in tea iupply from 3.3 billion
kgs in 2003 to 4.8 billion kgs in 2013 a difference of 1.5 billion kgs while demand has
increased from 3.2 billion kgs to 4.6 billion kgs a difference of 1.4 billion kgs in the
same period.

The supply - demand gap is widening with a rurplus of l5g million kilos in 20.13. Out
of the surplus of 158 million kgs, Kenya contributed 72 million kgs which is over 5oyo
of the global surplus.

According to FAo projections, production for crc black tea will increase at the rate
ol 14.13o/o while consumption will increase at the rate of only 9.95oh.

2. Decline of tea prices

The decline in tea prices in the Tea lndustry wai noted from May 2013 as a result of
excess production of tea by tea producing countrieJ. By April 2O14, production had
reached 66 million kgs in excess of conJumption.

6



At the time, Tea prices at the Mombasa auction averaged U5D 2.41 per Kilogram.

Current prices are averaging at USD 2.34 per kg compared to average Prices of UsD

3.18 per kg same period in 2012.

FAO pro,iections suggest that tupPly and demand for black CTC tea will reach

equilibrium in 2O21 at a price of USD 2.75 per kg if the current production levels

continue.

3. Low product diversification and value addition

Kenya predominantly produces and sells cTC-teas and mostly in bulk form. Exports of

value added teas from Kenya have marginally grown and are currently at lOo/o.

Consequently Kenyan black CTC continues to fetch lower prices compared to value-

added teas.

4. High cost of production (labour, fertilizers and energy )

The tea induitry is SrapPling with increased costi of production inputs, for example

labour costi have gone up at an average of 1737o between 20Ol and 2012.

The cost of fertilizer has gone up by about l460lo, electricity has gone up 92olo and the

cost of diesel has gone up 345o/o.

Labour costs arising from tea plucking are normally neSotiated by the Trade Unions

through the cBA. This therefore is not with reference to Productivity. These wages are

ne8otiated every two yearj hence increasing the wage levels by lovo without

commensurate increase in productivity. The tea industry is also faced with seasonal

and regional labour scarcity which leads to hiSh waSe demand by tea pickers.

5. Low productivity at the farm level

Although Kenya Tea productivity i5 the hiShett in the world, there is potential of

increasing small holder productivity from the current one kilogram per bush to 1.5 kg

per bush.

6. Low domestic consumPtion -

The per capita consumption in Kenya is O'65 kg per annumi while in countries like

China it is 1Kg per capita per annum. Low per capita consumPtion is caused by

undeveloped tea drinking culture; inadequate awareness on health benefits on tea and

preference for tea with high milk content and low tea content.

7. Adulteration and counterfeiting of teas

Where high quality teas from different regiont are blended with low quality teas and

still branded pure tea from the land of origin.

The C,overnment has also constituted a Pre Shipment lnspection Panel to be able to

test the quality of all imported teas.

7
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INTERVENTION BY THE MINISTRY:
Promotion of diversification into production of non crc teas e.g. orthodox tea,
purple tea, green tea etc. by encouraging new factories to manufacture orthodox tea
and currently over 10 factories have been issued with licenses to process orthodox
,purple and green Teas. The estimated earnings from lhe diversification is USD
190,167,500 or 16.7 Billion Kenya Shillings.

The Mini5try is in the process of engaging a consultant to study the expod market
and advices on the range of value added products demanded and explore any barriers
to trade.

Develop common user Facility in Mombasa to facilitate stakeholders to add value to
their teas through blending and packaging. The total cost of the facility will be 3.2
Billion Kenya Shillings and will be operationalized through a private public pa.tnership
model.

The AFFA Tea Directorate to develop mechanisms of increase the visibility Kenyan
tea through the development of the Kenya Tea Mark of Origin. Upon the
development of the 6l Law in Kenya the procejs of Ceographical Indication5 to
enhance branding will also continue.

There it need to link wages to productivity, promote uje of cost saving technology
especially in plucking (use of plucking machines) and promote efficient ure of fertilizer

The Ministry has included rea farmers in the 6overnment subsidized fertilizer
programme from the 2014/15 financial year.Covernment has committed 6o0 Million
Kenya shillings for this purpose.

Encourage the planting of high yielding clones and improved 6ood Agricultural
Practices at farm level through extension services. since 200g fifty (5o) high yielding
clones have been released with three (3) more being in the pipeline awaiting released

Use of research findings that highlight the health benefits of tea - e.g. Tea for health
Marathon

Proposal to increase duty on imported packaged teas.

Increased and sustained Local Generic Promotion for Kenya Tea.

2.7 SUBMlsSION5 By EAST AFRICA TEA TRADE ASSOCIATION (EATTA)
OFFICIAL5:

on December l, 20'I4, the committee visited East Africa Tea Trade Associations
(EATTA) headquarters in Mombasa to look into the issues that bedevil the tea industry
and to understand how the tea auction centre runi.

Key stakeholders of East Africa Tea Association (EATTA) presented the following
proposals ar interventions to the problems in the Tea lndustry;

8
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ln order to address the challenges on Ad Valorem' the following are proposed;

a) Level of payment: There are two options proposed to addreJs the impact

of Ad valorem levy besides the existing system at indicated below:

The levy could be withdrawn altogether and this implies that the

6overnment fully funds the mandateJ of the Tea Board [BK)
and Tea Research Foundation of Kenya [fRtK).

lf the levy cannot be withdrawn altogether' review the levy

payment and charge it at a fixed amount /kg of made tea at the

factory. The fixed amount should not exceed K5h5. I /kg. A levy

at Kihs.l /kg, the tea induttry would contribute Ksh5.

432.452.700 in 2013.

It.

b) Representation: There should be adequate rePreientation of the

stakeholders in the utilization of the levy, with clear cut budSetary

provisions backed by prioritized activitieJ that require implementation. The

Promotion component under the Tea Directorate (-[ea Board of Kenya)

should be managed by a committee comprisinS of stakeholderr.

c) Collection: The definition of auction price should be included in the

customJ schedule and it should be taken as ex warehouse. That meani that

the levy should be collected at ex- warehouse value as opposed to cuttoms

[value.

d) Ring fencing: The levy should be ring fenced 50 that it is not utilized by

other crops or directorates under AFFA Act 2013, Cropt Act5, 2O13 and

KALRO Act, 2013 and the same applies to the assetr of TBK and TRFK.

e) Rebranding: The levy should be renamed to be tea levy or manufacturing

cess and not ad valorem as is the case currently.

lmpact of the Ad valorem Levy to the tea industry

There are several challenges arising from the introduction of Ad valorem levy on the

tea induJtry in Kenya. The most affected in the value chain have been the producers

and buyers of tea as follows;

lmpact on the producer

a) lmpact on Kenyan teas: The introduction of the levy which is charged on

Kenyan tea at the rate of 1o/o of customs value at the point of export means

that the buyer5 in the auction prefer to buy non Kenya EaJt Africa tea5. The

decrease in demand for Kenya teas has reJulted in the Kenyan tea being

discounted and directly affects farmers' earnings not only because of the

payment of the levy but also because of the discountinS by the buyers.

9



b) Punitive to high quality teas: The ad valorem levy is charged as a percentage so
that the higher the auction prices and the high levy charged and this discourages
the producer of good quality tea and also makes Kenya tea leJJ competitive.

c) Reduced purchales: There is increased level of out lots ar buyerJ are reducing
their purchaser during the auction.

d) Bureaucracy and delays: The documentation required to process the payment
of the levy giveJ rise to bureaucracy and delays. An important principal of any
taxation levy or license is to enrure that payment process is simplified
administratively.

e) Cumbersome refund mechanism: The exporters pay the levy at customs value
and refunded the difference between the customj value and the auction price.

Impact on the buyer (exporter)
a) Cash flow: The levy has an impact on the exporter's busineJs cash flow because

most sale transactionJ are on 90 day credit. Many exporters obtain trade
financing to cover their expenser. The fact that they have to pay for the levy
upfront will impact on their cash flow.

b) Cumbersome payment process: Daily payments of the Ad valorem levy take a
Iot of time used in making payments and follow up the documentation.

c) Delay obtaining Commercial invoice: currently commercial invoice is required
as part of the document of the levy to be charged. However, in the absence of
the commercial invoice then a proforma invoice is used as basis of payment as

long as the commercial invoice is produced within 7 days after release of the
teat.

d) lmpact on the Mombasa Auction Centre: The levy is likely to discourage buyers
from buying tea in the Mombasa auction which will make other tea auctions
benefit. lt will also encourage tea stakeholders such Dubai Tea Trade Centre Jet

up a tea auction centre.

Multiplicity of taxes and levies

There are more than 41 taxer and levies affecting the tea industry in Kenya

lntervention for the Multiplicity of taxes and levies

l. Use of a Single lndustry Licensing Regulation for a Single Tax Regime per Baje
for the Tea lndustry :

It is recommended that the Tea industry should consider adopting the uJe of Jmart
regulation which entails the use of one tax regime per base and jimple tax
adminirtration. A Jingle tax base regime is applicable when all other levies other than
income tax are lumped together and charged as one. Under such a regime, levies llke

10



National social security, NHIF, NEMA, KEBs, fuel levy, land rents and rates, and

training and buJinesi permits fees are lumped together and charged as one levy.

2. Review the KEPHIS charges in Legal Notice No 48 of 3rd April 2009:

KEPHIS gazetted new charges of tea grading and inspection under Legal Notice No 48

of 3rd April 2009 that increased levies by up to 5007o). The new charges took effect

from lst June 2010 and industry stakeholders were not adequately consulted before

their gazettement. Upon industry consultation with the management team at KEPHIS

on 28/O5/2O1O, it wai resolved that the charges for multiple custom entries be

reduced to Kshs 10,0O0 from Kshs 20,000. This agreement has however not been

formalized legally to date.

3. Poliry Framework for an lncentive Scheme for the Tea lndustry.

The indurtry recommends an incentive scheme that is favourable and Srantt the

industry special fiscal tax and concessionary financing incentives.

2.8 SUBMISSIONS BY THE TEA DIRECTORATE IN AFFA

On 19'h February 2015, the repreientatives from the Tea Directorate headed by the

interim Director 6eneral of AFFA appeared before the Committee to respond to
matters raised in the petition. The Directorate informed the Committee that decline of
Tea prices is attributable to;

l. Tea production increased by l5olo in the year 2Ol3 resulting a yield of
432 million kilos of made tea.

ll. Overproduction resulted in decline of tea prices which was felt from
May 2O13.

lll. ln 2014, increase in production to the tune of 445 million kilos was also

noted.
lV. Production of black Cut, Tear and Curl (CTC) as the only type and lack

of diversification also resulted in decline of tea prices.

Government lnterventiont

The Government is addressing the problem of decline of Tea prices through

diversification of tea products by enturing that;

L Any request for tea manufacture license is issued on condition that at

least one line will be a dedicate production line for specialty tea.

ll. Common user facility (CUF) modelled along the Dubai Tea Trade Centre

Facility is constructed through a Public Private Partnership (PPP)

arranSement to address value addition gap.

lll. AFFA has commissioned a study to look into ways and means of
establishing a Stabilization fund and minimum price rettinS mechanism

for tea including other commodities.
11



IV Adequate internal controls, checks and balances are in place to ensure
oversight of the levy funds as the 6overnment is in the process of
conitituting an AFFA board following the repealing of the former
boards.

Following several consultative meetings, the National Treasury asked the
Miniitry to rubmit the request for the waiver to be considered during
the 2015/16 budget cycle. The Ministry is following up on this matter.

lmpact of Ad Valorem levy on Tea lndustry

l. Ad Valorem levy is payable at the rate of 1o/o of the customs value for made
tea exports or imports.

ll. The burden of financinS TBK and TRFK was shifted from the tea growers to
the tea exporter.

lll. 5070 of the levy is used to fund tea promotion and regulatory services

through tea directorate under AFFA, while 40olo is allocated to tea research

institute under KALRO and 10o/o is apportioned to industry infrastructure
development.

lV. The amount allocated to TBK is used in Trade and Promotionl
Administrative 5ervices; Regulation, Trade Compliance and Technical
Services; lndustrial Development and Value Addition;

V. The amount allocated to Tea Research Foundation (-l-RFK) is used in
Capacity Building and AdviJory Services; Production and Post- Production
Research: Administrative Services; and Capital Investment.

VI. The amount allocated for infrastructure will be utilized in construction of
minor roads; culvertJ and bridges in the tea growing regions.

Vll. Assuming that the levy is scraped, and the Covernment wa, to fund
promotion, research and infrastructure, famers stand only to gain Ksh. 0.45
per kg of green leaf while the Covernment may not enJure iuJtainability
and development of the industry due to competing needs.

Vlll. There is no direct relationship between the levy and price decline as there
may be other factori that could have contributed to decline in tea prices

that have been witnessed in the last couple of years.

Proposal on reducing/ rwiewing the Taxes, fees and lwies applied to the Tea Industry
in Kenya;

A review of the various taxes and other charges reveals that the Tea lndustry pays a

hoJt of taxei and other charges that is categorized as National and institutional. The
first eight (8) taxes are National in nature and applied to all tax payers. These include
Corporate Tax at 30olo; Value Added Tax at 160lo; Excise duty 257o among others.

lnterventions by AFFA
l. AFFA has engaged the Government on the possibility of reducing these taxej

but we are aware that a waiver of the taxeJ may bring a spiral effect on other
crops. ThiJ may not be practical aJ it would reduce government revenue hence
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affectinS implementation of critical services in the security, energy, food

security and infra5tructure secto15.

ll. On advice by the National Treasury (NT) for waiver, Tea Directorate through

the MiniJtry of Agriculture Livestock & Fisheries has forwarded a request for

consideration by the National Treasury NT regarding a waiver on Value added

Tax on locally sold tea for inclusion in the 2015/'I5 budget' lf achieved' the

waiver will spur local tea sales hence increase local consumption and earnings.

The other fees and levies are institutional.

lll. The AFFA - Tea Directorate charges a Tea Ad Valorem Levy at l7o of customJ

value on all imports and exports. The levy was introduced in January 2012 and

collected from March 2012 from buyers and importers. The purpose of the

Levy is to fund Tea Promotion, Research, Technical services, Compliance

surveillance audits, industry development and operations. ln order to sustain a

vibrant Tea lndustry, all the above services are vital.

lV. The shift of the point of charge from Manufacturing Cess which was being

levied at a rate of 45 Kenya CentJ per Kilogramme of manufactured tea was to

relieve the grower the burden of financing the two inttitutions. ln this regard'

the burden of financing TBK and TRFK was shifted from the tea Srower to the

tea exporter.
V. Following complaints by the stakeholders, the Ministry of Agriculture, Livestock

and Fisheries and AFFA-Tea Directorate carried out consultations with the

Stakeholders, during a Task Force exercise in 2014. lt was agreed that the rate

of the Levy be reduced from 'l7o to O.75o/o. The proposals have been included

in the Tea Regulations 2014 which were submitted to the office of the Atlorney

General for review-
Vl. AFFA- Tea directorate is also reviewing charges related to licensing of Tea

Dealers with a view to removing it to ease doing business in tea.

Vll. The Agricultural Produce Cess war repealed by the Agriculture Fisheries and

Food Authority Act, 2013 since the function of road infrattructure ha5 been

devolved to County Sovernments.
Vlll. The other charges are imposed by the variout oversight bodies such as NEMA'

KEPHlS, KEBs, KPA and County Covernments among others. Further' the

lnduitry players also charge service fees at various levels including Management

fees by KTDA Ltd (2.5o/o of net proceeds), EATTA and KT6A member

tubscription fees and Brokerage fees (O.75ok from the producer and O.57o from

the buyer). The other taxet are imposed by some countries who import Kenya

tea including Pakistan.
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CHAPTER 3

COMMITTEE FIN DIN65 AN D OBSERVATIONS

The Committee made the following observationi and findings;-

l) On Tea pricing, the final prices for tea are determine by supply and demand
forces in the market. The Mininry through the KTDA and Tea Research Inrtitute
was in the process of determining the current tea cost production in order to
recommend a sustainable green leaf payment price

2) A review of the various taxes and other charges reveals that the Tea lndustry
pays a hort of taxes and other charge which is may be categorized as National
and InJtitutional. The first 8 taxes are national in nature and applied to all tax
payers. These include Corporate Tax at 3oolo; Value Added Tax at l670; Excise

duty 25o/o among others.

3) Over the years small holder growers have earned between 650/o and 85o/o of
the auction price. However the initial monthly payment is calculated based on
the Cost of Production (COP) with a margin for domestic expenses and is

reviewed and adjusted regularly by tea factory companies with advice by
KTDA.

4) There is lack of proper marketing ar the Directorate still ma,iorly relies on
traditional markets rather than exploring new markets for the product.
However the Ministry is at preJent venturing into new markets Juch as U.A.E
where they are marketing not only bulk tea but also value added tea.

5) That, lOTo infrastructure development in the Tea growing areal can be taken
up by respective County Covernments hence this may act as reprieve to the
farmers.

5) Stakeholderr are not represented in the AFFA Board.

7) The charging of a |evy at the Tea Export level may rcare away potential buyers
and make Kenyan Tea uncompetitive globally hence the Board was arked to
come with propoials that strike a balance and would be favourable to all
parties involved.

8) The Agricultural Produce Cess was repealed by the Agriculture Fisheries and
Food Authority Act, 2O13 since the function of road infrastructure has been
devolved to County governments.

9) There other charSei imposed by the various oversight bodies such as NEMA,
KEPH15, KEBS, KPA, KTDA. EATTA, KTCA and County 6overnments among
otherJ. Further, there are other taxes which are imposed by some countries
who import Kenya tea including Pakistan.
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CHAPTER 4

l) THAT, the 6overnment should reduce the Ad-Valorem levy rate charged on

KenyaTeaproductfromlo/otoO.75o/o.Thisreductionshouldbeincludedin
the Tea Regulations 2O14.

2) THAT, the Covernment through the AFFA should review the charges related to

licensing of tea brokers with a view to removing it to ease doing business in

tea.

3) THAT. the C,overnment should review other charges imposed by the various

oversightbodiessuchasNEMA,KEPHlS,KEBS'KPAandCountyGovernments
among others with a view of harmonizing and consolidating them' Further'

servicesfeeschargedwhichincludeManagementfeesbyKTDALld(2,25o/oof
net proceeds). EATTA and KT6A member subscription fees and Brokerage fees

(0.50olo from the producer and O.25o/o from the buyer) be reviewed'

4) THAT, the 6overnment of Kenya should move with rpeed to lobby with

countries such as Pakistan who import Kenya tea to consider easing the taxet

imposed on the KenYa Tea exPorts.

5) THAT, the 6overnment through the AFFA should intensify the marketing of

Kenya tea in the new emerging markets such UAE and China'

5) THAT, 10o/o infrastructure development in the tea growing areas thould be

taken up by rerpective County Covernments'

15

RECOMMENDATIONS

The Committee made the following recommendations:-



PUBLIC PETITION

BY THE RESIDENTS OF SOUTH IMENTI CON5TI

FARMERS

ON DECLINE IN TEA PRICEs AND EFFECTS OF TH

We, fhe undertigned reJidentt af South lmenti and Tea Farmer5

DRAW the attention of the Houre to the followingl

THAT. tea accounti for approximately 25olo of Kenya-e export earningr and i' the

leadint foreiSn exchange earner:

THAT, tea ccts support, and fund, maintenance oF rural roadJ. health and education

facilities in the fea Srowins arear:

THAT, the performance of the tea induJtry iJ vital to the Kenyan economy' notinS

that tea ir the largett foreign exchange earner in Kenya contributing over K'h' 116

billiorr in 2Ol2 and the tea industry coniittently contributet 4o/o of GDP More lhan

650,000 Kenyarlt directly earn an income From tea:

THAT, whenever there it an unPrecedented increase in tea Production in Kenya'

auction pricet uJually experience a big llump a, recorded in lhe year 1995' 1999'

2OO1- 2007. and 2013. The upward and downward trends in tea prices are cyclical

and dependent on ruPply and demand Jituations;

THAT, the Ad Valorem levy continues to hurt the Tea indujtry a' it it a regret'ive tax

which penalises the hiSher Priced finelY picked quality tea Produced by the lmali

rcal€ farmer. Further, the tea induttry is Erappling with increated cottJ of farm

inputt:

THAT.lheCovernmenthasfailedtocreateanenablingenvironmentbyeliminatinS
the bottlenecks that the tea industry is exPo5ed to' for example the Tea Board of

Kenya rhould harmonite rhe paymentt made by the tea induslry to varioul bodiet

and create a tingte window payment tyttem.

(. ll) FFII 20I.

*
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PUBLIC PETITION

BY THE REsIDENTS OF SOUTH IMENTI CON'IITUENCY AND TEA FARMERS

ON DECLINE IN TEA PRICES AND EFFECTS OF THE AD VALOREM LEVY

THEREFORE. your humble petitioner G) prayr that Parltament through:-

The Departmental CommilteeJ on Agriculture, Livestock and Cooperative obtain
without delay, undertaking from Cabinet Secretary in charge of the Agriculture,
LiveJtock and Cooperativer that:

i) The Government will review the Ad Valorem levy downwardr. not on
percenta8e of the value of tea but a fixed amount per kilogram of tea al
propored in the 2005 Tea Tatkforce Report:

ii) The Government immediately reconJtitut€ the Board oF the Tea Board of
Kenya in order to eniure overright on the levy:

iii) The Covernment introduceJ a Buffer fund to curhion farmer on price when
the priceJ of tea are bctow the cort of production: and

iv) The Govemment lvaive the Value Added Tax levied on locally produced tea
to enhance higher local conJumption.

And your PETITIONERS will ever pray

Preiented By

HON, KATHURI MURUNCI, MP
MEMBER OF PARLIAMENT FOR SOUTH IMENTI
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MINUTES OF THE gTH SITTTNG OF THE DEPARTMENTAL COMMIfiEE ON

A6RICULTURE. LIVE5TOCK AND COOPERATIVES (MEETING WITH TEA

DTRECTORATE OVER TEA PETIIIoN) HELD ON THURSDAY I9rH FEBRUARY, 2015

AT MEDIA CENTRE PARLIAMENT BUILDINGS AT IO.OO A.M.

Present

1. Hon. Adan M. Nooru, MBS, M.P - Chairman

2. Hon. Kareke Mbiuki, M.P

3. Hon. Mary Wambui, M.P
4. Hon. Phillip Rotino, M.P.

5. Hon. Daniel Maanzo, M.P

5. Hon" Kabando Wa Kabando, M.P.

7. Hon. (Dr.) Victor MunYaka, M.P

8. Hon. Alfred K. Keter, M'P

9. Hon. Kimani lchung'wah, M.P

lO. Hon. Maison Leshoomo, M.P

Tl. Hon. Florence Mutua, M.P

12. Hon. Patrick Wangamati, M.P

13. Hon. Benjamin Washiali, M.P

14. Hon. Paul Simba Arati, M.P

15. Hon. Fredrick Outa, M.P

16. Hon. Peter N.6itau, M.P
.l7. 

Hon. Ayub Savula Angatia, M.P-

18. Hon. John Kobado, M.P

19. Hon. John B. Serut, M.P

20. Hon. Waititu MunYua, M.P

21. Hon. James OpiYo WandaYi, M-P

22.Hon. Raphael Letimalo, M.P

23. Hon. Justice Kemei, M.P

24.Hon. Korei Ole Lemein, M.P

25. Hon. Ferdinand WanYonYi, M.P

Apologies

1. Hon. Millie Odhiambo - Mabona, M.P
2. Hon. Zuleikha Hassan Juma, M.P

Absent

1. Hon. 5ilas Tiren, M.P

2. Hon. Hezron Awiti Bolto, M.P
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ln Attendance: Member of Parliament

1. Hon. Kathuri Murungi, M.P - Petitioner and Friend of the Committee.

ln Attendance: AFFA

T. Mr. AIfred Busolo,

2. Mrs. Elizabeth Kimenyi,

3. Ms. Rosemary Owino
4. Ms. Christine Chesaro

5. Ms. Phrasiah Mwangi

ln Attendance : National fusembly Secretariat

l. Mr. Ahmad Adan Culiye
2. Ms. Angeline Naserian
3. Mr. David Ngeno
4. Ms. Merry Wanyonyi
5. Mr. John Nganga
6. Mr. Onesmus Kiragu

- lnterim Director 6eneral, Agriculture, Fisheries

and Food Authority, (AFFA)
- Interim Head, Tea Directorate.
- Tea Directorate

- Tea Directorate
- Tea Directorate

- Third Clerk Arsistant
- Third Clerk Assistant

- Research Officer
- Legal Counsel

- Audio Officer
- SerSeant at ArmJ

Min. 35 /2O1 5 : Prelimi naries

The meeting was called to order at IO.3O hours and prayer war said by Hon.
Kareke Mbiuki, M.P

The Chairman welcomed members and the witnessej to the meetings and
requested them to intrOduce themselves. i. l

The Chairman informed the members of the day's agenda, and requerted them
to adopt it is rtipul?rted ih the notice of meetirig.'' :' '

ll.

il1.

Min- 36/2015: Adoption of Agenda

The Committee adopted the day's agenda as follows:

l. Adoption of Report on Supplementary Estimates for Year 2014/2015
ll. Meeting with the Tea Directorate on a Petition of Decline in Tea Prices and

effectr of the Ad Valorem levy in the Tea lndustry.

Min-37 /2015: Adoption of Report on Supplementary Estimates for 2014/2015

The Committee adopted the report on the supplementary ertimates for the year
2014/2015.

Min. 38/2O15: Presentation by the lnterim Director General - AFFA
I
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The lnterim Director General informed the Committee of the following;



Decline of Tea Prices

(a) Tea production increased by 15olo in the year 2013 resulting a yield of 432

million kilos of made tea'

(b) Overproduction resulted in decline of tea prices which was felt from May

2013.
(c) ln 2O14, increase in Production to the tune of 445 million kilos was also

noted.
(d)ProductionofblackCut,TearandCurl(CTC)a5theonlytypeandlackof

diversification also resulted in decline of tea prices'

ta) Any request for tea manufaiture license is issued on condition that at least one

line will be a dedicate production line for specialty tea'

(b) Common user facility (CUF) modeled along the Dubai Tea Trade Centre

Facility is conrtructed through a Public Private Partnership (PPP) arrangement

to address value addition gaP.

(c) AFFA has commissioned a study to look into ways and means of establishing a

stabilizationfundandminimumpricesettinSmechanismforteaincluding
other commodities.

lm oif A on lnd

(a) Ad Valorem levy is payable at the rate of lolo of the customs value for

made tea exPorti or imPorts.

(b)TheburdenoffinancingTBKandTRFKwasshiftedfromtheteaSrowersto
the tea exPorter.

(c) 5Oo/o of the levy is used to fund tea Promotion and regulatory tervices

through tea directorate under AFFA, while 4oolo is allocated to tea reJearch

in'tituteunderKALRoandl0o/oisapPortionedtoindu'tryinfra'tructure
development.

(d) The amount allocated to TBK is used in Trade and Promotion;

Administrative Services; Regulation, Trade Compliance and Technical

Services; lndustrial Development and Value Addition;

(e) The amount allocated to Tea Research Foundation [RFK) is used in

Capacity Building and Advisory Services; Production and Pott- Production

Research; Administrative.services; and Capital lnveJtment'

(0 The amount allocated for infrastructure will be utilized in conttruction of

minor roads; culverts and bridges in the tea Srowing regions'

(g) Assuming that the levy is scraped, and the Covernment was to fund

promotion, research and infrastructure' famers stand only to gain Ksh' 0'45
t
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per kg of green leaf while the Covernment may not ensure sustainability
aM development of the industry due to competing needs.

(h) There is no direct relationship between the rwy and price decline as there
may be other factors that could have contributed to decline in tea prices

. that have been witnessed in the last couple of years.
(i) Adequate internal controls, checks and balances are in piace to ensure

oversight of the levy funds as the Covernment is in the process of
constituting an AFFA board following the repealing of the former boards.

0) AFFA has commitsioned a study to look into ways and means of
establishing a Stabilization fund and minimum price setting mechanisrn for
tea including other commodities.

(k) Following several consultative meetings, the National Treasury asked the
Mininry lo submit the request for the waiver to be considered during the
2015/16 budget cycle. The Ministry is following up on this matter.

Committee Observation

The Committee observed the following;

(a) Proper marketing is not done as the Directorate still majorly relying on
traditional markets rather than exploring new markets for the product.

(b) That, 1O7o infrartructure can be taken up by respective County
Covernments hence this may act as reprieve to the farmers.

(c) The Committee observed that stakeholderJ are not represented in the AFFA
Board and recommend that reprerentatives of stakeholderj be part of the
Board.

(d) The Committee also observed that charging the levy at export level may
scare away potential buyers and make Kenyan Tea uncompetitive globally
hence the Board was asked to come with proposals that Jtrike a balance
and would be favorable to all parties involved.

Min.39/2O15:

There being no

5ignature

Adjourn ent

r bus Ji to diJCUss, the meeting was adjourned at 12.1O hours.r0e

,I\,-\-9L
HON ADAN MOHAMEDNOORU, MBS, M.P.

(Chairman) a

]- \
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AGRICULTURE. LIVE5TOCK AND COOPERATIVES HELD AT THE MAIN PARLIAMENT

BUILDINCS IN COUNTY HALL MAIN CHAMBERS ON TUESDAY 23'd SEPTEMBER 2014

AT 10.30 AM

PREsENT:

l. Hon. Kareke Mbiuki, M.P - Vice Chair person

2. Hon. Fred Outa, M.P
3. Hon. Kabando wa Kabando, M.P

4. Hon. Alfred Keter, M.P
5. Hon. Ayub Savula, M.P
6. Hon. Dr. Victor Munyaka. M.P
7. Hon. James Opiyo Wandayi, M.P

B. Hon. Mary Wambui, M.P
9. Hon. Philip Rotino, M.P
.l0. Hon. Kimani lchung'wah, M.P
1,l. Hon. 5imba Arati, M.P
12. Hon. Justice Kemei, M.P
13. Hon. John Serut, M.P

APOLO6IES

1. Hon.
2. Hon.
3. Hon.
4. Hon.
5. Hon.
6. Hon.
7. Hon.
B. Hon.
9. Hon.
10. Hon.

Adan Mohamed Nooru, M.P - Chairperson

Raphael Letimalo, M.P
Hon. Benjamin Washiali, M. P

Millie Odhiambo.M.P
Korei Ole Lemein, M.P
Silas Tiren, M.P
Daniel Maanzo, M.P
Florence Mutua, M.P
Peter Citau, M.P
Zuleikha Juma, M.P

ABSENT

'1. Hon. Maison Leshoomo, M.P
2. Hon. Patrick Wangamati, M.P
3. Hon. Francis Waititu, M.P
4. Hon. Ferdinand Wanyonyi. M.P

t

MINUTES OF THE 1OB.h SITTING OF THE DEPARTMENTAL COMMITTEE ON



5. Hon. John K'Obado, M.P

6. Hon. Hezron Awiti Bollo, M.P

IN ENDANCE

Hon, Kathuri Murungi, M.P - Friend of the Committee

KTDA

1. Mr. Peter T. Kanyago- Chairman, KTDA Board of Directors

2. Mr. Philip Ng'etich -Vice-Chairman,

3. Mr. Benson Matonda - Director

4. Eng. Joseph Wakimani - Director

5. Mr. Chege Kirundi - Director

6. Mr. Lerionka S. Tiampati- Managing Director

7. Mr. Benson Ngari- Finance &Strategy Director

8. Mr. Ken Omanga-Company Secretary

9. Mr. Albert Otochi-Head of Marketing

National Assembly

l. Mr. Oscar Namulanda -Senior Clerk Assistant

2. Ms. Tracy Chebet Koskei- Clerk Assistant ll

3. Mr. Ahmad and Culiye-Clerk Assistant lll

4. Mr. David Ngeno-Research Assirtant

5. Mr. EIijah lchwara h-Ha nsard Editor

a



MlN. NO. 236 /2014 PRELIMINARIES

The vice Chair called the meeting to order at 10.50 am after which he prayed. The

chairman welcomed the members of the Committee and the witnesses to the meeting

and informed them that the purpose of the meeting was to get clarification from KTDA

on the tea crisis and issues raised during a field visit undertaken by the Committee to tea

growing areas in the Western and Eastern Region.

MIN. NO, 237/2014 - ADOPTION OF THE AGENDA

The agenda of the meeting was adopted as follows:

L Preliminaries

2. Confirmation of previous minutes

3. Matters arising

4. Meeting with KTDA Management over various issues in the Tea Sector

5. Any Other Business

6. Adjournment

MIN. NO. 238 /2014 - 5UBMISSION BY KTDA

KTDA made the following submissions:

i) The issues of price decline was occasioned by the Tea glut in the market

ii) The Ad valorem Ievy had made Kenyan tea less competitive since the levy was

directed at the buyer, hence buyers preferred to buy other teas by the fall of the

hammer-

iii) Part of the levy was given to the tea directorate and was meant for infrastructure

but none of the factorier managed by KTDA had received any of these funds.

iv) The company own5 seven (7) subsidiaries that are in Iine with the value chain. All

the assets of the subsidiaries are owned by tea farmers.

v) The proflts are given to farmers through the bonus and KTDA charged 2.5

percent ar management fee.

vi) On the issue of election, voting was done on the basis on the no. of shares one

had, the company having done away with the'one man one vote' system.

,



vii)The difference in tea prices between the Eastern and Western Region was due to
buyer preference, the buyers preferred tea from the Eastern region hence the

higher prices.

viii) Testing of tea was done organoliptica lly and there was no automated

mechanized system to carry out tea tettinS.

ix) There ten (lO) brokers appointed by the factories to sell tea and KTDA had no

control over the brokers.

x) Tea research is funded from the money collected from the Ad Valorem Levy,

KTDA requested that the government comei on board to supPort research

because it is a very expensive venture,

MIN, NO. 239/2014 - COMMITTEE RECOMMENDATION5

The Committee made the following recommendations:

i) KTDA needs to aggressively look for other markets besides the traditional marketj

to increate its revenue.

ii) There was need for value addition so as to increase the product offering other

than the Black CTC Tea, other products such as white tea. Sreen tea and purple

tea would widen the market scope.

iii) KTDA needs to create awareness among the farmers on its oPerations and to

ensure proper information trickles down to the farmer.

iv) KTDA to provide more information on the following:

a. The composition of management and the directors, and how long they

have held the positions

b. Provide a written brief on the ttrategies to transform the tea industry

c. Provide the loan statuJ of all factories

d. Provide the cost of construction of a KTDA factory Vis a Vis a the cost of
construction by a private factory

e. The list of the brokers selling tea on behalf of KTDA and the factories they

covered

v) The Committee to invite the Tea Directorate to also shed light on the variou,

issues raised during the meetinS.
I



MlN. NO. 24O /2014 - ANY OTHER BUSINESS

The Vice Chairman informed the members of Correspondence from the Ministry of

Agriculture inviting two members of the committee to accompany the cabinet Secretary

for Agriculture. to the Polagra lnternational Trade Fair for Food in Poland.

The following members were nominated for the trip:

'1. Hon. Simba Arati. M. P

2. Hon. Justice Kemei, M.P

MIN. NO. 241/2014 . ADJOURNMENT

There being no other business to discuss the meeting was adjourned at Forty-Five

Minutes past Three O'clock. The next meeting will be on notice.

5ignature

(Chairman)

I

Date
-l,t. (\ (\ \\l.....:.+.xV..J.....\

HON ADAN MOHAMED NOORU, MBS, M.P.
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MINUTES OF THE IO3,d SITTIN6 OF THE DEPARTMENTAL COMMITTEE ON

AGRICULTURE, LIVESTOCK AND COOPERATIVES (with Cabinet Secretary National

Treasury over VAT on Tea) HELD ON MONDAY 25rH AUCUTT' 2014 AT THE

CONTINENTAL HOUSE 5IH FLOOR, PARLIAMENT BUILDINCS AT 3.30 P.M.

PRESENT

l. Hon. Adan M. Nooru, MBS, M.P

2. Hon. Maanzo Daniel Kitonga, M.P

3. Hon. Phillip Rotino, M.P.

4. Hon. John B. Serut, M.P

5. Hon. Peter N. 6itau, M.P

6. Hon. Paul Simba Arati. M.P.

7. Hon. James Opiyo Wandayi, M.P

8. Hon. Zuleikha Hassan, M.P

9. Hon. Millie Odhiambo - Mabona, M.P
10. Hon. (Dr.) Victor Munyaka, M.P
11. Hon. Ferdinand Wanyonyi, M.P

ABSENT WITH APOLOCIES

Chairman

Vice Chairman1. Hon.
2. Hon.

3. Hon.

4. Hon.
5. Hon.
6. Hon.
7. Hon.
8. Hon.

9. Hon.

Kareke Mbiuki, M.P

Kabando Wa Kabando, M.P,

Florence Mutua, M.P

Fredrick Outa, M.P

Kimani lnchung'wah, M.P
Silas Tiren, M.P
Raphael Letimalo, M.P

Hezron Awiti Bollo, M.P

Korei Ole Lemein, M.P

ABSENT

I

l. Hon. Justice Kemei, M.P
2. Hon. Ayub Savula Angatia, M. P.

3. Hon. Mary Wambui, M.P

4. Hon. Patrick Wangamati. M.P

5. Hon. John Kobado, M.P



6. Hon. Maison Leshoomo, M. P

7. Hon. Alfred K. Keter, M.P.

8. Hon. Benjamin Washiali, M.P
9. Hon. Waititu Munyua, M. P

1. Mr. Henry K. Rotich
2. Martin 5. O. Cumo
3. Joseph Ngugi

1. Ms. Tracy Chebet Emily Koskei

2. Mr. Ahmad Adan Culiye
3. Ms. Mercy Wanyonyi
4. Mr. David Ngeno

- Cabinet Secretary:

- Deputy Director - Economic Affairs:
- Principal Economics.

- CIerk Assistant ll
- Clerk Assistant lll
- Legal Counsel ll
- Research Officer lll

MtN. NO.215/2014:

1. The meeting was called to order at Thirty minute, past four O'clock with a word of
prayer from Hon. Opiyo Wandayi M.P.

2. The chairman informed the members that the meeting started late because the
Cabinet Secretary was also attending another committee meeting. He further
apologised to the cabinet Secretary for inviting him to two committees at the same
time and acknowledged that it was an oversight from the clerk's office.

MrN. NO.2t6/2014: sUBNISSIONS BY THE CABINET 5 ECRETARY

The cabinet recretary informed the committee thati

l. lmported tea attracts a 257o income duty while tea imported for blending
with Kenyan tea is duty free.

ll. Processed tea attracts 160lo VAT while unprocessed green tea is tax exempt
' just like all other unprocessed goods.

lll. Exported tea is zero rated.
lV. Imposing levies on products such as tea ij important because they help run

the institutions that manage and run the produce.

IN ATTENDANCE

The National Treasurv

Kenva National Assemblv

PRELIMINARIE5:

a. Tea lssues

I



Tea prices are determined by market factors such. as demand and supply and

it's also affected by the dynamics in the traditional export markets'

b. On Suqar

The cabinet secretary informed the committee thatl

l. No sugar wat imported by Mumias Sugar Company between the years of

2006 to 2012'

tl. There were no exPorts levy imposed on sugar'

lll' There are challenges being faced due to dumping of excess sugar from

Uganda'

lV. VAT has no impact on the consumption of tea in the country as alleged by

the petitionert 
-'ni"" 

it'' backed up by facts and figures which are not

available at the moment'

V. Uganda insists "n ""pontng "gu' 
while it does not have the capacity to do

so but the head of sates of the region are in process of dealing with the issue

administrativelY '

Vl' A common ta>l entry point has helped to reduce the issue of sugar dumping

vll. ;:X'::"::il:' " 
o"'n' enhanced to curb illegal smuggling or soods and

budget will 
"rf-otui"l 

foi the purchase of modern scannert to facilitate lo0o/o

goods verification'

Vlll. AII agencies are working together to introduce one point boarder control'

COM MITTEE OBSER TION
MIN NO.2 17 014:

The committee observed that

information requested of him bY

committee on FridaY 29th August

a. lmPorts of sugar in 2O13

the Cabinet Secretary didn't provide the specific

the commlttee and resolved him to aPpear before the

2014 with the following informationl

which was purported to be imported by Mumias Sugar

b

CompanY but given to a third PartY'

Verify whether the Permit it irnp"* the sugar may have been used more than

once.

Verify whether sugar has indeed being exported between the years 2006 and

2013.
Cive a brief on Privatization of the Sugar lndustry'

c

d



MtN. NO.218/201 +: ANY OTHER B USIN EsS

a. lnvitation to 5ugar Caucus Meet rng

The members were not happy with the manner in which a member who is
not a committee member organised for a workshop in the conjunction with
the Ministry of Agriculture without the knowredge of the committee
members and cancels the meeting without a prior notice.
The members resolved to write to the speaker to seek clarification on the
matter and demand an apology from the organisers.

lt.

b. Frequent forei n trip s of the Lead Clerk

The members aired their dissatisfaction with the chronic absenteeism of the
lead Clerk due to his frequent foreign travels.
The chairman informed the members that the matter is with the Liaison
Committee and is being deliberated upon.
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MrN NO.2l912014: ADJOURNMENT

Since no other matter to discuss, the meeting war adjourned at twenty minutes past
seven O'clock.

5ignature

I-ION DAN MOHAMEDNOORU, MB5, M.P.

(Cha irma n)

Date. i
I.L,

"-g 
l

K



MINUTE5 OF THE N16HTY FOURTH SITTINC OF THE DEPARTMENTAL COMMITTEE

ON ACRICULTURE, LIVESTOCK AND COOPERATIVES HELD ON WEDNESDAY I6TH

JULY, 2014 tN COMMITTEE ROOM 2ND FLOOR, CONTINENTAL HOUSE'

PARLIAMENI BUILDIN65 AT 3.30 PM.

PRESENT

l. Hon. Adan M. Nooru, MBS. M.P

2. Hon. Kareke Mbiuki, M.P

3. Hon. Maanzo Daniel Kitonga. M.P

4. Hon. Fredrick Outa, M. P

5. Hon. Mary Wambui, M.P -'P/) f
5. Hon. Silas Tiren. M.P

7. Hon. Justice Kemei, M.P

8. Hon. Raphael Letimalo, M.P

9. Hon. Kabando Wa Kabando, M.P.

10. Hon. PhilliP Rotino, M.P- - -9O C .,

11. Hon. James Opiyo WandaYi, M.P.

12. Hon. Maison Leshoomo. M.P
'13. Hon. John B. Serut, M.P

14. Hon. Patrick Wangamati, M.P

15. Hon. Benjamin Washiali. M.P
,I6. Hon. Alfred K. Keter, M.P.
'17. Hon. Paul Simba Arati, M.P.
'18. Hon. John Kobado, M.P
'19. Hon. Kimani lnchung'wah, M.P

20.Hon. Ferdinand WanYonYi, M.P

21. Hon. Korei Ole Lemein, M.P

22.Hon. Peter N. 6itau, M.P

23. Hon. Millie Odhiambo - Mabona' M.P

24. Hon. Ayub Savula Angatia, M.P.

25.Hon. Hezron Awiti Bollo, M P

ABSENT \)? ITH APOLOCIE5

Chairman

Vice Chairman

1

'1. Hon. Zuleikha Hassan, M.P.



ABSENT

L Hon. (Dr.) Victor Munyaka, M. P.

2. Hon. Waititu Munyua, M.P

3. Hon. Florence Mutua. M.P

ln attendance:

The National Treasury and Tea Board of Kenva

1. Dr. Kariuki Thugge

2. Mr. Justus Nyamunga
3. Mr. Apollo N. Kiarii

4. Mr. Benson Ngari

5. Ms. Phrasia W. Mwangi

Kenva National Assemblv

1. Mr. Oscar Namulanda
2. Ms. Tracy Chebet Emily Koskei

3. Mr. Rogers Kilungya

- P5, National Treasury

- National Treasury
- Kenya Tea Crowers Association
- Finance Director. KTDA
- Tea Board of Kenya

- Senior Clerk Assistant

- Clerk Assistant ll
- Hansard Reporter

MIN. NO.165 014: PRELIMINARIES

The meeting was called to order at forty minutes past Three O'clock with a word
of prayer from the Vice-Chairman.

The members of the Committee introduced themselves followed by Permanent
Secretary Treasury, who gave the apologies of the Cabinet Secretary

ll.

The members of the Committee expressed disappointment over the failure of key
witnesses to honour invites to appear before the committees. The committee noted that
it was becoming the norm for the Cabinet 5ecretaries to send the Principal Secretaries of
their respective Ministries on their behalf. The committee resolved that should the
5ubmissions by the PS not be satiJfactory, they would invite the Cabinet Secretary again.

MrN.NO. 166/2014: ADOPTION OF THE AGENDA

The Committee adopted the agenda of the meeting as follows:

1. Prayer

2. Meeting with CS Treasury on VAT on locally produced Tea
3. Any other Business

2



MrN.NO. 167/2014: 5UBMISSION BY PRINCIPAL SECRETARY TREASURY

The P5 made the followins submitsions:-

l. The previoui Tea Act of '196'l was very hard to execute and had therefore been

streamlined to make it more efficient. The new Act had made it easier for KRA to
collect revenue

ll. The VAT on Tea is used in creating good infraJtructure hence reducing cost of
production. This would make Tea and other agricultural products more

competitive. The VAT is also used to fund research especially on Tea.

Ill. Zero-rating rating products does not make prices go down and the Covernment

then loses revenue to address issues tackling the Agricultural sector.

lV. The P5 appreciated that Tea was a key export revenue earner and the Tea farmers

needed to be encouraged to plant Tea by reducing the levies they face. He

suggested that the Committee, the Ministry of Agriculture and the Treasury have a

workshop to discuss key issues facing the Agricultural sector.

The Committee asked the PS to submit a write-up to the Committee by the following
week. Tuesday 29'h July, 2014.

MtN. NO.168/2O14: ANY OTHER BUSINESS

The Members present expressed disappointment over some members of the

committee for digressing to other issues not relevant to the agenda of the day

when interrogating witnesses. Hon. 5ilas Tiren, M.P. also impressed on the

members to always respect the ruling of the Chairman.

Following the withdrawal of the Petition by Hon. Kathuri Njuki, M.P. on the

stalled grain project in Tharaka Nithi Constituency, the Committee resolved that

some members of the Committee should visit the site to confirm on the progress

of the project on 2B'h July, 2O14. The following members were nominated:

ill

1. Hon.
2. Hon.
3. Hon.
4. Hon.
5. Hon.
6. Hon.

Kareke Mbiuki, M.P

Florence Mutua, M.P

Daniel Maanzo. M.P

Opiyo Wandayi, M.P

Kabando Wa Kabando, M.P

Francis Waititu, M. P

- Vice- Chairman

3

ll. The committee resolved that there should always be guiding questions when there
are witnesses, to ensure the meeting is tystematic.



7. Hon. Mary Wambui, M.P
B. Hon. Silas Tiren. M.P
9. Hon. Paul Simba Arati, M.P

MtN. NO.t6912014: ADJOURNMENT

There being no other. busi s the chairman adjourned the meeting at thirty minutes past
five O'clock.

5 ign atu re

ON ADAN MOHAMEDNOORU, MBS. M,P.

(Chairman)

Date ? zo(
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MINUTESoFTHEEI6HTYNINTHSITTINGoFTHEDEPARTMENTAL.
CoMMITTEEoNAGRICULTURE'LIVESToCKANDcooPERATIVES

(MEETIN6wtTHHoN.KATHUR\MURUN6|&S)UTHIMENTITEAFARMERS
ON

(Petition on tea prices and ad valoren tax)) HELD ON WEDNESDAY 9rH

JULY,2ol4lNcoMMlTTEERooM2NDFLooR,coNTlNENTALHoUsE'
PARLIAMENT BUILDIN65 AT 2.3OPM.

PRESENT:

1. Hon. Adan Mohamed Nooru' MBs' M'P

2. Hon. Kareke Mbiuki, M.P

3. Hon. Benjamin Washiali' M'P

4. Hon. Justice kemei, M.P

5. Hon. Francis Waititu, M.P

6. Hon. John B. Serut, M.P

7. Hon. PhiliP R. Rotino, M.P

B. Hon. 5ilas Tiren, M.P

9. Hon. Raphael letimalo, M.P

lO. Hon. John kobado. M.P

11. Hon. Fred Outa, M'P

12. Hon. Ayub Savula Angatia, M.P

I3. Hon. Kbando Wa kabando' M.P

14. Hon. James OPiYo WandaYi, M.P

15. Hon. Millie Odhiambo Mabona, M.P
'16. Hon. Wangamati Patrick, M.P

17. Hon. Simba Arati, M.P

ABSENT WITH APOLOGY:

l. Hon. Mary Wambui' M.P

2. Hon. Peter 6itau, M.P

3. Hon. Kimani lchung'wah, M.P

4. Hon. Korei Ole Lemein, M.P

5. Hon. Victor MunYaka, M.P

6. Hon. Ferdinand WanYonYi, M.P

AB SENT:

1. Hon. Maanzo Daniel Kitonga, M-P

2. Hon. Maison Leshoomo, M.P

g. Hon. Florence Mutua, M.P

4. Hon. Alfred Keter, M'P

5. Hon. Zuleikha Hassan, M.P

t



6. Hon. Hezron Awiti Bollo. M.P

Kenya N ationa I Assembly Secretariat:

l. Mr. Oscar Namulanda Wesonga
2. Ms. Tracy Chebet Emily Koskei

3. Mr. Ahmad Adan Culiye
4. Ms. Mercy Wanyonyi
5. Ms. Rehema Koech -

- 5enior Clerk Assistant

- CIerk Assistant ll
- Clerk Assistant lll
- Legal Councel ll

Audio Officer

lnattenda nce:

Hon. Kathuri Murungi, M.P - South lmenti Constituency

MIN NO. 138/2014 PRELIMINARIES

The meeting was called to order by the chairman at five minutes to three
o'clock with a word of prayer by Hon. Kareke Mbiuki, M.P- The Vice
Chairman

The chairman welcomed the members and thanked them for turning up for the
meeting despite them being on recess,

2. The chairman requested the members to introduce themselves followed by the
witnesr,

MIN NO. 139/2014: ADOPTION OF ACENDA

The members adopted the agenda of the meeting as follows:

l. Prayer

II. Confirmation of Previous Minutes
lll. Meeting with Hon. Kathuri Murungi on Petition of tea pricer and Ad Valorem

levy
lV. Matters Arising
V. Any Other B usiness

MIN NO. 140/2014: CONFIRMATION OF PREVIOUS MINUTES

The minutes of the B6,h iitting were confirmed as true record of the committee's
deliberations after being proposed by Hon. Kareke Mbiuki, M.p and Hon. Francis
Waititu, M.P respectively.

Z

MIN NO. 141/2104: MATTERS ARlslNC



Under Min no.125/2O14

Themembersnoted[hatminutenumberingisstillanissueandadvisedthesecretariat
to be keen in minute writinS.

MIN NO. 14212014: SUBMISSION BY THE WITNESS

Hon. Kathuri Murungi, M.P for South Imenti and twenty other petitioners presented a

petitionondeclineinteapricesandeffectsoftheAdValoremlevyontheteaindustry
to Parliament through Departmental Committee on Agriculture Livestock and Co-

operatives with the following prayers that:

l. The government will review the Ad

percentaSe of the value of tea but a fi

proposed in the 20O6 tea taskforce report

ll. The government immediately reconstitute

Iu.

lv.

Valorem /evY downwards, not on

xed amount Per kilogram of tea as

the board of the Tea Board of KenYa

in order to ensure oversight of the levy

The government introduces a buffer fund to cushion farmers on price when the

prices of tea are below the cost of production; and

The government waive the Value Added Tax levied on locally produced tea to

enhance higher local consumPtion

MIN NO. 143/2o14: COMMITTEE OBSERVATIONS:

'l)Thecommitteedeliberatedontheafore.mentionedissueintheaboveminuteand

made the following observations and resolved to discuss it with the Cabinet

5ecretary of Agriculture Livestock and Co-operatives in their subsequent meeting;

l- That the Ad valorem levy and the VAT are making the tea product

expensive hence disadvantaged compared to other tea from the region'

ll. The ministry waive the value added tax levied on locally produced tea and

review Ad Valorem levy downwards to make the prices of tea locally

com petitive.

2)ThecommilteeraiJedtheirconcernthattheCabinetSecretaryshouldconsultthe
committee before undertaking a decision'

3) The committee resolved to inquire from the cabinet Secretary in their meeting

with him on July 15'h about the following:

a) Major ProSrams in this new financial year

b) Distribution of fertilizers

c) The state of food security in the country

df The crops act(why it has not been operationalized to date)

3



MIN NO. 144/2014: ANY OTHER BUSINESS

A. The members nominated the following five members to attend a two day
symposium on SACCOS and investment to be held on July 16,h -17,h at Laico
Regency.

l. Hon. Kareke mbiuki, M.P- Vice Chairman
2. Hon. Daniel K. Maanzo, M.P
3. Hon. Simba Arati, M.P
4. Hon. Florence Mutua, M.P
5. Hon. Kabando Wa Kabando, M.P

B. The members resolved to meet the Cabinet Secretary for -lreasury on Wednesciay
afternoon 16rh July to discuss VAT waiver on tea produced locally.

C. Hon. John Serut and Hon. Benjamin Washiali thanked the committee members for
their solidarity and support they showed during their bereavement.

MIN NO. 145/2014: ADJOURNMENT

There being no other business to discuss, the chairman adjourned the meeting at
twenty minutes to five o'clock.

Next meeting will be held on Thursday, 1Oth July 10.30 am at the same venue.

Signature

HON DAN MOHAMED NOORU, MBS, M.P.

(Chairman)
1(.

Date $,J"1 ';o1u
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AGRICULTURE, FiSHERIES AND FOOD AUThIORITY

Tea House I Naivasha Road, Off Ngolg Road,

P.O. Box 37962 NAIROBI - 00200.

REF: AFFA/DG/PB/VOL. I/(6) 24h February 2015

Mr. lustin Bundi, CBS
Clerk of the National AssemblY
Kenya National Assembly
P.O. Box 41842-00100
NAIROBI

Dear t{t(

Encl

(T) fte' U!
IL(

L) i-1\ as 3-

RE: REPORT ON TAXES, FEES AND LEVIES APPLIED TO THE TEA INDUSTRY
IN KENYA

I wish to take this opportunity to thank you for giving us an oppoftunity to appear before

the Departmental Committee on Agriculture, Livestock and Co-operatives on 19h Fet'ruary

2015.

As agreed during the meeting, i am forwarding the attacheci report covering the issues

regarding taxes; fees and levies applied to the Tea Industry in Kenya'

I look foru,rard to a further fruitful engagement in the future.

Yours JS-tr-t*t"u$

lr"k*?,i,*t,,o, ,; r,':
INTERIM DIRECTOR GENERAL

Copy to: Sicily K. Kariuki (Mrs') MBS
Principal Secretary
State Department of Ag riculture
Ministry of Agriculture Livestock & Fisher

P.O. Box 30028-00100
NAIROBI

ll ii

ta' :.::: ,l i-..\
i: ,_ -'r .., ^L:; raJ .",r

d- .Lr:. .\.-:
i,.r,

ES

Telephone: 3A7242L/3A72497 /3A74445/6 ll M

Wireless: O20-2535869/2536886 | l're
obile: O722-2o0556 / 07 34-600994
lefax: 3a62120/3476337
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l^ V*-e"4
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.PJ
AGRICULTURE, FISHERIES AND FOOD AUTI.IORITY

REF: AFFA/DG/PB/VOL. i/(6) o
Mr. Justin Bundi, CBS
Clerk of the National Assembly
l(pnve Nl>tinn>l A ccorn hhr

P.O. Box 41842-00100
NArRoBr ,: ) .'
Dear ll'lt D)-Lt t -tt '

Tea House I Naivasha Road, Off Ngong Road,
P.O. Box 37952 NAIROBt- 00200.

24n February 20156

Sicily K. Kariuki (Mrs.) MBS
Principal Secretary
State Department of Agriculture
Ministry of Agriculture Livestock
P.O. Box 30028-00100
NA.IROBI

IL lvi
a-r.rt\"-

L!

61 as e-
RE: REPORT ON TAXES, FEES AND LEVIES APPLIED TO THE TEA INDUSTRY

IN KENYA

I wish to take this opportunity to thank you for giving us an opportunity to appear before
the Departmental Committee on Agriculture, Livestock and Co-operatives on 19s February
2015.

As agreed during the meeting, I am forwarding the attacheci report covering the
regarding taxes; fees and levies applied to the Tea Industry in Kenya.
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1.0 BACKGROUND

The committee on Agriculture, livestock and cooperatives requested for the following information:

t. Proposal on reducing/ reviewing the Taxes, fees and levies applied to the Tea Industry in
Kenya;

2.O

2.L

RESPONSE

Taxes, fees rcess and levies on Tea Industry
The Tea Industry in Kenya is regulated by Agriculture Flsheries and Food
Authorifi (AFFA) through the Tea Directorate. The Industry has over the last tr,r_
years faced challenges inclLlding declining prices as a result of over production in
the world market and over-reliance on black Cut Tear and Curl (CTC) teas, Thls
occurred as the cost of production rose leading to low returns for the farmer and
the country, Earnings dropped from Ksh 114 billion in 2013 to Ksh 101.1 billion in
2014 for the country. Some of the cosG borne by the Industry include taxes,
fees and levies. A review of the various taxes and other charges reveals that the
Industry pays a host of taxes and other charges as shown on the attached
annex.
The charges may be categorized as National and institutional. The first B taxes .
are national in nature and applied to all tax payers. These include Corporate Tax
at 30%; Value Added Tax at 16%; Excise duLy 25o/o among others,

a

a

1

2.2 Action taken by AFFA
. AFFA has engaged the Government on the possibility of reducing these taxes but

we are aware that a waiver of the taxes may bring a spiral effect on other crops.
Thls may not be practical as it would reduce government revenue hence
affecting implementation of critical services in the security/ energy, food security
and infrastructure sectors.

. On advice by the National Treasury (NT) for waiver, Tea Directorate through the
Ministry of Agriculture Livestock & Fisheries has forwarded a request for
consideration by the NT regarding a waiver on Value added Tax on locally sold
tea for inclusion in the 2015/16 budget. If achieved, the waiver will spur local tea
sales hence increase local consumption and earnings. The other fees and levies
are institutional.

' The AFFA - Tea Directorate charges a Tea Ad Valorem Levy at 7o/o of customs
value on all imports and exports. The levy was introduced in January 2OI2 and I



a

collected from March 2012 from buyers and impoters. The purpose of the Levy
is to fund Tea Promotion, Research, Technical services, Compliance surveillance
audits, industry development and operations. In order to sustain a vibrant Tea
Industry, all the above services are vital,
The shift of the point of charge from Manufacturing Cess which was being levied
at a rate of 46 Kenya Cents per Kilogramme of manufactured tea was to
relieve the grower the burden of financing the two institutions. in this regard,
the burden of financing TBK and TRFK was shifted from the tea grower to the
tea exporter.
Following complaints by the stakeholders, the Ministry of Agriculture, Livestock
and Fisheries and AFFA-Tea Directorate carried out consultations with the
Stakeholders, during a Task Force exercise in 2014. It was agreed that the rate
of the Levy be reduced from 1% to 0.75010. The proposals have been included in
the Tea Regulations 2014 which were submitted to the office of the Attorney
General for review.
AFFA- Tea directorate is also reviewing charges related to licensing of Tea
Dealers with a view to removing it to ease doing business in tea.
The Agricultural Produce Cess was repealed by the Agriculture Fisheries and
Food Authority Act, 2013 since the function of road infrastructure has been
devolved to County governments.
The other charges are imposed by the various oversight bodies such as NEMA,

KEPHIS, KEBS, KPA and County Governments among others. Fufther, the
Industry players also charge service fees at various levels including Management
fees by KTDA Ltd (2.5o/o of net proceeds), EATTA and KTGA member
subscription fees and Brokerage fees (0.75olo from the producer and 0.5% from
the buyer). The other taxes are imposed by some countries who impoft Kenya
tea including Pakistan.

It is these group of levies and charges that should be reduced
substantially if we have to reduce the cost of doing business.

AFFA has undeftaken to impress on the players to also consider a reduction on
their fees to reduce the tax burden in the industry. Further, the stakeholders are
encouraged to engage the bodies who provide services to reduce the fees/levies.

a

a

a

a

a
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3. CONCLUSION
AFFA has taken steps towards a reduction in the number of taxes, fees and levies in
the Industry to enhance Tea Industry performance. It is our plea to the Committee to
engage with the other stakeholders i.e. KTDA; KTGA; EATTA and the brokers to prevail

upon them to also consider their levies and fees.

3



1.1 THE TAXES PAYABLE TO THE TEA INDUSTRY STAKEHOLDERS:

Table 1: Taxes, duty, licenses, fees and Levies Facing Stakeholders in the Tea Value Chain

I'I'EM I'ypc Payee llatc of payment firequcncy NationaV
ten sector

Sta[<cholders
bcaring the Cost

Governmcnt Taxes

I Corporate Tax Tax KRA 30 %o on profit National All Companies

2 Value Added Tax Ta,r I(RA 16% on Vatable
products

Monthly National All companies

l lmport Declaration
Fee

'l.ax t(RA 2.75 o/o of Y a\rc At point of
export

National All lrnporters/

4 Furnace Oil import tax

Vehicle advance tax

'l ax I(RA Kslis 0.6/li1re I)aily National All companies

5
'fax KRA I 500/ ton of

commercia[ vehicle
Annual National All companies

Motor Vehicle
Inspection Booking

l-ax I(IIA 1000/ per
commercial vehicle

Arutual National AII companies

7 Withhotding Tax Tax KRA 5% of dividends Annual National All cornpanics

IJ F uel fbr agric
operations

I)uty I(RA l(shs 10,305 per

Cbm

Daily National All oompanies

Registration fees

9 Buyers at Tea Auction Iees TBK 10,000 Annual Tea sector Buyers

10. B rokers Fccs 1'BK 10,000 Tea sector Tca brokers

il Warehousemen Fees 10,000 Annual warehousem warehousemen

t2 'fea importer F ees TBI( r0,000 Annual Tea sector Importers

Paid in
installments

6.

Annual

TBK



National/
tea soctor

I1'ItM 'ryp" Paycc Rnte of glay nr cnt

7,500

Frequency Stakcholdcrs
bearing thc Oost

r3 Tea Manufacturing
License

Fees
,I'BI( Annual 'l ca scctor Tea Factories

l4 Tea Auction
Organizers

Fees 'lul( 10,000 Amual Tea sector EAII'A

15. Tea Packcrs I ees
,I'I] 

I( 2,000 Annual ']'ea sector Packers

16 Managemenl agent Fees 'f Dt( 25 000 Amual T'ea ssctor Tea falrnels

11 . EA1-TA Membership subsc li
ption

EATTA 30,000 Annual 'l'ca Sector Producers,

Buyers,
warehousemert,
brokers, packers

Levics

Ad valorem levy levy
,I'I]K

1o% customs value of
tea

For each
consignment

Toa sector Bulk Exporter-
Buyer/ Iractories
for contract

Monrbasa Municipal
Port I Iealth Charges

I.evy County
Governrncnt

I(slr,s 5,000 Annual County
Gover-nment

Tea
warehousemen,
tea packers

l8

t9

20 Mombasa Municipal
Annual I-icense f-ee

Levy County
Covernment

1(shs 10,000 Annual County
Goverrunent

All Tea
companies

2l Land llates Levy CoutltY
Government

0.3-0.75% percent of
undeveloped value

Arurually National All Tea
cornpanies

tt
I

I

I

I

I

I
I

I

I

I
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I

I

I



ITIjM 'I'ype l'ayce Ilrte of p ymeut Frcrlucncy National/
tea sector

Stakeholders
bearing the Cost

72 lnspection and

Grading Fee

(KEPFIIS)

Levy KEPTITS 5,000/: per single
consignment &
10,000/: per

multiple
consignment to one
consignee inspected

Consignrrent National Tea factories
(contract exports),
tea buyers , tea
packers

23 KEPIIIS SPS

Certificate
Levy I( Iil'l IIS I(shs 1000 Weckly National Tea factories

(contract
exports); tea
warehousemen,
packers

?4 KEBS Product
Confonnity

Levy I(Et]S 0.270 ofvalue of
made tea < Kshs

Annually National Exporter/lmpo(er
S

25 KEBS Quality
Standard

Lcvy t([r]s 0.2% of value of
made tea :! Kshs
400.000

Quarterly National Tea factories, tea
packers

26 NEMA Environmental
audit

NEMA 0. I oZ of investment
costs

Annual National Tea factories

K.P.A Port Charges
(40 feet Container)

Levy Kenya Ports
Authority

Kshs 9,000 At time of
loading

National Tea buyers, tea

packers, tea
factories (direct

28 I(.P.A Port Terminal
Handling Charges

L,evy Kenya Ports
n uthority

I(shs 2000 per 20
Feet Container

At time of
loading

National Tea buyers, tea

packers, tea
factories (direct

I

i

I

I

I
I

,rl

I

I

I

Levy
I

1



I't Dl\lI 'I'vpc I'nyec Rate of paymcnt l,'r'cq rrcn c)' NationrU
tea sector

Stal<eholders
bearing the Cost

29 Directorate of Industry
Training Levy (DiT)

National Industrial
Training
AuthoLityQrlITA)

Levy NIl'A Kshs 50 per
employee

Monthly National Tea factories; 1.ea

warehousemen,
buyers, brokcrs,
auction organizcr,
management
agents

30 Merchant Shipping
Surcharge Fee

Levy Kenya
Maritine
Authority

Kshs l0 per tonnc Annual National Tea buyers, tea
packers, tea
factories (direct
exports)

Buyers, packers3t Chamber of
Commerce Certificate
of, Origin

Levy Chamber of
Commerce

0.025 Yo of the
gross value tea sold

Annual National

Ccss
Agricultural Produce
Cess

Cess County
Government

loZ of gross value of Monthly l'ea sectol' 'fea fanners
n leal

Liccnses
33. Fuel Wood Movement License

License

County
Government

300 per vehicle trip

Kshs 100,000

Daily National Tea factolies

Tea factoriest4 Waste Water
Regulations

NIIMA Annually National

35 Department of
Occupational Health
&Safety license

License DOIlS Kshs 2,060 Annually National Tea factories,
warehousemen,
packers

36 Seizure of scales License Weights&
Measures

Kshs 2,0 l0 National Tea Companies/

Factories

Annually

I I

i

l

I

I

I

I

tl

I

I

I
I 32.
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KENYA TEA DEVELOPMENT AGENCY
HOLDINGS LIMITED

Presentation to The Departmental
Committee of Agriculture, Livestock and
Cooperatives Regarding Petition By Tea
Farmers on The Decline in Tea Prices
And Effects of Ad Valorem Levy.
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1. Historical Background of KTDA

2. Summary of Sessional Paper No. 2 of 1999

Introduction

The Sessional Paper No. 2 of 1999 on the Liberalization & Restructuring of The Tea

Industry Reforms in the Tea Board of Kenya and Privatization of the Kenya Tea

Development Authority ("Sessional Paper") was a result of the Govemment's decision to

undertake significant structural adjustment reform measures such as liberalization and

privatization of various agricultural subsectors.

Activity in Phase

Small-holder cultivation commences

First Smal[-holder Tea Factory started in Ragati, Nyeri
Factory management through a management agreement with multi-
national tea companies

Special Crops Development Authority established

I

The Kenya Tea Development Authority established under the

Agriculture Act (Cap 3 I 8) Section 191 . (Legal Notice No.42).
KTDA (authority) takes over small-holder management from
multinational tea companies.

I
Parastatal Reform Strategy Paper developed, Iisting KTDA among other

Strategic Parastatals for privatization.

KTDA Order revoked through Legal notice No.44 through Sessional

Paper No. 2 of 1999.

I

KTDA (Authority) was transformed into a private company, KTDA
(Agency) Ltd on 30s June 2000 & registered under the Companies Act.
(45 factories)

Page 3 of 41
.:

Yeai

l. 1950',s

2. 7957

3. t 960

4. 1964

5. t99t

6. 1999

7. 2000



This led to the development ola detailed action plan on the structural reforms within the
tea industry, and in particular the privatization of the Kenya Tea Development Authority
that had been managing the tea activities in the small holder sub-sector ind modalities tL
strengthen thc Tea Board of Kenya to enable it undertake its mandated role as the main
regulatory body of the industry.

Liberalizatio n/Privatization Measure in thc Tea Industry

The Sessional paper notes that prior to the liberalizarion initiatives the Agriculture
ministry was charged with the role of decision making in agriculture and its 

-functions

spanned the entire sector [eaving little individual entrepreneurial decision making in the
hands ol thrmers.

However due to globalization of economies there was need to restructure some of the
economic sectors lvith a view to enhance the private sector involvement.

The process therefore to liberalize the tea irrdustry commenced in 1992 when the
Government and the World Bank signed an agreement under the Public Enterrrrise
Ileform Prosram covering 5 major parastatals. KTDA was included among the 5
parastatals
Consequen

earmarked for liberalization and restructuring under the program.
tly the government agreed that the process of liberalization of KTDA and

small holder sub-sector should result into incorporation of KTDA under the Companies
Act as an independent and private tea enterprise owned by small holder tea farmers
through their respective tea factory companies.

Privatization of Kenya Tea Development Authority (KTDA)

lt was noted that KTDA was then owned by small holder farmers numbering 300,000 and
'de jure' owned by Govemment as it was established under the Agriculture Act cAp 3l g.

The steps that had been taken towards privatization ofKTDA were cited as:-

) Exemption ofthe Authority from provisions ofthe State Corporations Act;
F Divestiture of KTDA from the tea factory companies through the following

measures:-
Election by farmers of 6 directors (majority) our of rhe maximum 9
directors in each factory company board;
Transfer of chairmanship of lactory company boards from KTDA
to e lected tea farmcrs' rep resental.ives;
Direct participation by elected directors in management decisions
regarding procurement of goods and services by each factory
company;
Direct participation by elected directors in formulation ol annual
budgets and monitoring of financial expenditures;
Transfer of green leaf collection and payment to farmers from
KTDA to individual facrory companies;

Page 4 of 41



. Sales of KTDA equity in factory companies to tea farmers;

. Allotment of ownership shares to all small holder tea growers in
their respective tea factory companies;

r Strict information and data disclosure by KTDA to factory
companies regarding marketing of tea by the Authority.

! Repeal ofall previous KTDA Orders and replacement with Legal Notices No. 109
to 112 of 1997. The new Legal Notice No. 109 of 1997 effectively placed control
ofthe KTDA Board under the farmers elected representatives who number l2 out
of a total KTDA Board Membership of l7 including the Managing Director;

) Removal of provisions in the KTDA Orders which in the past required the Board
to seek the Minister's approval before making important investment decisions.

Privatization & Transfer of Ownership of KTDA to Small Holder Tea Farmers

The paper indicated that KTDA will be incorporated under the Companies Act as a public
company, thereby removing it from the auspices of the Agriculture Act.

The structure of the privatized KTDA would be as follows:-

Incorpo ration and shareholdingt

/ KTDA would be incorporated as an independent and private enterprise

C'KTDA Limited")owned by all small holder tea farmers through their
respective factory companies;

/ KTDA limited will offer management services to the individual tea
factories and the latter had the option of contracting another managing
agent;

/ The constitution of shareholding will be based on the current valuation of
the assets of KTDA allocated in accordance with the contribution of each

factory company in creation ofKTDA assets;
/ The net worth of KTDA will thus be distributed to the tea factory

companies relative to their contribution in form of managemenl fees from
the 1983/84 to 1996/97 period.

Governancc

/ KTDA Board of directors would comprise of a minimum of 13 and a

maximum of 19 directors where 12 would be elected by shareholders and
the Managing Director. The PS Treasury will be co-opted as a member of
the Board in view ofthe Government loan guarantees.

/ The chairman of the board would be elected from amongst its elected
directors.
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Action Plan

"/ The on-going restructuring of the small holder tea subsector and KTDA
would be finalized by January 2000;

/ Repeal of KTDA Orders and any legislative amendments would be
undertaken and effected by January 2000;

/ Govemment subvention in respect of tea extension staff employed by
KTDA and small holder factory companies will cease in January 2000:/ The term of the Board expired with the repeal of the KTDA Order and
shareholders of KTDA Limited will elect a new Board of Directors within
a period of 6 months.

. Company Structure and Management
/ The board of the Company will delegate its executive authoriry ro rhe

Chief Executive and the management,
/ Sales and Marketing services will be provided from the headquarters. The

same would apply to the financial and accounting services save for the
accounting work already decentralized to factory companies;

/ The relationship between KTDA Limited and tea factory companies will
be governed by revised management agreements.

' Associated Companies
Companies closely associated with KTDA Limited witl include:-

/ All the current 45 small holder factory companies and any future ones
managed by KTDA Limited;

/ Majani Insurance Brokers Limited;
/ KTDA Farmer's Company Limited whose shares are held directly by

small holder tea farmers;

'/ Chai Warehousing Limited (information) to be located in Mombasa;
/ Kenya Tea Packers (KETEPA) Limited.

. Tea Research Foundation of Kenya GRFK)

TRFK which was operating under Ministry of Research and Technology would be
transferred back to the Ministry of Agriculture and report to it through the Tea Board of
Kenya.

. Nyayo Tea Zones Development Corporations (NTZDC)

The major objective ofNTZDC was to protect and conserve gazetted high altitude forests
against human encroachment.

a
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Due to its geographical spread and absence of a processing facility, it would sign

agreements with small holder tea companies or KTGA member companies to process its

green leaf.

' Kenya Tea Growers Association (KTGA)
KTDA and KTGA were encouraged to work closely to assist small holder tea farmers

willing to transfer to KTGA managed tea factories or in cases where the KTDA managed

tea factories does not have adequate processing capacity.

This will be done through agreements between individual small holder tea factory

companies and KTGA member companies.

East African Tea Trade Association

'I'c:r l):rcke rs

Local packers will be encouraged and assisted where necessary to develop the value

added tea market.
All tea blended and packed in Kenya will contain 70% ofKenya's produced tea'

All tea packers based in Kenya will be required to register with the Tea Board of Kenya

The Association will:-
/ Run the Mombasa auction;
y' Ensure that representation at the association management committee is equitable

and special representation is accorded to the large single producers like KTDA
who represent all the small holders in Kenya;

/ Ensurjthat sale of the tea at the auction and other operations of the trade is fair,

efficient and transparent;
/ Ensure that tea producers determine the currency of sale depending on whether

the tea is for local or export sale;
y' Ensure that payment ofthe tea sold at the auction is made within l0 days'

KTDA should examine how best the small scale tea growers can be represented in

EATTA while taking cognizance that KTDA currently has one vote in EATTA and yet it

represents 3 I2,000 tea farmers owning 45 tea factory companies and also producing over

6070 of Kenyan tea.

' Tea Brokers
Tea Brokers are appointed by tea producers and buyers and members of EATTA In

future they will be expected to register with the Tea Board of Kenya.

The tea factory companies will appoint their own tea brokers in consultation with their

managing agents.

In future the tea board of Kenya will be involved in the registration of tea brokers and

review the tea brokerage commission.

Page 7 of 41
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CONCLUSION

The_ various programs and plans of action contained in the Sessional paper after their
implementation will result in efficient and effective operation of the institutions in the
industry.

The existing constraints, problems and challenges will be addressed through the new
policies.

The government would continue to support the industry through the existing institutions
to enable various actors and stakeholders to fully play their rightful roGs under an
enabling environment in the liberalized tea industry.

3. KTDA Structure

The Sessional Paper No.2 of 1999 on the Liberalization and Resrructuring of the Tea
Industry, culminated in the privatization and incorporation of KTDA under the
Companies Act (cap 486). KTDA therefore lost tax exemption status which had an
effect of reduction in the profit by as much as 35%. The seisional paper wenr fu(her
to indicate that it was necessary for the company to introduce cost-cutting measures
in order to break even.

Prior to privatization, KTDA's main source of revenue was management fees charged
to the factory companies at a rate of 5%o of the gross value of tea. Upon privatizati-on
the rate was reduced gradually to the curre[t cate ol2.5o/o ofthe net value resulting to
decreased revenue. Diversification of revenue generation sources was therefore a fey
strategy for sustainability of the KTDA business.
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Global business challenges such as fluctuating prices, exchange rates, interest rates,
rising costs of inputs have affected KTDA therefore justifuing implementation of the
diversifi cation strategy.
In December 2009 the company changed its name to Kenya Tea Development
Agency Holdings Limited in line with the recommendations made by a Government-
constituted Tea Industry Task Force of 2007. KTDA Management Services, a

subsidiary of KTDA Holdings Ltd, provides management services to the factory
companies through a management agreement with the factory companies. KTDA (H)
became the investing arm ofthe shareholders as outlined in the chart below:

In order to address core business activities and exploit economies of scale and scope,
KTDA (H) Ltd established subsidiary companies for specific roles and responsibilities.

TE?\
FACTOR}'

COMPANIE

KTDA
(Holdirgs)

LTI)

CHAI
TR.\DINC

c-o.l-TD
INSU&\NCE
EROKERS

LTD

KENYA
TEA

PACKERS
LTD

GRIENI-,TNO
I-EDIIA

LTD

KTD \
POWER

I,TI)

TOUNDATION
TEA ENCIN
& MACHI
CO. LTD
(TElvlEC)

Tce Esding
&

warchou3ang

Micro-
Finance
Serviccs

Ocncraton
Croup
CSR

EnSine.ring
&

Fabrications

Factory
Compsnics

Managcmcnt

Insurance
Brok.rage

Tca blcnd-
ing, PackrnS
& markcting
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These investments have been made along the tea value chain to manage costs more
efficiently, add value to the services to the small scale tea farmers and distribute the
surplus revenue to the shareholders as explained under each company here below:-

1. KTDA (MS) Ltd

KTDA MS Ltd was established specifically to deal with management of the tea
factory companies in line with the recommendations made by the Tea [ndustry
Taskforce of 2001 . The company is contracted by the tea factory companies to;
manage tea cultivation, develop and maintain tea husbandry, collect, weigh, handle
and pay farmers for green leaf delivered, manufacture green leaf into tea, market the
manufactured tea, develop and provide sound technical, financial and managerial
infrastructure, provide services in procurement, ICT, Human Resources and other
support services. It is currently providing the services to 66 tea factory units in Kenya
and 2 in Rwanda. It employs over 700 specialized personnel in engineering, ICT,
accounting, agriculture, in its Head Office, regions and factories. Factories also
employ over 7,000 staff in extension, leaf collection, production and engineering.

2. Chai Trading Company Ltd (CTCL)

CTCL core mandate is warehousing, blending, clearing & forwarding, value addition,
export and general tea trading. It is now one olthe top l0 buyers at the Mombasa tea
auction and a member of EATTA. The warehousing arm of the company was
established to ensure rhar the teas from the smallholder factories are assured of
storage facilities at Mombasa before shipment as well as manage the shipping of the
tea. Other than ensuring that warehouses are available lor small holder teas, this arm
has ensured that small holder factories are not vulnerable to market forces in regard to
warehouse costs. It manages out bound and in bound shipping, clearing and
forwarding for tea machinery and fertilizers. It employs over 100 professional staff in
addition to outsourced staff.

3. Majani Insurance Brokers (MIB)

Majani lnsurance Brokers Ltd was established to provide insurance brokerage
services for all categories of insurance requirements for the KTDA Group and other
external clients. In so doing, it ensures that rhe factories get value for money, that is,
insurance services obtained economically, elficiently and effectively. The company
has expertise able to evaluate the best insurance companies for different covers. In
addition, the company in liaison with some insurance companies has been able to
tailor-make some specific covers for small holder farmers Iike',Kinga ya Mkulima,,,
a health insurance cover. It provides rebates to the tea factories and employs over 100
members olstaff across the factorv catchments.
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4. Greenland Fedha Ltd. (GFL)

Green Land Fedha Limited was set up as a non-deposit taking MFI with the objective
of facilitating easy access to affordable credit for small scale farmers using their tea
deliveries as collateral. Up to 30% ofthe small scale holder farmers had no access to
credit and did not own a bank account due to onerous requirements imposed by the
financial institutions. Moreover, the venture was also in-line with the strategic
corporate objective of increasing value by investing in diversified, synergetic and
profitable activities.

5. KTDA Power Company (KTPC)

KTPC was set to spearhead development of renewable energy starting with small
hydro power projects across the tea growing regions as a way of addressing the ever
increasing energy costs. The company manages Regional Power Generating
Companies owned by the tea factory companies. As part of the cost cutting measures
as outlined in the Sessional Paper No. 2 of 1999, the differenr factory Boards resolved
to establish Regional Power Companies (RPCs) through which the factories would
get renewable, reliable and affordable energy. KTPC would act as the managing agent
for these RPCs.

6. Kenya Tea Packers Company Ltd (KBTEPA)

KETEPA undertakes tea blending and packing for local and export markets. Majority
shareholding of the company is owned by small holder tea farmers through KTDA
while the minority shareholding is by members of Kenya Tea Growers Association
(KTGA). The Company is involved in Tea blending, packing, marketing and
distribution in the local and export markets. KETEPA has been a leading brand name
in the tea sector over the years and has remained a profitable venture thereby adding
value to the shareholders.

7. Tea Machinery and Engineering Company Ltd (TEMEC)

TEMEC was established to provide a modem workshop for fabrication and assembly
of tea machinery for the tea factories. The majority of tea machinery is imported
from India and elsewhere and it rvas t'elt that with Kenya's leadership role in tea
production, it was about time we harnessed the skills of our engineers to fabricate
these machineries and reduce overreliance on imported technology. This is also in
line with Vision 2030 to make Kenya an industrialized country. We expect the
quality of machineries manufactured by TEMEC to improve and their cost of these
items to reduce for the benefit of the tea factory companies. The venture would
create employment for our young engineers and enable them deploy their skills in real
manufacturing.

8. KTDA Foundation
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KTDA Foundation is the vehicle through which KTDA, its subsidiaries and managed
factory companies give back to the community through CSR activities. Through the
Foundation, KTDA group has provided 4 years secondary school scholarships to 143
students now in Form I and 2. 'lhis will be extended to Forms 3 and 4 and later to
University. The Foundation is also involved in community health, environmental
conservation and energy projects.

Revenue generated from the subsidiaries benefit the shareholders/farmers through annual
dividend payments by the KTDA Holdings Ltd to the tea factory companies. Dividend
payment trend for the last 6 years is shown here-below:-

cil ove ls In :t ition ore il es pal some o c U lary companres

In addition, 1ve pay taxes to the Govemment and through retentions, build a strong
balance sheet which is leveraged for financing the debt obligations ol the factory
companies and regional porver companies.

J

2008 2009 2010 2011 2012 2013

El Dividends 99 377 354 429 623
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400
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4. Over view of KTDA Performance
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5. Ad Valorem Lev-v

KTDA fully supports the memorandum on the need for a review of the tea ad valorem

levy regulation and multiplicity of taxes presented by the EATTA being the body
representing the interests ofthe tea industry in Kenya and Africa.

KTDA atso supports the petition by the South Imenti Constituency and Tea farmers
through the MP for Imenti South Hon. Kathuri Murungi. The reasons for our support are

clearly enumerated in the actual EATTA petition (copy attached) and on which we made

our contribution. [n summary,

a) We support the recommendation of the tea task lorce that a total of Kshsl.00 per

Kg ofmade tea is levied but at lactory level rather rhan at point of export.

b) The amount raised from this levy is sufficient to fund research activities as well as

the promotion and regulatory activities ofthe Tea Directorate. The amount can be

reviewed as and when necessitated by inflationary pressures.

c) Its application at the factory level will enable Kenyan teas have a level playing
fietd at the auction with other teas from Africa. At the moment only Kenyan teas

are subjected to an additional Ievel post the hammer price making it more

expensive than other African teas.

d) Its application at the factory level will eliminate the increased paper work and

documentation leading to delays in shipping.
e) Its application will eliminate the cumbersome refund process leading to improved

cash flow for buyers/exporters. We fully support the need for adequate funding of
research and promotion activities in the tea industry. The manner and quantum of
the tevy required to do this is what is in contention; and we believe can be

resolved through proper engagement and consultation.
f1 The impact of VAT on the tea industry is well documented in the EAT-IA

document. The intervention measures are also well enumerated in order to

improve the competitiveness of Kenyan tea exports. We fully support this

measures in particular zero rating of VAT on tea lor local consumption, timely
VAT refunds and zero rating of VAT on warehouse seryices.

g) The Agricultural produce cess, collected by the TBK and administered by cess

committees has served tea farmers well. Otherwise impassable roads have

benefitted lrom this cess enabling tea factories collect green leave from buying
centres during rainy seasons. The cess should continue to be administered as it
currently is. The County and National Government should continue to support
these efforts through improvement in rural access roads.

On the multipte taxes and levies that the tea industry is subjected to; we fully support the

recommendation for a single tax regime at the National and County Governments.
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6. Decline in tca
meilsures

prices for the past 2 years and intervention

tvlA OR TE A PRODUCING COUNTRIES

eriod 00.1/05 005/06 006/07 t2/13007/08 r i[mD 009/10 010/l I tt/12
olumc 301 62 582 7',l1 ?38 M 198 .195 ffi

m q il
0l.l/l \c

Producers ) 012/13 % Share 2013 /t4 % Share

China 183 5 38.6 7872 38.8

Intlia lt+2 24.0 1172 24.3

Kenya 437 9.2 432 8.9

Sri Lanka 327 6.9 337 7.0

Viet Nam 198 4.2 799 4.7

Tu rkev 774 3.7 779 3.7

Indonesia 110 2.3 111

Ja pan 103 2.2 to4 2.2

Argen tin a 93 2.0 90 7.9

C)th c r 336 7.1 331 6.9

Total 4755 100.0 4827 100.0
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2013t142012t13
Key lmporters

'to.1183 1a'tRuss ia

4.6 140 7.7UK 144

7.3132 7.4 131

7.7 131 7.3USA 130

34.45A3,OSub-Total 5 89.0

5.86.2 'to5Esvpt 104

67 3.764 3.4

65 3.6Germany 62 3,7

3.53.457

494AUAE

20.o 349 1 S.3Sub-Total 335.0

4a.l758 45.0 465Other

100.o'100.o 1797.OGrand Total 1681 .O

7. Response to other lssues

i) How second payment is determined;

ii) Why factories borrow to finance second payment;

iii) Ceiling of minimum payment

iv) Transparency and competitiveness of [oans for factories construction

v) Cost of putting up factories

How Second Payment is determined - l'he revenues (tea sales and other income) of the

factories are netted against the cost of production, the initial payment at the rate ofthe Kshs 14

per Kg GL and the surplus is distributed to the farmers based on the kilos delivered. The

accounts leading to second payment declaration are prepared by KTDA Management
Services and audited by an independent Auditor appointed by the factory shareholders,
who are also the farmers.

Why Factories borrolv to finance Znd Payment - The tea prices realized from 2010 to 2013

were favourable and such factories entered into long term capital expenditure to

modemize/expand the capacities and to enhance efficiencies. With the sharp tea prices decline

and high tea stocks as at June 2014 ( 49.68 million Kgs valued at Kshs 8.57 Billion) bonowing as
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a 
^bridging 

for second payment financing is a normal business cycle decision. Below is tabulation
of tea prices in Kshs per Kg Made tea.

Average Net selling price trend Kg/MT - 5 yrs

o
Y
Io
Y

233.72

100

2010

248.9s

278.08

2012

272.08

2013

204.21

2014201',|
I

Guaranteed Minimum second payment - The curent KTDA model as explained above pays
the entire surplus to the farmers. with the challenges of price decline, we aie in the p.o"o. tf
consultation with factory directors lvith a view to coming with price stabilization retentions in the
near future. The Government could also assist by setting aside price stabilization funds for the tea
farmers and we would appreciate ifthis could be expedited.

Monthly Payment- The currently monthly is Kshsl4. This rate is reviewed periodically as shown
below.

As you can see tiorn time there is a revier,v of the initial rnonthly payment, plucking labour costs
also goes up. The effective benefit of any increase in initial payment is aboui 50% of the
increased amount. The other 50% goes to the plucking labour coits, which in some regions has
gone as high as I I per Kg Green leaf. The initial monthly payment rate substantially covers the
farms costs as indicated. Majority of small scale farmers use the family labour for plucking.

Period iVI0nthl l,a y Per Kg/GL Lrr bou r cost Pcr Kg/GL
May 1999 to June 2000 6.00 2.90
.lr"r I 2000 to June 2003 7.s0 3.60
Jul 2003 to Se ernber 2006 9.00 4.50

October 2006 to Nov. 2009 10.50 5.00
December 2009 to March 20 l2 6.00

March 20 | 2 to date 14.00 9.00
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AVERACErNcottt E I.OWEST

PAID KgGL

HIGIIEST

PAID PAII)

3.500 3,5003,500Prod! ctlo n (@3,s0rl Kg cL p.a./3crc)

14.00 14.0014001st Payment Rare 0Ghs pe. K8 CLI

8.50t7 6t26.50znd Paymenr R te (Kihs per KSGL)

11.6r 22.50.10.50Total Payrnent R:to (Xshsper KgGL)

r10,635.00 78,750.00141,750.00TOTAL INCOIYIE

KSHKSH (5llEXPENDITURI

28,000.00 8.0028.000.0028,000.00PLUCKING ]5OO (C X KSH 8,OO

r.003,S00.003,500 00 3,500.00PRUNNTNC (1/3) r. r67X KsH 3.00

r,250.00 036r.,250.00 1,250.00

1.250.00 0.351.250.001.250.00

TTPPINC(1/3) 5 Md X KSHS 2s0

WEEDINC 5 MdXK:H 250

31611,070.00 11,070 0011.070.00FERTILIZER 5 BACS X KsH 2,214

797.50 0.321,417.50 1,106.35TtA CESS 1%
3.439.31 0.993,463.231,486.56OVERHFND COST 7,I;%

14 t8.r9,296.8119,974.06 49,639.58TOTAI- EXPENDITURE

14.08,1.2a 1.t.18

29,453.1960,995.4297,175.94

AVERACE FARM COI;T [X5lls/KC CL)

Nrt tNcoME PERYLlR (XsBs)

17,.13 4.4226.22NET INCOU[/KG. G L/Prl-(KStlS)

Whether procuring of loans to construct factories is a competitive and transparent
process (cost of putting up factories deemed to be higher for KTDA factories than

for private factories and a huge burden to farmers)

Schedule of loans attached

(a) Reasons why cost of putting up factories is high

Cost of construction ofnew KTDA standard tea factories have increased from
approximately Kshs425 million (Mudete 1997) to Kshs562 million (Kaptumo)

due to the following reasons:-

Business variable changes :-

o fusing Inflation
o Labour cost escalation
o Energy cost
o Finance cost escalation
o Foreign exchange fluctuations
o Taxes, duties and levies

Market and statutory requirements/demands necessitating additional

equipments such as epoxy floors, Effluent waste treatment plants, food

safety management system, dust-free yards, birds and insect proofing
'fhe tendering process for factory constructions is done competitively.
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DESCRIPTION

1 CIVIL WORKS 196,894,549.43

Epoxy 3,982,860.00

pipe line 17,000,000.00

Timber 5,600,000.00
2 5TRUCTURAL WORKS 54,549,352-56

2,770,200.0o
3 PLUMBING, DRAINAGE WORKS 7,719,389.0O

l4 Electrical works 34,100,606.00

KPLC -connection charges 7,963,530.00

3 sub - Total 1 330,530,486.99

4 Machinery lncluding associated Fittings 197,399,t13.83

5 Sub - Total 2

6 Total - Sub - Total (1+2) 577 ,929,800.87

7 sub - Total l s 27,9 29,800.8 2

8 Consultancy fees (7.5%) 34,315,437.O5

9 G.and Total Amount

AMOUNT

197,399,313.83

562 ,1_45 ,2.37 .87

Kipchabo 2 lines factory (a Nyayo Teazone factory) in Nandi cost Ksh 720 million

(b) Reasons lbr the hugc burden to farmcrs/s harcho ldcrs

a

Prior to privatization, KTDA used to construct leaf bases (about 25-30%
of project cost), as part of contribution to nerv projects and the lenders
would finance the rest of the construction cost. T'hrough this arrangement
thrmers were able to get I00% Ioan lacility lor construction ;f new
factories. The loans were payable over a period of ten years plus a two_
year grace period, while the Government would provide the necessary
loan guarantees. With privatization, this arrangement was no longer
tenable, as lenders demanded 30% equity contribution upfront before thiy

Page 28 of41

tt
I

j

t

I

I Elevated tank

I I

I

I



could release the loan funds. Subsequently satellite factory policy that was

in line with the lenders' requirement of 30% (later revised to 50%)

contribution upfront by the project beneficiaries was put in place.

The development loans rowards new satellite units are acquired by and

designated to the sponsoring factory for purposes of benefiting from

economies of scale and ease in debt servicing. These proposals were

meant to enhance processing capacities, manage cost ofputting up new tea

factories and help to improve quality of made tea by reducing congestion.

They also helped to ease loan repayment since the whole catchments

would be involved and not only the farmers moving to the new facilities.

These farmers had also participated in developing the factories they were

shifting from.
The above is in addition to change in relevant economic variables namely

increased interest rates, fluctuation in exchange rates, statutory

requirements etc.

Thr: loans are sourced competitively and transparently. There are 2l Commercial banks

ap[,roved by k:TDA board and these banks are always asked to bid for the loans. Most of
the loans are USD denominated and the interest rates ranges liom 4.5% to 670, one the

best ofyou can in the local market.

Subsidies- We fully support and welcome any subsidies from the Government for the tea

farmers. The €lovemment has pledged to subsidize fertilizer at Kshs 321.35 per 50 kg bag

in the cunent inancial year

8. Efficiency of KTDA operations - leaf collection' cost control, etc

7. RETURN TO FARMER 2()(t6-2(,14
76yo

72./o

7016

6A"/.

66./r

64

62.4

60%

5A%

750/o 75./o 750/o 7516

7A./o

670/.

2006 2007 2004 2009 2010 2011 2012 2013 2014

Percentage return to farmers has improved from 64yo in 2006 to 75y" in 2o1O 41d
maintain€d in 2011 to 2O'l3.This has dropped lo 670 in 2014

Pie chart on how revenue is shared out.
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An average of677o ofthe total revenue was paid to farmer in 2013/14

The factory companies have adopted the use of fuel saving fleet for the
Ieaf collection which is able to consume I liter lor every three kilometers
and the fleet numbers have come down from 890 in the year 2002 to the
current number of 408.

lmprovements in leaf collection services since privatization

3Yo

20/o

6%

r Total GL payment

I Labour

0 Furnace oil

0 Eectricity

I Fuelwood

I leaf collection

I packing expenses

I Admin costs FF

o Admin costs ll0

o Admin costs lrlgt Fees

n Flnrncirlcosls
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KTDA Leaf Collection lnitiatives
Roads maintenance & Fleet modernization

Fleet Monitoring System
constant weight bags

Phased out Old Fleet Bus Stop/Logistics Assistant

lmproved Roads

Output:
'1. Efflclent Leaf collectlon.

. lmproved Haulagg

rate

(from 20O to 240

bags)
. lmproved vehlcle

turnabout tlmo (from

3 to 2.sHours)

2. Co3t Effoctivoness.
. Less on Maintenance

(Spares)

. Less fu61

Consumptlon (dlesel)

lmproved quality o, gre6n

L€af,

4. lmproved servlco d€;vory

Leafcollection costs consume 2%o ofthe total value ofthe teas.

These initiatives have resulted to a decrease in staff numbers from 1940 to

the current 544 which translates to improved profitability since the salaries

and wages are reduced. The leaf collection costs have decreased from 6.20

shs per kito of made tea to the current 5.06 shs per kilo of made tea.

Modern Fleet:

Five Year

placement Poli
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Leaf collection cost
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YEAR I CA LE N DAR YEAR] 2009 2070 2012 2073

10 7.3

51.1
115.0
56.9

124.9
65.7

127.3
7 r.3

TOTAI, 158.4 17 1.9 187.8 19 0.6 198.6

PR0DUCTION ('000 Tonnes)
Sma11ho1der........................

8states..........................-..........-..-

17 2.6
141.5

225.0
774.0

2 18.6
159.3

218.5
150.9

249.8
18 2.5

TOTA L 399.0 3?7.9 369.4 432.4

AVERAGE YIELDIKslHa)ti
Smallholder........................
Estates.......................--............

2,29 t.t)
3,4t2.0

2,04 0.0
3,149.0

2.436.3
2,953.0

2,172.A
3,209.L

so!.ce. Ecof,oml. survoy! 2014

2009-10 201G11 2411-12

Year

Area undor tea has lncreased by 25.4%
Tho slnall holcler contrlbution to tho tncr6ase 18.6y"
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The area under tea has been increasing and is currently at 127.3 hectares

Hectarage vs No. of growers

15

The increase in number of farmers is majorly a result of land subdivision

The crop received over the years has been as shown below;

Green Leaf production

1.200,000,000

1,000,000,000

800,000,000

600,000.000

400,000,000

200,000,000

o)Y

J

o

I o cRoP (Kss)

0

".& ""e ".+ ".& "."t 
,"$ 

"."" "-"t "$" ".d- 
,"9 

"dt ".$"

1'
!

F
1

1

50

0

600

500

400

300

200

100

0

!c
o
l
oE
F

3
o
o

Years

Year

Page 33 of4l

tl o) rl o)6.bNr*6oorooo
6roirarord,oo999

t



The vehicle tu rn-around has also improved considerable from 2.62 hours
to the current 2.42 hours. This is equivalent to close to 100 hours
improvement in collection per run tbr the entire fleet.

The haulage rate (Kg/km) which means weight of green leaf carried per
distance covered has improved considerable from 8 tkg/km to l33kg/km.

Haulagc Efficiencv Trcnd (2009,/10 & 2013 / 14)

+tod.r. (2.oe..r +rdd.r.
-.1

Processing capacity improvement in since privatization.

21 new factories have been built since year 2000, raising the number of
factolles to 66. The processing capacity has increased from 665Mkgs to
l,4l0Mkgs. The cost ofputing up the new factories is l0 billion.

ln addition old factories have been modernized and expanded to process
the increasing Ieaf quantity.

These initiatives have resulted to a decrease in staff numbers from I 940 ro
the cunent 544 which translates to improved profitability since the salaries
and wages are reduced. The leaf collection costs have decreased from 6.20
shs per kilo of made tea to the current 5.06 shs per kilo ofmade tea.
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i. KTDA operates as a monopoly both in marketing ofteas and operations

i) Marketing of tea is spelt out in the Sessional paper No. 2 of 1999.
ii) KTDA engages closely with missions abroad on mobilizing and organizing

business to business meeting in tea consuming countries.
iii) We engage with Ambassador/Trade Missions before and after postings.
iv) We are part of the Tea Promotion Advisory panel together with the Tea

Directorate and other industry stakeholders tasked with tea promotion.
v) It is the role of the Tea Directorate to license managing agents and currently

KTDA Management Services operate under tenable managing contracts witir
small holder tea factories. Sessional paper No. 2 of 1999 section 10.3.1 (sub
section ii) outlined that.......... factory companies may opt to contact a different
managing agent to manage their operations and activities,'. Other licensed
managing agents charge l2 per cent while KTDA charges 2.5 per cent

ii. Introduction ofCountj Tea Aucrion Centres

9. Marketing of KTDA tcas

Mombasa Auction is a regional /global centre

REGIONAL PRO DUCTION

S. Africa

C arneroon

Ethiopia

M ozambique

Burundi

Zimbabwe

Rwanda

Tanzania

Malawi

Uganda

ya

ii. Momb asa is a multi origin/ regional auction centre. This makes it
strategic to scale it up a tea hub through establishment of a Free port
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lv.

just like Dubai. Dubai has already seen this business opportunity and

has positioned itself a tea hub between producing countries and

consuming nations in Asia. Kenya should not take this for granted.

Centralization of tea business in Mombasa means economies of scale

in terms of warehousing, brokerage services, tea transport, banking

facilities, clearing and forwarding services, pre-shipment shipping

logistics and ease of enforcing Rules and regulations. Already an

efficient payment platform exist that ensures farmers money is paid

before clients can access tea.

Factories can still sell tea directly as ex-factory but subject to local

taxes.

10.Pay points of farmers tea proceeds

There are about 560,000 small scale tea farmers in the KTDA growers payro[[. Each of
these farmers independently advises us of their pay point details by filling and signing the

necessary form. As such, the pay point is a farmer's personal decision. However, from
the analysis below, about 57o/o lo 620/o of the amounts paid to the farmers in the financial
year 2014 went through the Saccos.

PAY-PO IVIOUNT Ar\ALYS

11.New technology in KTDA tea factories

a. New clones

Farmers are encouraged to plant the high yielding clones of 37113 and 430/90. KTDA
managed factories booked 3,538,600 cuttings from Tea Research Foundation (TRFK) and

TOl'AL

(2, 0f th ro
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Page 37 of 4l

56.13"1,

Jun-1.1



have received 705,700 cuttings. The next supply is expected to be ready from September
to May 20 l5

b. Pruning machines
The farmers and factories have been encouraged to start using pruning machines which
replaces the use of pruning knife. This has greatly reduced the pruning labor, cost and
time.6,692 pruners have been trained and 65 pruning machines procured.

c. Constant weight bags
These bags maintain a standard weight regardless of the weather and all the factories are
currently using these bags. The bags were introduced to harmonize the tare weights.
Their introduction has led to increased f'armers confidence and higher crop levels

d. EWS (Electronic Weighing Solution)
This was introduced to replace manual weighment of green leaf and it has been
implemented in all the KTDA managed flactories. The farmer is given a receipt when the
green Ieaf is weighed and the weight received is sent to the factory. The introduction of
EWS has increased larmers confidence as farmers get accurate weight and this has
reduced green leaf falsification

e. Vehicle tracking
This was introduced to check the fuel use efficiency and after a successful pilot where
savings were realized, the project has started being rolled out to 26 factories io far. This
has resulted to improved vehicle turnabout, fewer accidents due to monitoring and fuei
consumption has decreased significantly by about 1270 whereas in some instances where
the distance covered was more bv 20%

f. Fleet fype
From Bedford 16 & J2s, tractors, ro higher fuel efficiency models
Initially the fleet maintained was old and would incur high costs in running and
maintenance but cu*ently using a fleet with a replacement policy of 7 years. The new
models are efficient in fuel consumption averaging 3.0km/Lfrom 2.4Kfi/L by the earlier
fleet. The carrying capacity has increased from 200 bags to between 2 40-260 bags

C. Continous Fermenting Units (CFUs), Weigh-feeders, Vibro-Fluid Bed Driers.
All factories have one Iine CFU installed and operational, 60 factories have
procured/installed second CFU. All factories have a weigh feeder.
37 factories have procured and installed vFBDs driers. These are the Iatest in tea drying

technology.
Benefits.

-Savings of labour cost.
-Consistence in terms of product quality
-Minimization olproduct handling by human
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h. ICT capability
All factories are linked to Head Office through an ICT infrastructure. Investment in

various ERP system i.e. chaipro for GL processing, infomix for fiannce and treasury

i. Fibre connectivity
All factories are on a fibre network with a bespoke and microwave on at the last mile.

j. Electronic Bill Board
The EBB handles all proceeds from the sale of tea at the auction. This is an enhanced

online payment settlement system that facilitates direct transmission of proceeds to

individual factory bank accounts.

Factory Focused Initiatives by KTDA

In its bid to provide efficient management services to the tea factories and its
farmers, KTDA has undertaken several initiatives that have proven to be of
immense benefit to the farmers. These initiatives are undertaken to not only
benefit the farmers but to ensure that the KTDA teas retain their leading position
as producers of quality tea.

They include:-

* Fertilizer credit scheme - KTDA through its subsidiary KTDA Ms Ltd
procures top grade lertilizer at subsidized rates annually for the farmers

through credit which the farmer repays in monthly installments tfuoughout
the year;

.i. Farmers' training - KTDA has scaled up farmers' training through the

Farmer Field Schools (FFS) that ensure knowledge on good agricultural
practices is shared and widely disseminated. In addition KTDA provides
agricultural extension services by highly trained personnel located in the

tea catchment areas to ensure best crop husbandry and production of high

quality green leaves;

* Factory construction and expansion- KTDA has ovetseen the growth of
the number of factories from 45 at privatization in 2000 to 66 in 20 l4 and

at the same time expansion ofexisting ones. This has indeed been a major
boost for the factories' production capacities:

.i. Modemization and automation of factories - the factories have benefited

from the automation of the manufacturing process through the

introduction of Continuous Fermentation Units (CFU) and other new

technologies in tea manufacture leading to management of production
costs and increased efficiency;

.l
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{. Energy initiatives - KTDA has undertaken energy generating projects. For
instance, the pilor lmenti Small Hydro power plant produces IMW of
electricity out of which the factory consumes around 0.5 MW and sells the
surplus power to the national grid through a power purchase agreement
with Kenya Power.

KTDA is also through its subsidiary, KTDA power company developing
12 other small hydro power plants across the tea growing rvhich will
generate more than 20 MW of electricity. This will benefit the factories
first by providing energy and secondly by granting them extra income
from the surplus that would be sold to Kenya Power:

* Electronic Weighing Solution - KTDA has introduced a revolutionary
electronic weighing solution (EWS) in all the 66 factories. The EWS has
seen leaf collection centers shift from the manual weighing scales ancl
paper receipts used to record green leaf delivery and payment to the
wireless solution that uses mobile applications and devices to record, store
and relay growers production and payment data;

Constant weight bags - KTDA has rolled out constant weight bags for weighing and
carrying of green leaf from the collection centers to factories which has replaced the sisal
bags that had variable weight due to weather changes. The use of these bags has assisted
in faster and efficient rveighing of green leaf.

Subsidy of fertilizers by GoK

We are still awaiting GoK contribution towards fertilizer subsidy. There has not been
any GoK subsidy since privatization. Before privatization, farmers used to get GoK
guarantees.

12. Role of tea brokers in the tea value chirin

The role of each player including brokers is provided for in the sessional
paper no.2 of 1999 on the liberalization and restructuring oftea industry. They
are independent players operating under the EATTA rules which sets trading
rules lor all the regional players.

Amendment l4 Section 20. I . I

) (Tea Factory Company rvill appoint own tea brokers in consultation with
Managing agent) - Attached session paper

F Brokerage charges lrom producers and buyers are provided for under the
EATTA rules and regulations whose membership is drawn from : Kenya,
Uganda, Rwanda, Burundi, Democratic Republic of Congo, Tanzania,
Mozambique, Madagascar, Zambia, Malawi, Zimbabwe and Ethiopia.
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F The brokerage charge from both the Producers and the Buyers are 0 '7 5o/o and

0.5070 respectively. This was reduced from I % - 0.7 5%. These Brokerage

charges vary from time to time as prescribed by the EATTA Board' EATTA

Board is composed of Producer representative, Buyer representatives,

warehouse representatives, and Packer representatives.

> EATTA producer members which KTDA is a member is exploring further

reduction.

l3.Transport of made tea to warehouses in Mombasa

Made teas remains the property of the factories until they are sold at the Auction or directly and

paid off. As such transport costs are bome by the factory to the point of sale'

3essional paper No. 2 of 1999 requires that EATTA sets the auction rules and the rules state that

teas are only auctioned when they are available at the warehouses in Mombasa'

All KTDA managed Factory companies are incorporated under the companies Act (cap

486 Laws of Kinya). The respective Companies have rules known as Articles of
Association, which govern how the shareholders run their company. The Articles of
Association provide for the mechanism for election of Directors and voting

l4.Governance Iss ues

Numbe r of Directors

The Articles of Association and provisions of the companies Act form the basis for

determination o1' the number of Directors of each factory company. The Articles

provide that the factory company shall create Electoral Areas in its catchments to

insure equitable distribution of Directorship. However, the shareholders have the

final say in the number oi directors over and above the requirements of the

Companies Act and the Articles of Association.

Voting sharcs

Voting in any company must comply with the statute, which states that the shares of a

shareholder determine his/her voting power'

15, Conclusion

KTDA is a robust organization that has been practical in its service to its shareholders,

the small scale tea farmers. The small scale larmers continue getting good retums from

KTDA both as suppliers of green leaf and as shareholders. Farmers in KTDA model

working together significantly reduce operations costs as efficiency is realized through

economies of scale and scope. Prices are major determinants of returns to the farmer and

fluctuate depending on market forces.

I
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MEMORANDUM ON THE NEED FOR A REVIEW OF THE TEA AD

VET-ON-NT'T LEVY REGUI,ATION AND THE MIILTIPLICITY OF TAXES

r.o Introduction

East Africa Tea Trade Association (EATIA) is a voluntary, non-profit umbrelia.body

r"pr.*rt*S the interests of the tea industry in Africa' EAfiA has r8o members drawn

from 9 countries (Kenya, Uganda, Tanzania, Rwanda, Burundi Democratic Republic of

Congo, Malawi, Madagascar and Mozambique) all activeiy engaged in growing' buying'

broiing and warehousing of tea. 90% of the members are based in Kenya'

EATTA,sprincipalmandateistoruntheweek]yMombasaTeaAuctionCentre,currently
the largesl Tea auction centre in the world and the only one dealing in teas from more

than one country.

The critical players in the tea auction are the producer' the buyer and the broker' The

p,od,"",sorr".t.uint}reauctionforsalebutdoesnotphysicallyattendt}leauction.The
irodr.". appoints a broker as a selling agent who will represent him in the auction' The

broker earns a commission of u per""ntu!" of the sales value for the tea they have sold.

Itisimportanttonotethatmostteatraderssellmultioriginteasasblendstomeetthe
taste and preferences of various tea consuming countries' Every country has its

dominantcharacteristiclikingsinparticularteas.Itisthereforet}reworkofatraderto
match same satisfactorily o, i." do" to global market competition' some of the markets

wouid turn to Dubai as a source of mulii origin and consequently divert interest-from

Mombasa. In future, we should strive to make Mombasa the single sourcing hub for all

world teas and more so home value addition'

Athough the teas on sale can at first appear similar' differences can in fact be

signifi;ant. Even if teas have the same 'grade' (e'g' PFr)' this is a nominal way of

ciegorizing teas and the grades themselves have no strict definitions. Two teas graded

PFrcaneasilyhaveverydifferenttastecharacteristicsandevenad.ifferentleafsizeand
appearance. Tea picked from the same bush can easily have a huge variation in quality

based on the time of the year or the manufacturing process'

The attributes such as leaf appearance, taste and liquor will determine the asking price

for a particular tea' More broadly factors affecting the price movements include tea

supply, buyirrg activity in import markets, world auction prices' availability of cash and

currency fluctuations.

The Mombasa Auction has more than, seventy buyers reflecting the Kenya export

volume into the key markets of Pakistan, Egypt' UK' Sudan Yemen and UAE among

manyothers.Themarketisverycompetitive,withsomec]ientcontractschanginghands
for a few cents difference in price' The job of the buyer is to meet his clients'

,"qri..*".rt, as efficiently as possible, or risk losing clients to competing buyers' A

b.ok".,.jobistoselitheteaatthehighestpossiblepriceorrisklosingthebusinessto
another broker. They earn their commission as a percentage of the value of the tea sold'
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The interests of the broker and the buyer are not aligned so they will not have an
opportunity to collude. The issue of collusion is therefore a wrong perception and not
the reality.

The article specifically mentioned the declining average price for PFr. What it neglected
to mention is that BPr has actually declined more than the rate of PFr's decline.

If we take January 2013 as a base period compared to the average for May zot4 then
you will note that the four grades namely BPr, PFr, PD and DUSTT, have declined by
4z%, 4o%, 3194 ard,3o%, respectively.

The auction operates on forces of demand and supply. When the volume of tea offered
increases against a static demand the price will decline. In zor3 the tea offered for sale
in the auction rvas 75 million Kgs above the amount offered in zotz. This is a huge
increase in volume and the effect is expected to be felt in the auction price of tea.

r.r Performance of the Tea industry in Kenya
The performance of the tea industry is vital to the Kenyan economy. Tea is the largest
foreign exchange earner in Kenya contributing over Kshs rr4 billion in zor3. The tea
industry contributes about 4% to the GDP and more than zoo/o of the foreign exchange.
More than 650,000 Kenyans directly earn a living from tea. More than 4 million
Kenyans directly or indirectly earn a living from tea.

Tea is grown in t5 counties and is therefore an effective catalyst for development. Tea is
also the only cash crop grown widely in geographically dispersed areas in Kenya. The
small scale tea farmers' account for over 6o% of Kenya's production through 66 KIDA
managed tea factories with the rest being produced by the medium and large size tea
estates.

67% of this volume was traded through the Tea Auction Centre. Being the dominant
producer in Africa and commanding the largest exportable surplus from any tea growing
country, the Mombasa auction and Kenya tea in particular is closely watched by all
quality tea importers in the world.

The Table in Annex I shows the top ten expoft markets for Kenyan tea and the amount
earned from them. Tea generates 4% to the Kenya GDP.

Tea accounts for approximately z6% of Kenya's export earnings and is the leading
foreign exchange earner with leading buyers being Pakistan, ES,?t, United Kingdom,
Afghanistan and Sudan.

Kenyan tea is of such a high prcmium in some consuming markets that the importers
keep track of the auction trcnds on a weekly basis and will make purchase orders for a

specific plantations or garden marks.

Tea has assisted to fund maintenance of rural roads through tea cess and voluntarily
provides health and education facilities to rural populations.
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Kenya experienced very high production which started towards the fburth quarter of

zor3. The situation was exacerbated by overstocking towards the run-up to the March

4th Generai Election in anticipation ofsupply disruptions by possible political violence.

It has been stated by industry stakeholders that whenever there is an unprecedented

increase in tea production in Kenya, auction prices usually experiences a big slump as

recorded in the year 1gg5, 1ggg, 2oo1,2oo7, and zor3. The converse was also observed

when higher prices were recorded in 1997, zooo, zoo6, zoo8, zoo9, zotr and zotz

when there was lower production.

The upward and downward trends in tea prices are cyclical and dependent on supp'ly

and demand situation. This cannot be easily controlled. However, what is within the

purview and control of the legislative is the reduction of the ad valorem levy. This shall

reduce the suffering ofthe farmers that has been worsened by the declining tea prices.

It is worthwhile to note that there are more than 41 taxes and levies charged in the tea

industry in Kenya. Despite the more than a billion shillings of the ad valorem levy that

continues to be paid annualiy there has been no Board of Directors at the Tea Board of

Kenya for more than 3o months.

z.o Tea Task force and Ad Valorem Levy

In zoo6, a task force to look into the challenges facing the tea industry recommended,

among other issues, an introduction of a tea promotion levy to fund Tea Board of

Kenyals marketing activities. The lery was to paid at the export point at the rate of Kshs

o.5j p". kilogram of made tea. This was to be in addition to the Kshs o.44 collected

from tea producers as manufacturing cess. on zlu January,2012 the Minister of

Agriculture gazzetted the amended Tea (Ad Valorem Lely) Regulations, 2012

inlroducing a levy to be charged at r%o ol customs value at the point of export.

Producers and buyers have complained that there should have been consultations prior

to implementation of this levy as it is exorbitantiy high.

The average price of Kenya tea in sale 16 of r6th April was $3.11 upto the shipment point

(FOB), th; foint the lery is charged. one percent of $ 3'rr is US cents 3 which is

equivalent to Kshs 2.5o, up from the Kshs 0.46 cents the farmers have been paying. This

is an increase of slightly over 5oo%.

while the Government has insisted that stakeholders are represented in the Tea Board

through elected representatives, stakeholders feel that such fundamental decisions that

can have serious implications to the trade ought to have been given wider consultation.

2.1 Eroding importers Confidence

Although Kenya is the third largest producer oftea after lndia and china, it is the largest

exporte-r of te; in the world, having an advantage that tea grows all year round. With the

"uil, 
by producers to boycott plucking due to this added levy, the confidence that
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overseas buyers have on the continued availability of Kenya tea may start being eroded.
These overseas packers sign annual supply contracts with producers and such threats
like boycotting plucking will make them look elsewhere. Moreover, if the Western
consumer organizations such 'Fair-trade' or 'Rainforest Alliance' who are palng
additional cash premiums fbr Kenya teas could easily cancel these premiums if they feel
that the Government is overtaxing the farmers. In the last two months the levy has been
in force, prices of good quality non Kenya teas sold through the auction have risen
substantially while those from Kenya have stagnated. The lery is discriminative as it
targets only Kenya teas and not those fiom the neighboring countries.

2.2 Distribution and Uses of Ad valorem Levy

According to the Tea (Amendment) Act 2o1o, The Tea Board of Kenya receives 5o% of
the Levy amount, Tea Research Foundation of Kenya 4o%, while ro% is to be used for
infrastructure development in tea industry.
In the period 2ot4-2o75, the allocation is anticipated to be as follows subject to price
and quantity of export:
. Tea Board of Kenya- Kshs. 5oo million
. Tea Research Foundation - Kshs.43o million
. Infrastructure funds - Kshs. ro5 million
In vierv of the irnplementation of the AI'FA Act, zor3, Crops Act, 2013 and KAIRO Act,
2013, there is concern on the distribution and utilization of the Ad Valorem lery once
these Acts come into full operation.

2.3 A Case for the Revicw of the Ad V.rlorem Lery

Tea Task Forcc of zoo6

In 2006, a task force was formed by the Minister for Agriculture to look into the
challenges facing the tea industry and to offer solutions to the same. The task force
among other recommendations proposed to introduce a tea promotion levy to fund the
Tea Board of Kenya marketing activity. The lcry was to be pegged at 54 cts per kilogram
of made tea. This ler,y was to be added onto the already existing manufacturing cess
charged at 46cts per kilogram of made tea

EATTA is of thc opinion that the lery will hurt the

Tea industry for the following reasons

a) Ad Valorem Lery is a regressive tax
The ad valorem ler,y penalizes the higher priced finely picked quality tea produced by
the small scale farmer. The result of the ler,y is to discourage the producer who produces
quality tea for the producer who does not. This will have the unintended consequence of
damaging the image of Kenya as a producer of premium qualily tea that is in high
demand worldwide for blending with lower quality teas.

4



!:J

b) Escalating costs of factor inputs
The tea industry is grappling with increased costs of factor inputs, for example labour

costs have gone up an average of r73% between zoor and 2ou. The cost ofoil based

fertilizer has gone up t46yo irL that period. The cost of electricity has gone up g2o/o and

the cost of diesel has gone tp g45"/o.In that period the tea industry has benefited from a

surge in average price of t75/" from the $ r.6z average price in zoor. calculations

reveal that if the average price of tea were to decline to $ 1.8o based on the prevailing

costs of production, most tea prod.ucers would have to close down as the business model

would not be able to sustain the costs. The ad valorem lely is a punitive tax on an

already overburdened sector.

c) Increased bureaucracy
In view ofthe many shipping instructions tiat an exporter processes, daily payments of

the ad valorem lery will mean a lot of man hours are used making payments and

following up with documentation. Also related to this Tea Board has to approve the

export documentation before they are presented to Customs and Port Officials' These

twl work on z4 hour cycles while Tea Board of Kenya is still on an 8 hour work cycle.

This discrepancy will result in exporters experiencing delays in loading their tea on

vessels for export.

d) Inequitable treatment of Kenya teas
The enactment of the East Africa community common Markets Protocol in July zoro

paved the way for free movements of the factors of production across the five EAc

signatories. The Partner States agreed to eliminate tariff, non-tariff and technical

barriers to trade; harmonize and mutually recognize standards and implement a

common trade policy for the Community. The Mombasa auction is a multi origin

auction that has tea from g countries being bought weekly. The fact that the levy is

specificaily on Kenya tea goes against the objectives of the EAC Common market to

widen and deepen cooperation among the Partner States in the economic and social

fields for the benefit of the Partner States and their citizens'

e) Increased regulation
vision zo3o statesthat Kenya will raise incomes in agriculture through commercially
oriented and modern agriculture. The emphasis on commercially oriented is assumed

to refer to private sector driven. The tea industry in East A-frica is primarily driven by

the private sector. Experience has shown that when properly regulated and operating

under competitive market conditions, the private sector can generally achieve more than

the public sector. It is unfortunate that in some cases licenses and levies are not used as

u -"u.r, to regulate business entry and activities in areas where business activities may

have security, health or safety implications but are used as a mechanism to raise

revenue for the regulatory authority.

f) Inadequate consultation
Tea Board of Kenya states that the ad valorem lery was introduced "following

consultations with industry stakeholders" and that " a series of consuitations were held

with representatives of the East African Tea Traders Association (EATIA), Kenya Tea
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Growers Association(KTGA) and the Kenya Tea Development Agency (KTDA) Ltd. The
reality is that the only consultation was a meeting in August zorr where the subject of ad
valorem was raised and briefly discussed before the meeting moved onto other subjects.
TBK's statement is contradicted by the sequence of events of the legislative process and
timing of the Tea (Amendment) Bill and the'fea Amendment Act which preceded the
August 20u meeting.

If there was any will or wish by the TBK to open up the proposal of ad valorem to
"stakeholder consultations" it should and would have been done prior to the relevant
legislafion being enacted- not after.

g) Departure from task forcc rcport recommendations
The Tea Task Force Report recommended a review of Section 18 (r) of the Act : " to
provide for a Tea Promotion lery at an initial rate of Kshs o.54 of made tea, to be
charged at the point of sale and coilected by the Kenya Revenue Authority. This will be
in addition to the existing Manufacturing Cess of Kshs .o.46 per Kg charged to
producers. According to the Task Force this would increase funding for the trvo
operations from shr4o million per annum to sh34o million per annum- an increase of
143%.

Tea Board of Kenya has instead changed the calculation from being a fixed amount per
kilo to one percent of the value of tea. At the prevailing prices in the auction in sale 34 of
21st August zorz where the average price for r Kg of Kenya tea is $ 3.43, one percent is
Kshs z.9z per kilo of made tea. This is an astronomical 5zo%" ofthe 46 cts
manufacturing cess. It only takes 4 months to accumulate the Kshs 34o million
envisaged as the annual collection of the promotion lely in the zoo6 Task Force Report.

Instead of raising Kshs. 34o million based on production on an annual basis, Tea Board
of Kenya stands to fetch an astronomical Kshs. r billion (based on t% of the over Kshs.
ioo billion of the value oftea exported in zorr.). It is not clear to the tea industry
stakeholders how Tea Board of Kenya shall utilize the anticipated excess Kshs.66o
million.

2.4 Impact of the Ad valorem Levy to the tea industry

There are several challenges arising from the introduction ofAd valorem lery on the tea
industry in Kenya. The most affected in the value chain have been the producers and
buyers oftea as follows;

Irnpirct on thc ;rroduccr

a) Impact on Kenyan teas: The introduction of the lery rvhich is charged on Kenyan
tea at the rate of r% of customs value at the point of export means that the buyers
in the auction prefer to buy non Kenya East Africa teas. The decrease in demand
for Kenya teas has resulted in the Kenyan tea being discounted and directly
affects farmers' earnings not only because of the payment of the lely but also
because of the discounting by the buyers.

6



b) Punitive to high quality teas: The ad valorem ievy is charged as a percentage so

that the highei the auction prices and the high lery charged and this discourages

the produJer of good quaiity tea and also makes Kenya tea less competitive'

c) Reduced purchases: There is increased leve'l ofout lots as buyers are reducing

their purchases during the auction'

d) Bureaucracy and delays: The documentation required to process the payrnent of

the levy givls rise to bureaucracy and delays' An important principal ofany

taxationlevy or license is to ensure that payment process is simplified

administrativeiY.

e) Cumbersome refund mechanism: The exporters pay the levy at customs value

andrefundedthedifferencebetweenthecustomsvalueandt}reauctionprice'

Impact on the buYer (exPorter)

a) Cash flow: The levy has an impact on the exporter's business cash flow because

most sale transactions are on 90 day credit Many exporters obtain trade

financing to cover their expenses. The fact that they have to pay for the lery

upfront will impact on their cash flow'

b) Cumbersome payment process: Daily payments of the Ad valorem levy take a Iot

of time used in making pa)T nents and follow up the documentation'

c)DeiayobtainingCommercialinvoice:currentlycommercialinvoiceisrequiredas
part of the document of the lery to be charged' However' in the absence ofthe

commercial invoice then u p,oiot*u invoice is used as basis of payment as long

as the commercial invoice is produced within 7 days after release of the teas'

d)ImpactontheMombasaAuctionCentle:Theielyislikelytodiscouragebuyers
from buying tea in the Mombasa auction which will make other tea auctions

benefit.ItlYillalsoencourageteastakehoiderssuchDubaiTeaTradeCentreset
up a tea auction centre.

2,S EATTA's PolicY Position

StudiescarriedouttheworldoverhaveshownthatGovernmentsthatwanttoimprove
economic activity and growth prefer to create an enabling environment by facilitating

the bottlenecks that businesses are exposed to An example of what Tea Board of Kenya

candoisharmonizet}repayrnentsmadebytheteaindustrytovariousbodiesi.e.create
a single window pa)T nent system' The government should be doing everything it can to

reduJe reguiation. fhi. i" essential if growth, productivity and employment are to be the

economic goals.

In relation to ad valorem lely we request that:

1



a) The levy needs to be reviewed so that instead ofbeing a percentage ofthe value of
the tea it becomes a fixed amount per kilogram of tea as proposed in the zoo6
Tea Task Force Report.

b) The fixed amount should not exceed Kshs r per kilogram of made tea.

c) The lery should be collected at the producer level just as was the case with the
manufacturing cess and not at the point of export.

d) The frequency of collection should be restored to monthly collection in arrears
not in advance.

e) There should be adequate representation of the stakeholders in the utilization of
the levy, with clear cut budgetary provisions backed by prioritized activities that
require implementation.

2.6 Intcrventions

In order to address the challenges on Ad Valorem, the following are proposed;

a) Level ofpayrnent: There are four (4) options proposed to address the impact of
Ad valorem ler"y besides the existing system as indicated below:

i. The levy could be withdrawn altogether and this implies that the Government
fuIly funds the mandates of the Tea Board (TBK) and Tea Research
Foundation of Kenya (TRFK).

If the lery cannot be withdrawn altogether, review the ler,y patrnent and
charge it at a fixed amount /kg of made tea at the factory. The fixed amount
should not exceed Kshs. r /kg. A lery at Kshs.t /kg, the tea industry would
contribute khs. 432,452,700 in 2013.

b) Representation: There should be adequate representation ofthe stakeholders
in the utilization ofthc lcr.y, with clear cut budgetary pror.isions backed by
prioritized activities that require implementation. The Promotion component
under the Tea Board of Kenya should be managed by a committee comprising of
stakeholders.

c) Collection: The definition of auction price should be included in the customs
schedule and it should be taken as ex warehouse. That means that the levy should
be collected at ex- warehouse value as opposed to customs value.

d) Ring fencing: The lery should be ring fenced so that it is not utilized by other
crops or directorates under AFF'A Act 2013, Crops Acts, 2013 and KALRO Act,
zor3 and the same applies to the assets of TBK and TRFK.

e) Rebranding: The ler.y should be renamed to be tea levy or manufacturing cess

and not ad valorem as is the case currentlv.
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3.o Value Added Tax CVAT) on the Tea Industry

9.1 Background

In Kenya, VAT was first introduced in rg88 and has since become the most impoltant

source of state finance, accounting for nearly go% of state revenues. For the tea

industry, business firms buy items which qualify for VAT payment. These items include;

furnace oil, plant and equipment, vehicles and packaging materials'

The Mombasa Tea Auction centre sells teas from Kenya, and other rt countries in the

region. The Auction centre is zero rated for vAT; approximateiy 95% of the Kenyan tea

bought in the auction is destined for export while 5% is sold locally to tea packers.

Houie,re., exporters buying directly from Kenyan tea producers through private sales are

required to pay 16% VAT that is claimable.

services rendered to tea in transit such as warehousing, blending and documents

handling is currently subject to VAT. The same services rendered to tea owned by a

Kenyan company whether bought in an auction or outside an auction is also subjected to

VAT.

Under the VAT Act cap 576, tea is currently classified as a trade item and therefore

subjected to VAT and other levies that make it very expensive and unaffordable locally.

currently there is a precedence set in the Kenya dairy industry, where all inputs to the

tlairy industry including feeds are zero rated. In addition in Tanzania, iocally consumed

teas are zero rated.

3.2 The Effect of VAT on Tea Industry.

There are various challenges emanating from levying of VAT across the va-lue chain. The

challenges are enumerated as below:

a) Tea Producers

The effect suppresses direct enquiries from local traders for private sales ex-warehouse

Mombasa due to VAT payment and hence tea producers are not able to take as much an

advantage oflocal demand as would otherwise be possible'

The application of VAT for locally packed teas effectively denies producers direct access

to local tea markets.

b) Local Exporters

Application of VAT to directly sourced made teas denies the local exporter the ability to

source additional volume for export from the local producers. Where buyers are not able

to fulfi]l their orders, this leads to delays in shipments, which frequently result in

cancellation of orders or additional costs

9



c) Application of VAT to directly sourced teas has disadvantaged the
local exporter in relation to the offshore buyers.

The current tax regimc restricts exportcr-cxporter trading. The trade between exporters
enablcs those exporters with inadcquate stocks to fulfill their export orders and ensure
prompt shipments.

d) Local Privatc Sales

The imposition of VAT translates into high supply chain costs, which are ultimately
borne by the farmers.

Approximately 95% of tea produced in Kenya is exported and therefore zero-rated for
VAT. Tea, therefore, does not constitute a significant source ofVAT revenue.

e) Local Tea Consumption

Kenya is one of the tea producing countries with one of the lowest per capita
consumption of tea at less than o.S kg per capita due to VAT charged among other
factors on locally consumed tea, making tea costly as compared to the neighboring
country Iike Tanzania which has zero rated.

3.3 Interventions

The following interventions are proposed to address the effect of VAT on the tea
industry;

a) Zero rating of tea: In view of the insignificant VAT revenue generated from tea
and considering the significant real and opportunity costs, tea should be zero-rated
under Part B of the Fifth Schedule to the VAT Act.

b) Classify tea as a Food crop: Tea is a beverage and forms part of the staple diet for
most households like other food stuffs such as maize flour, rice, lvheat flour.
However, since most of the tea produced is exported, it would be advisable to zero-
rated, rather than exempt it from VAT.

c) Warchouses service VAT waived: Tea packing, repacking, mixing, blending and
similar processes are carried out to enhance the quality of tea for export. The
definition of manufacturcr in the Vdf Act considered such activities to constitute
manufacture. It is recommended that such processes as carried out by tea
warehouses be zero-rated to minimize unnecessary incidence of VAT.

d) Timcly VAT Refunds: Timely VAT refund and adopt a reverse VAT regime
whereby businesses recover any refund claim before making their payments.

e) Exemption of VAT on packing matcrial and machineries for value
addition: Governmcnt is to consider the removal of VAT charged on packing
materials and machineries in order to encourage value addition initiatives.

10



4.o Agricultural Produce Cess (APC) on Tea for road maintenance

4.r Historical Background and the Role ofAPC

The condition of rural access roads is crucial to the tea producers as they determine the

speed and efficiency with which green tea leaf is collected especially during the wet

seasons.

The Apc on tea is levied at one per cent on the value of tea produce. Eighty percent of all

monies collected as Cess is used in maintaining roads and other services, in the tea

catchment areas, while the remaining twenty percent is remitted to the county

Government for general use'

The Tea Board of Kenya is the appointed collecting Agent for Agricultural Produce as

per legal notice No. 33g and remits the same to the then councils. This framework is

iit .ty io change following the implementation of the new Constitution and Crops Act,

,orj, u, rural access roads have been devolved to the county Bovernments'At the same

time, the Kenya Rural Roads Authority has, since zooT taken over the management of

rural tea roads.

4.2 Current Status

:

Following the coming into effect of the new constitution the legal framework for the

Local Governments and the Agriculture sector has changed with the repealing of the

Agriculture Act and the Local Government Act which have been replaced with the

Alriculture Fisheries and Food authority Act, the Crops Act zor3 and the County

Governments Act, respectivelY.

The Tea Board of Kenya organized a forum for Tea Industry stakeholders to consult on

the way forward regarding the Agricultural produce cess and develop a framework for

collection, disbursement, evaluation and monitoring. The framework aimed at ensuring

there is a streamlined collection, disbursement and evaluation and monitoring

mechanisms for an accountable, transparent and efficient manaSement of APC on tea.

This is in line with the provisions in the Financial Management Act, zolz and the Public
il

Audit Act.

4.S Interventions

.l

a) Retain the current status quo on Agricultural Produce Cess (APC) with respect to

collection, disbursement and utilization of the funds. However, there is need to

anchor this arrangement in law.

b) There is also need to ensure coordination, monitoring and evaluation of the

funds to enhance transparency and accountability

c) There is need for national reclassification of roads and the roles of all parties in

the maintenance of the road network. These parties include Kenya Rural Access
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Roads (KERA), Kenya Urban Roads Authority (I(URA), Counly government, Tea
cess committees and tea factory companies.

d) There is need to involve all stakeholders; farmers, county governments and
national tovernment to address the potential conflict between the fivo arms of
government and ensure sustainability of agriculture under the devolved
government environment. This will ensure solutions geared towards cushioning
farmers against multiple taxation/ievy regimes amongst other chailenges facing
them are found.

5.o Multiplicity of taxes and levies

There are more than 41 tzrxes and levies affecting the tea industry in Kenya.

S.1 Intervention for the Multiplicity of ta-xes and levies

a. Use of a Singlc Industry Licensing Regul:rtion for a Single Ta.x Regime
per Base for the Tea Industry : It is recommended that the tea industry should
consider adopting the use of smart regulation which entails the use ofone tax regime
per base and simple tax administration. A single tax base regime is applicable when
all other levies other than income tax are lumped together and charged as one.
Under such a regime, levies like National social security, NHIF, NEMA, KIBs, fuel
levy, land rents and rates, and training and business permits fees are lumped
together and charged as one lery.

b. Review the I(EPHIS charges in Legal Notice No 48 of 3rd April zoog:
KEPHIS gazetted new charges of tea grading and inspection under Legal Notice No

48 of 3rd April zoog that increased levies by up to 5oo%). The new charges took
effect from rst June zoro and industry stakeholders were not adequately consulted
before their gazettment. Upon industry consultation with the management team at
KIPHIS o\28lo;l2oto, it was resolved that the charges for mulriple custom entries
be reduced to Kshs ro,ooo from Kshs 2o,ooo. This agreement has however not been
formalized Iegally to date.

c. Policy Framcwork for an Incentivc Schcmc for thc Tea Industry.

The industry recommends an incentive scheme that is favorable and grants the
industry special fiscal tax and concessionary financing incentives.
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Annexes

1. TOP TEN DESTINATIONS FOR
KEI\rYAN TEA IN 2013

Coun Export Volumc
Eglpt 6 6 o

Pakistan O

United Kingdom 6 o
istan 6t 7 I

Sudan o 2 z6

United Arab Emirates 28,o o 6

Russia 2t 6

Yemen r8 3 o6
Kazakhstan I 6 S 2

1O,4OO,419Iran

2. COMPARATTVE ANAIYSIS OF THE IMPACT OF THE TEA LEVY

Based on Per Kilogram Rate against roZ on Valuc

2007

2011

1,144,o83,28o

Year
Quantity of
tea (Kgs)

Manufacturing
cess 0.46 cts per
Kg

(Kshs)
Value of Teas
in Kshs

Ncw levy if
charged at r%
on value in
Kshs

369,606,r76 17O,O18,84o 43,146,406,584 49t,464,o66

zo o8 345,8r6,83o r59,o75,741 62,199,689,oo1 62r.,996.,89o

2OO9 314,198,371 144,531,25o

2()10 399,C.C,6377 r83,542,933 97 ,7 40 ,r39 ,239 977,40t,392

3V,9r2,t78 173,839,60r 1o9,4o8,775,996 7,o94,o87.,76o

20t2 369,56r,924 r69,998,+85 u2,255,886,576 1,122,558,865

2O13 Aa, ,r1 1c1 r98,824,754 114,4o8,328,o9o
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ANNItXnS
ANNITX 3. Kll,NrYA GOVERNMIiNT LEVIES AND TAXES CI IAII.GED ON TI1A INDUSTRY

Management agcnt

I'I'Ii}I 'l']?c Payee Rate of payrncnt Ii'requcncy Impact-N:rtional
or. tea sector

Clovelnmcn t 'I'axcs

I Corporate'lax I(lLA 30 % on profit Paid in installments

2 Value Addcd Tax 'l ax I(RA t6% on Vatable
products

Monthly

3 Import Declaration Fce 'l ax 2.75 % of Value At point ofexport

Furnace Oil import tax 'l rx Kldi\ Kshs o.6/litre Daily

National

'1'ea sector

National

National

J Vchiclc advance tax 'l'ax 15oo/ ton of
cornmercial vehicle

Annually National

6 Motor Vehicle Inspection
Booking Fec

'l'ax KRA r.ooo/ pcr
commercial vehicle

Annually

Withholding Tax 'I ax KRA 5% of dividends Annually

Iruel for agric operations Duty KRA Kshs ro,3o5 per
Cbm

Daily

Registration fccs

Buyers at Tea Auction liees 1'BK lO,OOO

National

7

8

National

NationlLl

.)
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ll

l:l

Tea producer Irees
.IBK

lO,OOO Tea sector

-fea Auction Organizers liees

lrees

.I'BK

,I'I]K

lO,OOO Anuual Tea sector

Tea Packers 2,OOO r\n nua I 'fea sector

rll liecs
"11]K

AnnLral 'l'ea sector

Dast At'ican Tea 'frade .Associatiorr

I I

I

I I

I
I

t-l

I I I
I

--lI
I

Annual

I
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Memorandurn on the need for a Review of the Tca Ad Valorenr Levy Regulation and Multiplicity of taxes

K.P.A Port Charges (4o
fcet Container)

Ports
Authority

Kshs 9,ooo At time of loading National

26 K.P.A Port Terminal
Handling Charges
(zoFeet Container)

Lerry Ports
Authority

K^shs zooo At time of loading Nationrtl

)'7 Directorate of Industry
Training Levy (DI'f)

Levy I)t1' IGhs scl
ernployee

per Mouthly Natioual

28 MSS ITEL] l,eYy MSS IGhs ro per tonne Arnual National

Chambel of Commerce
Certificatc oI Origin

Lcvy Chamber
of
Commerc
e

o.o25 % of thc
gross value tea sold

Annual National

3o

Cless

APC Tea sector

:i l I.\rel woocl Movement l,iccnse County
Council

3oo per vehicle trip l)aily National

32 Department
Occupational
&Safety license

of
Hcalth

Liccnse DOI IS Kshs:,o6o Annually National

33 Seizure of scalcs Liccnsc Weights&
Measures

Kshs z,oro Annually National

34 Watcr Permit Liccnse Water
Resoulces
Board

Kshs 4,6oo Alnually National

35 Undcrground
'l'ank Iicense

Watcr Licensc Ministry
of Health

Arnually NationalKshs rooo
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MemorandumontheneetlforaReviewoftheTeaAdValoreml-evyRegulationandMultiplicityoftaxes

Source.' Tea Task Force ContPr Iation

ANNEX4.CoMPARISONoFTAXESAPPLIEDoNTEAINDUSTRYINDIFFERTNTCoUNTRIES

36 l-ood &Drugs License F&D
Board

Kshs rooo Annually National

I kvy County
council

Kshs r,7oo per daY AnnuallyMombasa MuniciPa
Parking Ticket Per truck

Management liees

2.5%KfDA

williamson Tea

National

38
Tea sector

Tea sector

Tea sector
EPK

Membcr subscriP tions
Tea sector

EATTA

39

'fea sector
t(TGA

lfces

o.ZSX Producers
and o.5% Buyers

Tea sector
Tea Brokers4o

4l Other taxes levied
other Countries

by As per Table No

IMPOR'l'SINTERNAI TAXJiS

Tax
Typ" &
Rate

Tax Tlpe & RateTax 'l'ypc
& Rate

Tax TYpe & RateTax Type &
Rate

'f ax Typc &
Rate

CountryNo.
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Memorandutn on ti:e need for a Review of the Tea Ad Valorcm Lery Regulation and Multiplicify of taxes

India

r Rupee is 0.016
us$

Import duty - basic duty of
1oo% CIF value; countcrvailing
(CV) duty Re.i /- per kg; cess on
CV 3%; Educational cess- 3%
(basic + cess on CV); Special
additional dury -4% (Assessable
value + basic +CV + cess on CV +
educational). Nil when impolted
for re-export under duty
exemption scheme and /or
expoft oriented Unit(EOU)

Special economic rare of 7.St%
basic duty plus othcr surcharges
apply to impDrts from Sri Lanka
up to 15ooo MT per calendar
year; imports from Nepal do not
attract impolt duty under the
Indo -Nepal treaty but tea cess
is applicable. Instant tea 3o%

f Sri l-anka Tea Cess o.oo35
cents per I<g

Value added teas
cess Rs.4 per kg

Bulk tca w.e.f march
20t3 Rs. 10 per kg or
2.5 % of the auction
average price (during
the previous 3
months period,
whichcver is higher

Promotiona
I and
marketing
le.?
Rs.3.So per
kg

Import duty z8% subject to
approval by Tea Board; imports
for re-exports a[e exempt from
duty

I(enya VAT- t6% on local
sales

I ed Valorenr levy -
t% of crrstoms
value ( with
excmpt jon of
imported tea for
blending for re-
export as well as
made tea packed
in accordance with
KS lg27:2oos Tea

Agricultural Produce
cess at r% of Gross
income to the farmer

Import duty z5% per kg; instant
tea 25Uo; Mate z5% per kg

NB: imports from COMESA and
EAC Group are free of dufy

3
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Memorandum on the need for a Review of the Tea Ad Valorem Lely Regulation and Multiplicity of taxes

Packers and
containers
specifications and
on other value
added teas

4. Bangladesh VAT - 15% of
Auction price of
tea (for internal
consumption)

Cess- r% Ad
Valorem Auction
price

5 China VAT -13%

VAT(on exports)
13%

Export duty 4% Other taxes -
educational & local
development funds
3%

Import duty rS% (from countries
with MFN status ia/ith further
concession of 5o% for imPorts
from APIA member countries)
and 3o% for others

VAT on
imports
no/o

6 Indonesia VAT ro% on local
sales of jasmine
tea

Import duty 5%

7 Tanzalria Tea cess on
imports us$ cents
r.z5 per kg from
EAC countries

8 Malarvi VAT r7.5 % on
domestic sales

Cess charged at
US$ o.or35
(Malawi lwacha )
per kg of made tea

Surtax ro% on
domestic sales;

Charged ad valorem- 1096 on
green tea, other green tea ; 5o%
for black tea not exceeding 3kg
and 5o% for other black tea

9 Pakistan -Sales tax r6%

-Attestation fee 1

% per consignment

Ad valorem to%
on black teas

lncome taxs% Infrastructu
re fee

@o.8% on
c& F value

ro UK Nil
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ANNEX s: TEA LE\ry - BASED ON ICLOGRAMMES AND VAIUE OF EXPORTS AND IMpOttTS

Producti
on in

I(logra
mlrles

[,]:(p()r't-s
in Valrre
(I(.sh )

2OO 9 201() l:olr 2012 20L4

Ccss/Ad
Valorern
Scenario

374,r98 3jl 399,oo6377 377,912,t78 569,56r,924 432,452,i'Oo 41O,OOO,O O O

I(.shs. o.4(r 144,53r,25 r 183,542,933 173,83 9,6 o2 r69,998,485 198,92B,242 r8B,6oo,ooo
Kshs. r 314,198,371 399,006fi77 377,912,r78 369,561^,924 432,452,-ioo 41O,OOO,OOO

471,297,557 598,5o9,566 566,868,267 554,342,886 648,679,o5o 615,ooo,ooo
IGhs. s 628 ;396,7 42 798,o12,754 755,824356 739,123,848 864,9o5,4oo B:o,ooo,ooo

78s,4s5,928 997,5r5,943 944,78t.r.,445 9s3,9o4,81o r,o8r,r3r,75o 1,O25,OOO,OOO
l(shs. 3 942,595,1t3 1,197,Or9,131 1,133,736,534 t,1o8,685,772 t,297 358,rco r,23O,OOO,OOO

Cess/Ad
Valorcm
Sccnario

69,6o3,265,870 97 ,74o,r39,239 rt2,255,886,576 r14,4o8,328,o9o 1c)8,687,9r1,685

oY o
o.\ot'/o 348,or6,329 488,7oo,696 547,o43,880 561,279,433 572,o41,640 543,439,558
o.75Yo 522,o24,494 733,o5t,o44 82o,565,82o 841,9r9,r49 ti58,o6z,46r 815,159,338
l.(l(irl; {)q(),{):i:,()5q {)7?.,r1() I,jl(): r.<lr).1 .0li.r. -(rrr r. r:rr.Ssli,li6() r , r 1-i, o S;y. :: {l r. r. oti fi,li7q. r r:
r.;oyo r,o44,o48,988 1,466,1O2,O88 r,641,131,64o r,683,838,3oo t,716,t24,921 r,63o,318,675
2.o <t9( r,392,0653t7 1,954,Uo2,785 2,t88,r75,52o 2,245,117,732 2,288,166,562 2,t73,758,234

4.ooyo 2,784,no,635 3,9o9,6o5,57o 4,376,351,04C) 4,49o,235,463 4,576333,t24 4 ,347 ,5t6 ,467
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1.0 I\I'RI)I)I. CTION .\ND HISTORICAL B.{CKCROU\D

Tea uils inire',duced in Kenya in i90i when 3 lew le3 pl3nts '.\er: Lrlanicd at Ltnruiu in

I.irnrbu Distnct by thc ,.r'[itc settlers for experii]lei1l3l ;rirtposes Pursu,:'nt t'-' the anneration

o I the land po licies Lhrough thc Rcgistration ol Docttrit.'nis Ordurimcc o [ [ 901 and thc Crovn
Lands (-)rdrnance of l,915, rtrc EurDpcarr agrrculrural settlen:tnt schtnres in the K€nyan

highir,flris stirred. fhe European agricuitur3l seitlement <chcm.s r'\tre re-r[i-irrned 
"vhen 

the

European r\qncullural Settlemcnt Ordinance was cnacted and by i924 1r;r cultivatirrn had

attar'rred conlm3rcirl pioduc tion levcl.

The tirsl legal instiurnent to go\,rm the productiOn oftca was enactcd as d:e Tea (lrdinance,

l1)ll (No 46 of 1931).-1his Ordinance was revised by the Tea CJrdinance' l9-li, (No. 52 of
l94S) rvhich becanre eilective on 25th August, 1918. Thc objectiYes of the Tea Ordinar,ce,

Iq.lE r erc tu prollde for rhe conlrol of lhe production of tea ir the Co)on1-. 'lhc instirution

oi tl:e Directorltc nl- Asriculture lvas responsibie lbr controlling lhe production of tea by

issuing licenc=s antl pernriLs to larmcrs until 1950 rvhtn the Tcl Board of Kenya rvas

estrblLslted ro regrrlnte lhe industry.

[ollorving the agitstion for indcp.'ndence tion 1947 onrvards, a siud-v of the alrican

ilgrit ulturc lyas madc and thc Srr'l.nnerton Plan of 1954 rvas dra'* n up tr) be implemcoted by

rhe G,)i €rnn1eflt to hclp inrprol'e lhc african agriculturc. By 1960, the Europcan Agricultural

Sc(rLcoreut f.)rdi)lance, 1955 flr'o.38of 1955)rvas repcaled and the ig ctllture Ordinarrce

(fro.S of i 95 5) \ as anicndcd by the Orciin.rnce No. 47 o[ 1960 irl ordcr to rcl-lect the ne\^'

.:h:nges in the agriculrur:rl st(tor, At thxt [i:']-,c thc F,urop:an farmers were alrcady

rxpcrir'ilced in the cLrlti"'rtion oI tes but -A.frica.n farn:ers u erc ollly bcgir:ning to grow tea.

T)rey starr.,rl planting rca, arnollg other cash croPs, bct*een 1956 and l9 59.

To prc'rr.role ihe cultivaiion of cash ciops the SPccia.t Crops De'/eloprrlent Auihoriry (SCDA)

',v:rs tbnned undcr the Agriculturc Act tn 1960. This body was replaccd by the KTDA in

19(r1 rvhen the Kenya Tea Der,clopn.rent Order 1964 u'as promulgated. At (he time of
independence tn Decenber I961, rile lea e:tates and the feu' smallscalc t'orrns had 21,448

hectares of planted lea.The arca Planted has incrcascd over the years to stand at I13,892

hectares by 1997.

The Tca Ordinance, l9481vas rcpcalcd by thc Tea Acl ol 1960 (No-61 of 1960). Since then,

the legal frame*orl hrs been r-tscd rlithout major umendments. \Alile great stridcs hal'e been

made in the d.velopment of the tea tndustry, especisliy under the small holder sub-sector

under the KTDA , thc relevant instittttiom, thc policy a:rd legal franrework need to bc

rsvierved panicularly now under a liberrlized economy. The substrntial growth and

structuml chenges experienced bi' the industry over the last 3-1 years is evidently due to drc

:



vc(, ccrnducit'. pclici en\ irorr--ncnt (hi1t has.[couriScd continucd inrtstnttnt iit tlt'; ci

sub-sectof ard ihe smlllho!,iur sub-scclor.

Kc va is fanrous the ircirld o|er for its protiuttitrn ol high quaiity lea. 'l he Gor

recognizcs tlre iorponant role of agriculture as the nrajor sector in tl:e Kenvao econom

remis o{ leeciing the rlation. cresling ernpli)Inent, gencratins increased income and

exclian:le and providing ra'.v n:;terirls I'or irrdtrstry To ti1'ccti'"cll. manage and etthur:
abiiiry of rirc sectcr lo uiay thri tmpolisnt rol:, the Covenr-'nerrt has unr!cnaLcn signi

rslructurirl a(lustrr)ur!t rcI,)rir: nl..]suIes such is libcralr2alion arld piil.rti;:eiion rri the v,rri

agricrrltil.ll suh-s€ctors. In r'i<r,; ol arcelerttin,q this process'.virhin the tea sub-scctcr,

Co! ernrnrnr hxs Cei eklped a d:tailed xctjo!1 pl3n on the slrrct,.rral re:c,rr.rs rvithir rtt

llt,idrrlities t;r strenathelr lhe Tca Boaid cIlicnla i.o !.,i'tblc it unC.rlxkc tls rrandrted roit

thc lnain r-gr:lalory br:d;r of thc industry.

1.0 () \'E R\ tt_\\ o1 lIl T)t sT ti\

tra accounied for 2D-c,i oi total e:ipcrnseamiagsfc,lloledbycoffccuhichaccount:drir!
iurd horticu)rurel prllouce w'hich accourtted for 9ii,. In lerns oiwrrrltl rar,king, K!'j',) a is

third larg.5t pro(tucer clblack 1c3 aftrr lndia srld Sri L.tril(e and for scntc tirnc no'.'. Kc

1ea rs cunenrl;r thc lc.iding agrict-tltural li-lreigil e\ch,-rnge ealler lil r llle courlirr. InI

i99J. l hougl, InJia is the lcadrng pri,ciuctr it ccirlsurnes ntuch of its pr;oducc drrc to hi

riomcstr,; dcrn:ld

?. i Tca pr(),lLlcliol :n(i lhe plan(ed ar.a hxs .xFanr]cd :lp:d11, sirtce tndepcndunce as ntrdc

l.o:re ironr iS.0ll rrctric torxres in 196J ln 257.(r(i(r metric tqnnes in I996 bcl,rrc drooo

the Covcmrnrlt targe(ed productiorl ot,2{J,t)t)O mctnc tonnes hv the vear 2u(j0, in

Sessional I'a7rr No.l ol" l9Sb on Econontic Ilanag.ittefll lnd Reiewed Cro'.rlh. T]rc pl:r:r

hect:L"ss in 1997. Tca clpo s \'olume 3re\r.' tiDnl l-i.91? rnctric Ionnes ir l:)6i :o 2-14.-n

merric krnnes rn 1996 bcfc,rc dropping to 209.(i;Jl nretrjc t,rnnes itr l!/i)i. Thc rcspect:

smallholder sub-sector under the mlod3cment oi the Govcmmtnt thrau*h the Keniir Ta

Der elopment Authoriir (KTDAl.

valucs fcr ri,.-re )e3r.s rere IiShs. i0tl million- KShs lE C biliion.".n,i KSrs l(t i.r bilho:L

2.2 The substantia-l gro,r th and slructurrl chtnge r'.rpcrienced bi'the indusiry olcr thc last

rs cncouaa!.i

industrl,ard in pueicu)ar lhc pri'.ctization oi thc Kenf i T'ra Dcve;'rpme11( .A.ul

(KTDn) -.r'hich hirs Lr:n nrar:rgin3 tlie Iea acii!ilics in the srttaliholder sLtb

has hcen thr setcric tii-iest exponcr of blrck tea aiiei- Sri I-anka, her in3 Llten3l:cn lld

to72i),,'22llrernc tr)ruie! in i99i dur: tr:r droLrght. Thc I99S pr,:jected prodtction w'ill

area at thc tinre of indepe derre lias ? 1.448 htrlarcs arrd tilis had iflcrcestd lo I I -1

cr:ntinuc,l in\cstm!'ril i th,: cjtales s.1b.sectll' v, hich rs managerj on pri,atc brsis



2.1 Due (o the :.apid increasc in area expaasion and l[re higlt rate of lL'a Productio$, thc

Govemftc'nt has investe,l ircavily on infrastructural devel,)pment particr.rlarly in the ntral

arels where rhe indnstry is based. Thc iodustcr' has 83 tca factories lor lhe ma[ufacture of
tea spreacl out in the growing districts and sen,ed by numerous buying centles and tca lelf
bascs.

The tca intlustry is also a major ,.-mpioi'cr rvith cunent estimates of ov:r 2 milliou pcoplc in

direct tca fam ng, ntalLrtlcturing, mark€tirrg and indircctly li1 retail outlets and

tran5portetion.

rl.0 NIA.' R OB.IL:C t\ ES P i.II.|5 I I}.],D IN 'III Tlt.4. l\DL STRY

l,l To maintain its for*.ard nromenrurrr as thc best organize(l establishment in the l)iorld foI tea

which is the most u'idely consttnted non'alcoholic refreslultent'

To attain adeqr.tatc processing capacity, particularly for smallholder tea farmers cstates and

to briclge the gap bet*'ecn rhc takilgs of smaltholder and large cstates at farm level'

To generate tinancing required tO expand tea prOcessing capacity und for the riailtenance

of tJa roads, rvarchousing and farmers logistics to cnable efficicnt leaf transportation.

To gcncrate highcr levels of value-ad,.lcd tea through enhanced tcchnologrcai application in

ordir to improie fann levcl incomes and ultimately foreigri exchange eamings from tea'

To expand thc i[!emstiolral market for Kenya tea throuE{r ag$essive straregic ntarkctilg

\./ithin th.c various rrgic,nal economic blocks (e.g. Cotttnton \{arkets for Eastum ilnd

southem .Africa, Economic Corrunission for west Africa states, south Af rica.n Devel<;pnrfit

Co-operation among others), Souitr Edt Asia' the lvliddle East, Erslen EuroPe' Aircricas

'dnd K€nya's tradi(ional \#est Europcdn markets.

To improve the managcment of tea fectorie.s try aliowing farmers to play their rightful roie

in decision ataking.

3.2

).)

3..1

1.5

i.6

r'4,0 It) 'f I

pric,r to Iibrralizetion Lnitialives, the Ministry \1'as chal8ed v/ilh tl:e rolc of decision making

in agriculturu and irs ftlnctions spanned the crrlirc scctor, Icaving linle, iI any, individual

eutrlpreneuri,rl decision making in the hands of farmzrs, especialiy for scheduled crops.

\lhilc this arrangement was useful in those titrles. with thc globalization of the economies'

it has become necessary to restrucl.ure sonre of the economic sectors $'ith a vierv to

enhancing thc privatE sector invoh'ement.

I

3

4.1



ll The prrr,:e ;s ln Lib(:ralii. ilre tca ir'r,,iLr;:q, Jlai1(d i0 I991 * hcl lh! Co\'.r'rin(nt r.r l- Kcry a
(COK) anJ thr,' l\ orld Ban]: r lDAt si:ir.d xn a_rrfcm.oi undtr thc Pu'olic Entecprisc I.t:furnr
Fr,lgrarnmc c,..i, rring iivc (-i l rnitjrjr puastt:als. iien) a Trf, Dcr e)opment -AtrthDiiI (KTt) A)
.*.as included anrong the ll!c stra{Egic parasl.atal-s eamrarke<l for libsralizatior, anql

rcsintcturinlq undEr tl e proqian'r01e

Currentlt, thr (',ovcmrntnt :)ls tgr(.d thit th('pioces: oI lrbcralizll.ion oI i.Tf)A afld
srnallholdcr sub-sectorshculd result i;'.tr: incorporatron ol KTDA under the C()n)p:Inics Ac(
(Cap 4E6) Ls an independ('ni :1ld pn!.,ie tcil entarFrise, o'',.'tted b1 snlallholder rea farrrrers
(hr,rngh their respectit e ler fdctL)r\ cr:I.ll)rni'j'

The I'tl1is:n of Asricult'.rr. in c.-.:rjunttio;r r,,iLh o,Jlcr rlrlicholders in the t:g indu;rn. l:as
consequclr1l] da\,eloped:r det::il:d restrucrunnq stratE-q] for the tea industry lhet drllncs the

rcrles of rhe ,.1riL':rs u(turs i:r thc it:drLsti. suctr ;rs t:te 'l er tsoard c,i Keny:r and the 'l'c:

Rescarclr Fr:undation as regulaLori, rnd r::iearch r!cr't)opment aglcncies, the Kcnyil Tca
DoyelLlpn)cr:t .\ulhDritv (KTDA ). the Nyayo 'l'ea 7.ones Deyelopme nt Authority tnd rhe

large rstirtus as gelf.regulal(ill rpe\ bodies and lhe tea ff,ct'rN conrp3nies and larm uniLs a-r

private unritj,rs in tireir oun capaciti!-s. 'lhe thnrst cf lhis sl'aleg., is lo rcstructure and
er.enrurlly piiv:riri th? eniir.i t:a industn.

5.0 RoLE..\\r) r: I INT,TI Q}'.S T)F-IIIF, ]-E \ E(!,.\ R[)

The Te:r Boxd of Ken!3 was.staltlished on I ith June l9s(,l with the nrairdate [o regulxte the
tea industil r,1 the llesl. inleres(s of lhc stek(holdecs. ln discharging it: respr:nsib:liri,thc
Board acts in acc,.rrdance x i:h gencral ,:r specific di;ections g,iven to it bi,thc \1in;si,:r lor
Ag,ricu[ure.

'l he t'unctiLrns rrf ih<

fortgoing irl':lLrdc:.
Brrard in purlicullr, but rfith.rul prcjudiuu tt: the generilitv r-r I- thr:

(a)

(b)

the licens:n_t ,.ri lrl 'qro.r,crs;

lirc lrccrrsing oI tcn i;cltriis:

[he regulalion, ccratrol and inrpr.lr,e,nent oIthe cu]tivation and processine ol iel

llle aoatr.!l of p:sts arcl di:eisesl

the cLrntrol c'I lhe n,ut:,:tiag ol tea;

thc irr\',xiiEati('n o[ 3i']d re:r'xrch inlo Jll rnatt.r! rclating lD tllc trtr industr-].;

(c)

(d)

(0

.1

j:

(.)

(



I advenisiDg the Kenya tee aad increasing its sale b)'cfforts to extond e:risting rnarkes

and exploiting nerv nt;rrkels, afld nriltidrs incidental thereon;

th" nrrn,o,iori of uxhibirious tbr the disptay oftea and the processes for manulacture

ilrercoi und the provision ofthe facilities ihereto;

the cclie-ction ard disselrination oIstltistics aJId Dther intormltion relating to tea ard

its production. distribtrtron attd consunrption'

Ti-r 0larrce the activiiies outiin'd ahove, the Boarci levies cess on area planted'r'ith

", 
*"a t" ."^rf"cttrcd tca dtlivrod lor sale to ihc fiIarket (rt order ro slrengthen

itr" S"*a and ensure Lhat it lives up to iti exPectitir:ns, the lullor"'ing measures

rvou ld be undert.lken :-

the Board wilt licence tea go\Yers to eusure that tea is grown only in suitable areas'

and ensure lhli $owers have matlufacturing t'acilities for t]reir tea once it matuies-

the Board wili licence tea nranu ftc lr"tring lactories to ensure that ew tea {actories

n"u" ,ufn"i"o lcaf tiorn their oq]] estates and rtould not create cver-capacity in a

gir* .ro o. int.rfere lvith aly established sysrem by "poachir:g" iarmers who may

iir..ay i.,. delivering leaf to an alrerdy established lactory in the same ar€a;

tire tstard rvill regu):{te and control tea cultivation' Proccssing' pcsts and diseases

;; ;; ;t ry out Investigatiou of and research into ali matrers relating lo *te tea

indusrry;

thc \{ornbasa auction wili be lor export only. The Board u'ill orly registel tea sales

rvhether ltrt the dornestic or expon market so as to mdfltain proper nafiooal statistics

on tea trade;

tbe Board *'ill place urore empirasis on its role of advertisr'ng Kenya tea and

in.r.u.in-q its sale by etforts to extend existing markets and exploiting new markets'

snd mrtlerj inc ideutal thereon;

to cncourage consumpticrn o[ tea in the do:nestic markei and to educate Lhe general

p-iii", ,r',- e"*a "tii enlance its effort of prornotion of exhib.itions for the display
,"i 

i."'*a rhe process l-or manufactu.re thereof and the provisio[ of the facilities

thereto.

ttre Boarti *ill collect and dissenirate statistics and other infon'ratioll relating to tca

and its production, rlistribution consurnplion and exports'

(c)

(,t)

(i)

5.1.2

5.2.3

5.2.5

5 .7.1

' 5.2.6

I

I
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Far the Br:rd l.,T mert the challen3es oia free ecrrnomy, fte lirLIOr,,,ing rneasurcs,,"ilib,e pui
in place :-

(i) tlte:renrber;ripr-,itheBrrardrrillbeincre:-red fionl I t., t!:' lSrncmbers

tii) thr (. hlirm:n 0i'rha Botrd ,.,"rll cc eppoirr:J bi il:t i-,linistrr frr.,, nt arnLrn! lh: tei pJodyi,,r
rnentL,ets o; th.' Boirr,l

6.{t ]\IEN{BERSIIiP ( }II ,1'tIE 
TEA tsO,{RD C)F KE].{ l

f

f
$
I
&

F

l

r
I.

Ltndtr a su1;'51i1-,111'c

(iu) those appci:rtctl te thc Board must he peolrle 1.r,ith e:<r:n-;ive knorvl+dge and er:perience i1 lea
ma(ters;

(v) rhe Chief E:tucutr',e ofTea Bo:.rd oIKcnyawilJ be'.'lorared ro tuil membership oI the Bourd.

(r'i) Go'iemnrent reFresentati\.es ro the l]oard *ili be senior officerc not beluu- rhe ievel of
DePutr- S:crei3ry ind sltould be iarr:ilirr ,,vilh Governn':ent polrcies on tea;

(viij the Iloarrj derivrs jts income [ior-o cess ler.ied on gro\!,ers anql as such gro*'ers neeil to be
u'ull rcprcscntcrl 'l he stlaliholder sub-scctor. ha., ing morr arca und,ir rea and proLjucir:g
more (:a thsn rhe eslatr sub-sector should har e one e\lru m.n]her over the eslatc sub-sector;

(r iii)

6.2 Consiqueiltl\ thc mernbcrsh;p of the Bo;ult.,vill bc:-

the Chainnan and all ntembers of the Board other than (h!. tr-ofiiciat merni-.rers Nill bc
:rpi.rintcd lor rr period oithrcc !,cars, and rvc''..Il,l bc cliciblc [or rc:rppointmetrt: Pr* rouslr..
onli'the CihaIrman. four merirbers representrn3 KTI)A, and tl:e nrenrber rcpresen(iog EATIA
*,erc requircd tr) confbnr) ro rlris provrsirtn;

(rt the Chairmal, who *ill be e lectcd lr1' thc m:mbcrs ol thc Eoxrd and appointed by rhe
lr'1i:tister lr,rnr amon( lhc (sa pruducer m{:nhers oI the Boarri;

I
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(b) tlc Per an:11( SEcretary, l\{inistl,- oI-r.griculttLre;

(d) one ,\rlerrber appoinLeri hy rhe Nlinisler to represent tca trad. scutor;

b

(iii) tlre I'ermanr:nt Stcfirrr\,, l\'1in:jlr')' o[:\qricultu:e he eppoinier.l
sectir-rn oIlhe Tea.{cL and nol u:'](jer S.ctiou l{f) as in the pirsl:

(c) the Director of;\griculture:



(") six rrembers apooinred b-v rhc N{inister after consulntion s'ith the organization representing

smallholder tea grorvers;

(i live mcmbcrs appoirrtcd by lhe Mirrister ater consulta(ion with the organization represanting

plantation tea growers;

(g) rhe Chief Executivc, Tea bo:rrd o I Ken-v-a;

(h) one nrember appointed by tlte lilinister to represcot Nyayo Tea Zotres Development

Corporation.

(i) not more thsn h.. o nrentbers to be appointtd h1'the Nlinister rvitlr advlcc liom the Board fnrm

amongst persons who, posscss knowledgc aud ex;rericnce likely to be of l'crrc lit to the Board;

6.i I'he rrrembership iu the Tea Board ofKenya rvill be based on democratic, tair and equitabie

rcprcscntation of the std<eholders in the tca industry.

The Board may co-opt to ser,'e on it any pcrson or persons rvhose assistance or advice it may
reqr:ire, but a person so co-optcrd shall not be enritled to vote at any meeting oI the Board or
bc aor)rrrcd as a mernbcr lor the purpose of tbrrning a quorum.

7.0 T.\ tr F-

.q.n adequate and effective Secrctariat headed Lry a Chicf Executive nho u'ill also bc thc
Secrctary to ftc Board nt thc levcl o[ N'[anagiug DirecLor, will De consrituted lo discharge the

responsihiliry bestorved upon the Board. The Board u'ill be cxll.d upon to set sufnng levels

in the light of its dutix and work-p)an and in linc s'ith the restructured industry. In vierv of
this and in order to be able lo retain high[y qualitied personnel and tiLke timcly decisions, the

Board *ill be exempted &om the pror,isions of thc State Corporations Act with the
eremptirn ofprovisioru relating to the auditilg aspccts of its sccounts,

,.,8.0

I)EVELOP[lENT AUTHORITI' (KTDA)

KTDA w'as established in January 1964 with the objecti,"c oi fostering and promotillg the

country's tca growing by the smallholder (ea larmers. I-n order to realize its goals and

objectives, the Aulhority Ccvcloped centralized operational and administrative systems

cxtending ftonr lhe headquadcrs il Nairobi to the tea growing areas. KTDA has made thc
smail-holder tea sub-seclor one of the most successful agricultural venturcs in the

developing world. Sincc ils formation the Authority has achicved ovc-r 73,000 ha. The total

nurnbcr otsmail tea producers involved under KTDA urnbrella is about 300,0C0 and process

1
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3.1

lheir tca through.ti te-r t:rct.rner. KTI)A snd lhe snrellholder tea ihctr:rics ure ftill. c-,,r ricd
bv the smcllholJcr t'.'ar rr(.)r1. crs

The rnrjo; steps alreud, taken in thc clirectir'rn of a pnrsli,:eil Ken|a Tca Dc.,<lopmen:
Arithoritv (l..TL).:. r are:-

KTD-\ hrs L.:en reni!<rinc mlnag:ri:l, prrducli^n. trdilsportation and ol.rrk(.liog lcrvic,-s
*hich includr: anrr)'lg others uriiilag!nient of tea t-:.ct,:ri:s, $eerr lcirl trirnelt ,)rr alin:r.,

,.rlcufetl1enr,)fpirdLCt:Dn:locdi. rirar',:cling artd pal..rnerti oftca proccfrlli t,) lhe snlail sc.llc
lJ.r g:o".'(rs. l'hjs *;as as prroti,le ih'; rhe t TD,\ C)rdcr urLJlr t.he .\'.ricLrlture };: ((-a.s.-: I S).

l he Govemment hrs hecn assi;ii;rg thc snlallholder (e0 strb-sectt,r by prLrvidlr,r gunrantees
r,i extr.'nral loir,s bcr.\\'ed bl I.:TDA lor smt]lholdcr tca icvelop:r:ert an{l giyllrE rhc
.iurhoriti specirl rta:u: so tlre( rl is exen'rr)ted frrlm p:rlmenl of ta\es. I lic surpluscs reair.,-e,.i

Irom ils oprelatiorrs s<rc suppcr,ed io hc Floughcd hack to itrtpro','c ,crrllholder rrc s,-rLr-

sect,:r. In addrtirrn (lrc Go\ eirl(nerlt has been paying salaries arld ai[,:wances olrhe iea

c).t('r:si,:rn stai[assigi-,:.i ti) psil':)rr: extension srrlice undcr KTDA.

},Rr\,,\'r !2..!'l ioN,l_ rB F. R,\r,izATIClN oF KE\Y.\ TEA r.LEJ:El_t-) r,)r LN'f
.-\ Lil O tl t't-\' (\-llL\)

Thc lihe;alir-aticrrL,prii rirzrtion and restntcturing of Kl'lJ'\ '.' ril bc handlcti caretirlll rr, a

smoo ntaluer in oiiler [.] cnsure th:rt lhr necesstr] chan,lcs ,.J,.r not disnrpt ll'ic a pcrations
crI the Kcn],,a Tcr Dcr'.:.oprncni Auth,rrit\ il.l D-q) an{j lhe sriralj-hold.,r tca sub-s:ictor as a

\1'hol(.

KTDA is 'cle lr,:irl i.,,',:,tc by'cll srnall-holder ilme rs * iro nott ;rtnrhtr ehout lrir),{ir)/l eaJ
it is'de.;urc olrricrl b_. :il. CD!emnlent shce )r'.v!s establjshcd under tl'-r. Agricultur. Act
Liap, 3l t. It rs there hrnj ,:,-rrr(tt to sl3t.lhii all iht sraall-holjcr tca iarmzrs ',r.ould be entitlcd
ro a share ofthe [et a"csets oIKTI)A jn the .!'ent lhot Lh€ Authr)riry $'er. to be liquidureJ.
li,[odalirjes rvi!lbc r,.,ori:ed,]utbef,veclt (he Golenxnenl, K'lDA and small-hol,kr lea [a=reLs
on (he t,est meth,xl .r t'Lrlns fening ou nership ul' l-TDA to th,i furmers rviih rhe prir.rii:irtic,n
and inc,:rporaiion olK I DA under tl-rc comLiarlLes .i'ct.

().0

,.1

9.1

9.3

9.i. r

9. i.2

crcmptior olt:re -l^ulhoril\ fronr prouisions c,f rhc State Cr:rporations Act Cap.-U6.

divestitr.rre r:f tlLc KTDr\ Iilm thr ico factoi)'companies through rhe lbllou.ing me.lsures:-

i) c'l(rti!.n b)'iemiers o[6 direcltrrs (majoriry) Llut ofrlte nrlxinrurn 9 directors io qrr-l:

Factory Cer;r;pany Boerd-



ii) transfer oIchrinnanship of factory company boards from thc KTDA to clected tea

farmers' representatives,

iii) dircct panrcipation by etecled dirEctirt in lllallitgemcnt r-ccisions regarding

procurement o f goods and serrices by each iactot] conlpany.

iv) dir€ct parlicipation by elected directors in recruilment of factory company

ernployees.

v) .lriecl parlicipation by elec(ed driectors in flomrulation of annual budgets and

rrionitoring of Iinancial expendituts.

vi) transfer of gre€n tea leafcollcctiou and palment !o fanncrs from the KTD.{ to thc

individull lactory companies.

vii) sales ofKTDA cquity in factory conrPanies to ths lea farmers.

riii) empo\,!'crmenl of rhe tea tarmers tluough their elected company directors who are

now responsible for governanca and policy making in their rcspective factory

cornpanics.

ix) allotmcnt ofowncrship sharcs to all small-holder lea growers i:r their respcctive tca

lactory companies.

x) strict inlbmtarion and data disclosure by the KTDA to factory companics rcgarding

marketing ol tea by thc,{uthority.

9.3.3 repeal of all prcr,ious Kenya Tea I)eveloprncnt AuthonLi (KTI).{) Orriers and replaclment

with I-egel NotrcesNo.l09,o11lr.:f 1997. The new legal NoticeNo.t09of t997 cffectivcly
pi3,red control ofthc KTDA Board under thc lamrcrs elected representatives rvho number

l2 out of a toral KTDA Board membership of l7 including the lr{anaging Director.

9.3.4 remoYal of provisions in the Kenya Tea Developrnertt Aulhofity Orders \,llich in the Past

required the Boud to seek the Minister's approval before ntakilg irnportant inlesrmcnt
decisions-

r10.0 PRIYA'TI ATION ANT) TR\ SFF"R OII O\\:NERSHTI' 
')T 

K'TT} { TO S N,I AT,I.
HOI,DER TE,\ FAIL\IERS

10.1 Despite thc above mentioned measures which have resulted i].I greatcr L'rnPo\\'erment of
l'arrners, major resm.rcturing of tJ:e KTDA will be undertaken to enable dre Authority to ftltly

9



face the challenges oIncty intemaLional linancial lendin.g requiremcttts. modem mata?ernerri

tccbniques and the incrcrsingili more compctitive intemational tca msrL!l pliil'.c.

10.? KTDA rviti hc incorlrorated uoder the Conrpanics .{ct Thts rnexns thrt the KTDr\- .'rill bc

removed from, rhe ilrspicas of thc Agriculture .\ct and be established under Lhr Cr:mpanics

Act as a public conrpan;- wiih liRritcd liability.

tO.3 The stnrcturc of a privrtizcd K'lI).t- wili bc as follo*-*;-

10.3.1 I nc,.r raornt!ort rnl1 ShJrchoI'Jinq

K fL)A rvill be incorporat.d ttnder Lhe Companies Att iCtp 436) rs an indepenrletrt

anr! private tca cntd+rrisr, oi.'ir,:J bY all srnellholder tca llmrers through their

rcspecli\.c lactorl companics. The comparlv's shifeholding rvill tircrcforc bc held

indi;cctly b)'indiuidual Le:r fan;l('rs throullh thcir tea faclory ionipanies.

ii) Tlie narnc of thenew cor:tpan;- u'ill bc "KenyaTea Dur'-;lopmetrt Agenc;,'(KtD,\)
Linriterl". Thr oerv KTD.{ linlited will of{Lr m,1nagem€nl seniccs Lo thc inoividual

facrory conrpanies and dte latler :rs ao indepentlent comuall)' nla) opt if ii r'"'ishes to

conuact any other managcmellt agent [o marli]gE thcir ooe ralion,"-ucti Vi:res. I,Jndcr d,c

nu,!' an angeme nt, KTDA rvill charge a compctitive InanaEclllert fce based o:r

minimal pcrcent,nge of the net value ofthe procceds

iij) The constitution ofshereholdil.tg wili be based on thc currcnt vahration Lrithe assets

of KTDA, allot;ed in accoidance rviih the contrihution of each factr-rrJ company in

crcalion of thc KTDA assels

i") The rrcr wodh of KTDA rlill therelore bc distnbuted lo the tea laclorl'co,'npanir:s

relarivc t,r their co[tributi.jn in lonn of manigclnenl t'ees iiorn tlre I98]/81 to

1996i97 pen':'d. This is the perir-,d during rvhich rclcvant annual fi;rancial accounls

of trc Aulhrrritl have continuously reflcctcd positive annual surpluse.s. Prior r: lhat

periocl, thc developnrunt accor.ut of the Authodry $'es in deficit birt llas reirlalnsd in

su-r'plus sinct lhett,

10.1.2 (lover n{r,!!

The srnall-holder tea ,irmers rvill be reaI orr'ners oi lhe KTDA I-imited but rireir

influ,:uce l,ill he excrcised tlulrugh their lacrory cornpinics. l hc KTDA Bocrd of
Directors xill conrprisc ofa rnininrum of l3 zrd a ntartntun't of 19 directors. Il rvili
be elecred by the sharehotders and thc it,lanaging Director of tite Conrpanv, ]'he
PenDanenl Scc;ctary, 'l'reasury rrill be co-opted as a m'Jrnber oi thc Board in vierr.

l0



of the Government loan guatantees' They rvill be responsible for polic;- and

mallxgement bot thc factcry conruatries $ill be in control as the shareholders and

;;ili;;;;t"p-v. rtt rroe' Board +iltdirect the \"'ork oitire manasement

and other staff of the ComPanY'

The tsoard oI the comPany will elect its or"n chairman frcnl ar:rongst the elected

directors. Elections o[ the nerv 6i1ss1615 *'iil be carried out rvitllin a period of six

,""ii, ^ni, 
the rcpeal of rhe KTDA order by arourd January, 2r){i0. Tbe nerv

dircctors rvill be electcd on the following basis :-

i) Small-holder rea growing areas will be divideri irto zit:rts;

ii) cach zone u il. cotnprisc a minintunr of three lactory comprnies but special

p.orision *if f U" giren to zone xii until a third factory is built in the area Thc

zone rvill therefore comprisc hvo factory companies i e' ChebuL antl lvfudcte'

iii) each zooe cotrtprtising bctween three and 6ve flrcrories u'ill elect one director

of the KTDA Limited'

iv) a zone rvith tnore than five but less tban ten factoriss will elect tlr'o directors

of KTDA f-imited'

,) Maximum number of directors representing a single zotre will be ttlo

dirsctors.

vi) KTDA Limited rvitl work detailed modalities ot'horv the dircctors lvill be

clected.

'[irc cnvisaged date tor the firtt priiatizationof KTDA rvould give suf6cient time to

enablc a sriooth rrsnsition from KTDA aurhority to a lirruted company.
d

I 0.3.3 .A.ction Pltn"lmplementatton'

The proccss towards firit privatization of KTDA wilt be implemented as follows:-

al the on-going tiberalization and restructuring of thc smalt-lptder tea sub-
-' 

..",o, ,ia ,t'u rroA *ill be frnalized by January' 2000'

t,)reoealofthcKenyaTeaDevelopmentAuthority(KTDA)ordersandany

"i'n.r'f 
.g.i"i"" am"ndor.nrs wi, be undertaken and effected by January'

2000.

::]
1l



10.3.5 .{.ssocLlted ConrPaltiej

Comp:rnics closel;- associaled u'ith the KTD,{ L,r-rite,j ''r.'ill include:-

i) all the cLrnent {5 sr:}allholder tictory conrpanies and anlr fulure ones nranaged by the
Kl'DA I-imited;

ill

l:t)

thc lr{ajani Irxursrrce Brokers Limited uhil-iL is a rrivate contpaai' '*holiy owned by
the KTT)A;

the (TD^A Farrrrcr's Contp:':tv Limiletl '.vhDse sharcs itre h,ili direcil,' hy small-
hold,-.r r.a frnrers. The corrpany own; thc "KlL)A Fanlers i.)Uilding" rvlril,: thc
K-TI)A orvns rh( "K ll)A Plara" fonnerly lcnrrr.vn as Rahrnutulla Trusl Building utcl
Diam,-rnd Tn:st Buildrnrr.Tl,.r txo buildings house the KTDA Head(lua(crs ;

il.) thc ({,hei) }Vart;ro'.rsiug Linrrterl (in lontiatiiin.) t') bc Iocatcd in N{on-,basa;

v) Lhe Kcn,*-a Ter I'r.cl:cls (I{-ETEPA) i.irnircd

These KTDA trssocial€(l :or-ii'rr.ries u,'ili thelcf:'te comtitute a Jar5e tea developmert,

firarlagement and markr:tirrg crrlglonrelale. In tluc cr.rui-sc. thc proposcd valuc addiog tea

,actDr-\' cornparly r,r'ill.1,rin tht KTDr\ group of coinpanies. This will lndeed be a u.seful

addition to u,hat u.ill lrave alrrurilr'Dccornt a forniidahle econonric and comnerci,'rl entity
both locelly and in(cr net i,llilil.

, I 1.0 ENTPL(-)\'tt!-,.\T I

With the pivatLzatron ,lI KII)A. Lhe Cor cnmeflt }irll not enip,lol' the Eriensioli statT as wai;

thc casc in the pa:;t in thc srnrU scale rea gol'iiig are::-s- The KTDA ard tlrc smitllholtler tca

factorf.- Dompalies rvill recruit statf Lr.r underl.akc thc extcnsiotr sen'ice. The tjeld extension

service ir.ill he :rn-rnrc3ral pirr ,:f the KTD.{ and lhe smrllholder tL'a lactory companies. Lt
luturl: rhe tea extension pcrsorurcl l','ould be locaied only i: the KIDA I-imited headquancrs

and at the fnc1,.rry crlnlpranies.

1l.l KTDA will ab.sorb 47 tca oftlcers and 18ti rechnical assistants. Tea o[ficers and technical
assistants sliould have a dcgrcc and an aEicultural certit-rcate respecaively. In view ol this :r

commirtee composed of ofticu:r lrom thc penonncl departnrcnis of KIDA and thc i\Iinisn1.
of agriculture \rill be constiiutetl to viork out the neccssan pcrscrrrncl scr"ice tra.nslation

modalitics.

11.2 Tca olticcrs uili sen'e undci thc rcsPcciiie tictory conrpanie-i on secondm:nt from tlLt'

1l



lLl

KTDA. All TcaTcchnical A!slstanls wrlltio"'ertr be directly cnployed by thc lea tactqr]"

.;;i; The Covemmcnt wili i'r:rrinue iirriricrn=l e:i:ension scivicc to srlailholde: tr'':t

srrb-sector until Junc, 2000

KTDA scn'cs thc farr:ers, rvho $ili' iadr;cctly' tmpll.i, the etlcnsion staff thir: rriil

qlria",r,"*,o produce rca lcaf.In case oIanochcr manaSen]ent agent' it \!ill be expectcd that

:n.;;;;;;;i;;rivirlc thc full services to smallholdcr tca farmers as KTDA has becn

dorng ia the Past.

1' TE F \ CTC) TTIES
11.0 {t

,'13.0

(. I\

ln lurure thc l-'af be-st rn,.1 the rca processir'g factory'".':'! tongtitute on' entiti" lhc KTDA

Li.r,J*iLf ;rnt acii.iii< eny new leal bascslut " -li 
r':l-i'rr a'nd ope.ratc the eristing oIres At

;;J; ;;;"i;.1., in ci.r.n_r.ni and c)l:n,:.rruune h:r"-e no sisrer orocessing factories.

l;;:;.;;.j ;";;;;crs rvi, rlrire fore be.jri:.e sherehc)lders .f the Chebut urC Kapkoros

respectively when thc process of atloiYnent ol factr:ry conlpan) shatcs [o all gro''t ers is

ffii.i",i.'I,. grorvers u'ill therefore exercise influence over KTD'{ I'imited tbough the

;;l;G .urnp-3ni.r al $'iilbe lhe case in other arer-s As regards the subsidics to Ih!'r!\.o

lcafbases and the affected ten gro"\crs, thcsc will bc tcrrninated by JLlnij'2000' By that datc'

;;li 
-il;;; 

leaf basc 1u"11i1i35 u'iil havc hetn construcrcd at hoth Cherangani and

Olengun:one.

The KTDA Linritcd rvill horvever conLi:rue ttr onerulu the two leaf bases even a [ter lhal date

;;;;;;;ft.i.J Lea gro$Jers ''r'ill meet rhe full cost of these leaf bascs tlrrough normal

dcductions bY the KTD.{ Limited'

Cl'

The frn:0cing o I construction !r f ncw tea manufactunng f3ctories has becomc difirculf since

;;;n***;" *d traditional lenrlers have put rt'ugh lenrling conditions l'r':viously lenders

;;;li;; l";". on L'asis of (ir:rletnrn€nt Guarantees 3nd $ilhout requiring any morrgagc

roreem€nI1 and rvithotlt any equity contrihullon by the smlllscale thrmers'Il firure' thc

*1ir-^'"jt.ti.U, ir,.'onrrl,rtion.,'ith tlr" tt*lttt, uill prolidc guarantees for rhesc loans on

behalf of the farmers. Thc Governntent, s'it'\orrt dircctly being involued in thc utilization of

ir.," r..*aa 
"uan 

in 
"ascs 

rvhere it is a guaranl.r, * ill encourugejoint ventures between farmcrs

."J,frl ri*. i"vcstors to\"ards Jonstru"tion of new tca frctories lt is noted that somc

i;;;;;t" willin-q to invest in nerv rca lactorics \'\ithout Covcnxncnt guarantees rvhile

others may rcquirc the Covernrnen[ guarantees'

1l
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1'he requ!rcrnenl r'o; snrall-holder iinilirr'r to pro'. i'Je cquitl'as part of thc In!.nci:rc
su3ngemcll for rte',r fr.tory ccrnpanies is anoiher constrairii. Even tvith thc proposc<.I sllc
of shares by Irrmeis tr:rr.rfcrring (o a nelv factory comPan-Y, thu arnount raiscd r,,'ill oot bu

sufficier,t. Thc KTDA T..inriteii will temporarill"accuire lhe shucs and pay lor them in an

cltbfl to pro,,ide part ollir. equity requircmcnt. Curtently, Lhere are nine proposeri tea

farclories in the si'nall scale suhsector.

In future thc foliou'ing m€asurcs \','ill be taken:-

- KTDA rvill prc,vide ne:issary Suarantees [ot'loan-r:

- Gor er-ru:te nt ind KTD.'\ Linrited tr'ill look for alternative lcndcrs

- the nrinimum iu percenL cquity required from the smallholder lea fartters in advance will
bc prouided b;, I'ITDA Limited through tcntporaq; acquisition crlthe sharcs.

" assets ofthc nerv factc.,ry cornpanies t'ill be mortgagcd to covel the fectoq', constnrction
finance loans.

In view oI the agteemcnt to incorporate a privale K'l DA, KTDA Limited rtill rc-open

negotiatiuls r,,'it)r the prorpcctive lend.rs rvilh regard to thc issue of equitl" requiremen(.

/ | !,. () E N I St' I N (_; r. o-={-Nslj!I (i_L.: &._\ III ES

the Kenya Ciovcnunent currently provides grraranlees on cxtcrn;'l loans bonrr"L'ed'b1' KTDA
tbr its development pr.rgranlmes. As at 3lst Dr:cenber, 1997 thc balmcc of the cxtcmal

Ioans rvheic th. Cjlrernmcnt had giveu Suarantees rvas about Ksl;s.1 brllion. Thi.s tacilitv
i5 tros, not ei]sily available to parastatals, Consequently somc r:rther fomr of sectrrity *'ill be

put in place to replace the Covermrent gueruntces lbr fitttrre lactory develr-rpment projects-
'l he cxisting Gol enDlenl guarantccs *'ill horvever not be affccted by the privatization of
KIDA. 'fhese (gurantees) rvill remain in force Lirtil the subject loars arc rcpaid il full.

Liker+'ise KTDA linriterl rvili continuc to serrice existing loans on the old tenns until the

same are firlly repaid. As pcr the financial agrcemcnts, KTDA will be managing agents for
those factories tlrat have ou(standing loans. Because ofthis enangenlent iL is expecied that

no lender r';ill rlecm it nece.ssary to cxcrcisc iheir right lo tlemend repayrnent of the loan in
lull belbre the due datc.

With a privatizcd KTDA, additionel changes especiallf in thc area of loan ftnancing u'i1l

arisc as explained herc below:-

1_r



Wheie K'I lJ.]r hus guitrt'ntcc"J loa-r< t\nrrr:rr'r' cd lr'ri']!y ir'v ll"J factrjri compaoies for thc

.rp.rtl-.'nt"Ei."nc, tllat ol'ligl'tion ''' ilI rtmat;i lts l'il:g 3s lhe lcrans a:e outst:ndl'E '{:t'v

i.Jari' ,nj, fn"ay decide to do away wilh KTD'\'s rn:nlgemunt agency r" itl bc requ:red to

repay the toat) in iutl. ,

15 0 Tr\\ I

KTDA is 31i-r;1-1'r'rfit nr:k-ing or;:anrzeti0n' '{ny s!'?ius Lealized from iis operations ts

;,,;;"; to 'oe !'ir,:rgh"d back io Inrprove rht srnrllholder tua.sub-sector' Because of d::s

special suius KTD-\ was cxenllted fionr pali:rE ta:i since l9ti4 and tllc'refore does not :ri1

tayis to lhe Go\er-;nent' This t''rs bcen a rnel':l i:'.josi Io the develLrPnrcnl oi thc smallhnlier

rea sub-sc!'tor.

Ho\r'sucr. acc{,(diog to tlre Finlnce Bill, i99S, ri statcd in thcBuJgct Specch of l lth Jtt:tc'

I gls. KTDA shail he re quirec ,o p.y -rp..,ri,ion rar: with et-fect ltorn Jar)uar!" 1999, This

firclr'ts !!nt KTDA has norT Lo bLrdgei Ltr ct:rPoraic 1rr arnurttttting l'r: ovcr Kshs 70 million

;' ';;r"',;;;,icntrse u'ould it"u" t'ttn nl(ruEherl b lrk to the developrr'ent of the

smallhold:r suh-scctor. Thc tnration has been eftccted evcn belbre the privatization of

fi Oi firry U" aesirrble rhat thc inrplcmentation oilic ilecision bc defered until K-[DA

is fully privarizetl. It is ho'*cvcr not clear rvhy KTDA has been singltd out rshilc public

boci,ei i"aling u'ith otlter crtrpr; lre not lared'

Once prir.arizetl KTDA will lose thxt starus and } ill therettre pray ta:tes just likc any othor

corlp;rny operating unJcr ttrc Corr'panies Act'

15q ['13llo',ving ttrxes wilt bccorne pa.vable:-

i) Stamp lJutits

ii) Corporadon Ta u'ithlrokling tar

fhe effect ofthe above texes will ba a rcduction of thc sumlus (profi0 by us much as 159'i'

i 
'trniJ*"i*. 

U" ncccssary to inlroduce cos(-cutting mcasues in order to brcak cvcn'

IGAI9TS]]I-EBI}!] tzA'f i()N ()l' l(l'I)A

Thc regulatory functions dcaling rvith liccnsing of tca planting shall remain in the Tea Act

"rJ,ft'ii"rti*if 
f continue issuing group licences Lo lea [ectory companies on behalfofrhe

.*"iiiorria, srrt'r.n The tea f"ro' f:tonrptnies *rll rl-'en lre required to maintain a regista

;i;;." iilirng under them on betratf Lrrtre e11d Ttre ti!'-t^t-o,l' small tea planrations

,lssocii(ed or being ser, ed by teil factories o\Yned by orhcr organizations and the Llrge (ea

I
I

.4'
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tstates,,,.til l:e i:;,1:d rvitr r::L:i'.,icjull liccnce: Lirrectllb,. th.: Tea [-]ortij ol'[,qn,,a. \\ir:r:.r::
thc Board's In:ipec:r,r3te l).,p3nm.nt r|ill be nronitonn.; tc ensuie rhe l:ol,lcrs of the tr,,uF
Iiccncts do colrl);i'\t'ith the seL rules hv its nrenrLrers. th.:y,,r.i!lalso t_re acril-c1 as thc Borrtl,s
a:4cnts tn thiS rtgarrl. In o.der t,:r <ncourage ne,"i lea [ecLoft conlpinir.js cominr: Lrp untl
establi:hing lh('ir o',\'n calciunelt :rea5 the licen.e issrred',rill no: spL.ci[v {he area i,l he
Dlanted u, iih 1e.

In f lr:re tl,cre l,rrc- thc sirr.r hi:lce.i ial iiol\(r3 sr-il';li:nt'lrar i.ci:l Ieri'to smallhol,je
lac to!',,. r,:,'rr pa n r.!.3 will nor be reLl!rir.\l to obtarn iiccnccs as jndrvi,jurls.

-llre 
1l.,rti'n-,. lt,:':nce rrill h'j is.t-i j(L.j ',n th: tl-.1.,:,.,. u1...: cr,i-rrl

(i) thE r;.f, brilt sr.rirablc t..lr ti.l ir,l,\'li::

(h) dcLlrr;id Fuocessll,.-l arrar,gen'.ent bern3 ascertlincJ bv the Tec ll,tard of l.c.rr

t\t,\Nt'r) \ c'T_L!1E ()F TI1.\

Licencc h,.-,lCei' ,,.ili mr[,c an .rrnurl ru{um (u ttrc 8+.rrd indicatirrg t}rc t,.rtrl area ti.rr:ied inJ
thi ounlbrr oi rcl fan:rers .rr,1 :lso :r:rv an ;rn:rual 1..* '.r.h:ch rrill b.e b,sed on :ha c:riacl
Itc:ulrti,-,rrs o;r pl:riltin3 r:t 1he fee tr: be chargcd..rill hc dcrernrined hv ihe ll(rrrd

The lJoe:'d r,,,,ilL l::risc rrith tca nranrlfacturiitg c,tnrpantes in lenl.vine tll{ Jrcx Dtln(1.d by
inrjivrdurl grn,,. e :s deliterin.:: t,.'a tJ thc ihct,.,r'' iiri' rhc purplsr. ol rnaintaininq r,crnect
st:ltistics rrn ;rrea pluntc,.i nctionelli,.

I i.0

To ensrrc thii irc Lrerso:l nranuf3ctures te:r l,rr salc, rrllet;lar b] sitn-dr,.,rnE or <r

otlter tll:ln Jcci-,rdtit-q t{ lh.l ntlEs and regulitions ser, thE tcn nt:nu[acrurinr cc,rnplrr
155uq,j \.;ith an rnnurl Iicencc b1, Tca Bourl of Kcnla. Thc li,,:cnc,: ,.vill

fitanut'acturing r:e.ss rvhich rr,ould be sel by thc Board in consultation wirh the \tini
lorcgoing r'.'rll i]c achiere(i through the tbllo* ing stringent nre.asures :-

) rr ili lre

alIr.]cl a

rtrr. The

rl $'ltc[ Iicet]sln,{ a neu, ;l.Lnuf.rc(urinq fiictrrr; dr:c air:tsiJcratioit rL ill bt t -crr to qnsurc t:r:t
piocrssiil.g o\:r'ci.pacir., ri nrlt cre3(ed rn r qiien locll area or zr.:ne. lncrse ofa prir.:te
invest.rr. Tcu 8,..,:rd rr',.ruld a:bitrate lr) dcciile l'iorv the isntrers aie disrrilluted bct,.r.1.q11 1h.
existiug an{l ilic rr}v l:rctor:r' bclbre issuing a Ircr:ncc. A licencc for I ncrv f.rctory Nillanlv

I
I

L
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l,

N[anufacL.:rrn{ r:rf high qu:ttit1'Keni'a tea r,vheilr:r by sun-rining or olhcrrr.rse .,,.,ii1 i,:'Je.r
Board s Erinrx;;; s6jectrvc. \!hilc licr.'nsing c nr.ru.tr-rr t'r)xnu Iac tl) liltg factcrl.,.'f ,.'a tsorrri r,. ill
ensur,: thitt :dcquatc tel leaf ri ar.ail.rblc corresponding iu the Frcposed lea faclnry
processin;1 cepu,:it1,.

I
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he issued to companies u'ho satisfy thc Board thal they have suificient leal to'process u.i"h

rcgard r,t i:rito r1; c.rPacitY:

thg f,1r-.rd in consulraliort $'ith th.c N'tinistcr nt3) cll!cel, i':ary st suspen(i any Iicence issued

;;;:;;;;;;;i.;r" comParv 1"i1' 1s 2$ids ivirh rhe lerms and condition; oI the licence;

thd duralion by rvhich the tea manuta:tuing i:rcraries art to submit tl":iI reFJris \tith txe

;;iliy;..t rviltbc exteoded to t4 drls aT d a pai"ucnr of illlerest Lln outsta*cing arrears

.n".it*ia,f,dayoftheiollor'''in-qrn'o:rihatban!:intere:I'ratcsr"illbecharge<i'

N'tanu[acturing licencc may be;uspt 'Jed'xherc 
a rn anu fi'rcturin g lrc(osee Bilttout any good

rcason:cceprable to the Board conLinues ro ilefluult on manufactaring Cess payments beyond

" i"riJ "ii 
i days of the fotto.ing nroilh' rhe Board is at tiberry to trse its po* ers uoder

t,,1, "U"t'. 
nr corld recover the sxmt amount as a civil debt'

ACRICULTURAL PRODUCE CISS OT\ TE,A

'lhe agncullural producc cess rs coticctcd by tl'c Local AutiLi:nties under thc por"'ers

contcncd to them u[der section;201 to 2lt of the Local Co"'emment Act (:ap 265' The

Local -{u(hontres arc cmpi)\'"e red to rnake ad';pti' e b'v--larvs after ihc Nf inister has made

;;;";,.;i.i;;ion in consult*ir'n t'ith the \{irustcr tbI .rlnculiurc ir; provided in Scction

l gZA of the Agriculture Act'

TheNlinisterli]rLocalcio!'tmrncxttssuedaLcgaiNoticeNo'l0lofl0rh]r{ay'l9SS(LN'
202/l9sS) arrd atnended't" '"n'" 

ii'ougl' LJgal NoticeNo ilg ol 4(h August' 1988(

L.N.339/|9SS) a d L.N t65/I989 unOc-r Scciitn 210 of the Local Government Act

eficctively enrporvering th" t-*oi Authontics to make AdoPtive ByJaws to collect the

agricultural pro,luaa a.,t o tca and oi'her ten croPs'

A.ccorriing to the Agriculture '{ct, the reveutle rcalized fonn part of tile gencral revenue oI

ii. r.#.ilt" Lo",i,r'notititt Thc Lt'tel Auihoritits did nr:t utiliz'e thc cess funds in thc

maintetrarrce of roads as o,tgintlly inqenderilhis pronrpted rhe Got'enunent in 1990 to

inLery€ne an<l devclopcrl 
'no'Jet'tLcs 

of ccss utiltzation to\\'xrdslhc improvement ofthe tea

roads. The i)istnct Tes Cess Cotnl-aittttt *"'" fcrrmecl by the Covemment to maintain the

tea roads and their acti\lties t'lt'" "lonito"d 
by tlle National Tea Ro'ads lr{onitoring

Cornmirree. Horvever, the District Tea Ccss Cotnrnitrces ,l'erc not very successful in

nraintaining the tea roads fft" i"tt-**t then directed that.the ccss funds for tea and

coffee be chaunetlcd through the resPective fan:lers'orgiLnizations tQ nlaintain tbe roads'

However,thclawneedstobeafl)endedtoregulrrizEtheposition.Teaandcoffeearegror,.rt
in tho same agro-ecological zoncs and transil'ional areas'
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There is a iretJ (o arnr.d rlt rcla'ihl l.,gal pro'isions in lhe Lo(xl Ccr.cmment r\rt;inL.i tlie
A,mculture.s.ir: togeth,Jr ir il.h th.: rclci.anr lc.r,rslalion to place rie collecrion and utjl:.,arion
(if the agricultural produce ce$s entirel.,. under the auspices of th: AgrJculture i\ct Cap.l lSi

Poljcies and quidtlinr:s pcdajning to th.: cL.'llcctiL'rfl rnd utilizarir.rn rr f ce:;r lurrcls shouttl be
h:;nonrzed ta: th<ir rt-lcciir :ncs:.

Distict Tea Cess corr,rnill:cs ar]d tha liati0nxl Tsa Roads \lorLirorine Comnrirtee shr:,r.rl,l hc
abolishcd since (h: cess tunds aie nc,rl.chal]nellerl !o the r€spcctive t:r[]crs'or,{ilnizi.ii(.}ns.

.. 19.0 )lARli{r'l'l NC; C)F TE .\

.{s Kenya coniirtucs ro inircasrt its sharc ,:,i thc ^rrrld tea rnarkrt *'hicti is currentli, about
ll'lo c,-rrrpared to Sii Lankas ll.0li uu lnrii,rs l-l.r.t'),ir rhu ksy rolc and lunctLon o[ tlic
E,:ard r'ill be in tea n::rket pronrotion. '[er Boerd rvill provide lhe neces;an, learjcrship iit
thc ifld[stry b)' lay,'iIg n]rrre entpllas < on nrarketing and Prcrmotion of tct u,.irhour
comprr.rmisrnll on pr0cluctirrn ar:d qtralitl,,'this will be achieved throtrgh :-

i) alic,$inq tca manufeciurers tL] s,rl! pa oIthcir tca riircctll; ro olcrscas rn:]r[.ets.

nrallir.,{ lvIombass aL][tlcil an erpL']rt marl:et onlvll

ensuring all lci e;iponer;, Lr,lr:ther mlnufactrrrers, buvers, br,r[:ers or packcrs nlak!'a rct.rrr
on lhejr exfo s ort a ourrli' dcsigncd rcg;stration lbnn io th. Tcr Bolrd to enablc rhe
Gor,cnutrcnl cr:llect stati:;'.ic.s on Leil erpor[s,.

r' ) eilsuring that transplienc',-rla,rs irs rightlul rol,: in the industn.by [annoni:jnr all thc rules
a:rd rcgulatir:ns of tire r'rrjr:us sub-secto;s tbr the greaLer inteicst oIrhe slakehc,iders

r') nlonitoring of iea sales thrnuci relirslration of bu,,,..ers, brokers and packcrs

rr) adopting a more a,4gressiic prL,rnoiion stratcgt \! ith rno;e c;lphasis beir:g [ocused on uni-
nalional tea prolltotioil a:rd r alue aLlleC ters ircm Ken1,a;

vii) encoura'zing all slal<chr:r ltlcrs in rhc indusq- to undedake prontotion activiries indepcpd.nrl),,
to supplenrent Covemrncrrt's ctlofl

tiiil laYioe morc entphcsis (,11 p;on'rolitir strategl/ flccused to d e loping countries of Asia. ]lid,,1ie
East. Africa and in Eirstcm Europe rvherc proiections shrlrv consurnption i: ol the
increasc and is expecled lo rise ir1 future while ntaintirining our shar{: in our tr.a<lirional
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nlarkcts,

rx)
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liaising wict oiher r.lev.irlt covernme t bodies especialiy rhe Export Promotion Couecil

inn:otlrJa m p,on otion olKenyas products abroad to n',rrket Kcn!'a tea through thcir rcgular

Lrade fais an<i cxhibitions end tkough conrmcrciei represenlatjon in Konya Missions abroad'

colkborating '.\' ith '.lther t(a pioducer countries arrd specialized intemational agencies for

generic promotion of tea -tloballi';

cnL'ouraging production of high ou'rlity iea in ortler to--caPtuie new eriport markets and

-ai.rtain'rhe tradiiional rrafkels. l'c.t u.,ls tl,s cnd the Kenya bureau of star1dards will bc

nrore active in enforcing standards on tea lor hoth ttle domestic Jnd exPorl markers'

](l)

2 0.0 OTH ER I'I, .-\ SUB-S E (- , ()R r-Ns l u-t=I'l!!l!slancA NlZAIro NS

.,.20.1 Ttir ltcscrr'!b I-8-ull-d-!ll!-u FiI

TRFK u'as established in 1980 as a computy litnrled by guarentet \\'itlr g'Jalantorc bcing thc

N.{inistry of Agriculture and Tca Board ol Kcnya to carry out the invcstication of and

,""""r"h into oll matters reluting to ttre tea industry' It"Y!'s a sl'lcccssor to tltc Rescarch

Insritute of East Africa.
sincc then rhe Foundation ha-s obtriLred func.ling h:r ils rcsearcl: activities alrnost enlirely

lrom the 1ea indusry tluough the Tea Boarcl of Kcrrya The Foundation rcceives about Kshs'

52 nrillion ar:.rrrrally for irc resea",ch activities from the Tea Board ofKenya'

For a long time the Foundation has operated un'ler the lea Etoarrl of Kr-nya and its parent

l"Lnistry 
-of 

Agriculture mtil 1988. *'hen it sirifted to rhe lvlinislry of Rcsearch and

Techrtdiogy.

According to the Tea Act, onc of the core hrnctions o[ the Tca Boud ofKeuya is to carry out

rcsrarch Jn tea tluough its teciuical a:.':n the Tea Research Foundalion r'r f Kenya'

.fo 
enabte lhe Foundat;on adYise prorlucers through the Tea Board on the best clonc sclcction

to suit the various ecological zones and huw to cale for their tea in order to improve

proJo"tion and attain the best quality for their tea, Teir Rcscarch Foundation of Kenya

iTRFK) rvilt ue trarufened back to the \{inistry i-rf Agriculttt'-e from thc lvlinistry crf Research

and Teihnologl,so that it can norv repon to \'linistry through the Tea Roard ofKenya' This

will rcurove tlii cornmunicatio. bottleneck as policy guirlelines ou thc opcrations ofTRFK
,,r,ill only emanate &om N(inistry of ,\griculture which is charged rvith responsibility of all

a3riculruralcrops. The l-ioucl will also be uble ro follorv the actirities o[ [R-FK and advise

l

t

20



the Founrlation accr-,rdint-:li' f,rr the h:nefit r)f thj (a3 thrmtr:. rvho arr the financicrs trf ihe
t'iluildition tluolr-rii the I e: lioard .ri Keni'a.

E iforts '... ill hc rrrrrlc t,: usi;t 'lcu Rcscurch Foun,]rticn oi Itrrta i't RI;!. t in esrah list--ing in
oul tea research il:Ltrrr)- togi:rhcr uith the retluire,"l reserrch equiprmtn( and i'rciliti(s rc
f:citilrrc the csrr.;in.!: .,,Jt oi nlnr€ research in te:r or;,lu facr'u rirtg ald rrLated a-sitecls [,\. tlr:.

ti:'ur:dalron. l adrj:t.':r; ihe l:i:ritdation'a jllbe c;r,:,:' ri;rgrd te lbrmulate iheir c,..\'n pr,-,po:rJ,
:r:ril pllns Ji:r :tt:::iirr:,t nrLrrt'. I-r,,i:;'r hoth crttr:r.rl anr! intenu:l scrllrccs [bi.tr.linln,J
i;llou,iilips. reserrcli activitits .rntl oirer d:', elop:r'r.ll laii! rrles.

Tirere is rreetl to c\en:|t Ttu Il.csctrch Four,tlation oi:iienve (TR-FK) hrm (hr'pro,isic,r.,: of
rl:r Statr'uorpc,rur.or:: -{ct t,:;nrble ir set salirn'st..les f,nd othcr b€n('i'rti ro i',s -sra[iprotiriad
the TRFK is not e.<nrptcd tr{iin lhe lrovi-sions rclitcd to auditing ofzccounrs.

Nlar,o l-ca Zi,oclpar rlpr:':rn t.-(]tl pf,f[iffn s .l, TZ_[le)

t he nrajr:r objccLi ;c .-ri NTZDC \r'irs [o prutr:ct anrl conJen''J gil:qttud hi"ih a]iitude ii-rrcsts
agatnslhuntan enrloa!:l:rrrent. Th: Nj,a1o Tea 7-rrnes helts prtrvicles physi;ll a bui'tir io I0rc:ri
resents. Othcr (hefl niactirrg ilLe irttr-nded purptrst the Zones arlso gc[i(ratu rc\cnue i]nd cleoti
cmplolmenr to KenYan.s in arldition io providirl intiai(ru.ture r.o ruril areai.

I)ue to their g{ogr;:phica. ;prr:d ald ir};scnce oi J p:ocessir,g fucilit1. :ttc (lrrrpcLr.rLion till
sign egrecrnenls,.rith snrrllholder tea compani,:s or KT(--,.,\ mernhcr r,rmpxnles ro procL'ss

its grccn tvu lutl. lrlartager)rc:rt ot'solnc cst,rtcs will Lre lea-<ed out tn sorallholdc; tsa
cr:rltllr:ldes or t,.j inrlii irluul privi.rtc t,ji] conDanies until such a [irn( thrt ttr l C orporaiiol] \,. t ll
hc zblc to (a'r-c- , 'i 

.-'r Lh:s: iL:n,:lin11! effeaili eli'

20.-l Kerrvl Te:r (irorrcrs Associutioo (Ii f(-l;\ i

.F,e 11a Tea Lio,,r'ers .l,:'sociution iKTG,\) is a orivale. toiunt;rri itssoci:iion .r'hc,,s: role is
tn Frornotc ihc interest; of lai'=ae rnC medium pri'. aie tea !!roi(e is in Keni a. Sonre of the
len(iin.q memb,.rrs uf K'IGA Lr!e L).cri xctiya ir ilre d:velopulent oi ihe Kerya lca itrd,:stry
fol oler 5{j }ears. }'IEnrhersofKTL-},\u:ealsov<rractivencioolyintcap;oduciionhulin
tc;r lradc th.1)r.i!lli tjrc t;.st Afnc:n 'l ca i raee Ass cration (EATT.ir ) a:rd the N.lourhls;
.-\urliens. Tnc ..\ssucialion a(:cour'ris ii:rr o', er +lj'l; oile3 pro('lirction uirh the oth:r ba!rr;cc
of 6{,,9,6 comir:g. fi'om snrallholLltr farrr,crs.

Ths Soi irnmrri r,;it1 e ircorrra_ge iienli 'I ea i)eve l+fnlent ,],uthoril) (KTI)A) and l(eni a 'Iea

Crorr ers As.;ociaLirn iKT(iA) lo t',urk closcl,.. lo assist snlaliholder iirmers s,itlii:g rt
transfcr to Kl GA urmaged tea factori€s or in cases u'here tho KTD,\ martged tea flrctrtry
companies doss nrrt havc adcquirte or0ccssinc capacity. This rvill be donc lttrough
agreement5 betteen inrliridual sn:ullholtl<r t:l lrc(on compa:ries a:rd KTGA nrcmbrr

t0.l
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I t0.J Et,n-r'a Srnall S cale Tea G rorvers = .{ssociation (I(SSTG A}

The Kcn;ra Sr.rall Scah i ca Gror'. es' .Ass''crirtion (KSSTG''\) ""as registered in 1998' The

mcmbership is open ur :ll elecreci mcmDers ul thc ,ll iceIbases and all farmcrs. The leaf

bases pay Kshs. 500,0001= whrle the fa:rners pay annual subscription ofKshs.l0/=. Kl ).{,

iike the ir:ri b.rscs, is a n:enrbrr g f the .\ssi,c if,tion. AII 3 I2,000 sm3llscale tea farmer s arc

ri rqiblc r,r be nrentbers .:,l rl.,: Assoc ieti.:r,. ,:: iui Lrie ihe KTD.\ and KSS'[GA n ill stn '' e to

promote the inrdrusts o l' rhc smxllholders irr ilie tea inrlustry, SOrneOithe objectives Oflhe

Association include:

tr.,king ov:r eil [unciion:i rusociated rvith t]rc ica bu] [lg centrs, Lea bssc ilrd z(rnal

conmiltues:

pronlote and rcpresenl .omrnott intelests Ofall smallscale tea growe$ and their factories;

rcgulate and ir:rprote relations among members oI the association ald ernployecs;

r:cnmmend rules er,l rcgulalioos lbr the rnaintcnancc oftea cultisation, n13[\lfaclunng,

packaging, transllortation and rvrrehousing slardar(ts;

sct tea pl.rcking rates in smallscale areas;

collect,.nllate snd circulate stati5ticsi

ncgotif,tc on behalf of nrcmbers,

cooperate with other srmilal lssociations;

estrbtish and maintain lunds to furthey the objects of the Association'

f_.urrcnrly, KSS-rGA ollice holders nre lot nlrnlbers of the Tea Board of Ki'nya. In future rh;

KSSTGA and KTDA .,rill collaborare in providirre [he rcprtscnt:tion of the snraltholder Lea fsrmers

in the Tea Board of lienYa-

'20.5 (''.r IJ

The East Afrrcan Tea Tradc Association is a voluntary Association rvhose rules aad

rcgulalions rvould facilitate free trade in tea. The association comprises of tea producers,

buy.:s, trol:ers and othcr intercsted tea trirders in Eastern Africa To achieve the foregoing

tbjccti|e the 35soci3{i,rn \1 ill :-

t
+

t
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)) run thE \{c/n'.na!a Auceir.rrrs,,'.hjch is rhe tnird largesi in the world alir.r
C;lcurta in l:t;ira and C,rlombo ia Sri Lan}:a:

crlsLlru that rrprescnLation at ihe a:;SOcia:ir)n :'ta:i3gcrIlunl. C,)nI]littCC iS

equil.ablr rnd sp;cial consideralir:rr, is a.,:c,rr<i:d tc' l3rqc single prgdur;crs lr[-e.

KTDA vrho represenl ali lhe sn)i)!lh,,ilder in Ker:ya,

eniUrr thal t,:: produtc:-s d,i[(mririr,s thc currcrlry of sale depertdrog r-,11

\,\hethrr the te.l is lur h)cal or expnrt snlc.

iv)

+

+

v) cnsirrc thal Palrnclt olth. tce stid at lhc auction is n.ilde within ten days

Thc membcrship oI the Easr .{it'ican'iei- [radc Associatiorr co:rsisls oItea producer-.,

buvers, hrokers; ptckcr: and ',ylrehuuscmcn rn Fastcrn r\[rica- Thcre ::re ahotri -]00 c11Torlte

meiuLrers of E-\ fTA t'ho conre trorn Kerr;;a, Uganda. l anzanir, Rwancla. Brrruncli and

irlal:u,i The cn:rarice ftcs atld arriual suhscril,rions ar< a.s [olk:ws:

brr:rl:ers produce batfter's guaianrces tltr( i]Lcy are eood for K-shs. ren (10) nriilion- pay

cntriroce [rc oi Kshs. i65.000,'- and llshs 35,(i0t.)i= :.nnual suhscription cach;

producer mentber's elttJance l'ee r; Kshs. 20,1100J= and amu:rl subscripriorr is graduatcd as

Kshs.2-S.000,,-, I'.:,hs 55,0rJ0r-.Kshs.s2,l)i)O./=, Kshs.9i,Qa.)[i,'= Ks]rs. 165,000/- anrl Kshs

4-1(-),000/= d eperrd irrg on the amouri,t ,: l' rca producctl

buyer's entr:rncu [Ec.i: Kshr.65,000 and annu:rl subscriptiolr ofKshs. l5,000j- to Kshs
50,000/= based on tre anrount of tea bouBht aonualli,;

a packer's enlrarlce fee is Kshs l0,0r.i(.)J- and:r,nunl the subscnption ofKshs. 15,000i:

walehors€men pui.t,shs.10,(10[lt=.nrra;1ce fee r.nd Kslis. 50,IJ00r= annual subscriptiont

I
It

I
1

ii)

iir) en.sur!. '.hzt rhc s;ilr ,:r f rca a[ the uu':rions an,l other oFrr"tions ul-l.hc rraCc ]:
fair, e ificient and trenspirent;



,

n associare nlembels jDin rtter l)3:.'ing Kshs l ir-"f.]'..,,- anJ rnnual s\itJscriptiulr iee of Kshs

r 5,000i =.

r0.6.1

EA1'TA qill r(mf,in a ','6luntary :l;s,:,ciarion rvhile the rePrescntation o[ producers at lhc

rouagcr.ent com.nittee l:vel shoul'l be litir.l.rd cquitaoid.

KTDA rr ill in luLurc rt-clamirl. Ix)!v best th. solall scale tea gro\\'cts c.ln bc rtprcsented io

EAfi.{ rvhilt takiag cognisance tirat KTDr\ has cunently onll t-rnc vole in EATT.A arrd yct

il tpresenls o.lrr 3l l,irlu lca laaneru o"uning 45 tea frctory ':c'nrpanie; and also proilucing

ovcr 60o.zi olrhe Kcnyan tea The rules utl rcgulations of the EATTA shorrld iacilitare frte

trade '*ithout restrictive practrces rnd should not cotiflict * ilh the rules and regulations

3uvemiog thc tca induslry in K.nY&

Ic4-Brdgrs

The tea brol:trs are appointed by the tea producers ard huyers. The broker guarantccs (he

salc of tca by n.Sotirtilg bet\\'ccn rhe prodltcers t'-rd the membcrs oIthe rea trade uiro arc

hu)<rs. The (ea b(oker's functions ioclude receiring le;r honl produccrs aad selling rt ar thc

bxt possible price, nrgr-rtiatrng soles by Pri\3tc conraci ox bchall'of the producers,

receiving tea santples from prodrruers, tasting, r'aluitlg. and di:tributing sanrplcs to potential

buycrs, preparing aad printing t:rtalogue and eftecting pilylnent to the producer anrong

othars. l}rokers lasre tt-a lbr purposcs ofasccrtuining the price oftea in the auction and visit

rhe rea factories infc,nning thc tactory management rrn the quality of thcir tca. Thu tea

L,rokers are not qualiry controllers, sir.ce quilit;' sustenznce is an in-built proc€ss in tca

productioa and manu facturilg.

There are cunently ele'.en rea bnrkerage fin:ls operating at the -V(ombasa auction. These arr

Combrok Tca Broken Ltd, African Tca tsrokcrs Ltd, Tca Brokcrs of Esst .{frica Ltd, Anjeli

Tea Brokcrs Ltd, Venus Tca Brokers, Union Tea BroLers Ltd, Choice Tea Brokers, Bicorn

Tea Brokers, Prudentja! Tr'a Brokcrs, Cenke Line Tea llro\ers, and Viccory Tca Brokers. By

1990 , each brokerage limr rvas sening berween seven and cight t€a fsctories. Currently, out

oithe eleven brokcrs, threc brok€rs control .157i oirhe Lrusiness whilc the other eiglit serve

5{!tr n'hich is a producer. There should be strong criteria to be used to asscss the brokers
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.10.6.2

betbre register-in:: the rn. Thc t.t bi'r!:crs arc mi:rilbL'rs of thc East Alrican 'l ea Tradc

-\ssociation anil Lh:',,oprr:rl'r !.rni.lcr thc E;\TTA rugulltions. In IuLure ali tca r..-,k-,rs

opernring at thc [r,lonrb;rsa auctirrn shall l:e requirerl to register v;iLh lhe l'ea tsrrlud ol Krny'a.

The KTDA :Ls a rnnrilging and rnarketilg agenl v.'lil contirfle to appoinL brokels in

con suliation w ilh in<1i 
' 
irlual Teu F actor',, Ci rmpanies o ir competitite h a-sis a t :i -1 (ea fac(ories

per broker.

Tea Brokcrrse Comrnissions or Fees.
-[hc brokeragc charges havc becn l]6 c,rmmission on gross seles valuc of tea paid bi'
produccrs and a lurtirr:r 0.596 conrnrission on gross sales value ol tire saroc paid hv the

bu1.tLs, ln addition, thr brr:ker rccrit'cs a lurther Kshs.30 per ]ilot.-* in fr:mr ofcatalogue

printing cxpcnscs. Orle .r.lot.e is a garden (factory.r invoice of2u, 40,60, 8rJ or t00 packages

(57 kg t,J 78 kg each depending on srdde) rvhich is counted us a single llne in the cataloBue.

Some catalrrgues, tr]ay h3\,e 30, or 40 Iots or as Rrnny as lU(iO Iots depcnding on the arnounL

o I tea o flered. Thc pa-vrncnt nlay add up to about Kshs. 1000.r- or I 500i- or cr.en ]tr,000.1, per

catalogue each u'eek depsnding on the anrou;rt of tea offered- [n tota], the broker gets ln(lre

than l.So;ir of thc gross sales value of tea he sclis at thc auctioil.

15

t

In futur-'lhe Tra Board u ill be in'.olverl ir ll.,e re_uistralian of Lel hrokers. Cun;ntly, [,aTT;\
dernands lett:rs olappointrndoi I'r(,iII Ih,J produccrs bcfbrc liccrrcirrg a tca broker in addition

to chccking lhc applicant's fiuonci;rl antl managenlent cap3hilil).p<lsiiions incluiitrg ph,,,sicr)

facilities. Lhri(r thc i rr,iscd l ca .tci, lhe 'l cl Board rliLl have porvers to

rcgistel or dcrcgister L:a broke'rs rrh,l do not abidc rvith Cic sct rules a.Ird rugulations. t he'lea

Board wtll aLsr) eflsure ll'at rul?s aiJ rEgulalion5 of an;- organisation dcalinq 1n 01 i.llr,r:lYcd

in tea tradc, including E,\1'1.4, ar,d their activities are ir hrrmon;- rr'ilh the provisions olthe
'l'ca Act and tie intcrests oithe tea rrrduslry.
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Ihe current retes oIcomr,rission wcre de\re loperi in t]re i li'ris by EATTA' Ai the tinic' ih!

vOlume of made rea was v.ry lO1r,. Therc has bcen t-,o review 'o[ thesc raies r'"'hereaS all iht-'sc

r:osrs are being bome by tea producers and the electronic tradiag in tea is -vet to be adopteri

]t the auc(ion. In 1997,88, the brokels sold throLrgh the Mombasa auction syslem

24],566,481l:iligrsmsormadeteaat!naveraBepriceotUSSl.8gpcrkilogramnre.outof

ttris total, Ker.yan crop was 2t2,619'990 kilograms at 3o average price of US$I'97 per

kiloEarnme. The rolal valu6 of Kenya tea thlaugh the alrction was us $418,861,380 or Kshs.

25,969,405.578i=.Brokers'comtnissionatligzo,LrmounledtoKshs'389'541'08?/=lbra:l

elevrn brokers. on :rcrage cach brokcr reccived about Kshs.l5.4 million. In gcneral, a (€x

brokeis organiz:r:iorL has r small staff compliment. 
-l'lie 

r:osts associateti with tea broke:a:e

coverPersonneIcosLs,oirlcemaintenancecostsandttrecapitalcostsdeprcciatedeverylive

years. This is approximately Kshs. 25 8 rnillron showing a gross profit to the brok:r of

Kshs..9.6 million per Year'

The lee Board will revicrv the tea brokeraSe rates and recollulcLrd thc best appropriate rates

for the brcrlicrs in their role as marketcers of tea in the tea tradc. I'his is also cxpcctcd io

rcflcct a positive gain to the farmers in the tea industry'

l'ea Peckers
The lea packers in Kenya are )eL to be organized as atr association Currently' the single

large.sl packer in the local ma(ket is the Kenya Tca Packers Limited (KETEPA) Prior to

OA"toU.i I SSZ, KETEPA had lhe monopoly of tea packing and distribution in the domcstic

markct- Wittr thc repeal of the Pricc Control Act and the comPlete liberalization of tea

trading, thcre arc orei 60 registere4 rea packers rvho arc frce to blend and pack tea for local

as rvell as lhe cxPort markels-

Local packers urili be encouragcd and assisted $ here nccessalJ to develop the value added

tea market.

Packers should use high quality pacl:irg:ng material to be able co capture the cxport market

for value adde,J tea and policies on lhe packaging of the valuc added tca for export should

be <ieveloped by the Tea Board in liaison with the GoYernment'

lnordertocapl.ureabiggersegmentofthcmarketpackershavetoaggressivelypromotethei'
own tea brands borh locally and intemationally'
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AII tea hlended anrl paikeil in Ken;,.a s.ii1 c'rntai11 ;0 percent ofthe Kenla's pr6duced r:r

All tcr packci; bascd in Ker::ua '.r'ili irc rcquirud to register r';ith tlle I cl Buar(i of Kenii

. ll.0 -t R{lNl\(j ANI) Itili\l}.N l{l:S(.)L;RC'L DI i'ILOPi\IENT I){ TE.\ tNDUSTIl\

'lraining and human resouic: devclolnent is thz kev rr) scienlific, tcchnical knor';-hqru. rnd

l.rcak-rhrough in all secr.lii,:rf the ecornr,-lv. To carcr lor rhc :sriculrural sc.ctor, thcre :re
public unir.ersitics anrJ airriculiu;ul training institutiotis oricring gr:irtrul courses .,r

agriculture among o-,lic;r. I he tc: sub-s!'ctor drlr,,: i:s ri::npolr.cr front th.se ins'irutioas <

It is proposed thri Tea Bosid oI Kcn]x rvilI Ii.rrsc rvitn iostitutions ol higher learning a:rJ

other lraining institutitrns in ordei to da'.clop a treining manual ald curriculum on vari;,:,s

itsprrcts oltca.'tire,-rljecti\,e will be ttr train thc rlnd!,r gradunte and post-Eraduate stud.rrts

and o flrcers and. a! lr'innlly lh! training of farmu;s en,i r-r'Jrcr stalicholtlers. The Board iir tl-ris

wr;,,, u.ill d€\.elop the technical Lnorvledge lnrl crpenise required to stcer fonr.ard rhe rei

indust n'.

The'[ca Iloari rvill ais', unrlenake a slutly on thc hum;rn reso!rce needs in tbc lca iirdustr;-

rvith a view t,: dcl,cl,::ping thc training pluns urd projections A rruinjnq Comnrittee

consisring of all stak:lrolilers to exanrine ali training iss::es anci facilLries in dre vai.i,-,us

insl.itu(ionsrvillbccorrstitutcdur':dcrthcauspiccsoflhe'leaEoardofKen-ya...

T'hc currc t iraining activiries being r:ndcnaken in the tea ildustry willalso bc inrcnsiiletl

especialll,Lhrouch teJ ticlC dr:r's rt the lactory lcyel and thc cxtcr.si,.:n survice.r.

Thc cs[a(cs ha!!1 bLrcli corrducting in.house training tbr theit workers and officrrs rvhcrci]-s

the smallholder sub ccctirr h.rs be.n undcrta-king ils trainine activitics at rhe existing Fan,.rtrs

Training Cr:ntres spread ac:'oss lhe cr)unlry a1ld at th. Kagochi Famr and Training Schoc'l

$hich wascstablished ir: l9i(t. Kagocl:i school is sitrir(cd near Ragari Tca Fador) ai e ll3ce
11 kn tiom liiratina Torra rn lvlailiira Division, Nyeri District. Central Province. Therc is

a tea (iemonstration f:um c,n tca husbandq and a training school. l'he lnain objccrives u uie

(o uain farmcrs o:r l:t3lrag€rirent arld mainten.uce of tea farm.:, introduce better culflrral and

)1
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crop husbandry aspccts on ter planling arrc :air:l nlana3elneni piactlccs "lithil tle
sln3llholder sub scctor. The farm has a total area of67.3 hectares of rv!:ich 42.5 hectares ale

under maruie tea bushes. The farm iinances its acti\.ilies lrom the srlr oIits green tea leaf

and liL1(n (he sale oI other farm products e.g the salc o I rttilk rmong c,lhers.

The training of small scalc tea gro\&'ers on tea planting and husbancry staned in 1960 al

Kagochi. wirh the rormirion of KTDA il 1964, Kagocbi fan]l and th.r i slitut. were taken

or,.r by KTDA. Thc training of the llrmers continued on regular btlsis up to 1976. With thc

introduction crfnew training systems in Lhe agticuitural extEnsion seli,lce in [976, trli:ring

ol-farmers at Kagochi was stoppcd. Ho'*ever, tciiesher courses as *'eli as some upgrading

courses for techniCal Staff in 1ea extension sErvice conttlued tO be undertaken ar Kagochi-

It has also becn training clerks, farmers and tea v/orkers from the smallholder tea farms.

-l'here has not been any nxijor revierv of the training programnles and also no major

infrustractural devclopment has been undertaken a( Kagcchi since its establishment.

Kcnya Tea Development Authority Q(TDA) pl:rns to detclop antl fully finance a modem

training institute at Kagochi to replace the cxisting school which is old and dilapidate<l. The

school will be rehabilitated aud upgraded to a r,al.ional institute which e,.ill catcr for the

rraining nceds of farmers as well as the lo$.cr and middle level personnel in boLh the

smallholder and the cstates sub secrors.

l he rehabilitarion rvork is estirnated to cost KShs. 210 nrillion which rvill be financcd solely

by KTDA Aont its reseT!,es. Ttre works luve beerr tendered and are axpected to bc completed

wirhin a periorl c,f frfty slr (56) *,eeks.'Alrhough rhere *'ill be no contributions from thc 'l'ea

Factory conpanies and also no direcr deductions ftom lbe fanners' proceeds tbr this project,

ir is and it will remain one of rhe smallhoders' assets. The tfaidng school will jointly be

o *ned by KTDA and the srnallholders.

The instimte's operational costs \\'ill be hnanced througll cost recovery and it will be seli-

financing, It will be a oational tea training institute that will undcrtake raining

prograrnmes in liaison with the Tea Research Foundrntion of Kcn-va (TRFK)'

The Tea Research Foundation ofKenya is siruaLed at Timbilil, t2 km lrom Kericho To,xn.

in Kericho Disrric! Rift Vailey Province. ln addition to undenakilg research as its primary

28
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frurction, TRFK rvi[) alsobtproriCine sp:cializcd training c,:urses for slnior n]rnaqef : ii:ri
high Ievel prerson.nel as a seconden furrctio:r unJ:r:he auspices olthe Tca Board of li.t;r,,;r.

Currentl)-. rhcrc is a snrall trainin-g ud( at TRFK. Thc unit suppons the traitin.q r.r t'

smalUtolrier reu grcr\vcrs and the cstat:s sub srctors. Thr unit con-sjsis of a f*':lvc host:l

capiicitl', i guesl ling 3nd 3 traininB hr!1. Thcrc is a;iccd to impro)'e t)csc lJriliries so tl:rt

rhe unir cen cam'out thc spcrialiscd tirinin-e ai:ti,,,ilics morc cflcctl\,el). Ho.\'ei ei. to (ris[rc

!'ll,:ctive use,-rj'the arailable training facilities an,:i also avoid $astage o! rusources. rhe

Iloard $ill lisise $ith (hc rcspc'cri!c rraining instituti,:ns ro ensurr ftat the trainillg brine

undarlrkrl at Kagrrhi is nol duplical.(l at TRIK.

TRFK n'ill carrli, our r]i.ore research r:r tea manufacturing ald other rel3ted a-<-rrects. ir]',hi5

regard thc Cor cmir:,"'nt rvill assist TRI:K to establish its o\.ul tea researcil factor" :rnd a nrajo:

workshop. The u,:rkshop rlill be irhricating the oruchinc4 nccded in thE tea tirtoi'/
cDrnpnnies u hich arc ctrrrcnili impl,']rtcd. 'l he colNlntclion of ibe tea lh(:lon and thc

rvorkshop was estirnaled at Xshs.i00 ntillion and K.shs.50 million respecti'"'el)'. Ti).

Govenuuen( r,"jll ii,ri.ncc thc ccnstnlction oldrc5c facilities either fronr rts o\'. n rcjourcei or

tluough sohcirirg donor supForL or co-financing it rvith th,: tca industi-i'.

...'27.t) CoNCLt;SIO\

Thc varjous prulgrf,nlinLrs and !rlarl of a ion itr this SessiorraI Paper. aJi!'r th(ir
irnpl enrcn ration, r,r'il I resull in cffigient aad cfleclive operarions of ttic iustitution; in thc

indusrry. The exisring c,:nstraints, probl.nls and chill.ng€s *'ill be addresscd through thc
1q1,,, policies, Tire ne"r'decision-mrking frurr*vurk rvill cntpou'cr thc stakrhol(lers tr: be

inr.ohcd in thr'indusiT!'. The Grrremment lvillcontinue to suppor( the industrv throu8h tlr.
e;isting instituticros to cnable tle l'arious actors and stakeholders to lullv play their rightful
roles under an enabling cniiromcnt in thc libcralizcd lea indtrstry.
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'l'lrc Scssionll l'npcr i\'o.2of ]99!ou tltc I.ttiER.,\LlZ.4 7)(rr\ illD It^llSTRt.;CTt.:RI,\t(i et
.t-llE l Erl /rvrL6fB], fi81:/)&ri,l I,\' 7'llli Tli.A DO:1RD rfl.' /(,ti:! r;t ,,tr\/.,
PliI\t;II IZiL ION OI; IIIE ti/]^:)'..t 7 EA DLt'EI.Ol' Di\I ALtt IIORII.t tt,(is (obttd itt
Parliatnent on ith tlltril, 1999. It y,os tlcltutctJ uy lo gtlt,lwte, 1g99. I_)urittg tlte l ttt.r:, tlrc
ntentbtrs rttatlc toluoblc cottunrttts qtd roi.rcd sorre iJ,trrt'J u.hiclr rctt, pcrlirtcnt, 'lhc
Dtparttttctttol C'otttrtil(tc otr .ly.ricuittttr,, Lanil altl ,\irlrrrtzl lie.;orrrr:r..\ ttl.\t, couu.tt,nlct.l .),,
tltA I'opCt rtD tttttle,ri/,(ga!/i.),li !) lltt .\etrif .

'l'1rc 5c:isiotrtl l'o!rcr 
^'o.1. 

o.[ I9l9 ott l-ctt (,1trr trtdrttr:ttt ) l!ill, l9t)I harc hr:ttt It1r'rrmrtii.rtl

'l ):t'.l,tliortirta t( ri)r n)t!iRaltirr rtt tiltitr;tht t,t !ltr.',Sr.',rtiitttrti f: l](r Itt.l tt! l)tx)
\t i!lt reipc to rari(,u.\ !i-,(!ious t:r (!mFLt',\ o_f thc ,lag-clarroi /)oprr ..-

t.,5lrrrojl-3-8_Mai_orl)]tiesrir-ir

Sectiorr i.() ir ;rnrcrrilccl 1.., rnselting a :lan: l):triclal,lr

'-l r 'l .) f,.:-r-nia liriiTc Lll ll tci Jirlnr,lts,'.!J(r.,.tl!: irfr-.i1,! r.,,r,r:,-rr r.l :lt,t,:1 i, I

L[ui ]Lt,-) ;Ll;,, t)lrl 1r',!lI-'troi rrrurlr: tult u1lLr] il l5:i11j,l,ltr.l rltr.,, ir,.rtiiil {li
ii.'

l !; t,!.1fft1_0 l- i I.!rr l I rr:r1 11,r.lil irt i: ;1 I ii)i r \. i.'i.' r', i'.

S,tcl i,)t' 4 .0 i:t irrtrtr r,.lr:rJ lr) ins{. r ti,r! ir rr,:,.r' p;rr :ruutlrl r, .l.5-

".1 5 flrc Cr:r,tinrir,-lrl uill trir:outrq,: !r'i,,;rti: irr,,e:,i.,ris lit -.t ltir 1,.j.r1.. l,]l
(,r,-trj!la:i ls i,.ririt !r: r)tr.rit:r iliilr tca fa:lr:r:r'!j{t,,!. i

,itg!!Il{L-R qE xj)(1. F,r.l:r':Liir)!_c'I Llrr 'ftr P,,-':rJ_

['Jr:rg1;r1-,11 .-t.I ic :rrocr,]:rl h.i drl:Li:r:: tll,: fir':i( [rlrliic lr;rLI lcpie:ing ir ,.itl: t l
ii ,liqi. 1,,,,-

''.,i.1 Ilr( (r-rnijr{ fn n r-- t j.r n.i , , i l11,:: [lr;]rd i:rrludr::tlrr li,llrr,,,,irt:-'

I'Jrl!rxnll 5I ii ;:rir.:nrl.:,J lli dal,:iirrll "5 l all! Lcrru;rL'.:r i;r:r it t,, rc1.j '1- ,,,,,.,

lt|]r,-rrrlinl it lrrr,lrcr'l r tr:lIJ J-r 1,1;l()'.i:-

'l'n finrrrr:c lhc xcli\,ilic.r oir(lirrcrl ;rltove, tlle l'i(rxr(l lci icr (L::s,t rrn :rrr:;L

Itl:lll(.-d \\rlll lciL ill]rl ot) nr;urll;rclilr(:rl (cl r-lcli..,ur',:rl lllt sitlu llt (lt(.

lrl.ll l,:(:(. "

ln ordi:r La s(reoEtlren tJrc [loarL] 0n{l ell:u(t tlrrt ir lirc: rr;r io iir
crfr:c1atir,,;r:r. tlr,: li'l!r,,'.r itl*q !lli:ir:urcS. !,.,ill lte ul)ilrt tlll:rr):-"
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l'rrl .['.t r11:lt ]:.-1.I tr lrrtr,-r:,1'-'-l I'. '.1,:1,-trr,r' lir': '.'rril . i:':ir-,-'::L,r',..rli-r i'' r ll'.rrl,: lllrrt
'!tn r: Lri\r\,Lr 'it:'r,l T('l)li('lllS ilirJll ''"illl illc u0Td,j ' t':,tt:lar lt-i rr'|:1.r.1r; iltrlL ltl.rttt l':lt'

l':rr:r1|it1lli 5.2 ,1 ii enlcrlilc<j tr','rir:ir'tin-l ll1. 1.r,rrls 'li)c iil"lliiiir'x:trt' liriI '."ill lTc lr':
,i ;\ l)r-)r L olt lr. "

:! r c! i-u r r fi - t) I\ I (: r ifu:-r :l:i 0 t' i t i r';-Tr: f Illlr r''l-

Sc,-tiotr 0.(-t i:r ;rtttcttdud in'

( i.)

(ii)

(r)

hy (lqtc(in8 U:c rirrld5 " itlct'r:lricd lloill i6 to lS" irlld irlscIlilr'] tl|i
'.'.,111d5 "llccrcascd li.r)tl1 l6 to 15"

t.,,,, rl,:lcrirrg tltc !\ords ";rl)t)Dinte(l l-.,1 Llle;\ljJlistcr" it)d insr:rtiriI llic

'r'ords " clcctci.l by tlic tltcutb'!'rs c'l'the Do:rrct"

l)y (lclc(inE thc,.t'or(ls "clevrtctl rrr litll nicnrh,:r:hiP o('lllc Boirr(1" rir(l
ir)s(:rting Llle wnrd-s "arl e:r-olllclo Inc0llJcr i-r l' tlll [lr)al d '

l);rr1gru1'1r (t..1 iri urnr-'ru.lcd irr -

(,1) hv tJr'lctirtg the !'.ords "aIPoin(ed by llri: Nlilrilter' anrl ittscr(irrg tl:c
,.,. Drds "lto litlatcJ [)]' (he tca tfxdc"

(c) l)tr' dclcting tllc wolds "'.r f'p(.)ln tc(l by thc Nlirri:tr"r 1[lcr con.\ttltitlioll'ri1h
tlrc orgilnizatir)n rePrcseniillg stnallll()Llcr iea 8lo$crs" arld inicrlilrg, tlla
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t PREFACE

The Departmental Committee on Agriculture' Livestock and Co-operatives is

established pursuant to provisions of Standing Order 216' Under the provisions

of Standing Or der 216 (5) the Committee is mandated to:-

(a). investigate, inquire into' and report on all matters relating to the

mandate, -an'uge*"nt' activitiet' administration' operations and

eJtimatet of the assigned Minittries and departmentt:

(b). study the Programme and policy obiectives of rhe Ministries and

dePartmentt and the effectivenest of the implementation;

(c). study and review all legislation referred to it:

(d). study, assess and analyte the relative tuccett of the Minittries and

departments as measured by the results obtained as compared

with their stated obiectives:

and

Section 124 of the Constitution of Kenya

establishment of the Committees by Parliament'

The Departmental Committee on Agriculture'

overtees the performance of the following

department:-

(i) Agriculture,
(ii) Livestock'

(iii) trrigation,

(e). investigate and inquire into att mattert relating to the asigned

Mini'trie'anddepartment'a'theymaydeemnecessary,andas
maY be referred to them bY the House;

(0. vet and report on all appointmentt where the Cc>nstitution or

any other hw requires the National Assembty to approve' except

thoseunderStandingOrder204(CommitteeonAppointments);

(g). make reportt and recommendations to the Houte as often as

porsibte, including recommendation of proposed legislation'

TheCommitteeisalsomandatedtoscrutinizethebudSetoflineMinistriesand
Departments as piovided under Standing Order No' 235'

(2OlO) also Provide for the

Livestock and Co-oPerativeJ

Ministries and 6overnment
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Under the above Ministries, the Committee covers the folowing subjects;

(iv)

(v)

(vi)

Fisheries development,
Co-operatives development, and
Production and marketing.

(i)

(ii)

(iii)

Agriculture policy
Livestock policy
Fisheries policy
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CHAPTER 1

PETITION BY HON.KATHURI MURUNGt, M.P SOUTH IMENTI CON'TITUENCY'

ON BEHALF OF SOUTH IMENTI TEA FARMERS ON DECLINE IN TEA PRICES AND

EFFECTS OF THE AD VALOREM LEW.

I.O BACK6ROUND

Tea accounts for apProximately 260/o of Kenya's export earninSs and is the second

largest foreign exchange earner in Kenya. Tea contributed over Kshs 116 billion in the

yeir 2012 and consistently contributet to about 4o/o of (lDP' Of late' Tea prices have

been declining internationally and farmers have become disillusioned to an extent that

the traditional growers are abandoning the crop to Srow other croPs that are

internationally competitive and yield better prices'

Stakeholders delved into the matter to determine the underlying factorr that cause

constant decline of the Tea prices. They found out that among other things' the

farmers in Kenya are burdened with a levy known as Ad Vatorem levied at 17o of the

total Tea value. On these grounds, they petitioned Parliament with the view of the

levy being scrapped or reviewed downwards'

On the 25'h of February 2O14, Hon. Kathuri Murungi' M'P South lmenti Con(ituency

on behalf of South lmenti Tea farmers Presented a petition before the House on the

decline in Tea prices and the effects of the Ad Valorem levy on the Tea industry' The

petitionwascommittedtotheDepartmentalcommitteeonASricu|ture,Livestockand
Co-operatives.

The Committee deliberated on the matter before it and invited the Hon' Kathuri

Murungi M.P, South lmenti ConstituencY to Prosecute the petition on behalf of the

farmers before inviting other relevant witnessei and (akeholders with a view of

resolving the matter and reporting back to the House on the same'
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CHAPTER 2

)n
2.1

EVIDENCE AND SUBMISSIONS FROM WITNESSES
SUBMISSIONS BY THE HON. KATHURI MURUNGI M,P, SOUTH IMENTI
CONSTITUENCY:

On 9,h July 2014, Hon Kathuri Murungi, M.p South lmenti Constituency appeared
before the committee to elucidate the effects the Ad valorem levy has on Tea prices
and why it should be reviewed downwards. He informed the Committee that;

a) The Covernment should review the Ad Valorem levy downwards not
on the percentage of lhe value of tea but a fixed amount per kilogram
of tea as proposed in the 2006 tea taskforce report as the farmerJ were
heavily burdened by the various taxes and levies imposed on them by
the 6overnment.

b) The C'overnment immediately reconstitutes the Tea Board of Kenya in
order to ensure oversight of the levy.

c) The Covernment introduce a buffer fund to cushion farmers on the price
when the prices of Tea are below than the cost of production. Cost of
production in Kenya is very high and many a times farmers find that the
prices in the international markets are equal to or even lower than the
cort of production, ln such scenarios, the Covernment should bail out
the Tea farmers to make the production of Tea alive and its price,
globally competitive.

d) The Covernment waive the Value Added Tax (V.A.T) on locally
produced Tea to enhance higher consumption. (Annex 2, minute, of the
89h titting)

2.2 SUBMISSIONS BY THE PRINCIPAL SECRETARY. NATIONAL TREASURY:

on the 16th of July 2014, the Permanent Secretary, National rreasury appeared before
the Committee and informed the Members that;

(i) For optimal and efficient revenue collection, there was need for
streamlining of the original Tea Act of 1961. As a result, the Crops Act
(2013) was introduced and passed.

(ii) Tax regime in the Tea sector had not changed and the Tea prices had
gone down due to other factors in the market.

(iii) Zero-rating tea product, will not make prices go down, rather the
Covernment stands to Iose revenue that is used to address issues affecting
the Agricultural sector. (Annex 4; minutes of the g4h sitting) An income
duty of 25olo is levied on imported Tea while there is no tax that is

applicable to Tea that is imported for blending with Kenyan Tea.
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(iv)There is 160lo Value Addition Tax that is imposed on processed tea while

.iust Iike all unprocessed products, unprocessed green Tea does not attract

any tax.
(v) The low prices in the market were attributed to decline in demand in the

traditional export markets (such a5 Egypt, Pakistan, lran etc')'

competition from other countries and locally, increased demand for

other beverages like Coffee, and Cocoa.

(vi)The decline in Tea prices was a cycle that is usually experienced in the

Tea sector and the prices are bound to 8o up once again.

(vii)The lax is necessary for the 6overnment to raise funds to finance other

development projects, See (annex 4, minutes of the 94h sitting and

minutet of the l04h sitting),

2.3 SUBMISSIONS BY THE PUBLIC FROM TEA GROWING AREAS:

The Committee after undertaking visitt to Eastern and South Rift/ Nyanza regions,

received the following submission; from the public:-

a) Kenya Tea Development Agency (KTDA) works with tea factories to

manage coJt, enhance efficiency in farm and production processes

and invest prudently in order to secure the farmers' financial future.

b) But of late, famers feel aggrieved that KTDA has abdicated itJ role ar

a pioneer agency to champion for the welfare of famers and instead

metamorphosed into a tool of self-enrichment for the Directofi at

the expense of the farmers where they reel in abject poverty.

c) The farmers feel that KTDA has done the following wrongs and

requett the Committee to speedily come into the salvation of the

peasant farmers leJt they wither into oblivion.

d) Undertaking lnvettments without following due diligence and the

necestary consultations - farmers argue that KTDA has undertaken

massive investmentt in mega projects without the consultations of
the farmers who are supposed shareholders of the agency. Albeit

undertaking numerou, investments on behalf of the farmers, they

claim that they are not paid dividends that accrue from their shares.

Farmers opine that thig is a scheme to siphon their hard earned

money and enrich the Directors who have been at the helm of the

agency since time immemorial.

e) Poor mode of tea collection - farmers lament that KTDA has made

them susceptible to illness such as pneumonia, arthritil and related

illnesses by making them spend cold nights at the collection centres

waiting for the KTDA Lorries to come pick their tea.

f) Acquisition of fameri land irregularly - KTDA hai acquired Title

Deeds in iti name on all the lands that belong to farmers without the

knowledge and consent of the farmers. The farmers requett the

3



Committee to take it upon itself to enJure that the title deeds are
reveried back to the community that own the said parcels of land.

g) 6reenland Fedha Limited -a subsidiary of KTDA, Creenland Fedha
limited provides affordable credit to farmers. The farmers have
critiqued its establiihment claiming that it should be abolished since
KTDA is the cuitodian of farmers' money hence cause, conflict of
intereJt.

h) Policies to be formulated to enable each factory market and Jell itJ
tea on its own directly without the involvement of KTDA and other
brokers. Farmers lament that KTDA is doing a disservice to small
scale farmers and they stand a better chance if they be allowed to
market and sell their produce directly to the international marketJ.

i) There should be a fixed minimum tea price factoring in cojt of
production and tranJportation cortj as opposed to the current
scenario whereby the buyer determines the buying price without any
con5iderations to the above.

j) Kenya Union of Small Scale Tea Owners (KUSSTO) should be
recognised ai an arrociation that reprejent tea farmers at the
grasrroot Ievel since its best placed to aptly articulate the plights and
advance the grievancei of small scale tea farmers effectively.

k) Factories should be compelled to use furnace oil as opposed to the
uJe of firewood since the later leads to the reduction of forest cover
hence desertification.

l) The laws that require fifty three (53) factories to approve the
cancellation of the contract of KTDA as a managing agency for small
tcale tea farmers be amended since its practically untenable hence
leaving small scale farmers disadvantaged.

m) Agencies should pay quarterly bonuses to farmers as oppored to
annual payments to cushion farmers against unneceJsary borrowing
from banks and other lending agencies.

n) Directors draw a lot of allowances at the expenJe of the farmers
hence they should be reduced to manageable numbers and voting
should be based on one person one vote as opposed to the number
of sharei an individual own.

o) 6reen tea Ieaves loaders should be employed at tea buying centrer to
relieve the farmers from the agony of spending cold nights at the
collection centres.

p) The Covernment Jhould supply tea farmers with subsidised fertilizers
ar the revenue the Covernment gets from the tea industry is

unparalleled. Moreover, the prices of fertilizers should be announced
before distribution.

q) Prices of tea should be harmonised as there is price discrimination
with regard to selling of the product to the locals. One (l) kg of
made tea is reportedly being retailed at Krhr, 4OO at the factory
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level, while the tame kilogram of made tea retails at around Kshs'

170 at the Mombasa auction centre.

2.4 SUBMISSION BY THE MANACEMENT OF KENYA TEA DEVELOPMENT

AGENCY (KTDA):

Appearing before the Committee on 23'd September 2014, the KTDA management

informed the Committee as follows;
a) The fall in the prices was occasioned by overproduction as

farmers have produced more than the farmers needed'

b) Potential buyers have shunned Kenyan tea compared to other

teas due to the effectr of the Ad'Valorem levy' The level is

imposed on the buyers and this has affected the tea industry

negativelY.

c) KTDA owns seven (7) subsidiaries within the value chain that are

all owned bY the farmers.

d) The profits that emanates from the asJetr run by KTDA are Paid

to the farmert through bonuses while KTDA chargeJ a

manaSement fee of 2.5o/o.

e) Directors are elected by the farmers basing on the number of

shares farmers hold.

fl Tea price variance between Eastern & Western region is

occasioned by buyer preference as buyers prefer tea from the

Eastern region due to itt high quality.

g) Tea is tested organoliptically as there is no modernised mode of

tetting it currentlY.

2.5 SUBMISSION BY THE CABINET SECRETARY, MINISTRY OF AGRICULTURE'

LIVESTOCK AN D FISHERIES

Appearing before the Committee on l5rh July 2Ol4 and 28'h October 2014 the Cabinet

Secretary for Agriculture, Livettock and Fisheries informed the members that the

Ad Vatorem levy should not be reviewed downwards as prayed by The Hon. Kathuri

Murungi, M.P South lmenti constituency for it serves the following purPoseJ that are

of crucial importance to the Tea sector.

The levy is used to finance the following institutions that play key roles in the Tea

sector;

5Oo/o of the collected levy is apportioned to the Tea Directorate(2O 13)

under Agriculture, Fisheries and Food Authority (AFFA) Act of 2013

which carries out among other things the following core functions:

a. Regulation, control of cultivation and processing of tea

b. Monitoring trade in tea

5
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c. Tea research and advirory
d. Tea promotion and marketing of Kenya tea
e. Liaison with the tea industry and 6overnment
f. lnformation disiemination
g. Advisory role

h. Resource mobilisation and utilisation
4Oo/o of the collected levy is also apportioned to Tea Research
Foundation under Kenya Agricultural and Livestock Research
Organisation (KALRO) that ir mandated to promote research and
investigate problems related to tea.

ilt. l0olo of the collected levy is set aside to enjure that roads in the Tea
growing areas are well maintained and accessible all the time.

For the three (3) years period of 2012 to 2014, r|.e Ad vatorem Levy translates to an
average of Ksh. o.43 per kilo of green leaf. This indicate, that the impact of the Ievy
on the growers earnings is minimal compared to the benefits accruing from the use of
the levy.

The introduction of the levy was meant to relieve the farmer the burden of financing
the tea industry as was the case during the era of Manufacturing cess where the
farnrer would pay K5hs. 0.46 per kilogram. (Annex 3: submissions by the Cabinet
secretar,)

Challenges in the Tea lndustry and proposed interventionr.

l. Over supply of black CTC - Tea
over the last (lo) years there has been a steady increase in tea supply from 3.3 billion
kgs in 2003 to 4.8 billion kgs in 2013 a difference of 1.5 billion kgs while demand has
increased from 3.2 billion kgs to 4.6 billion kgs a difference of 1.4 billion kgs in the
same period.

The supply - demand gap is widening with a surplus of 158 million kilos in 2013. Out
of the surplus of 158 million kgs, Kenya contributed 72 million kgs which is over 50vo
of the global surplus.

According to FAo projectionr, production for crc black tea will increase at the rate
ol 14.13o/o while consumption will increase at the rate of only 9.95o/o.

2. Decline of tea prices

The decline in tea prices in the Tea lndustry was noted from May 2ol3 as a result of
excess production of tea by tea producing countries. By April 2o14, production had
reached 65 million kgs in excess of consumption.
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At the time, Tea prices at the Mombasa auction averaged USD 2.41 per Kilogram.

Current prices are averaging at USD 2.34 per kg compared to average prices of USD

3.18 per kg same period in 2012.

FAO projections iuSgest that supply and demand for black CTC tea will reach

equilibrium in 2021 at a price of USD 2.75 per kg if the current production levels

continue.

3. Low product diversification and value addition
Kenya predominantly produces and sells CTC-teas and mostly in bulk form. Exports of
value added teas from Kenya have marginally grown and are currently at 10olo.

Consequently Kenyan black CTC continues to fetch lower prices compared to value-

added teas.

4. High cost of production (labour, fertilize.s and energy )

The tea industry is grappling with increased costs of production inputs, for example

labour costs have gone up at an average of 173olo between 2OO1 and 2012.

The cost of fertilizer has gone up by about 14570, electricity has gone up 92olo and the

cost of diesel has gone up 345o/o.

Labour costs arising from tea plucking are normally neSotiated by the Trade Unions

through the CBA. This therefore is not with reference to productivity. These wages are

negotiated every two yeari hence increasing the waSe levels by lOVo without
commensurate increase in productivity. The tea industry is also faced with seasonal

and regional labour scarcity which leads to high wage demand by tea pickers'

5. Low productivity at the farm level.

Although Kenya Tea productivity is the highest in the world, there i5 potential of
increasing small holder productivity from the current one kilogram per bush to 1.5 kg

per bush.

6. Low domestic conJumption -

The per capita consumption in Kenya is O.65 kg per annum; while in countries like

China it is lKg per capita per annum. Low per capita contumption is caused by

undeveloped tea drinking culture; inadequate awarenes, on health benefits on tea and

preference for tea with high milk content and low tea content.

7. Adulteration and counterfeiting of teaj
Where high quality teal from different regions are blended with low quality tear and

still branded pure tea from the land of origin.

The Covernment has also conrtituted a Pre Shipment lnspection Panel to be able to
test the quality of all imported teas.

7
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INTERVENTION BY THE MINISTRY:
Promotion of diversification into production of non CTC teas e.g. Orthodox tea,
purple tea, green tea etc. by encouraging new factories to manufacture Orthodox tea
and currently over 10 factorier have been issued with licenses to procers Orthodox
,purple and green Teas. The estimated earnings from the diversification is USD
190,167,500 or 16.7 Billion Kenya Shillings.

The Mini(ry is in the process of engaging a consultant to Jtudy the export market
and advices on the range of value added products demanded and explore any barriers
to trade.

The AFFA Tea Directorate to develop mechanisms of increase the visibility Kenyan
tea through the development of the Kenya Tea Mark of Origin. Upon the
development of the Gl Law in Kenya the process of 6eographical lndications to
enhance branding will also continue.

There is need to link wages to productivity, promote use of co5t saving technology
especially in plucking (use of plucking machines) and promote efficient use of fertilizer

The Miniltry has included Tea farmers in the Covernment iubsidized fertilizer
proSramme from the 2014/15 financial year. Covernment has committed 60O Million
Kenya shillings for this purpose.

Encourage the planting of high yielding clones and improved Cood Agricultural
Practices at farm level through extension services.5ince 2008 nfty (50) high yielding
clones have been released with three (3) more being in the pipeline awaiting released

Use of research findings that highlight the health benefits of tea - e.g. Tea for health
Marathon

Proposal to increase duty on imported packaged teas.

lncreased and sustained Local Ceneric Promotion for Kenya Tea.

SUBMI5SIONS BY EAST AFRICA TEA TRADE ASSOCIATION (EATTA)
OFFICIALS:

On December 1, 2014, the Committee visited East Africa Tea Trade Associations
(EATIA) headquarters in Mombasa to look into the ijsues that bedevil the tea industry
and to understand how the tea auction centre runJ.

Key stakeholders of East Africa Tea Association (EATTA) presented the following
proposals ar interventioni to the problems in the Tea lnduitry;

8

Develop Common User Facility in Mombasa to facilitate stakeholders to add value to
their teas through blending and packaging. The total cost of the facilitv will be 3.2
Billion Kenya Shillings and will be operationalized through a Private public partnership

model.
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ln order to address the challenges on Ad Valorem, the following are proposed;

a) Level of payment: There are two options proposed to address the impact

of Ad valorem levy besides the existing syttem as indicated below:

The levy could be withdrawn altogether and this implies that the

Government fully funds the mandates of the Tea Board (-fBK)

and Tea Research Foundation of Kenya [fRFK).

lf the levy cannot be withdrawn altogether, review the levy
payment and charge it at a fixed amount /kg of made tea at the

factory. The fixed amount should not exceed Kshs. 1/kg. A levy

at Kshs.l /kg, the tea industry would contribute Kshs.

432.452.700 in 2O13.

ll.

b) Representation: There should be adequate rePresentation of the

stakeholders in the utilization of the levy, with clear cut budgetary

provisions backed by prioritized activities that require implementation. The

Promotion component under the Tea Directorate flea Board of Kenya)

should be managed by a committee comprising of stakeholders.

c) Collection: The definition of auction price should be included in the

customs schedule and it should be taken as ex warehouse. That means that

the levy should be collected at ex- warehouse value as opposed to cuttom5

[value.

d) Ring fencing: The levy should be ring fenced 50 that it is not utilized by

other crops or directorates under AFFA Act 2013, Crops Acts, 2Ol3 and

KALRO Act, 2013 and the same applies to the assett of TBK and TRFK.

e) Rebranding: The levy should be renamed to be tea levy or manufacturing

cess and not ad valorem as is the case currently.

Impact of the Ad valorem Lwy to the tea industry

There are several challenges arising from the introduction of Ad valorem levy on the

tea industry in Kenya. The most affected in the value chain have been the producers

and buyers of tea as follows:

lmpact on the producer

a) lmpact on Kenyan teas: The introduction of the levy which is charged on

Kenyan tea at the rate of 1o/o of customJ value at the Point of export means

that the buyers in the auction prefer to buy non Kenya East Africa teas. The

decrease in demand for Kenya teas has resulted in the Kenyan tea being

discounted and directly affectt farmers' earnings not only becaure of the
payment of the levy but also because of the discounting by the buyers.
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b) Punitive to high quality teas: The ad valorem levy is charged as a percentage so

that the higher the auction prices and the high levy charged and this discourages

the producer of good quality tea and also makes Kenya tea less competitive.

c) Reduced purchases: There is increased level of out lots as buyers are reducing
their purchases during the auction.

d) Bureaucracy and delays: The documentation required to proceJi the payment
of the levy gives rise to bureaucracy and delays. An important principal of any
taxation levy or license i5 to ensure that payment proceri is simplified
administratively.

e) Cumbersome refund mechanism: The exporters pay the levy at curtoms value
and refunded the difference between the customr value and the auction price.

Impact on the buyer (exporter)
a) Cash flow: The levy has an impact on the exporter's business cash flow because

most sale transactions are on 90 day credit. Many exporters obtain trade
financing to cover their expenses. The fact that they have to pay for the levy
upfront will impact on their caJh flow.

b) Cumbersome payment process: Daily payments of the Ad valorem levy take a
lot of time used in making paymenti and follow up the documentation.

c) Delay obtaining Commercial invoice: currently commercial invoice is required
as part of the document of the levy to be charged. However, in the absence of
the commercial invoice then a proforma invoice is used ar basis of payment as

long as the commercial invoice is produced within 7 days after release of the
teas.

d) Impact on the Mombasa Auction Centre: The levy is likely to discourage buyers

from buying tea in the Mombasa auction which will make other tea auctions
benefit. lt will also encourage tea Jtakeholders such Dubai Tea Trade Centre set

up a tea auction centre.

Multiplicity of taxes and leviet
There are more than 4l taxer and levies affecting the tea industry in Kenya

lntervention for the Multiplicity of taxes and levies

'1. Use of a Single Industry Licensing Regulation for a Single Tax Regime per Base

for the Tea lndustry :

It is recommended that the Tea industry should consider adopting the uJe of imart
regulation which entails the use of one tax regime per base and rimple tax
administration. A ringle tax base regime is applicable when all other levies other than
income tax are lumped together and charged as one. Under such a regime, levies like

10



National rocial Jecurity, NHIF, NEMA, KEBs, fuel levy, land rents and rates, and

training and business permits fees are lumped together and charged as one levy.

2. Review the KEPHIS charges in Legal Notice No 48 of 3rd April 2009:

KEPHIS gazetted new charges of tea grading and inspection under Legal Notice No 48

of 3rd April 2009 that increased levies by up to 500o/o). The new charges took effect

from lst June 2010 and industry stakeholders were not adequately consulted before

their gazettement. Upon industry consultation with the management team at KEPH15

on 28/O5/2O1O, it was resolved that the charSer for multiple custom entries be

reduced to Kshs 10,O00 from Kshs 20,000. This agreement has however not been

formalized legally to date.

3. Poliry Framework for an lncentive Scheme for the Tea lndustry.

The industry recommends an incentive scheme that is favourable and grants the

industry special fiscal tax and concessionary financing incentives.

2.8 SUBMISSIONS BY THE TEA DIRECTORATE IN AFFA

On 19'h February 2015, the representativei from the Tea Directorate headed by the

interim Director 6eneral of AFFA appeared before the Committee to reJPond to

matters raised in the petition. The Directorate informed the Committee that decline of
Tea prices is attributable to;

l. Tea production increased by 15olo in the year 2013 resulting a yield of
432 million kilos of made tea.

ll. Overproduction resulted in decline of tea prices which was felt from
May 2O13.

lll. ln 2014, increase in production to the tune of 445 million kilos was also

noted.
lV. Production of black Cut, Tear and Curl (CTC) as the only type and lack

of diversification also resulted in decline of tea prices.

6overnment lnterventionj

The Covernment is addressing the problem of decline of Tea prices through

diversification of tea products by ensuring that:
l. Any request for tea manufacture license is issued on condition that at

least one line will be a dedicate production line for tpecialty tea.

ll. Common user facility (CUF) modelled along the Dubai Tea Trade Centre

Facility is constructed through a Public Private Partnership (PPP)

arrangement to address value addition gap.

lll. AFFA has commissioned a ttudy to look into ways and means of
eitablishing a Stabilization fund and minimum price setting mechanism

for tea including other commodities.
11



Adequate internal controls, checks and balances are in place to ensure
oversight of the levy funds as the Government is in the process of
constituting an AFFA board following the repealing of the former
Lroards.

Following several consultative meetings, the National Treasury asked the
Ministry to iubmit the request for the waiver to be considered during
the 2015/16 budget cycle. The Mininry is following up on thiJ matter.

lmpact of Ad Valoremlevy on Tea lndustry

l. Ad Valorem levy is payable at the rate of 1o/o of the customs value for made
tea exports or imports.

ll. The burden of financing TBK and TRFK was shifted from the tea growerr to
the tea exporter.

lll. 5oolo of the levy is used to fund tea promotion and regulatory services

through tea directorate under AFFA, while 4oolo is allocated to tea research

institute under KALRO and loo/o is apportioned to industry infraJtructure
development.

IV. The amount allocated to TBK is used in Trade and Promotion:
Administrative Services; Regulation, Trade Compliance and Technical
Servicesl lndustrial Development and Value Addition;

V. The amount allocated to Tea Research Foundation (I-RFK) is used in
Capacity Building and Advisory Services; Production and Post- Production
Research: Administrative Services: and Capital Investment.

Vl. The amount allocated for infraJtructure will be utilized in construction of
minor roadsi culverts and bridges in the tea growing regions.

Vll. Assuming that the levy is scraped, and the C.,overnment was to fund
promotion, research and infrastructure, famers stand only to gain Ksh. 0.45
per kg of green leaf while the Covernment may not enrure iurtainability
and development of the industry due to competing needs.

Vlll. There is no direct relationship between the levy and price decline as there
may be other factorr that could have contributed to decline in tea price5

that have been witnessed in the last couple of years.

Proposal on reducing/ reviewing the Taxes, fees and levies applied to the Tea lndustry
in Kenya;

A review of the various taxes and other charger revealr that the Tea lndustry pays a

host of taxes and other charges that is categorized as National and institutional. The
first eight (8) taxes are National in nature and applied to all tax payers. These include
Corporate Tax at 307o: Value Added Tax at 160lo; Excise duty 257o among others.

lnterventionr by AFFA
l. AFFA has engaged the Government on the possibility of reducing these taxes

but we are aware that a waiver of the taxei may bring a spiral effect on other
crops. This may not be practical as it would reduce government revenue hence
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affe(tin8 implementation of critical services in the security, energy, food

security and infraitructure Jectors.

ll. On advice by the National Treasury (NT) for waiver, Tea Directorate through

the Ministry of Agriculture Livestock & Fisheries has forwarded a request for

consideration by the National Treasury NT regarding a waiver on Value added

Tax on locally sold tea for inclusion in the 2O15l16 budget' lf achieved' the

waiver will spur local tea sales hence increase local consumption and earnings.

The other fees and levies are institutional.

lll. The AFFA - Tea Directorate charges a Tea Ad Valorem Levy at 17o of customs

value on all imports and exports. The levy was introduced in January 2012 and

collected from March 2Ol2 from buyers and imPorters. The purpose of the

Levy ir to fund Tea Promotion, Research, Technical services, Compliance

surveillance audits, indu(ry development and operations. ln order to tustain a

vibrant Tea lndu(ry, all the above serviceJ are vital.

lV. The shift of the point of charge from Manufacturing Cess which was being

levied at a rate of 46 Kenya Cents per Kilogramme of manufactured tea wat to

relieve the grower the burden of financing the two institutionr. ln this regard,

the burden of financing TBK and TRFK was shifted from the tea grower to the

tea exporter.
V. Following complaints by the stakeholderr, the Minittry of Agriculture, Livestock

and Filheries and AFFA-Tea Directorate carried out contultations with the

Stakeholders, during a Task Force exercise in 2O14. lt was agreed that the rate

of the Levy be reduced from I o/o to 0.75o/o. The proposals have been included

in the Tea Regulations 2014 which were submitted to the office of the Attorney

Ceneral for review.
Vl. AFFA- Tea directorate is also reviewing charges related to licensing of Tea

Dealers with a view to removing it to ease doing business in tea.

Vll. The Agricultural Produce Cess was repealed by the Agriculture Fisheries and

Food Authority Act, 2Ol3 since the function of road infrastructure has been

devolved to county Sovernments.
Vlll. The other charges are imposed by the various oversight bodies such as NEMA'

KEPHlS, KEBS, KPA and CountY Governmentt among others. Further, the

lndustry players also charge service fees at various levels including Management

fees by KTDA Ltd (2.5o/o of net Proceeds), EATTA and KT6A member

subicription fees and Brokerage fees (O.7 5o/o from the producer and O.5olo from

the buyer). The other taxes are imposed by some countries who import Kenya

tea including Pakistan.

13



CHAPTER 3

COMMITTEE FINDINGS AN D OBSERVATIONs

The Committee made the following observationi and findings;-

1) On Tea pricing, the final prices for tea are determine by supply and demand
forces in the market. The Ministry through the KTDA and Tea Research lnstitute
war in the procers of determining the current tea cost production in order to
recommend a Justainable green leaf payment price

2) A review of the various taxes and other charges reveals that the Tea lndustry
pays a hort of taxer and other charge which is may be categorized as National
and lnttitutional. The first 8 taxes are national in nature and applied to all tax
payers. These include Corporate Tax at 3oolo: Value Added Tax at l5olo; Excise

duly 25o/o amonS others.

3) Over the years small holder growers have earned between 650/o and 85o/o of
the auction price. However the initial monthly payment is calculated based on
the Cost of Production (COP) with a margin for domestic expenses and is

reviewed and adjusted regularly by tea factory companies with advice by
KTDA.

4) There is lack of proper marketinS ar the Directorate still majorly relies on
traditional markets rather than exploring new markets for the product.
However the Ministry is at present venturing into new markets such as U.A.E
where they are marketinS not only bulk tea but al;o value added tea.

5) That, 107o infrastructure development in the Tea growing areas can be taken
up by respective County Covernments hence this may act aJ reprieve to the
farmers.

6) Stakeholderr are not represented in the AFFA Board.

7) The charging of a levy at the Tea Export level may scare away potential buyers

and make Kenyan Tea uncompetitive globally hence the Board was aiked to
come with proposals that Jtrike a balance and would be favourable to all
pa rties involved.

8) The Agricultural Produce Cess was repealed by the Agriculture Fisheries and
Food Authority Act, 2013 since the function of road infrastructure has been
devolved to County governments.

9) There other charges imposed by the various oversight bodies such ar NEMA.
KEPHlS, KEBS, KPA, KTDA, EATTA, KTCA and County Covernmenti among
others. Further, there are other taxer which are imposed by some countrie,
who import Kenya tea including Pakistan.
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CHAPTER 4

RECOMMENDATTONS

The Committee made the following recommendations:-

1) THAT, the Covernment should reduce the Ad-Valorem levy rate charged on

Kenya Tea product from 1o/o to 0.75o/o. This reduction should be included in

the Tea Regulations 2014.

2) THAT, the 6overnment through the AFFA should review the charges related to

licensing of tea brokers with a view to removing it to ease doing business in

tea.

3) THAI. the Government should review other charges imposed by the various

oversight bodies such as NEMA, KEPHIS' KEBs, KPA and County Governments

among others with a view of harmonizing and consolidating them. Further'

servicer fees charged which include Management fees by KTDA Ltd (2.25o/o ot

net proceeds), EATTA and KTCA member ;ubscription fees and Brokerage fees

(0.50olo from the producer and O.25o/o from the buyer) be reviewed.

4) THAT, the Covernment of Kenya should move with speed to lobby with

countries such at Pakistan who import Kenya tea to consider eaiing the taxes

imposed on the Kenya Tea exports.

5) THAT, the Covernment throuSh the AFFA should intensify the marketing of

Kenya tea in the new emerging markets such UAE and China.

6) THAT, 10o/o infrastructure development in the tea growing areas should be

taken up by respective County Covernments.
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PUBLIC PETITION

BY THE R.ESIDENTs OF SOUTH IMENTI CONSTI

FARMERS

ON DECLINE IN TEA PRTCES AND EFFECTS OF TH

We. the underrigned relidentt of South lmenti and Tea Farmert

DRAW the attention of the Houre to the following:

THAT. the performance of the tea industry is vital to the Kenyan economy. noting

that tea ir the largett foreign exchange earner in Kenya contributing over Ktht 116

billion in 2Ol2 and the tea industry consiltently contribute, 4o/o of GDP. More than

650,00o Kenyans directly earn an income from teai

THAT, lea account5 for approximately 25olo of Keny.l't exPort earnings and iJ the

leading foreign exchange earner;

THAT, tea ceJt supportJ and fund, malntenance of rural roads' health and education

facilitles ln the fea growinS area9;

THAT. whenever there i5 an unprecedented increase in tea Production in Kenya'

auction pric€t usually experience a big Jlump at recorded in the year ,1995- 
1999'

2001.2OO7, and 2013. The upward and downward trendl in tea prices are cyctical

and dependeot on tupply and demand situations;

THAT. the Ad Valorem levy continuet to hurf the Tea induttry as it it a regreJsive tax

which penatitet the higher priced finely picked quality tea Produced by the tmall

rcal€ farmer. Further, the tea induttry i5 Srappling with increated cott, of farm

inputt:

THAT. the Covernment hat failed to create an enabling eovironment by eliminating

the bottleneckt that the tea industry it exposed to. for example. the Tea Board of

Kenya rhould harmonjte lhe paymentt made by the t€a induslry to various bodiet

and create a tinSle window payment tyttem.
I
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PUBLIC PETITION

BY THE RESIDENTS OF SOUTH IMENTI CONSIITUENCY AND TEA FARMERS

ON DECLINE IN TEA PRICES AND EFFECTS OF THE AD VALOREM LE\^1

THEREFORE. your humble petitioner (s) prayJ that Parliament through:-

The Departmental Committeer on Agriculture, Liveiock and Cooperative obtain
without d€lay. undertakint from Cabinet Secretary in charte oF the A8riculture,

Livejtock and Cooperatives that:

i) The Governnrent w{lt rcvie\.e the Ad Valorem levy downward,. not on
percentage of the value of tea but a fixed amount per kilogram of tea as

proposed in the 2005 Tea Tatkfor(e Report:
ii) The Covemment immediately reconrlitute the Board of lhe Tea Board of

Kenya in order to enrure overritht on the [evy:

ii0 The Covernment introduceJ a Buffer fund to cushion farmerr on price when
the prices of tea are bclolv the cort of production: and

iv) The Covernment lvaive the Value Added Tax levied on locally produced tea

to enhdnce hiSher lo(al conJumption.

And your PETITIONERS witl ever pray

Presented By

HON. KATHURI MURUNGI, MP
MEMBER OF P T FOR SOUTH IMENTI
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SOUTH IMENTI CONSTITU EN CY-TEA FARMERS PETITION LIST

NC

2

16

50

st6TACTORY ID NO CONTACT.TEA SUYING CENTREIJA IVIE

)\-'/ ( );D L(* (?K! tt.;t r't €.

) r.'11,'ll 7.1) 7?-l-))l.r r.-illt-!r L cl-lrr /'' li

.1

5

,)rr?6

a 4L tobN e1 <1.5 Qltu
Kt bN'l o ds JokttrN A.

z..2Jb rJo9

I0
:z€11 ,J

ID0/rE-12

e13

o
?l2P

i9
u3 )A2C N

21

21

23

14

25

25

27

30

31
6l2

35

36

37

l8
3_o

40

d1

42

45

46

41

48

!9

E

/:,t:.t,'. i.-

? r/EE v:cI? rro),".6(N 
'., 

?,, *t a-*' o l('ari'1r'i.re-<l-nt 4lta6,.r
.4 /) .1k!--..q1<.<sa7., Ada,a 

^tu-^ 
l tC I Y!

r: c, r-- ^Lr^ !! o
'.4*l-'O>2 4l-i+:) t"L?

'Lt A "t tt A. 'roNYf)A?,.-- /, t-ra^rzA a.l
E:/*:=,..1 t ^ Lr.r l8I Lo t C,,1r-A-,-tr- S tt--^ !
//^,r- -" -L.O'zt o- )i",-

1'7 / tll?f)
frfYt,l1 ;o+tLq-.1a\1PM,) r "^n)/ni^J E'n L/\! v t , ; V- 

^A 
A'rt'+ l

ffia|,i)::'-) 2.'7 U. q hC-l-lJ I ul4 5A L:
,if,l*,,,Y!Nni hUrdrt^b4 r-41- I

.=-t r nt -.4,(t t V:/-::,--,E-\.. nlr].- t,/- )-/r t ln,)
,,i,.r7<s, a-1^ OJ tq1/- t

ita,,qi,, 1?7.tn)l:!'r t/trlr."(ll
' -JJ-.L.-t--!tz-Ec-E!]uA-
w, 0^d, /,. J,^^lt,

u.,..,..?'.21. pfi,*-a,l- t <^,J /1 ^\-r- rii+krV',^^t /\lti, rr,, (tn rt

3

l4

43



MINUTES OF THE gTH SITTING OF THE DEPARTMENTAL COMMTTTEE ON

AGRICULTURE, LIVE5TOCK AND COOPERATTVES (MEETING WITH TEA

DTRECTORATE OVER TEA PEnTloN) HELD ON THURSDAY l9rH FEBRUARY, 2015

AT MEDIA CENTRE, PARLIAMENT BUILDINGS AT IO.OO A.M.

Present

l. Hon. Adan M. Nooru, MBS, M.P - Chairman

2. Hon. Kareke Mbiuki, M.P

3. Hon. Mary Wambui, M.P
4. Hon. Phitlip Rotino, M.P.

.5. Hon. Daniel Maanzo, M.P

6. Hon. Kabando Wa Kabando, M.P.

7. Hon. (Dr.) Victor MunYaka, M.P

8. Hgn. Alfred K. Keter, M.P

9. Hon. Kimani lchung'wah, M.P

lO. Hon. Maison Leshoomo, M.P

Il. Hon. Florence Mutua, M.P

12. Hon. Patrick Wangamati, M.P

13. Hon. Benjamin Washiali, M.P

14. Hon. Paul Simba Arati, M.P

15. Hon" Fredrick Outa, M.P

16. Hon. Peter N.6itau, M.P

17. Hon. Ayub Savula AnSatia, M.P'

18. Hon. John Kobado, M.P
'19. Hon. John B. Serut, M.P

20.Hon. Waititu MunYua, M.P

21. Hon. James OPiYo WandaYi, M.P

22.Hon. Raphael Letimalo, M.P

23. Hon. Justice Kemei. M.P

24.Hon. Korei Ole Lemein, M.P

25. Hon. Ferdinand WanYonYi, M.P

Apologies

l. Hon. Millie Odhiambo - Mabona, M.P
2. Hon. Zuleikha Hassan Juma, M.P

Absent

l. Hon. 5ilas Tiren, M. P

2. Hon. Hezron Awiti Bollo, M.P

1
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In Attendance: Member of Parliament

'1. Hon. Kathuri Murungi, M.P - Petitioner and Friend of the Committee.

ln Attendance: AFFA

1. Mr. Alfred Busolo,

2. Mrs. Elizabeth Kimenyi,

3. Ms. Rosemary Owino
4. Ms. Christine Chesaro

5. Ms. Phrasiah Mwangi

ln Attendance : National fusembly Secretariat

l. Mr. Ahmad Adan Guliye
2. Ms. Angeline Naserian
3. Mr. David Ngeno
4. Ms" Mercy Wanyonyi
5. Mr. John Nganga
6. Mr. Onesmus Kiragu

- lnterim Director General, Agriculture, Fisheries

and Food Authority, (AFFA)

- Interim Head, Tea Directorate.
- Tea Directorate

- Tea Directorate
- Tea Directorate

- Third Clerk Assirtant
- Third Clerk Asiistant
- Research Officer
- Legal Counsel

- Audio Officer
- Sergeant at Arms

Min. 3 5 /2O1 5 : Preli mi naries

I. The meeting was called to order at 10.30 hours and prayer wai said by Hon.
Kareke Mbiuki, M.P

ll. The Chairman welcomed members and the witnesses to the meetings and
, requerted them to introduce themselves. i . 1 , - .. . :

lll. The Chairman informed the members of the day's agenda, and requested them
to adopt it as stipullrteil in the notice of meetiri!.' :

Min. 36/2015: Adoption of Agenda

The Committee adopted the day'J agenda as follows:

Adoption of Report on Supplementary Ertimater for Year 2014/2015
Meeting with the Tea Directorate on a Petition of Decline in Tea Prices and
effect5 of the Ad Valorem levy in the Tea lndustry.

Min-37 /2015: Adoption of Report on Supplementary Estimates for 2014/2015

The Committee adopted the report on the iupplementary ertimates for the year
2014/2015.

Min. 38/2O15: Presentation by the Interim Director General - AFFA
I

?-

The lnterim Director Ceneral informed fhe Committee of the following;



Decline of Tea Prices

(a) Tea production increased by 15olo in the year 2013 resulting a yield of 432

million kilos of made tea'

(b) Overproduaion resulted in decline of tea Prices which was felt from May

2013.
(c) ln 2014, increase in Production to the tune of 445 million kilos was also

noted.
(d) Production of black Cut, Tear and Curl (CTC) as the only tyPe and lack of

diversification also resulted in decline of tea prices'

(a) Any request for tea manufacture license is issued on condition that at least one

Iine will be a dedicate production line for specialty tea'

(b) Common user facility (CUF) modeled along the Dubai Tea Trade Centre

Eacility is. con(ructed through a Public Private Partnership (PPP) arrangement

to address value addition gaP.

(c) AFFA has commissioned a study to look into ways and means of establishing a

Stabilization fund and minimum price setting mechanism for tea including

other commodities.

of Ad Va lew on Tea lndustrv

(a) Ad Valorem levy is payable at the rate of 1olo of the customs value for

made tea exports or imPortt.
(b) The burden of financing TBK and TRFK was shifted from the tea Srowers to

the.tea exporter.
(c) 5Oolo of the levy i5 used to fund tea Promotion and regulatory services

through tea directorate under AFFA, while 407o is allocated to tea reiearch

inttitute under KALRO and 10o/o is apportioned to induttry infrastructure

development.
(d) The amount allocated to TBK is used in Trade and Promotion;

Administrative Services: Regulation, Trade Compliance and Technical

Services: lndustrial Development and Value Addition;

(e) The amount allocated to Tea Retearch Foundation [RFK) is used in

Capacity Building and Advisory Services; Production and Post- Production

Research; Administrative Services: and Capital lnvestment'

(fl The amount allocated for infrastructure will be utilized in conttrudion of

minor roads; culverts and bridges in the tea growing regions'

(g) Assuming that the levy is scraped, and the 6overnment was to fund

promotion, research and infrastructure, famers rtand only to gain Ksh. O'45
t
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per kg of green leaf while the 6overnment may not ensure sustainability
aM development of the industry due to competing needs.

(h) There is no direct relationship between the lerzy and price decline as there
may be other factors that could have contributed to decline in tea prices
that have been witnessed in the last couple of years.

(i) Adequate internal controls, checks and balances are in place to ensure
oversight of the levy funds as the 6overnment is in the process of
conrtituting an AFFA board following the repealing of the former boards.

CiJ AFFA has commissioned a nudy to look into ways and means of
estahlichino e (t:hiliTaii^n f'ln/ ana minimr rm ^Fi.- .a+}i^d ---k-^i.- r^-

tea including other commoditier.
(k) Following several consultative meetingJ, the National Treasury asked the

Ministry to Jubmit the request for the waiver to be considered during the
2015/16 budget rycle. The Ministry is following up on this matter.

Committee Observation

The Committee observed the following;

(a) Proper marketing is not done aJ the Directorate still majorly relying on
traditional markets rather than exploring new markets for the product.

(b) That, lOTo infrastructure can be taken up by rerpective County
Covernments hence this may act as reprieve to the farmers.

(c) The Committee observed that stakeholders are not represented in the AFFA
Board and recommend that repreientatives of nakeholders be part of the
Board.

(d) The Committee also observed that charging the levy at export level may
scare away potential buyers and make Kenyan Tea uncompetitive globally
hence the Board was aJked to come with proposals that strike a balance
and would be favorable to all parties involved.

Min. 39/2015: Adjourn ent

There being no o r bus,\: ss to dircusr, the meeting was adjourned at l2.lO hours

5ignature _t\{

HON ADAN MOHAMEDNOORU, MB5, M,P.

t
Chairman)

\C
t-- .l: r')

" "' "'L.-"' ". ' ..
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ACRICULTURE, LIVESTOCK AND COOPERATIVES HELD AT THE MAIN PARLIAMENT

BUILDIN65 IN COUNTY HALL MAIN CHAMBERS ON TUESDAY 23,d SEPTEMBER 2OI4

T i0.30 AM

PRE5ENT:

1. Hon.
2. Hon.
3. Hon.
4. Hon.
5. Hon.
6. Hon.
7. Hon.
8. Hon.

9. Hon.
I0. Hon.
11. Hon.
12. Hon.
.I3. 

Hon.

Kareke Mbiuki, M.P - Vice Chair person

Fred Outa, M.P
Kabando wa Kabando, M.P
Alfred Keter, M.P
Ayub Savula, M.P
Dr. Victor Munyaka, M.P

James Opiyo Wandayi, M.P

Mary Wambui, M.P
Philip Rotino, M.P

Kimani lchung'wah, M.P
Simba Arati, M.P
J u stice Kemei. M.P

John Serut, M. P

APOLOCIES

1. Hon. Adan Mohamed Nooru, M.P - Chairperson

2. Hon. Raphael Letimalo, M.P
3. Hon. Hon. Benjamin Washiali, M.P
4. Hon. Millie Odhiambo.M.P
5. Hon. Korei OIe Lemein, M.P
6. Hon. Silas Tiren, M.P
7. Hon. Daniel Maanzo, M.P
8. Hon. Florence Mutua, M.P
9. Hon. Peter Citau, M.P
10. Hon. Zuleikha Juma, M.P

ABSENT

l. Hon. Maison Leshoomo. M.P
2. Hon. Patrick Wangamati, M.P
3. Hon. Francis Waititu, M.P
4. Hon. Ferdinand Wanyonyi, M.P

t
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5. Hon. John K'Obado, M.P

6. Hon. Hezron Awiti Bollo, M.P

IN ATT DANCE

Hon. Kathuri Murungi, M.P - Friend of the Committee

KTDA

1. Mr. Peter T. Kanyago- Chairman, KTDA Board of Directors

2. Mr. Philip Ng'etich - Vice-Chairman,

3. Mr. Benson Matonda - Director

4. Eng. Joseph Wakimani - Director

5. Mr. Chege Kirundi - Director

6. Mr. Lerionka S. Tiampati- Managing Director

7. Mr. Benson Ngari- Finance &strategy Director

B. Mr. Ken Omanga-Company Secretary

9. Mr. Albert Otochi-Head of Marketing

National Assembly

1. Mr. Oscar Namulanda -Senior Clerk Assistant

2. Ms. Tracy Chebet Koskei- Clerk Assistant ll

3. Mr. Ahmad and 6uliye-Clerk Assistant lll

4. Mr. David Ngeno-Research Assirtant

5. Mr. Elijah lchwarah-Hansard Editor

a



, - a.7.

MlN. NO.236 /2014 PRELIMINARIEs

The vice Chair called the meeting to order at 10.50 am after which he prayed. The

chairman welcomed the members of the Committee and the witnesses to the meeting

and informed them that the purpose of the meeting was to 8et clarification from KTDA

on the tea crisis and issues raised during a field visit undertaken by the Committee to tea

growing areas in the Western and Eastern Region.

MIN. NO. 237/2014 - ADOPTION OF THE ACENDA

The agenda of the meeting was adopted as follows:

L Preliminaries

2. Confirmation of previous minutes

3. Matters arising

4. Meeting with KTDA Management over variouJ issues in the Tea Sector

5. Any Other Business

6. Adjournment

MIN. NO. 238 /2014 - SUBMISSION BY KTDA

KTDA made the following submissions:

i) The issues of price decline was occasioned by the Tea glut in the market

ii) The Ad valorem levy had made Kenyan tea less competitive since the levy was

directed at the buyer, hence buyers preferred to buy other teas by the fall of the

hammer.

iii) Part of the levy was given to the tea directorate and was meant for infrastructure

but none ofthe factories managed by KTDA had received any olthese funds.

iv) The company owns seven (7) subsidiaries that are in Iine with the value chain. All

the assets of the subsidiaries are owned by tea farmers,

v) The profits are given to farmers through the bonus and KTDA charged 2.5

percent at management fee.

vi) On the issue of election, voting was done on the basis on the no. of shares one
had, the company having done away with the 'one man one vote' syJtem.

t
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vii)The difference in tea prices between the Eastern and Western Region was due to

buyer preference, the buyers preferred tea from the Eastern region hence the

higher prices.

viii) Testing of tea was done organoliptically and there was no automated

mechanized system to carry out tea testinS.

ix) There ten (10) brokers appointed by the factories to sell tea and KTDA had no

control over the brokers.

x) Tea research is funded from the money collected from the Ad Valorem Levy,

KTDA requested that the Sovernment comes on board to supPort research

because it is a very expensive venture.

MIN. NO. 239/2014 . COMMITTEE RECOMMENDATIONS

The Committee made the following recommendations:

i) KTDA needs to aggressively look for other markets besides the traditional markets

to increase iti revenue.

ii) There was need for value addition so as to increase the producl offering other

than the Black CTC Tea, other products such as white tea, green tea and purple

tea would widen the market scope.

iii) KTDA needs to create awareness among the farmers on its operations and to

ensure proper information trickles down to the farmer.

iv) KTDA to provide more information on the following:

a. The composition of management and the directors, and how long they

have held the positions

b. Provide a written brief on the rtrategies to transform the tea industry

c. Provide the Ioan status of all factories

d. Provide the cost of construction of a KTDA factory Vis a Vis a the cost of
construction by a private factory

e. The list of the brokers selling tea on behalf of KTDA and the factories they

covered

v) The Committee to invite the Tea Directorate to also shed light on the various

issues raised during the meeting.
I



MIN. NO. 240 /2014 . ANY OTHER BU5INE55

The Vice Chairman informed the members of Correspondence from the Ministry of
Agriculture inviting two members of the Committee to accomPany the Cabinet Secretary

for Agriculture, to the Polagra lnternational Trade Fair for Food in Poland'

The following members were nominated for the trip:

l. Hon. Simba Arati. M.P

2. Hon. Justice Kemei, M.P

MIN. NO. 241/2014 - ADJOURNMENT

There being no other business to discuss the meeting was adjourned at Forty-Five

Minutes past Three O'clock. The next meeting will be on notice.

Signature

HON ADAN MOHAMED NOORU, MBs, M.P.

(Chairman)

Date
-\.r.\ (\ \ \-.1
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MINUTES OF THE 103.d SITTINC OF THE DEPARTMENTAL COMMITTEE ON

ACRICULTURE, LIVESTOCK AND COOPERATIVES (with cabinet Secretary National

Treasury over VAT on Tea) HELD ON MONDAY 25rH AUCUST' 2Ol4 AT THE

CONTINENTAL HOUSE 5TH FLOOR, PARLIAMENT BUILDINCS AT 3.3O P.M.

PRESENT

l. Hon. Adan M. Nooru, MBS, M.P

2. Hon. Maanzo Daniel Kitonga, M.P

3. Hon. Phillip Rotino, M.P.

4- Hon. John B. Serut. M.P

5. Hon. Peter N. Citau, M.P

6. Hon. Paul Simba Arati, M.P.

7. Hon. James Opiyo Wandayi, M.P

B. Hon. Zuleikha Hassan, M.P

9. Hon. Millie Odhiambo - Mabona, M.P
10. Hon. (Dr.) Victor Munyaka, M.P
I1. Hon. Ferdinand Wanyonyi, M.P

ABsENTWITH APOLOCIES

1. Hon. Kareke Mbiuki. M.P

2. Hon. Kabando Wa Kabando, M.P,

3. Hon. Florence Mutua, M.P

4. Hon. Fredrick Outa, M.P

5. Hon. Kimani lnchung'wah, M.P
6. Hon. Silas Tiren. M.P
7. Hon. Raphael Letimalo, M.P

8. Hon. Hezron Awiti Bollo, M. P

9. Hon. Korei Ole Lemein. M.P

ABSENT

l. Hon. Justice Kemei, M.P
2. Hon. Ayub Savula Angatia, M. P.

3. Hon. Mary Wambui, M.P

4. Hon. Patrick Wangamati, M.P

5. Hon. John Kobado, M.P

Vice Chairman

I
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6. Hon. Maison Leshoomo, M.P
7. Hon. AIfred K. Keter, M.P.

B. Hon. Benjamin Washiali, M.P
9. Hon. Waititu Munyua, M.P

IN ATTENDANCE

1. Mr. Henry K. Rotich
2. Martin 5. O. Cumo
3. Joseph Ngugi

Kenva National Assemblv

I. Ms. Tracy Chebet Emily Koskei

2. Mr. Ahmad Adan Culiye
3. Ms. Mercy Wanyonyi
4. Mr. David Ngeno

- Cabinet Secretary;

- Deputy Director - Economic Affairs:
- Principal Economics.

- Clerk Assistant ll
- C lerk Ariirtant I ll
- Legal Counsel ll
- Research Officer Il I

MrN. NO.215/2014: PRELIMINARIE5:

i. The meeting was called to order at Thirty minuter past four O'clock with a word of
prayer from Hon. Opiyo Wandayi M.P.

2. The chairman informed the members that the meeting started late because the
Cabinet Secretary was also attending another committee meeting. He further
apologised to the cabinet Secretary for inviting him to two committeer at the same
time and acknowledged that it was an oversight from the clerk's office.

MtN. NO.2t6/2014:

a. Tea lssues

The cabinet recretary informed the committee that;

l. lmported tea attractr a 257o income duty while tea imported for blending
with Kenyan tea is duty free.

ll. Processed tea attracts 16% VAT while unprocessed green tea is tax exempt
just like all other unprocessed goods.

lll. Exported tea is zero rated.
lV. Imposing levies on products such as tea is important because they help run

the inrtitutionr that manage and run the produce.

The National Treasurv

I

I

SUBNISSIONS BY THE CABINET SECRETARY

t
s
t
I

I
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Tea prices are determined by market factors Juch, ai demand and supply and

it's also affected by the dynamics in the traditional export markets'

b. On Sugar

The cabinet secretary informed the committee that:

L No sugar was imported by Mumias Sugar Company between the years of

2006 to 2012'

Il. There were no exPorts levy imposed on sugar'

lll. There are challenges being faced due to dumping of excess sugar from

lv. Yiiil; no imPact on the consumption of tea in the country as alleged bv

the Petitioneri 

-Lrnless 
it's backed up by facts and figures which are not

available at the moment'

V. Uganda inslsts on exforting sugar while it doet not have the capacity to do

so but the head of sates of the region are in process of dealing with the issue

administrativelY'

Vl. A common tuJ 
"ntry 

point has helped to reduce the issue of sugar dumping

vtl. ;:lt.:;'::il:' '' 
ou'n' enhanced to curb illegal smugsling or goods and

budgetwill"l;:";.;folthepurchaseofmodernscannerstofacilitate.l00o/o
goods verification'

Vlll. All agencies u'e working together to introduce one point boarder control'

MIN NO. 217 0r4: COMMITTE E OBsE RVATION

The committee observed that the Cabinet Secretary didn't provide

information requested of him by the committee and resolved him to aPpea

committee on Friday 29'n August 2014 with the following information:

the sPecific

r before the

a. lmports of sugar in 20.13 which was purported to be imported by Mumias Sugar

ComPanY but given to a third PartY'

b. Verify whether the Permit to imPort the sugar may have been used more than

once.

c- Verify whether sugar has indeed being exported between the years 2006 and

2013.

d. 6ive a brief on privatization oi'the Sugar lndustry'



MtN. NO.218/2014: ANY OTHER B UsINESS

a. lnvitation to Sugar Caucus Mee ting

The members were not happy with the manner in which a member who is
not a committee member organised for a workshop in the conjunction with
the Ministry of Agriculture without the knowredge of the committee
members and cancels the meeting without a prior notice.
The members resolved to write to the speaker to seek clarification on the
matter and demand an apology from the organiser.

II,

b. Frequent foret n trip s of the Lead Clerk

The members aired their dissatisfaction with the chronic absenteeism of the
lead Clerk due to his frequent foreign travels.
The chairman informed the members that the matter ir with the Liaison
Committee and is being deliberated upon.

II

MrN NO.2l o14: ADJOURNMENT

Since no other matter to dircuss, the meeting was adjourned at hrenty minutes past
seven O'clock

Signature

HON DAN MOHAMEDNOORU, MBS, M.P.

(Chairman)

Date I
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PRESENT

1. Hon. Adan M. Nooru, MB5, M.P

2. Hon. Kareke Mbiuki, M.P

3. Hon. Maanzo Daniel Kitonga' M.P

4. Hon. Fredrick Outa, M.P

5 Hon. Mary Wambui, M.P -- PY) f
6. Hon. Silas Tiren, M.P

7. Hon. Justice Kemei. M.P

8. Hon. Raphael Letimalo, M.P

9. Hon. Kabando Wa Kabando, M.P.

10. Hon. Phillip Rotino, M.P. - Sa C '
ll. Hon. James Opiyo WandaYi, M.P.
'12. Hon. Maison Leshoomo, M.P

13. Hon. John B.Serut, M.P
.I4. Hon. Patrick Wangamati, M.P
.l5. Hon. Benjamin Washiali, M.P

16. Hon. Alfred K. Keter, M.P.

17. Hon. Paul Simba Arati, M.P.

18. Hon. John Kobado , M.P

19. Hon. Kimani Inchung'wah, M.P

20.Hon. Ferdinand WanYonYi, M.P

21. Hon. Korei Ole Lemein, M.P

22. Hon. Peter N. 6itau, M.P

23. Hon. Millie Odhiambo - Mabona' M.P

24. Hon. Ayub Savula Angatia, M.P.

25.Hon. Hezron Awiti Boilo. M.P

ABSENT WITH APOLOCIES:

Chairman

Vice Chairman

1

I Hon. Zuleikha Hassan, M.P.

MINUTES OF THE NI6HTY FOURTH SITTINC OF THE DEPARTMENTAL COMMITTEE

ON AGRICULTURE, LIVESTOCK AND COOPERATIVES HELD ON WEDNESDAY 15TH

JULY, 2014 IN COMMITTEE ROOM 2ND FLOOR' CONTINENTAL HOUSE'

PARLIAMENT. BUILDINCS AT 3.30 PM.



ABSENT

l. Hon. (Dr.) Victor Munyaka, M. P.

2. Hon. Waititu Munyua, M.P
3. Hon. Florence Mutua, M.P

1. Dr. Kariuki Thugge

2. Mr. Justus Nyamunga
3. Mr. Apollo N. Kiarii

4. Mr. Benson Ngari

5. Ms. Phrasia W. Mwangi

Kenva N ational Assemblv

'1. Mr. Oscar Namulanda
2. Ms. Tracy Chebet Emily Koskei

3. Mr. Rogers Kilungya

- PS, National Treasury

- National Treasury
- Kenya Tea 6rowers Association
- Finance Director. KTDA
- Tea Board of Kenya

- Senior Clerk Asristant
- Clerk Assistant ll
- Hansard Reporter

MIN. NO.i65 2014: PRELIMINARIES

The meeting was called to order at forty minutes past Three O'clock with a word
of prayer from the Vice.Chairman.
The members of the Committee introduced themselves followed by Permanent
Secretary Treasury, who gave the apologies of the Cabinet Secretary

ll

The members of the Committee expressed disappointment over the failure of key
witnesses to honour invites to appear before the committees. The committee noted that
it was becominS the norm for the Cabinet Secretaries to send the Principal Secretaries of
their respective Ministries on their behalf. The Committee resolved that should the
Submissions by the P5 not be satisfactory, they would invite the Cabinet Secretary again.

ADOPTION OF THE ACENDA

The Committee adopted the agenda of the meeting as follows:

l. Prayer

2. Meeting with C5 Treasury on VAT on locally produced Tea
3. Any other Business

2

ln attendance:

The National Treasurv and Tea Board of Kenva

MrN.NO. t6612014:



SUBMISSION BY PRINCIPAL SECRETARY TREASURY

The P5 made the following submissions:-

ll

The previous Tea Act of 196l was very hard to execute and had therefore been

streamlined to make it more efficient. The new Act had made it easier for KRA to
collect revenue
The VAT on Tea is used in creating good infrastructure hence reducing cost of
production. This would make Tea and other agricultural products more

competitive. The VAT is also used to fund research especially on Tea.

Zero-rating rating products does not make prices go down and the Covernment

then loses revenue to address issues tackling the Agricultural sector.

The P5 appreciated that Tea was a key export revenue earner and the Tea farmers

needed to be encouraged to plant Tea by reducinS the levies they face. He

suggested that the Committee, the Ministry of Agriculture and the Treasury have a

workshop to discuss key issues facing the Agricultural sector.

llr.

IV

The Committee asked the P5 to submit a write-up to the Committee by the following
week. Tuesday 29'h J uly. 2014.

MlN. NO.l68l2014: ANY OTHER BUSINESS

The Members present exprersed disappointment over some members of the

committee for digressing to other issues not relevant to the agenda of the day

when interrogating witnesses. Hon. Silas Tiren, M.P. also impressed on the

members to always respect the ruling of the Chairman.

ll. The committee resolved that there should always be guiding questions when there
are witnesses, to ensure the meeting is systematic.

lI Following the withdrawal of the Petition by Hon. Kathuri Njuki, M.P. on the

stalled grain project in Tharaka Nithi Constituenry, the Committee resolved that

some members of the Committee should visit the site to confirm on the progress

of the project on 28'h July, 2O14. The following members were nominated:

l. Hon. Kareke Mbiuki, M.P - Vice- Chairman

2. Hon. Florence Mutua, M.P

3. Hon. Daniel Maanzo, M.P

4. Hon. Opiyo Wandayi, M.P

5. Hon. Kabando Wa Kabando, M.P

6. Hon. Francis Waititu, M.P

3

MrN.NO. r6712014:



7. Hon. Mary Wambui, M.P
8. Hon. Silas Tiren, M.P

9. Hon. Paul Simba Arati, M. P

MlN. NO.169/2014: ADJOURNMEN'T

There being no other busi s the chairman adjourned the meeting at thirty minutes past
five O'clock.

Signature

ON ADAN MOHAMEDNOORU, MBS, M.P.

(Chairman)

Date ? 40(
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MINUTESoFTHEEICHTYNINTHSITTINGoFTHEDEPARTMENTAL-
COMMITTEEONAGRICULTUR'E,LIVESTOCKANDCOOPERATIVES

(MEETINcyITHHoN,KATHURIMURUN6t&S)UTHIMENTITEAFARMERS
ON

(PetitiononteaPrice'andadvaloremtax))HELDoNWEDNESDAY9TH
JULY,2ol4lNcoMMlTTEERooM2NDFLooR,coNTlNENTALHoUsE'

PARLIAMENT BUILDINCS AT 2.3OPM.

PRESENT:

1. Hon. Adan Mohamed Nooru' MBs' M.P

2. Hon. Kareke Mbiuki, M.P

3. Hon. Benjamin Washiali' M'P

4. Hon. Justice kemei, M.P

5. Hon. Francis Waititu' M.P

6. Hon. John B. Serut, M.P

7. Hon. PhiliP R. Rotino, M.P

8. Hon. 5ilas Tiren, M.P

9. Hon. RaPhael letimalo, M.P

10. Hon. John kobado' M.P

11. Hon. Fred Outa, M.P

12. Hon. Ayub Savula Angatia, M.P
,I3. Hon. Kbando Wa kabando, M.P

14. Hon. James OPiYo WandaYi, M.P

15. Hon. Millie Odhiambo Mabona, M.P

16. Hon. Wangamati Patrick, M.P

17. Hon. Simba Arati, M.P

ABSENT WITH APOLOGY:

1. Hon. Mary Wambui' M.P

2. Hon. Peter Citau, M.P

3. Hon. Kimani lchung'wah' M.P

4. Hon. Korei Ole Lemein, M.P

5. Hon. Victor MunYaka, M.P

6. Hon. Ferdinand WanYonYi, M.P

AB SENT:

l. Hon. Maanzo Daniel Kitonga, M.P

2. Hon. Maison Leshoomo, M.P
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4. Hon. Alfred Keter' M.P
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lnattendance:

Hon. Kathuri Murungi, M.P - South lmenti Constituency

MIN NO. 138/2014 PRELIMtNARtES

l. The meeting was called to order by the chairman at five minutes to three
o'clock with a word of prayer by Hon. Kareke Mbiuki, M.P- The Vice
Chairman

The chairman welcomed the members and thanked them for turning up for the
meeting despite them being on recess.

2. The chairman requested the members to introduce themselves followed by the
witnerr.

MIN NO. 139/2014: ADOPTION OF ACENDA

The members adopted the agenda of the meeting as follows:

I. Prayer

ll. Confirmation of Previous Minutes
lll. Meeting with Hon. Kathuri Murungi on Petition of tea prices and Ad Valorem

levy
lV. Matters Arising
V. Any Other B usiness

MIN NO. 14O/2o14: CONFIRMATIoN OF PREVIOUS MINUTES

The minutes of the B6'h ritting were confirmed as true record of the committee's
deliberations after being propored by Hon. Kareke Mbiuki, M. p and Hon. Francis
Waititu, M.P respectively.

MIN NO. 141/2104: MATTERS ARISINC



Under Min no.125/2O14

The members noted ihat minute numbering is still an issue and advised the tecretariat

to be keen in minute writing'

MIN NO. 142/2014: SUBMISSION BY THE WITNESS

Hon. Kathuri Murungi, M.P for South Imenti and twenty other petitionerl presented a

PetitionondeclineinteaPrice'andeffectsoftheAdValoremlevyontheteaindustry
toParliamentthroughDepartmentalCommitteeonAgricultureLivestockandCo.
operatives with the following prayers that:

l. The Sovernment will review lhe Ad

Percentage of the value of tea but a fi

proposed in the 2006 tea taskforce report

It. The government immediately reconstitute

Iu.

lv.

Valorem /evY downwards, not on

xed amount Per kilogram of tea as

the board of the Tea Board of KenYa

in order to ensure oversiSht of the levy

The government introduces a buffer fund to cushion farmers on price when the

prices of tea are below the cost of production; and

The government waive the Value Added Tax levied on locally produced tea to

enhance higher local consumPtion

MIN NO, 14312014: COMMITTEE OBSERVATION5:

'l)Thecommitteedeliberatedontheafore-rnentionedissueintheaboveminuteand

made the following observations and resolved to discuss it with the Cabinet

Secretary of Agriculture Livestock and Co-operatives in their Jubsequent meetingl

l. That the Ad valorem levy and the VAT are making the tea product

expensive hence disadvantaged compared to other tea from the region'

ll. The ministry waive the value added tax levied on locally produced tea and

review Ad Valorem levy downwards to make the prices of tea locally

comPetitive'

2)ThecommitteeraisedtheirconcernthattheCabinetSecretaryshouldconsultthe
committee before undertaking a decision'

3) The committee resolved to inquire from the Cabinet Secretary in their meetinS

with him on July 15'h about the following:

a) Major programi in this new financial year

b) Distribution of fertilizers

c) The state of food security in the country

d| The crops act(why it has not been operationalized to date)

3



MIN NO. 144/2014: ANY OTHER BUSINESS

A. The members nominated the following five members to attend a two day
symposium on SACCOS and investment to be held on July l6,h -17rh at Laico
Regency.

'1. Hon. Kareke mbiuki, M.P- Vice Chairman
2. Hon. Daniel K. Maanzo, M.P
3. Hon. Simba Arati, M.P
4, Hon. Florence Mutua, M.P
5. Hon. Kabando Wa Kabando, M.P

B. The members resolved to meet the Cabinet Secretary for Treasury on Wednesday
afternoon 16th July to discuss VAT waiver on tea produced locally.

C. Hon. John Serut and Hon. Benjamin Washiali thanked the committee members for
their solidarity and support they showed during their bereavement.

MIN NO. 145/2014: ADJOURNMENT

There being no other business to discuss, the chairman adjourned the meeting at
twenty minutes to five o'clock.

Next meeting will be heid on Thursday, l0'h July 10.30 am at the same venue.

HON DAN MOHAMED NOORU, MBS, M.P.

(Chairman)1l
Date $01'1 ,;o1u
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1.0 BACKGROUND

The committee on Agriculture, livestock and cooperatives requested for the following information:

Proposal on reducing/ revlewing the Taxes, fees and levies applied to the Tea Industry in
Kenya;

RESPONSE

Taxes, fees rcess and levies on Tea Industry
The Tea Industry in Kenya is regulated by Agriculture Fisheries and Food
Authority (AFFA) through the Tea Directorate, The Industry has over the last tw_
years faced challenges including declrning prices as a result of over production in
the world market and over-reliance on black Cut Tear and Curl (CTC) teas. This
occurred as the cost of production rose leading to low returns for the farmer and
the country. Earnings dropped from Ksh 114 billion in 2013 to Ksh 101.1 billion in
20t4 for the country. Some of the costs borne by the industry include taxes,
fees and levies. A review of the various taxes and other charges reveals that the
Industry pays a host of taxes and other charges as shown on the attached
annex.
The charges may be categorized as National and institutional, The first B taxes
are national in nature and applied to all tax payers. These include Corporate Tax
al30o/o; Value Added Tax at 16%; Excise duly 25o/o among others.

1.

2.O

2.L
a

o

2.2 Action taken by AFFA
. AFFA has engaged the Government on the possibilit,v of reducing these taxes but

we are aware that a waiver of the taxes may bring a spiral effect on other crops.
This may not be practical as it would reduce government revenue hence
affecting implementation of critical services in the security, energy, food security
and infrastructure sectors.

. On advice by the National Treasury (NT) for waiver, Tea Directorate through the
Ministry of Agriculture Livestock & Fisheries has forwarded a request for
consideration by the NT regarding a waiver on Value added Tax on locally sold
tea for inclusion in the 2015/16 budget. If achieved, the waiver will spur local tea
sales hence increase local consumption and earnings. The other fees and levies
are institutional.

. The AFFA - Tea Directorate charges a Tea Ad Valorem Levy at Io/o of customs
value on all imports and exports. The levy was introduced in January Z0lZ and

1
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collected from March 2012 from buyers and importers. The purpose of the Levy
is to fund Tea Promotion, Research, Technical services, Compliance surveillance
audits, industry development and operations. In order to sustain a vibrant Tea
Industry, all the above services are vital,
The shift of the point of charge from Manufacturing Cess which was being levied
at a rate of 46 Kenya Cents per Kilogramme of manufactured tea was to
relieve the grower the burden of financing the two institutions. In this regard,
the burden of flnancing TBK and TRFK was shifted from the tea grower to the
tea expofter,
Following complaints by the stakeholders, the Ministry of Agriculture, Livestock
and Fisheries and AFFA-Tea Directorate carried out consultations with the
Stakeholders, during a Task Force exercise in 2014. It was agreed that the rate
of the Levy be reduced from 1% to0.75o/o. The proposals have been included in
the Tea Regulations 2014 which were submitted to the office of the Attorney
General for review.
AFFA- Tea directorate is also reviewing charges related to licensing of Tea
Dealers with a view to removing it to ease doing business in tea.
The Agricultural Produce Cess was repealed by the Agriculture Fisheries and
Food Authority Act, 2013 since the function of road infrastructure has been
devolved to County governments.
The other charges are imposed by the various oversight bodies such as NEMA,

KEPHIS, KEBS, KPA and County Governments among others. Further, the
Industry players also charge service fees at various levels including Management
fees by KI-DA Ltd (2.5o/o of net proceeds), EATTA and KTGA member
subscription fees and Brokerage fees (0.75% from the producer and 0.57o from
the buyer). The other taxes are imposed by some countries who import Kenya

tea including Pakistan.

It is these group of levies and charges that should be reduced
substantially if we have to reduce the cost of doing business,

AFFA has undertaken to impress on the players to also consider a reduction on
their fees to reduce the tax burden in the industry. Further, the stakeholders are
encouraged to engage the bodies who provide services to reduce the fees/levies.

2

I



3. CONCLUSION
AFFA has taken steps towards a reduction in the number of taxes, fees and levies in
the Industry to enhance Tea Industry performance. It is our plea to the Committee to
engage with the other stakeholders i.e. KTDA; KTGA; EATTA and the brokers to prevail
upon them to also consider their levies and fees.

3



1.1 THE TAXES PAYABLE TO THE TEA INDUSTRY STAKEHOLDERS:

Table 1: Taxes, duty, licenses, fees and Levies Facing Stakeholders in the Tea Value Chain

Sta[<cholders
bearing the Cost

National/
t e:r sector

llrcquencyI{ate of paymentPayeeI l'tiM 'I'ype

Covernme nt Taxes

All CompaniesNationalPaid in
installments

Corporate 'I'ax
I

NationalMonthly

30 7o on profit

l6% on Vatable
products

KRA

I(RA

'l'ax

'l.ax
7

nll Lnporters/National2.7 5 o/o of Y alue'l ax I(RA

ValLre Added l'ax

Import Declaration
Fee

-)

All conrpaniesNationalDailyKshs 0.6/litreI(I1 'lax
4 Furnace Oil import tax

All cornpaniesNationalAnnual1500/ 1on ol
commercial vehicle

I(RA'I'axVehicle advance tax.5

6

1

IJ

All companiesNationalAmualTax

Buyers'l ca sectorAnnualTBKFeesBuyers at Tea Auction

I(ITA

National

NrLtiortal

Annual

Daily

All companies

AII companies

Tax

Duty

I(RA

I(RA

5% of dividends

10,000

Registration I'ees

Wirhholding l'ax

Fuel for agric
operations

1000/ per
commercial vehicle

I(shs 10,305 per

Cbm

Motor Vehicle
Inspection Booking

9

Tca brokersTea sectorAnnual10,000llccs
.I'BK

Brokers

warehousemenwarehousemAnnual10,000TBKWarehousemen1l
ImportersTea sectorAnnual10,000TBKFecst2 Tea importer

I

I

I

I

I

At point of
export

I

I

Fees

I

I

Il0

All companies

I
I



I'I'Tt]VI 'l')'p" It ayee lLatc of llrytncnt Irrcq uen cy National/
te:r sector

Staheholders
ben ring the Cost

ll Tea Manufacturing
License

Irees TBI( 7,500 Annual

l4 Tea Auclion
Organizers

lrces TBI( I 0,000 r\lnrraI Tea sector'

Tea sector

EAl*fA

15. Tea Packers Fecs TBK 2,000

25,000

An-nual Packers

l6 Management agent ["ees TBI( Amual 'l'ea sector 'l'ea farmers

t1 EA'fTA Membelship subscli
ptior.r

EAl']'A 30,000 Annual 'l'ca Sector' Producers,

Buyers,
warehousemen,
brokers, packcrs

l,cvies

In. Ad valorem levy lcvy '1 1] l( IoZ customs value of
tea

For each
consignment

'J'ea sector Bulk Exporter-
Buyer/ Factories
for contract

19. Monrbasa Municipal
Port I lealth Charges

Levy County
Governrlent

I(slrs 5,000 Annual County
Government

Tea
warehousemen,
tea packers

20 Mombasa Municipal
Annual I-icense Fee

I-evy County
Government

I(slu 10,000 Annual County
Goverrunent

All Tea
companies

2t Land llates Lcvy County
Governrnent

0.3-0.75o/o Percent of
undeveloped value

Annually National All Tea
companies

tl
I

Tea sector I Tea Factories

I

-tl

I

I

I

I l
I I

I

I

I



iiiriliilil
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ITTIM 'ryp" P ayec llate of pnynrent Frequency National/
tea sector

Stal(eholders
bearing the Cost

22 Inspection and

Grading Fee

(r(EPr{s)

Levy I(EPHIS 5,000/= per single
consignment &
10,000/: per

multiple
consignment to one
consignee inspected

Consignrnent National Tea factories
(contract exporls),
tea buyers , tea
packers

23 Levy I(EPI IIS I(shs 1000 Weekly National Tea factories
(contract
exports); tea
warehousemen,
packers

KEBS Produot
Conformity

Levy I(EI]S 0.2%u ofvalue of
ITI ade tea < Kshs

Annually National Exporter/lmporler
s

25_ KEBS Quality
Standard

Lcvy 0.2% of value of
made tea S I(shs
400,000

Quarterly National Tea factories, tea
packers

26 NEMA Environmental
aud it

Levy NEMA 0. lo% of investment
costs

Annual National 'lea factories

27 I(.P.A Port Charges
(40 feet Container)

Levy I(enya Ports
Authority

Kshs 9,000 At time of
Ioading

National Tea buyers, tea
packers, tea
factories (direct

I(.P.A Port Terminal
Flandling Charges

I-evy Kenya Ports
Authority

Kshs 2000 per 20

Feet Container
At time of
loading

National Tea buyers, tea

packers, tea
factories (direct

i

I

I

I

I

I(EPHIS SPS

Certificate

KEBS



I I'EJ\II 'fvp" Payec Itate of payment Freq ucncy NrtiontV
tea sector

Stal<eholders
bearing the Cost

29. Directorate of Industry
Training Levy (DIT)

National Industrial
Training
Authot'ityQrllTA)

)i-evy Nil'A Kshs 50 per
employee

Monthly National Tea factories; 'I'ea

warehousemen,
buyers, brokers,
auction organizer,
maragement
agents

30 Merchant Shipping
Surcharge Fee

Levy Kenya
Maritime
Authority

Kshs 10 per tonnc Annual National Tea buyers, tea
packers, tea
factories (direct
exports)

31 Chamber of
Commerce Certificate
of Origin

Levy Cl.ramber of
Commerce

0.025 'Yo of the
gross value tea sold

A:rnual National B uyers, packels

Cess
32 Agricultural Produce

Cess

rCcss County
Government

lo% of gross value of
green leaf

Monthly J'ea seclor' 'fea farrners

Licenses
33. Fuel Wood Movement License County

Governrnent
300 per vehicle trip Daily Nalioual Tea factories

34. Waste Water
Regulations

.License NEMA Kshs 100,000 Amually National Tea factories

35 Department of
Occupational Health
&Safety license

License DOIIS Kshs 2,060 Airnually National Tea faotories,
warehousemen,
packers

36 Seizule of scales License Weights&
Measures

Kshs 2,010 Arurually National Tea Companies/

Factories

I



ITIiM Typc Paycc Ratc of ptyment Ircqucncy National/
tea sector

Stal<eholders
bearing the Cost

37 Watcr Permit License Water
Resoulces
Board

Kshs 4,600 Annually National Tea factories

38. Underground Water
Tank license

Food &Drugs

License Ministry of
Health

I(shs 1000 Annually National Tea lactories

39. License F&D Board Kshs 1000 Annually National Tea factories,
packers,
warehousemen

40 Mombasa Municipal
Parking Ticket per

truck

Levy County
Council

I(shs 1,700 per day Annually National AII companics

I('l'DA Manage lnent Fces

4l K1'I]A KTI)A 2.5%o of the net sale Monthly Tea sector Tea farmers

Illol{ers l,'(jcs

42. Tea Brokers [ees Br-okers 0.757o Producers and

0.5% Buyers
Daily 'fea sector Tea Producers,

Buyers

I I

I

I

I
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l. Historical Background of KTDA

2. Summary of Sessional Paper No. 2 of 1999

I ntroduction

The Sessional Paper No. 2 of 1999 on the Liberalization & Restructuring of The Tea

Industry Reforms in the Tea Board of Kenya and Privatization of the Kenya Tea

Development Authority ("Sessional Paper") was a result of the Govemment's decision to

undertake significant structural adjustment reform measures such as liberalization and

privatization of various agricultural subsectors.

::,i

Activity in Phase

Small-holder cultivation commences

First Small-holder Tea Factory started in Ragati, Nyeri
Factory management through a management agreement with multi-
national tea companies

Special Crops Development Authority established

The Kenya Tea Development Authority established under the

Agriculture Act (Cap 3 I 8) Section l9l . (Legal Notice No.42).
KTDA (authority) takes over small-holder management from
multinational tea companies.

Parastatal Reform Strategy Paper developed, listing KTDA among other

Strategic Parastatals lor privatization.

KTDA Order revoked through Legal notice No.44 through Sessional

Paper No. 2 of 1999.

KTDA (Authority) was transformed into a private company, KTDA
(Agency) Ltd on 30ft June 2000 & registered under the Companies Act.
(45 factories)

Page 3 of 41
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This led to the development of a detailed action plan on the structural reforms within the
tea industry, and in particular the privatization of the Kenya Tea Development Authority
that had been managing the tea activities in the small holder sub-sector and modatities tL
strengthen the Tea Board of Kenya to enable it undertake its mandated role as the main
regulatory body of the industry.

Liberalization/Privatization Measure in the Tea Industry

The sessional paper notes that prior to the liberalization initiatives the Agriculture
ministry was charged rvith the role of decision making in agriculture and its functions
spanned the entire sector leaving little individual entrepreneurial decision making in the
hands of tarmers.

However due to globalization of economies there was need to restructure some of the
economic sectors with a view to enhance the private sector involvement.

The process therefore to liberalize the rea industry commenced in 1992 when the
Govemment and the World Bank signed an ag reement under the Publ lc EnterD rise
Ii.eform Program
parastatals earmarke
Consequently tlie g

covering 5 major parastatals. KTDA was included among the 5
d for liberalization and restructuring under the program.
overnment agreed that the process of liberalization of KTDA and

small holder sub-sector should result into incorporation of KTDA under the companies
Act as an independent and private tea enterprise owned by small holder tea firmers
through their respective tea factory companies.

Privatization of Kenya Tea Development Authority (KTDA)

It was noted that KTDA was then owned by small holder farmers numbering 300,000 and
'de jure' owned by Govemment as it was established under the Agriculture Act cAp 3lg.

The steps that had been taken towards privatization ofKTDA were cited as:-

) Exemption ofthe Authority from provisions ofthe State Corporations Act;
) Divestiture of KTDA from the tea factory companies through the following

measures:-
Election by farmers of 6 direcrors (majority) out of the maximum 9
directors in each lactory company board;
Transfer of chairmanship of t'actory company boards from KTDA
to elected tea f'armers' representatives;
Direct participation by elected directors in management decisions
regarding procurement of goods and services by each factory
company;
Direct participation by elected directors in formulation of annual
budgets and monitoring of financial expenditures;
Transfer of green leaf collection and payment to farmers from
KTDA to individual facr.ory companies;
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Sales of KTDA equity in factory companies to tea farmers;
Allotment ol ownership shares to all small holder tea growers in
their respective tea factory companies;
Strict information and data disclosure by KTDA to factory
companies regarding marketing oftea by the Authority.

F Repeal ofall previous KTDA Orders and replacement with Legal Notices No. 109

to I l2 of 1997. The new Legal Notice No. 109 of I997 effectively placed control
of the KTDA Board under the farmers elected representatives who number 12 out
of a total KTDA Board Membership of I 7 including the Managing Director;

F Removal of provisions in the KTDA Orders which in the past required the Board
to seek the Minister's approval before making important investment decisions.

Privatization & Transfer of Ownership of KTDA to Small Holder Tea Farmers

The paper indicated that KTDA will be incorporated under the Companies Act as a public
company, thereby removing it from the auspices ofthe Agticulture Act.

The structure of the privatized KTDA would be as follows:-

Incorporation and shareholding
l

/ KTDA would be incorporated as an independent and private enterprise

C'KTDA Limited")owned by all small holder tea farmers through their
respective factory companies;

/ KTDA limited will offer management services to the individual tea

factories and the latter had the option of contracting another managing
agent;

/ The constitution of shareholding will be based on the current valuation of
the assets of KTDA allocated in accordance with the contribution of each

factory company in creation ofKTDA assets;
r' The net worth of KTDA will thus be distributed to the tea factory

companies relative to their contribution in form of management fees from
the 1983/84 to 1996/97 period.

Governance

/ KTDA Board of directors would comprise of a minimum of 13 and a

maximum of 19 directors where l2 would be elected by shareholders and

the Managing Director. The PS Treasury will be co-opted as a member of
the Board in view ofthe Government loan guarantees.

/ The chairman of the board would be elected from amongst its elected
directors.

Page 5 of 4l
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Action Plan

/ The on-going restructuring of the small holder tea subsector and KTDA
would be finalized by January 2000;

" Repeal of KTDA Orders and any legislative amendments would be
undertaken and effected by January 2000;

/ Govemment subvention in respect of tea extension staff employed by
KTDA and small holder factory companies will cease in January 2000;/ The term of the Board expired with the repeal ol the KTDA Order and
shareholders of KTDA Limited will elect a new Board of Directors within
a period of 6 months.

. Company Structure and Management
The board of the Company will delegate its executive authority to the
Chief Executive and the management;
Sales and Marketing services will be provided from the headquarters. The
same would apply to the financial and accounting services save lor the
accounting rvork already decentralized to factory companies;
The relationship between KTDA Limited and tea factory companies will
be governed by revised management agreements.

a. Associated Companies
Companies closely associated with KTDA Limited wilt include:-

/ All the current 45 small holder factory companies and any future ones
maaaged by KTDA Limited;

/ Majani Insurance Brokers Limited;
/ KTDA Farmer's Company Limited whose shares are held directly by

small holder tea farmers;
r' Chai Warehousing Limited (information) to be located in Mombasa;/ Kenya Tea Packers (KETEPA) Limited.

OTHIi TEA SUI} SEC'IOR INSTITUTIONS

. Nyayo Tea Zones Development Corporations (NTZDC)

The major objective ofNTZDC was to protect and conserve gazetted high altitude forests
against human encroachment.

. Tea Research Foundation of Kenya (TRFL,Q

TRFK which was operating under Ministry of Research and Technology would be
transferred back to the Ministry ol Agriculture and report to it through the lea Board of
Kenya.
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Due to its geographical spread and absence of a processing facility, it would sign

agreements with small holder tea companies or KTGA member companies to process its

green leaf.

. Kenya Tea Growers Association (KTGA)
KTDA and KTGA were encouraged to work closely to assist small holder tea farmers

willing to transfer to KTGA managed tea factories or in cases where the KTDA managed

tea factories does not have adequate processing capacity.

This will be done through agreements between individual small holder tea factory

companies and KTGA member companies.

' East African Tea Trade Association

' Tea Brokers
Tea Brokers are appointed by tea producers and buyers and members of EATTA' In

future they will be expected to register with the Tea Board ofKenya.

The tea factory companies will appoint their own tea brokers in consultation with their

managing agents.

In future the tea board of Kenya will be involved in the registration of tea brokers and

review the tea brokerage commission.

Tca Packers
Local packers will be encouraged and assisted where necessary to develop the value

added tea market.
All tea blended and packed in Kenya will contain 70% ofKenya's produced tea.

Alltea packers based in Kenya will be required to register with the Tea Board of Kenya.
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The Association will:-
/ Run the Mombasa auction;
/ Ensure that representation at the association management committee is equitable

and special representation is accorded to the large single producers like KTDA
who represent all the small holders in Kenya;

/ Ensursthat sale of the tea at the auction and other operations of the trade is fair,

efficient and transparent;
/ Ensure that tea producers determine the currency of sale depending on whether

the tea is for local or exPort sale;
/ Ensure that payment ofthe tea sold at the auction is made within l0 days'

KTDA should examine how best the small scale tea growers can be represented in

EATTA while taking cogrizance thar KTDA currently has one vote in EATTA and yet it

represents 312,000 tea farmers owning 45 tea factory companies and also producing over

60% of Kenyan tea.



CONCLUSION

The.various programs and plans of action contained in the Sessional paper after their
implementation will result in efficient and effective operation of the institutions in the
industry.

The existing constraints, problems and challenges will be addressed through the new
policies.

The government would continue to support the industry through the existing institutions
to enable various actors and stakeholders to fully play their rightful roGs under an
enabling environment in the liberalized tea industry.

3. KTDA Structure

The Sessional Paper No.2 of 1999 on the Liberalization and Restructuring ofthe Tea
lndustry, culminated in the privatization and incorporation of KTDA under the
Companies Act (Cap 486). KTDA therefore lost tax exemption status which had an
effect.of reduction in the profit by as much as 35%. The Seisional paper went further
to indicate that it was necessary for the company to introduce cost-cutting measures
in order to break even.

Prior to privatization, KTDA's main source ofrevenue was management fees charged
to the factory companies at a rate of 570 of the gross value of tea. Upon privatizat-ion
the rate was reduced gradually to the current rate of 2.5%o of the net value resulting to
decreased revenue. Diversification of revenue generation sources was therefore a tev
strategy for sustainability ofthe KTDA business.
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Gtobal business challenges such as fluctuating prices, exchange rates, interest rates,

rising costs of inputs have affected KTDA therefore justifying implementation of the

diversification strategy.

In December 2009 the company changed its name to Kenya Tea Development
Agency Holdings Limited in line with the recommendations made by a Government-
constituted Tea Industry Task Force of 2007. KTDA Management Services, a

subsidiary of KTDA Holdings Ltd, provides management services to the factory
companies through a management agreement with the factory companies. KTDA (H)

became the investing arm ofthe shareholders as outlined in the chart below:
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In order to address core business activities and exploit economies of scale and scope,

KTDA (H) Ltd established subsidiary companies lor specific roles and responsibilities.
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These investments have been made along the tea value chain to manage costs more
efficiently, add value to the services to the small scale tea farmers and distribute the
surplus revenue to the shareholders as explained under each company here below:_

1. KTDA (MS) Ltd

KTDA MS Ltd was established specifically to deal with management of the tea
factory companies in line with the recommendations made by the Tea rndustry
Taskforce of 2001 . The company is contracted by the tea factory companies to;
manage tea cultivation, develop and maintain tea husbandry, collect, weigh, handle
and pay farmers for green leaf delivered, manufacture green leaf into tea, market the
manufactured tea, develop and provide sound technical, financial and manaserial
infrastructure, provide services in procurement, ICT, Human Resources and 

"other

support services. It is currently providing the services to 66 tea factory units in Kenya
and 2 in Rwanda. It employs over 700 specialized personnel in engineering, ICT,
accounting, agriculture, in its Head Office, regions and factories. Factories also
employ over 7,000 staff in extension, leaf collection, production and engineering.

7. Chai Trading Company Ltd (CTCL)

CTCL core mandate is warehousing, blending, clearing & forwarding, value addition,
export and general tea trading. It is now one ofthe top I0 buyers at the Mombasa tea
auction and a member ol EATTA. The warehousing arm of the company was
established to ensure thar the teas from the smallholder factories are assuied of
storage faciliries at Mombasa before shipment as well as manage the shipping of the
tea. other than ensuring that warehouses are available for small holder teas, thi, ur.
has ensured that small holder factories are not vulnerable to market forces in regard to
warehouse costs. It manages out bound and in bound shipping, clearing and
lorwarding for tea machinery and fertilizers. It employs over 100 professional staff in
addition to outsourced staff.

3. Majani Insurance Brokers (MIB)

Majani Insurance Brokers Ltd was established to provide insurance brokerage
services for all categories of insurance requirements for the KTDA Group and oth-er
external clients. In so doing, it ensures that the factories get value for money, that is,
insurance services obtained economically, efficiently and effectively. The company
has expertise able to evaluate the best insurance companies lor diflerent .or"ri. In
addition, the company in liaison with some insurance companies has been able to
tailor-make some specific covers for small holder farmers liie "Kinga ya Mkulima,,,
a health insurance cover. lt provides rebates to the tea factories and empioys over 100
members of staff across the factory catchments.
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4. Greenland Fedha Ltd. (GFL)

Green Land Fedha Limited was set up as a non-deposit taking MFI with the objective
of facilitating easy access to alfordable credit for small scale farmers using their tea
deliveries as collateral. Up to 30% ofthe small scale holder farmers had no access to
credit and did not own a bank account due to onerous requirements imposed by the
financial institutions. Moreover, the venture was also in-line with the strategic
corporate objective of increasing value by investing in diversified, synergetic and
profitable activities.

5. KTDA Power Company (KTPC)

KTPC was set to spearhead development of renewable energy starting with small
hydro power projects across the tea growing regions as a way of addressing the ever
increasing energy costs. The company manages Regional Power Generating
Companies owned by the tea factory companies. As part of the cost cutting measures
as outlined in the Sessional Paper No. 2 of 1999, the different factory Boards resolved
to establish Regional Power Companies (RPCs) through which the factories would
get renewable, reliable and affordable energy. KTPC would act as the managing agent
for these RPCs.

6. Kenya Tea Packers Company Ltd (KETEPA)

KETEPA undertakes tea blending and packing for local and export markets. Majority
shareholding of the company is owned by small holder tea farmers through KTDA
while the minority shareholding is by members of Kenya Tea Growers Association
(KTCA). The Company is involved in Tea blending, packing, marketing and
distribution in the local and export markets. KETEPA has been a leading brand name
in the tea sector over the years and has remained a profitable venture thereby adding
value to the shareholders.

7. Tea Machinery and Engineering Company Ltd (TEMtrC)

TEMEC was established to provide a modern workshop for fabrication and assembly
of tea machinery for the tea factories. The majority ol tea machinery is imported
from India and elsewhere and it was lelt that with Kenya's leadership role in tea
production, it was about time we harnessed the skills of our engineers to fabricate
these machineries and reduce overreliance on imported technology. This is also in
line with Vision 2030 to make Kenya an industrialized country. We expect the
quality of machineries manufactured by TEMEC to improve and their cost of these
items to reduce for the benefit of the tea factory companies. The venture would
create employment for our young engineers and enable them deploy their skills in real
manuf,acturing.

8. KTDA Foundation
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Revenue generated from the subsidiaries benefit the shareholders/farmers through annual
dividend payments by the KTDA Holdings Ltd to the tea factory companies. Dividend
payment trend for the last 6 years is shown here-below:-

KTDA Foundation is the vehicle through which KTDA, its subsidiaries and managed
factory companies give back to the community through CSR activities. Through the
Foundation, KTDA group has provided 4 years secondary school scholarships to 143
students now in Form I and 2. This will be extended to Forms 3 and 4 and later to
University. The Foundation is also involved in community health, environmental
conservation and energy proiects.

c1l ove ls ln a l0Il orc es par y some o u SI rary com l)rnles
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In addition, we pay taxes to the Government and through retentions, build a strong
balance sheet which is leveraged for financing the debt obligations of the factory
companies and regional power companies.
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4. Over view of KTDA Performance
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5. Ad Valorem Levy

KTDA fully supports the memorandum on the need for a review ol the tea ad valorem

levy regulation and multiplicity of taxes presented by the EATTA being the body

representing the interests of the tea industry in Kenya and Africa.

KTDA also supports the petition by the South Imenti Constituency and Tea farmers

through the MP for Imenti South Hon. Kathuri Murungi. The reasons for our support are

clearly enumerated in the actual EATTA petition (copy attached) and on which we made

our contribution. [n summary,

a) We support the recommendation of the tea task force that a total of Kshsl.00 per

Kg ofmade tea is levied but at factory leveI rather than at point of export.

b) The amount raised from this levy is sufficient to lund research activities as well as

the promotion and regulatory activities ofthe Tea Directorate The amount can be

reviewed as and when necessitated by inflationary pressures.

c) Its application at the factory level will enable Kenyan teas have a level playing
field at the auction with other teas from Africa. At the moment only Kenyan teas

are subjected to an additional level post the hammer price making it more

expensive than other African teas.

d) Its apptication at the factory level will eliminate the increased paper work and

documentation leading to delays in shipping.
e) Its application will eliminate the cumbersome refund process leading to improved

cash flow for buyers/exporters. We fulty support the need for adequate funding of
research and promotion activities in the tea industry. The manner and quantum of
the levy required to do this is what is in contention; and we believe can be

resolved through proper engagement and consultation.
l1 The impact of VAT on the tea industry is well documented in the EATTA

document. The intervention measures are also well enumerated in order to

improve the competitiveness of Kenyan tea exports. We fully support this

measures in particular zero rating ol VAT on tea for local consumption, timely
VAT refunds and zero rating of VAT on warehouse services.

g) The Agricultural produce cess, collected by the TBK and administered by cess

committees has served tea farmers well. Otherwise impassable roads have

benefitted from this cess enabling tea factories collect green leave from buying
centres during rainy seasons. The cess should continue to be administered as it
currently is. The County and National Government should continue to support

these efforts through improvement in rural access roads.

On the multiple taxes and levies that the tea industry is subjected to; we fully support the

recommendation for a single tax regime at the National and County Governments.
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6. Decline in
measures

tea prices for the past 2 years and intervention
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o t:it \?

810

( riod
005/06 006ru 7 017/1300 7/0tt 008/09 009/10 010/l I 0l l/12

004/05

olum c l0l 162 i82 171 738 r98
755,5EL

P rod uce rs ?oLZ/73 % Share 2013 /14 % Share

China 1835 JO.O L872 3B.B

India 7t4Z 24.0 ttTz 2+.3

Kenya 437 9.2 432 8.9

Sri Lanha 327 6.9 337 7.0

Viet Nam 198 4,2 799 4.7

Turkey 174 3.7 779

Indonesia 110 2.3 111

Japan 103 2.2 to4 2.2

A rgentina 93 2.0 90 7.9

Other 7.t 331 6.9

Total 4755 10 0.0 4827 100.0

Page 20 of4l

4800

4500

4200

3900

3600

3300

..3opo
2004to5 -2005/06 2006to7 2007ton 2008/09 2009t10 2010't1 1 201 't t12 201 201

l.b.i

336



4500

4200

3900

3600

3300

i
l

Period hooq/os boos/oe l2ooa/oz lzootloa :oos/orToor/1o boro/rr bo:.v:-z hot4rz portltt
Demand lsrgg ls:oz lsess lsttt 3707 F858 Pras P:zs lsse [ro r:

I
!

1
I

I

Page 2l of4l

CONSUMPTION TRENDS-MILLION KGS

I 2004/5 200s/6 2006,ry 2007/8 2008i9 2009/1 0 2010/1'l 2011112 2012113 2013t14



5 2005/0 6 200 7 7 09 20 01

'1750

1650

1550

1350

1250

J

J

.)
112 2012t13 2013t1

0l -

56

GLOBAI- AUCTION PRICE TITENDS KEY AUCTION TI1ADING

-Supply -Demand
CIC To.r (ll. l,005/06 ru72007/0s 09n o 010 l 12J73

Srr lu efici ) t6

CENTRIlS

3.25

3.0 0

2.7 5

2.50

2.25

2.00

1.7 5

1.50

1.25

2004/05 2005/06 2006/07 2007t08 2008/09 2009/10 2010t11 2011112 2012t13 2013t14

- 
Kolkata 

-Colombo 
*Mom basa

Widening gap causing huge carry forwards

of CTC tea and depressed prices.1850

1450



35

30

25

20

15

10

5

0
20

GLOBAL AUCTION "/o SHARE

2 620 6/07 200 /08 2008/0 2009/10 20'10/'ll0
q 201'l't2 I

E Mombasa a Colombo tr Kolkata

2010 /'1.1 20rr/t2 2012/132006l07 2oo7 /08 2O0B/oe 2009 /rO
Auction
Center 2O04/OS 20os /06

40 4244 44 43 40Monrbasa 4Z 44 4'Z

35 39 39 39C olo mbo J.] 3 (.) 37

18 2l 2). 27Kolkata 20 17 20 1B 2Z

013

3

6

1

7

!

Page 23 of 41

a



a 201212013 a 2013t2014

400

350

300

250

2AA

150

100

50 T

s

Country
2012t13 2013t't4

Export Volulne 70 Share Export Volume 7. Share

468 8 25.4 497.5 26.3

353.s 19.2 386.7 20.3

308.6 16.7 300.3 r5.9

239.5 r3.o 12,O

r39.2 i.6 141.5 7.5

76.6 4.2 77.9

3.8 f1.4 3.8

r85.6 I O.1 187.2 9.9
100.o 18A9.2 100.o

Page 24 of 4l

I
:

I

I

I

.l _t

'_t

lrr'l,\JSR ?EA Elip$ilTr;l$ Cflui.lTd-3tEli '- Di

5qo

450

Kenya China Sri Lilnka lrrdia Vlet llam Arge tinr lndo csin

irriiDA iEi EliF€,ATiHe COUN?RIES - iUlLLtOtr elc g i:. $ .l

70.9

1442,7



2013t't42012t13
Key lmporters

10.1183 10.9 1alRussia
-140 7.7UK 't44

7.3132 7.4 131Pakistan

7,3130 7.7 131USA

543,O 34.4Sub-Total 5 89.0 3 5.0

6,2 105 5.4Esypt 104

lran 64

3.662 3.7 65Germany

63 3.557 3.4

2.9 49 2-7UAE 4A

19,3335.0 2 0.0 349Sub-Total

465Other 754 45.O

100.o100.0 1797.OGrand Total 1681 .0

,l

7. Response to other Issues

i) How second payment is determined;

ii) Why factories borrow to finance second payment;

iii) Ceiling of minimum payment

iv) Transparency and competitiveness of loans for factories construction

v) Cost of putting up factories

How Second Payment is determined - The revenues (tea sales and other income) of the

factories are netted against the cost ol production, the initial payment at the rate ofthe Kshs l4
per Kg GL and the surplus is distributed to the farmers based on the kilos delivered. The

accounts teading to second payment declaration are prepared by KTDA Management

Services and audited by an independent Auditor appointed by the factory shareholders,

who are also the farmers.

Why Factories borrorv to finance 2nd Paymetrt - The tea prices realized from 2010 to 2013

were favourable and such factories entered into long term capital expendihrre to

modemize/expand the capacities and to enhance efficiencies. With the sharp tea prices decline

and high tea stocks as at June 2014 ( 49.68 million Kgs valued at Kshs 8.57 B illion) borrowing as
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Guaranteed Minimum second paymeut - The current KTDA model as explained above pays
the entire surplus to the farmers. with the challenges of price decline, we aie in the p.o".r, of
consultation with factory directors with a view to coming with price stabilization retentions in the
near future. The Covemment could also assist by setting aside price stabilization funds for the tea
farmers and we would appreciate ifthis could be expedited.

Monthly Payment- The currently monthly is Kshsl4. This rate is reviewed periodically as shown
below.

a bridging for second payment financing is a normal business cycle decision. Below is tabulation
of tea prices in Kshs per Kg Made tea.

Average Net selling price trend Kg/MT - 5 yrs

As you can see liom time there is a review of the initial monthly payment, plucking labour costs
also goes up. The effective benefit of any increase in initiar payment is aboui 50% of the
increased amount. The other 50% goes to the plucking labour coits, which in some regions has
gone as high as I I per Kg Green leaf. The initial monthly payment rate substantially covers the
farms costs as indicated. Majority of small scale farmers use the family labour for plucking.

o
Y
I
U)
Y

I

Pcr iod N{onthly Pay Pcr Kg/GL Labou r cost Per Ko^tGL
Ma 1999 to June 2000 6.00 2.90

7.5 0 3.60

Jul 2003 to Se ember 2006 9.00 4.50

October 2006 to Nov. 2009 10.50 5.00

December 2009 to March 2012 12.00 6.00

March 2012 to date 14.00 9.00
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78,750.00r10,635.00141,750.00TOTr\L INCoME

$H KSKSHEXPENDITUIIE
8.0028,000.00?8.000 00 28.000 00PLUCKTNG 3s00 K0 X KSll8.00

1,500.00 1.003.500.00 3,500 00PRUNNTNC (1/3) 1,167X KSH 3.00

0361.250.00 1.250.001,250.00TtPPtNC(1/3) 5 Md X KSHS 250

0361.250.001.250.00 1.250 00WEEDINC 5 Md X KSII Z5O

3.1611,07000 11,070 0011.070.00FERTILIZER 5 BACS X KSI{ 2,214

r.106.35 787 5A'r,417 50lEA CESS 1%
3,+63.23 3,439.313,486.55OVERHEAD COST 7,5%

49,296.41 141tJ49,639.5849,974.06TOTAL EXPINDI'IURI

1{.14 14,0a\4.28AVERAGI FARr.r COST (X5HS/I(C C[)
60,995.42NET TNCOME PER rTAR (I(SHS)

a.4z26.22 l?.43NET INCOME/KC. CLlPA.(KStls)

Whether procuring of loans to construct factories is a competitiYe and transparent
process (cost of putting up factories deemed to be higher for KTDA factories than

for private factories and a huge burden to farmers)

Schedule of loans attached

(a) Reasons why cost of putting up factories is high

Cost of construction of new KTDA standard tea factories have increased from
approximately Kshs425 miltion (Mudete 1997) to Kshs562 million (Kaptumo)

due to the following reasons:-

Business variable changes:-

o fusing Inflation
o Labour cost escalation
o Energy cost
o Finance cost escalation
o Foreign exchange fluctuations
o Taxes, duties and levies

Market and statutory requirements/demands necessitating additional

equipments such as epoxy floors, Effluent waste treatment plants, food

safety management system, dust-free yards, birds and insect proofing

The tendering process for factory constructions is done competitively.
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DESCRIPTION AMOUNT

1 CIVIL WORKS 196,894,549.47

Epoxy 1,982,860.00

pipe line 17,000,000.00

Timber 5,600,000.00
?. STRUCTURAt WORKS 54,549,352-56

E levated tank 2,710,200.oo
3 PLUMBING, DRAINAGE WORKS 7 ,719,389-00

4 Electrical works

KPLC -connection charges 7,963,530.00

l Sub - Total 1 310,530,486.99

4 Machinery lncluding associated Fittings 197,399,113.81

5 sub - Total 2 197,399,311.83

6 Total - Sub - Total (1+2) 527 ,929,800.82

7 sub - Total 3 527 ,929,800.82

8 Consultancy fees (7.5%) 34,11s,437.O5

9 Grand Iotal Amount 56?,243,237.87

34,100,606.00

Kipchabo 2 lines factory (a Nyayo Tea Zone factory) in Nandi cost Ksh 720 milrion

(b) Reasons lbr thc huge burden to farnrers/sharcholders

a

Prior to privatization, KTDA used to construct leaf bases (about 25-30%
of project cost), as part of contribution to ne,,v projects and the lenders
would finance the rest of the construction cost. Through this arrangement
farmers were ablc to get 100% loan facility for construcrion ;f new
factories. The loans were payable over a period of ten years plus a two_
year grace pcriod, while the Government would provide the necessary
loan guarantees. With privatization, this arrangement was no longer
tenable, as lenders demanded 30% equity contribution upfront before they
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could release the loan funds. Subsequently satellite factory policy that was

in line with the lenders' requirement of 30% (later revised to 50%)

contributlon uptiont by the project beneficiaries was put in place.
. The development loans towards new satellite units are acquired by and

designated to the sponsoring factory lor purposes of benefiting from

economies ol scale and ease in debt servicing. These proposals were

meant to enhance processing capacities, manage cost of putting up new tea

factories and help to improve quality of made tea by reducing congestion.

They also helped to ease loan repayment since the whole catchments

would be involved and not only the farmers moving to the new facilities.

These farmers had also participated in developing the factories they were

shifting from.
o The above is in addition to change in relevant economic variables namely

increased interest rates, fluctuation in exchange rates, statutory

requirements etc.

The loans are sourced competitively and transparently. There are 2l Commercial banks

approved by KTDA board and these banks are always asked to bid for the loans. Most of
the Ioans are USD denominated and the interest rates ranges from 4.5o/o to 670, one the

best of you can in the local market.

Subsidies- We fully support and welcome any subsidies from the Government for the tea

farmers. The govemment has ptedged to subsidize fe(ilizer at Kshs 321.35 per 50 kg bag

in the current financial year

8, Efficiency of KTDA operations - leaf collection' cost control' etc

75Y. 75Yo 75"/o 75o/o

65o/. 65Yo

2006 2007 2004 2oo9 2010 2011 2012 2013 2014

Percentage .eturn to farmers has improved fro'rl' 64oh in 2006 to 7 5y. in 2O1O d1d
maintainedin201 1to 20l3.This has dropPed to 67o/oin 2o14

Pie chart on how revenue is shared out.
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An average of 67'h of the total revenue was paid to farmer in20l3l14

The factory companies have adopted the use ol fuel saving fleet for the
leafcollection which is able to consume I liter for every three kilometers
and the fleet numbers have come dorvn liom 890 in the year 2002 to the
current number of 408.

lmprovements in leaf collection services since privatization

6%

r Total GL payment

t Labour

0 Furnace oil

0 Eedricity

lr Fuelwood

r leafcollection

i packing expenses

I Admin costs FF

0 Admin costs M

a Admin costs Mgt Fees

El Finrnnirlcnslq
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KT'DA Leaf Collection lnitiatives
Roads maintenance & Fleet modernization

F leet Monitoring System
Constant weight bags

Phased out Old Fleet Bus Stopilogistics Assistant

lmproved Roads

Output:
1. Efflclent Loat collocuon.

. lmp.oved Haulage

rate

(from 200 to 240

bags)
. lmpaovod vehicle

turnabout tlm6 (rrom

3 to 2.5Hours)

Cost Eff€ctlveness.

' Less on Maintonance

(Spares)

. L6ss fuel

Consumptlon {dlesel)

lmp.oved quality of green

Lsaf.

lmproved service delwery

2

These initiatives have resulted to a decrease in staff numbers from 1940 to
the current 544 which translates to improved profitability since the salaries

and wages are reduced. The leafcollection costs have decreased from 6.20

shs per kilo of made tea to the current 5.06 shs per kilo of made tea.

Modern Fleet:

Five Year

placement Polic
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Leaf collection cost

F
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Y
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c
f
o
E

7

6

5

4

3

2

@g

0

2012-13 2013-14

YEAR ( CALENDAR YEAR) 2009 2010 2011 2012 z0t3
AREA ('000 Ha.)
Smillholder............... ....

8states.................................
10 7.3

51.1
115.0
s6.9

t23.:l
64.5

124.9
65.7

72/-3
7 t.3

TOTAL 15 8.4 171.9 187.8 190.6 198.6

PR0DUCTION ('000 Tonnes)
Sma11ho1der........................

Estates.-.-..........-.-..-....-.-....---
t72.6
141.5

225.0
1.7 4.0

218.6
159.3

218.5
150.9

249.8
782.6

TOTAI, 314.1 399.0 3?7.9 369.4 432.4

AvERAcE YIELD(KglHa)"'
Smallholder....... .... ...........
8states....................-.........-......

r,862.0
2,909.0

2,04 0.0
3,149.0

2,036.3
2,953.0

2,17 2.0
3,209.L

solrce: Econodi. su.vo, 2014

2011-12

Year

Area under tea has ihcreased by 25.4%

The small holder catrtrlbutton to the tncrease ta.6%

2009-10 2010-11
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The area under tea has been increasing and is currently at 127.3 hectares

Hectarage vs No. of growers
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The increase in number of farmers is majorly a result of land subdivision

The crop received over the years has been as shown below;

Green Leaf prod uction
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The vehicle tu rn-around has also improved considerable from 2.62 hours
to the current 2.42 hours. This is equivalent to close to 100 hours
improvement in collection per run for the entire fleet.

The haulage rate (Kg/km) which means weight of green leaf carried per
distance covered has improved considerable from 8lkg/km to l33kg/km.

Hzrnlage Etllcicncv Trencl (2009 /10 & 2013 / 14)

These initiatives have resulted to a decrease in staff numbers from I 940 to
the current 544 which translates to improved profitability since the salaries
and wages are reduced. The leaf collection costs have decreased from 6.20
shs per kilo of made tea to the current 5.06 shs per kilo of made tea.

Processing capacity improvement in since privatization.

2l new factories have been built since year 2000, raising the number of
factories to 66. The processing capacity has increased from 665Mkgs to
l,4l0Mkgs. The cost of putring up the new tactories is I0 billion.

In addition old factories have been modernized and expanded to process
the increasing leaf quantity.
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Factory Green Leaf capacity has Incr€as6d annually from 43M Kg in 1969 to 'l,41OM Kg cur.ently.

lncroased capacity has b€en achieved through exlsting factory expansion an€l construction of new on€s
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9. Marketing of KTDA teas

i. KTDA operales as a monopoly both in marketing of teas dnd operutions

i) Marketing of tea is spelt out in the Sessional paper No. Z of 1999.
iD KTDA engages closely with missions abroad on mobilizing and organizing

business to business meeting in tea consuming countries.
iii) We engage with AmbassadoriTrade Missions before and after postings.
iv) We are part of the Tea Promotion Advisory panel together with the Tea

Directorate and other industry stakeholders tasked with tea promotion.
v) It is the role of the Tea Directorate to license managing agents and currently

KTDA Management Services operate under tenable managing contracts witit
small holder tea factories. Sessional paper No. 2 ol 1999 section 10.3.1 (sub
section ii) outlined that.......... factory companies may opt to contact a different
managing agent to manage their operations and activities,,. Other licensed
managing agents charge l2 per cent while KTDA charges 2.5 per cent

S. Afrlca

CarrEroon

Eth iopia

Mozambique

Buru nd i

Zimbabwe

Rwanda

Ianzania

Malawi

Uganda

Ken

Mombasa is a multi origin/ regional auction centre. This makes it
strategic to scale it up a tea hub through establishment of a Free port

a 2012113 E 2013t 14

II.
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it, Introduction of Counu Tea Auction Centres
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just like Dubai. Dubai has already seen this business opportunity and

has positioned itself a tea hub between producing countries and

consuming nations in Asia. Kenya should not take this for granted.

Centralization of tea business in Mombasa means economies of scale

in terms of warehousing, brokerage services, tea transport, banking

facilities, clearing and forwarding sewices, pre-shipment shipping

logistics and ease of enforcing Rules and regulations. Already an

efficient payment platform exist that ensures farmers money is paid

before clients can access tea.

Factories can still sell tea directly as ex-factory but subject to local

taxes.

10.Pay points of farmers tea proceeds

There are about 560,000 small scale tea farmers in the KTDA growers payroll. Each of
these farmers independently advises us of their pay point details by filling and signing the

necessary form. As such, the pay point is a farmer's personal decision. However, from
the analysis below, about 57o/o lo 62%o ofthe amounts paid to the larmers in the financial
year 2014 went through the Saccos.

PAY-POINT OUNT ANALYSIS

11.New technology in KTDA tea factories

a. New clones

Farmers are encouraged to plant the high yielding clones of 37113 and 430/90. KTDA
managed factories booked 3,538,600 cuttings from Tea Research Foundation (TRFK) and

% of th ro
'SrccosPOS I r\ 1'OTA t-!lo n th B,\N KS SACCOS

10,649,989 645,428,479400,81 8,611Jul- 13 233,959,821
61.15'v.r 0,03 5,3 5 6 671 ,241,062248,9"t9,235 4t8,226,470Aug-13
5'7 .J9',1,I 17,909,4 58 27 ,886,t87,914Sep-13 1 r,56i,895,62 r 15,004,3 82,836

t,4t3,757,466 i9.'7 t,l,844,166,800 14,178,923Oct-13 555,411 ,7 43

|,2t2,223,3t7 (t0.0'lY,t4,269,314Nov-13 469,825,878 728,t28,125
6t.16.1t7 ,7 t6,288 I ,523,448,984Dcc-11 s69,469,297 936,263,398

1,389,343,385 59.1 1"114,834,406J:tn-14 544,463,352 830,04s,628
10,223,807 I,1 12,3 53,1 85Fe b- l.l 431,7 34,9 57 670,394,421

) ,537,773,411 61.82.|1,7,043,2t9Mar-14 580,030,3 67 950,699,8?4
I ,146.0 14,7178t0,7 34,7 43 r 4,93 4,8 5 1Apr-14 520,345,t23

t4,261902 | ,982 ,236 ,5 I 4I ,I 18,593,782May-1,1 849,3 80,8 3 0

11,511,476 995,5t5,7'73 60.80,,1,605,28 1,598Jun-1{ 378,722,699
-157.568,q89 lr.72l.52J,liz 58.2 9 

.,1'2l.J r 7.736.219'f oT.{l- | 6.9.t6.2 1tt.92 9
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have received 705,700 cuttings. The next supply is expected to be ready from September
to May 20 l5

b. Pruning machines
The farmers and factories have been encouraged to sta( using pruning machines which
replaces the use of pruning knife. This has greatly reduced the pruning labor, cost and
time.6,692 pruners have been trained and 65 pruning machines procured.

e. Vehicle tracking
This was introduced to check the fuel use efficiency and after a successful pilot where
savings were realized, the project has started being rolled out to 26 factories io far. This
has resulted to improved vehicle turnabout, fewer accidents due to monitoring and fuel
consumption has decreased significantly by about l2%o whereas in some instances where
the distance covered was more bv 20olo

f. Fleet type
From Bedford J6 & lZs, tractors, to higher fuel efficiency models
Initially the fleet maintained was old and would incur high costs in running and
maintenance but currently using a fleet with a replacement policy of 7 years. The new
models are efficient in fuel consumption averaging 3.Okm/Lfrom 2AKm/L by the earlier
fleet. The carrying capacity has increased from 200 bags to between 240-260 bags

C. Continous Fermenting Units (CFUs), Weigh-feeders, Vibro-Fluid Bed Driers.
All factories have one line CFU installed and operational, 60 lactories have
procured/installed second CFU. All factories have a weigh feeder.
37 factories have procured and installed vFBDs driers. These are the latest in tea drying

technology.
Benefits.

-Savings of labour cost.
-Consistence in terms of product quality
-Minimization of product handling by human
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c. Constant weight bags
These bags maintain a standard weight regardless of the weather and all the factories are
currently using these bags. The bags were introduced to harmonize the tare weights.
Their introduction has led to increased farmers confidence and higher crop levels

d. EWS @lectronic Weighing Solution)
This was introduced to replace manual weighment of green leaf and it has been
implemented in all the KTDA managed factories. The farmer is given a receipt when the
green leaf is weighed and the weight received is sent to the factory. The intrtduction of
EWS has increased farmers confidence as farmers get accurate weight and this has
reduced green leaf falsification



h. ICT capability
All factories are linked to Head Office through an ICT infrastructure. Investment in

various ERP system i.e. chaipro for GL processing, infomix for fiannce and treasury

i. Fibre connectivitY
All factories are on a fibre network with a bespoke and microwave on at the last mile

j. Electronic Bill Board
it" pgB handles all proceeds from the sale of tea at the auction. This is an enhanced

online payment settlement system that facilitates direct transmission of proceeds to

individual factory bank accounts.

Factory Focused Initiatives by KTDA

In its bid to provide efficient management services to the tea factories and its

farmers, KTbA has undertaken several initiatives that have proven to be of
immense benefit to the farmcrs. These initiatives are undertaken to not only

benefit the farmers but to ensure that the KTDA teas retain their Ieading position

as producers of quality tea.

They include:-

Fertilizer credit scheme - KTDA through its subsidiary KTDA Ms Ltd
procures top grade fertilizer at subsidized rates annually for the farmers

through credit which the farmer repays in monthly installments throughout

the year;

* Farmers' training - KTDA has scaled up farmers' training through the

Farmer Field Schools (FFS) that ensure knowledge on good agricultural

practices is shared and widely disseminated. In addition KTDA provides

agricultural extension services by highly trained personnel located in the

tea catchment areas to ensure best crop husbandry and production of high

quality green leaves;

+ Factory construction and expansion- KTDA has overseen the growth of
the number of factories from 45 at privatization in 2000 to 66 in 2014 and

at the same time expansion ofexisting ones. This has indeed been a major

boost for the factories' production capacities;

.! Modemization and automation of factorics - the factories have benefited

from the automation of the manufacturing process through the

introduction of Continuous Fermentation Units (CFU) and other new

technologies in tea manufacture leading to management of production

costs and increased efficiencY;
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Energy initiatives - KTDA has undertaken energy generating projects. For
instance, the pilot Imenti Small Hydro power plant produces IMW of
electricity out of which the factory consumes around 0.j MW and sells the
surplus power to the national grid through a power purchase agreement
with Kenya Power.

KTDA is also through its subsidiary, KTDA power company developing
12 other small hydro power plants across the tea growing which will
generate more than 20 MW ol electricity. 'lhis will benefit the factories
first by providing energy and secondly by granting them extra income
from the surplus that would be sold to Kenya powen

* Electronic weighing Sorution - KTDA has introduced a revolutionarv
electronic weighing solution (EWS) in all the 66 lactories. The EWS has
seen leaf collection centers shift from the manual weighing scales and
paper receipts used to record green leaf delivery and payment to the
wireless solution that uses mobile apprications and devices to record, store
and relay growers production and payment data;

constant weight bags - KTDA has rolled out constant weight bags for weighing and
carrying of green leaf from the collection centers to factories which has replacei thJsisal
bags that had variable weight due to weather changes. The use of these bigs has assisted
in faster and efficient rveighing of green leaf.

Subsidy of fertilizers by GoK

we are still awaiting GoK contribution towards fertilizer subsidy. There has not been
any GoK subsidy since privatization. Before privatization, farmers used to get GoK
guarantees.

12.Role of tea brokers in the tea value chain

mendment l4 Section 20.1.1

The role of each player including brokers is provided for in the sessional
paper no.2 of 1999 on the Iiberalization and restrucruring oftea industry. They
are independent players operating under the EATTA rules which sets trading
rules for all the regional players.

) (Tea Factory Company wilt appoint own tea brokers in consultation with
Managing agent) - Atrached session paper

) Brokerage charges from producers and buyers are provided for under the
EATTA rules and regulations whose membership is drawn from : Kenya,
Uganda, Rwanda, Burundi, Democratic Repubtic of Congo, Tanzania,
Mozambique. Madagascar, Zambia, Malawi, Zimbabwe and Ethiopia.
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) The brokerage charge from both the Producers and the Buyers arc0'75Yo and

0.50% respectively. this was reduced from l% - 0"75Vo These Brokerage

charges vaiy fronr- time to time as prescribed by the EATTA BoaTd EATTA

Boai is 
"o-posed 

of Producer representative, Buyer representatives'

warehouse representatives, and Packer representatives'

> EATTA p.odu... members which KTDA is a member is exploring further

reduction.

13.Transport of made tea to warehouses in Mombasa

MadeteasremainsthePropertyofthefactoriesuntiltheyaresoldattheAuctionordirectlyand
paid off. As such transport costs are borne by the factory to the point ofsale'

lessional paper No. 2;f 1999 requires that EATTA sets the auction rules and the rules state that

teas are only auctioned when they are available at the warehouses in Mombasa'

l4.Governance Issues

AllKTDAmanagedFactoryCompaniesareincorporatedundertheCompaniesAct(Cap.
486 Laws of K-enya). ThL respictive Companies have rules known as Articles of

Association, which'govern how the shareholders run theil company. The Articles of

Association provide ior the mechanism for election of Directors and voting

Number of Direct rs

Votins bv shares

Voting in any company must comply with the statute, which states that the shares of a

The Articles of Association and provisions of the companies Act form the basis for

determination of the number of Dit".tors of each factory company' The Articles

provide that the lactory company shall create Electoral Areas in its catchments to

ensure equitable distribution of Directorship. l{owever, the shareholders have the

final say in the number of directors over and above the requirements of the

Companies Act and the Articles of Association.

l5.Conclusion

KTDA is a robust organization that has been practical in its service to its shareholders,

the small scale tea farmers. The small scale larmers continue getting good returns from

KTDA both as suppliers of green leaf and as shareholders. Farmers in KTDA model

working together ;i;nificantl, reduce operations costs as efficiency is realized through

econom-ies if scale and scope. Prices are major determinants of retums to the farmer and

fluctuate depending on market forces.
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MEMORANDIIM ON THE NEED FOR A REVIEW OF THE TEA AT)

VET-ON-T,iTT LEVY REGULATION AND THE MTJLTIPLICITY OF TAXES

r.o Introduction

East Africa Tea Trade Association (EATIA) is a voluntary, non-profit umbrella body

representing the interests of the tea industry in A{rica' EATTA has r8o members drawn

f.o* 9 "oont.i"s 
(Kenya, Uganda, Tanzania, Rwanda, Burundi Democratic Republic of

Congo, l,talawi, Madagascar and Mozambique) all actively engaged in growing' buying'

broling and warehousing of tea. 9o% of the members are based in Kenya'

EATTA's principal mandate is to run the weekly Mombasa Tea Auction Centre' currently

the largest Tea auction centre in the world and the only one dealing in teas fuom more

than one country.

The critical players in the tea auction are the producer, the buyer and the broker' The

producers offe.tea in the auction for sale but does not physically attend the auction' The

produ.", appoints a broker as a selling agent who will represent him in the auction'-The

broker earns a commission of a percentage of the sales value for the tea they have sold.

It is important to note that most tea traders sell multi origin teas as blends to meet the

taste and preferences of various tea consuming countries' Every country has its

dominant characteristic likings in particular teas .It is therefore the work of a trader to

matchsamesatisfactorilyo."I."du.toglobalmarketcompetition,someofthemarkets
would turn to Dubai as a source of mulii origin and consequently divert interest from

Mombasa.Infuture,weshouldstrivetomakeMombasathesinglesourcinghubforall
world teas and more so home vaiue addition'

Aithough the teas on sale can at first appear similar, differences can in fact be

signific-ant. Even if teas have the same 'grade' (e'g' PFr), this is a nominal way of

ciegorizing teas and the grades themselves have no strict definitions. Two teas graded

pFr-can .urily huu. very different taste characteristics and even a different Ieaf size and

appearance. Tea picked from the same bush can easily have a huge variation in quality

based on the time of the year or the manufacturing process'

The attributes such as leaf appearance, taste and liquor will determine the asking price

for a particular tea. More broadly factors affecting the price movements include tea

suppty, b,rying activity in import markets, world auction prices' availability of cash and

currency fluctuations.

The Mombasa Auction has more than, seventy buyers reflecting the Kenya export

voiume into the key markets of Pakistan, Egypt, UK, Sudan Yemen and UAE among

manyothers.Themarketisverycompetitive,withsomeclientcontractschanginghands
for a few cents difference in price' The job of the buyer is to meet his clients'

requirementsasefficientlyaspossible,orrisklosingclientstocompetingbuyers'A
b.oke.,.jobistoselltheteaatthehighestpossiblepriceorrisklosingthebusinessto
another broker. They earn their commission as a percentage of the value of the tea sold'
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The interests of the broker and the buyer are not aligned so they will not have an
opportunity to collude. The issue of collusion is therefore a wrong perception and not
the reality.

The article specifically mentioned the declining average price for PFr. What it neglected
to mention is that BPr has actually declined more than the rate of PFr's decline.

If we take January 2013 as a base period compared to the average for May zor4 then
you will note that the four grades namely BP1, PF1, PD and DUSTT, have declined by
4z%, 4o%, 3t%o and,3o%, respectively.

The auction operates on forces of demand and supply. When the volume of tea offered
increases against a static demand the price will decline. In zor3 the tea offered for sale
in the auction was 75 million Kgs above the amount offered in zorz. This is a huge
increase in volume and the effect is expected to be felt in the auction price of tea.

r.r Performance of the Tea industry in Kenya
The performance of the tea industry is vital to the Kenyan economy. Tea is the largest
foreign exchange earner in Kenya contributing over Kshs r14 billion in 2013. The tea
industry contributes about 4% to thc GDP and more lhan zoYo of the foreign exchange.
More than 650,000 Kenyans directly earn a Iiving from tea. More than 4 million
Kenyans directly or indirectly earn a living from tea.

Tea is grown in 15 counties and is therefore an effective catalyst for development. Tea is
also the only cash crop grown rvidely in geographically dispersed areas in Kenya. The
small scale tea farmers' account for over 6o% of Kenya's production through 66 KIDA
managed tea factories with the rest belng produced by the medium and large size tea
estates.

67% of this volume was traded through the Tea Auction Centre. Being the dominant
producer in Africa and commanding the largest exportable surplus from any tea growing
country, the Monrbasa auction and Kenya tea in particular is closely watched by all
quality tea importers in the rvorld.

The Table in Annex I shows the top ten export markets for Kenyan tea and the amount
earned from them. Tea generates 4% to the Kenya GDP.

Tea accounts for approximately z6% of Kenya's export earnings and is the leading
foreign exchange earner with leading buyers being Pakistan, Eg1pt, United Kingdom,
Afghanistan and Sudan.

Kenyan tea is of such a high premium in some consuming markets that the importers
keep track of the auction trends on a weekly basis and will make purchase orders for a

specific plantations or garden marks.

Tea has assisted to fund maintenance of rural roads through tea cess and voluntarily
provides health and education facilities to rural populations.
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Kenya experienced very high production which started towards the fourth quarter of

zo13. The situation was exacerbated by overstocking towards the run-up to the March

4th General Election in anticipation ofsupply disruptions by possible political violence.

It has been stated by industry stakeholders that whenever there is an unprecedented

increase in tea production in Kenya, auction prices usually experiences a big slump as

recorded in the year 1995, 1999, 2oot',2oo7, and eor3. The converse was also observed

when higher prices were recorded in t997, zooo, zoo6, zoo8, zoo9, zorr and zolz

when there was lower production.

The upward and downward trends in tea prices are cyclical and dependent on supply

and demand situation. This cannot be easily controlled. However, what is within the

purview and control of the iegislative is the reduction of the ad valorem levy. This shall

ieduce the suffering of the farmers that has been worsened by the declining tea prices.

It is worthwhile to note that there are more than 41 taxes and levies charged in the tea

industry in Kenya. Despite the more than a billion shillings of the ad valorem lery that

continues to be paid annualy there has been no Board of Directors at the Tea Board of

Kenya for more than 3o months.

2.o Tea Task force and Ad Valorem Levy

In zoo6, a task force to look into the challenges facing the tea industry recommended,

among otler issues, an introduction of a tea promotion levy to fund Tea Board of

Kenya;s marketing activities. The lery was to paid at the export point at the rate of Kshs

o.sq per kilogram of made tea. This was to be in addition to the Kshs o.44 collected

from tea producers as manufacturing cess. On zVh January, 2012 the Minister of

Agriculture gazzetted the amended Tea (Ad Valorem Lery) Regulations, 2012

inlroducing a leW to be charged at tyo of. customs value at the point of export.

Producers and buyers have complained that there should have been consultations prior

to implementation of this levy as it is exorbitantly high.

The average price of Kenya tea in sale 16 of r6th April was $3 rr upto the shipment point

(FOB), th; point the levy is charged. one percent of $ 311 is US cents 3 which is

"qrluut..rt 
to Kshs 2.5o, up from the Kshs 0.46 cents the farmers have been paying' This

is an increase of slightly over 5oo%.

while the Government has insisted that stakeholders are represented in the Tea Board

through elected representatives, stakeholders feel that such fundamental decisions that

can huve serious implications to the trade ought to have been given wider consultation.

z.r Eroding importers Confidence

Atthough Kenya is the third largest producer of tea after India and china, it is the largest

exportJr ofte; in the world, having an advantage that tea grows all year round. With the

.uil. by producers to boycott plucking due to this added levy, the confidence that

3
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overseas buyers have on the continued availability of Kenya tea may start being eroded.
Thesc overseas packers sign annual supply contracts with producers and such threats
Iike boycotting plucking will make them look elsewhere. Moreover, if the Western
consumer organizations such 'Fair-trade' or 'Rainforest Alliance' who are paying
additional cash premiums for Kenya teas could easily cancel these premiums if they feel
that the Government is overtaxing the farmers. In the last two months the levy has been
in force, prices of good quality non Kenya teas sold through the auction have risen
substantially while those from Kenya have stagnated. The levy is discriminative as it
targets only Kenya teas and not those from the neighboring countries.

z.z Distribution and Uses ot'Ad valorem LeqF

According to the Tea (Amendment) Act 2o1o, The Tea Board of Kenya receives 5o% of
the Levy amount, Tea Research Foundation of Kenya 4o%, while 10% is to be used for
infrastructure development in tea industry.
In the period 2ot4-2ot1, the allocation is anticipated to be as follows subject to price
and quantity of export:
. Tea Board ofKenya- Kshs.5oo million
. Tea Research Foundation - Kshs.43o million
. Infrastructure funds - Kshs. ro5 million
In vierv of the implementation of the AFFA Act, zor3, Crops Act, 2013 and KALRO Act,
zor3, there is concern on the distribution and utilization of the Ad Valorem lery once
these Acts come into fuil operation.

2.3 A Case for the Revicw of the Ad V:rlorem Lery

Tca Task Force of zoo6

In zoo6, a task force was forrned by the Minister for Agriculture to look into the
challenges facing the tea industry and to offer solutions to the same. The task force
among other recommendations proposed to introduce a tea promotion levy to fund the
Tea Board of Kenya marketing activ'ity. The lery was to be pegged at 54 cts per kilogram
of made tea. This Iery was to be added onto the already existing manufacturing cess
charged at 46cts per kilogram of made tea

EATTA is of the opinion that the lery will hurt the

Tca industry for the following reasons

a) Ad Valorem Lcry is a regressive ta-:<

The ad valorem lery penalizes the higher priced finely picked quality tea produced by
the small scale farmer. The result ofthe levy is to discourage the producer who produces
quality tea for the producer who does not. This will have the unintended consequence of
damaging the image of Kenya as a producer of premium quality tea that is in high
demand worldwide for blending with lower quality teas.

4



b) Escalating costs of factor inputs
The tea industry is grappling with increased costs of factor inputs, for exampie labour

costs have gone up an average of t73%obetween zoor andzorr' The cost ofoil based

fertilizer has gone up 1460/o inthat period. The cost of electricity has gone up gz%o and

the cost of diesel has gone tp 345%o.In that period the tea industry has benefited from a

surge in average price of r75% from the $ r.6z average price in zoor' Calculations

reveal that if the average price oftea were to decline to $ 1'8o based on the prevailing

costs of production, most tea producers would have to ciose down as the business model

would not be able to sustain the costs. The ad valorem levy is a punitive tax on an

already overburdened sector.

c) Increased bureaucracy
In view of the many shippiniinstructions that an exporter processes, daily payments of

the ad valorem lely will mean a lot of man hours are used making payments and

following up with documentation. Also related to this Tea Board has to approve the

erpo.t dlcumerrtation before they are presented to Customs and Port Officials' These

twt work on z4 hour cycles while Tea Board of Kenya is still on an 8 hour work cycle'

This discrepancy will result in exporters experiencing delays in loading their tea on

vessels for export.

d) Inequitable treatment of Kenya teas

The enactment of the East Africa Community Common Markets Protocol in July zoro

paved the way for free movements of the factors of production across the five EAC

signatories. The Partner States agreed to eliminate tariff, non-tariff and technical

barriers to trade; harmonize and mutually recognize standards and implement a

common trade policy for the Community. The Mombasa auction is a multi origin

auction that has tea from 9 countdes being bought weekly The fact that the levy is

specifically on Kenya tea goes against the obj ectives of the EAC Common market to

widen and deepen cooperation among the Partner states in the economic and sociai

fields for the benefit of the Partner States and their citizens'

e) Increased regrrlation
vision zo3o states that Kenya will raise incomes in agriculture through commercially

oriented and modern agriculture. The emphasis on commercially oriented is assumed

to refer to private sector driven. The tea industry in East Africa is primarily driven by

the private sector. Experience has shown that when properly regulated and operating

under competitive market conditions, the private sector can generally achieve more than

the public sector. It is unfortunate that in some cases licenses and levies are not used as

u -"on, to regulate business entry and activities in areas where business activities may

have security, health or safety implications but are used as a mechanism to raise

revenue for the regulatory authorily.

f) Inadequate consultation
TeaBoardofKenyastatesthattheadvaloremlelywasintroduced..following
consuitations with industry stakeholders" and that " a series of consultations were held

with representatives of the East Alrican Tea Traders Association (EATIA), Kenya Tea

5



Growers Association(KTGA) and the Kenya Tea Development Agency (KTDA) Ltd. The
reality is that the only consultation was a meeting in August 2011 where the subject of ad
valorem was raised and briefly discussed before the meeting moved onto other subjects.
TBK's statement is contradicted by the sequence of events of the legislative process and
timing of the Tea (Amendment) Bill and the Tea Amendment Act which preceded the
August 2o 11 meeting.

If there r,vas any will or wish by the TBK to open up the proposal of ad valorem to
"stakeholder consultations" it should and would have been done prior to the relevant
Iegislation being enacted- not after.

g) Departure from task forcc rcport recommendations
The Tea Task Force Report recommended a review of Section 18 (r) of the Act : " to
provide for a Tea Promotion lery at an initial rate of Kshs o.54 of made tea, to be
charged at the point of sale and collected by the Kenya Revenue Authority. This wiil be
in addition to the existing Manufacturing Cess of Kshs .o.46 per Kg charged to
producers. According to the Task Force this would increase funding for the fwo
operations from shr4o million per annum to sh34o million per annum- an increase of
1430A.

Tea Board of Kenya has instead changed the calculalion from being a fixed amount per
kilo to one percent of the value of tea. At the prevailing prices in the auction in sale 34 of
21st August zorz where the average price for r Kg of Kenya tea is $ 3.43, one percent is
Kshs z.9z per kilo of made tea. This is an astronomical 5zo%o ofthe 46 cts
manufacturing cess. It only takes 4 months to accumulate the Kshs 34o million
envisaged as the annual collection of the promotion lely in the zoo6 Task Force Report.

Instead of raising Kshs. 34o miliion based on production on an annual basis, Tea Board
of Kenya stands to fetch an astronomical Kshs. r billion (based on r% of the over IGhs.
roo billion of the value of tea exported in zorr.). It is not clear to the tea industry
stakeholders how Tea Board of Kenya shall utilize the anticipated excess Kshs.66o
million.

2.4 Impact of the Ad valorern Lery to the tea industry

There are several challenges arising from the introduction ofAd valorem lery on the tea
industry in Kenya. The most affected in the value chain have been the producers and
buyers of tea as follows;

Impact on the producer

a) Impact on Kenyan teas: The introduction of the lery which is charged on Kenyan
tea at the rale of rYo of customs v.alue at the point of export means that the buyers
in the auction prefer to buy non Kenya East Africa teas. The decrease in demand
for Kenya teas has resulted in the Kenyan tea being discounted and directly
affects farmers' earnings not only because of the payment of the levy* but also
because of the discounting by the buyers.

6



b) Punitive to high quality teas: The ad vaiorem lely is charged as a percentage so

that the higher the auction prices and the high levy charged and this discourages

the producer of good quaiity tea and also makes Kenya tea less competitive'

c) Reduced purchases: There is increased level of out lots as buyers are reducing

their purchases during the auction'

d) Bureaucracy and delays: The clocumentation requiretl to process the payment of

the lery givls rise to bureaucracy and delays' An important princip,al ofany

taxation levy or Iicense is to ensure that payment process is simplified

administrativelY

e) Cumbersome refund mechanism: The exporters pay the lely at customs value

and refunded the difference between the customs value and the auction price'

Impact on the buYer (exPorter)

a) Cash flow: The lery has an impact on the exporter's business cash flow because

most sale transactions u." on 9o day credit' Many exporters obtain trade

financing to cover their expenses' The fact that they have to pay for the levy

upfront will impact on their cash flow'

b) Cumbersome payment process: Daily payments of the Ad valorem levy take a lot

of time used in making payments and foliow up the documentation'

c) Deiay obtaining Commercial invoice: currently commercial invoice is required as

part of the document of the levy to be charged' However' in the absence of the

commercial invoice then 
" 

p.oio.-u invoice is used as basis of payment as long

as the commercial invoice is produced within 7 days after reLease of the teas'

d) Impact on the Mombasa Auction Centre: The lery is likely to discourage buyers

from buying tea in the Mombasa auction which wili make other tea auctions

benefit. It will also encourage tea stakeholders such Dubai Tea Trade Centre set

uP a tea auction centre

2.S EATTA'S PolicY Position

economic goals.

In relation to ad valorem levy we request that:

Studiescarriedoutthewor}doverhaveshownthatGovernmentsthatwanttoimprove
..ono.i"activityandgrolvthprefertocreateanenabiing.environmentbyfacilitating
the bottlenecks that businesses are exposed to' An example of what Tea Board of Kenya

candoisharmonizethepa}mentsmadebytheteaindustrytovariousbodiesi.e.create
a singie window pa)T nent system' The government should be doing everything it can to

reduce regulation. This is..."rriirr if giowth, productivity and employment are to be the
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e) There should be adequate representation ofthe stakeholders in t}re utilization of
the lery, with clear cut budgetary provisions backed by prioritized activities that
require implementation.

2.6 Interventions

In order to address the challenges on Ad Valorem, the following are proposed;

a) Level of payment: There are four (4) options proposed to address the impact of
Ad valorem lery besides the existing system as indicated belorv:

i. The lery could be withdrawn altogether and this implies that the Government
fully funds the mandates of the Tea Board (TBK) and Tea Research
Foundation of Kenya (TRFK).

ii. If the leq, cannot be withdrawn altogether, review the lery payment and
charge it at a fixed amount /kg of made tea at t}re factory. The fixed amount
should not exceed Kshs. r /kg. A lery at Kshs.r /kg, the tea industry would
contribute Kshs. 432,452,70o in 2o13.

b) Representation: There should be adequate representation ofthe stakeholders
in the utilization of thc lery, with clear cut budgetary provisions backed by
priorilized activities that require implementation. The promotion component
under the Tea Board of Kenya should be managed by a committee comprising of
stakeholders.

c) Collection: The definition of auction price should be included in the customs
schedule and it should be taken as ex warehouse. That means that the lery shoukl
be collected at ex- warehouse value as opposed to customs value.

d) Ring fencing: The lery should be ring fenced so that it is not utilized by other
crops or directorates under AFF'A Act 2013, Crops Acts, zor3 and KALRO Act,
zot3 and the same applies to the assets of TBK and TRFK.

e) Rebranding: The lery should be renamed to be tea lery or manufacturing cess
and not ad valorem as is the case currentlv.

a) The lery needs to be reviewed so that instead of being a percentage of the value of
the tea it becomes a fixed amount per kilogram oftea as proposed in the zoo6
Tea Task Force Report.

b) The fixed amount should not exceed Kshs r per kilogram of made tea.

c) The lery should be collected at the producer level just as was the case with the
manufacturing cess and not at the point of export.

d) The frequency of collection should be restored to monthly collection in arrears
not in advance.



3.o

3.1

In Kenya, VAT was first introduced in 1988 and has since become the most important

source of state finance, accounting for nearly Joo/o oI state revenues' For the tea

industry, business firms buy items which qualify for VAT payment' These items include;

furnace oil, plant and equipment, vehicles and packaging materials'

The Mombasa Tea Auction Centre sells teas from Kenya, and other rr countries in the

region. The Auction centre is zero rated for VAT; approximately 95% of the Kenyan tea

bolught in the auction is destined for export while 5% is sold locally to tea packers'

Hoi.,r"., exporters buying directly from Kenyan tea producers through private sales are

required to pay 16% VAT that is claimable.

Services rendered to tea in transit such as warehousing, blending and documents

handling is currently subject to VAT. The same services rendered to tea owned by a

Kenyan-company wtLether bought in an auction or outside an auction is also subjected to

VAT.

Under the VAT Act Cap 576, tea is currently classified as a trade item and therefore

subjected to vAT and other levies that make it very expensive and unaffordable locally.

Currently there is a precedence set in the Kenya dairy industry' where aI inputs to the

dairy industry including feeds are zero rated. In addition in Tanzania' iocally consumed

teas are zero rated.

3.2 The Effect of VAT on Tea Industry'

There are various challenges emanating from levying ofVAT across the value chain. The

challenges are enumerated as below:

a) Tea Producers

The effect suppresses direct enquiries from local traders for private sales ex-warehouse

Mombasa due to vAT payment and hence tea producers are not able to take as much an

advantage of locai demand as would otherwise be possible'

The application of VAT for localiy packed teas effectively denies producers direct access

to local tea markets.

b) Local ExPorters

Application of VAT to directly sourced made teas denies the local exporter the abiiity to

source adalitional volume for export from the local producers. where buyers are not able

to fuIfiIl their orders, this leatls to delays in shipments, which frequently result in

canceliation of orders or additional costs

Value Added Tax CVAT) on the Tea Industry

Background

9
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c) Applicatiotl of VAT to directly sourced teas has disadvantaged the
local exporter in relation to the offshore buyers.

The current tax regime restricts exporter-exporter trading. The trade between exporters
enables those expofters with inadequate stocks to fulfill their export orders and ensure
prompt shipments.

d) Local Privatc Sales

The imposition of VAT translates into high supply chain costs, which are ultimately
borne by the farmers.

Approximately 95% of tea produced in Kenya is exported and therefore zero-rated for
VAT. Tea, therefore, does not constitute a significant source of VAT revenue.

e) Local Tea Consumption

Kenya is one of the tea producing countries with one of the lowest per capita
consumption of tea at less than o.5 kg per capita due to VAT charged among other
factors on locally consumed tea, making tea costly as compared to the neighboring
country like Tanzania which has zero rated.

3.3 Interventions

The following interventions are proposed to address the effect of VAT on the tea
industry;

a) Zero rating of tea: In view of the insignificant VAT revenue generated from tea
and considering the significant real and opportunity costs, tea should be zero-rated
under Part B of the Fifth Schedule to the VAT Act.

b) Classify tea as a Food crop: Tea is a beverage and forms part of the staple diet for
most households like other food stuffs such as maize flour, rice, lvheat flour.
However, since most of the tea produced is exported, it would be advisable to zero-
rated, rather than exempt it from VAT.

c) Warehouses service VAT waived: Tea packing, repacking, mixing, blending and
similar processes are carried out to enhance the quality of tea for export. The
definition of manufacturel in the vAT Act considered such activities to constitute
manufacture. It is recommended that such processes as carried out by tea
warehouses be zero-rated to minimize unnecessary incidence ofVAT.

d) Timely VAT Refunds: Timely VAT refund and adopt a reverse VAT regime
whereby businesses recover any refund claim before making their payments.

e) [,xemption of VAT on packing matcrial and machineries for value
addition: Government is to consider the removal of VAT charged on packing
materials and machineries in order to encourage value addition initiatives.
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4.o Agricultural Produce Cess (APC) on Tea for road maintenance

4.r Historical Background and the Role of APC

The condition of rural access roads is crucial to the tea producers as they determine the

speed and efficiency with which green tea leaf is collected especially during the wet

seasons.

The Apc on tea is levied at one per cent on the value of tea produce. Eighty percent of all

monies collected as Cess is used in malntaining roads and other sewices, in the tea

catchment areas, while the remaining tlventy percent is remitted to the County

Government for general use.

The Tea Board of Kenya is the appointed collecting Agent for Agricultural Produce as

per legal notice No.33g and remits the same to the then councils. This framework is

iit 
"ty 

io change following the implementation of the new Constitution and Crops Act,

,orj, u, rurallccess roads have been devolved to the county governments.At the same

tlme, the Kenya Rural Roads Authority has, since zooT taken over the management of

rural tea roads.

4,2 Current Status

Foliowing the coming into effect of the new constitution the legal framework for the

Local Governments and the Agriculture sector has changed with the repealing of the

Agriculture Act and the Local Government Act which have been replaced with the

Alriculture Fisheries and Food authority Act, the Crops Act zor3 and the County

Governments Act, resPectivelY.

The Tea Board of Kenya organized a forum for Tea Industry stakeholders to consult on

the way forward regarding the Agriculturai produce cess and develop a framework for

collection, disbursement, evaluation and monitoring. The framework aimed at ensuring

there is a strean ined collection, disbursement and evaluation and monitoring

mechanisms for an accountable, transparent and efficient management of APC on tea.

This is in line with the provisions in the Financial Management Act, zorz and the Public

Audit Act.

4.3 Interventions

11

a) Retain the current status quo on Agricultural Produce cess (APC) with respect to

collection, tlisbursement and utilization of the funds. However, there is need to

anchor this arrangement in law.

b) There is also need to ensure coordination, monitoring and evaluation of the

funds to enhance transparency and accountability

c) There is need for national reclassification of roads and the roles of all parties in

themaintenanceoftheroadnetwork.ThesepartiesincludeKenyaRuralAccess



Roads (KERA), Kenya Urban Roads Authority (KURA), County government, Tea
cess committees and tea factory companies.

d) There is need to involve all stakeholders; farmers, counly governments and
national government to address the potential conflict between the two arms of
government and ensure sustainability of agriculture under the devolved
government environment. This will ensure solutions geared towards cushioning
farmers against multiple taxation/lery regimes amongst other challenges facing
them are found.

5.o Multiplicity of taxes and levies

There are more than 41 taxes and levies affecting thc tca industry in Kenya.

5.1 Intervention for the Multiplicity of taxes and levies

Use of a Single Industry Licensing Regulation for a Single Tax Regime
per Base for the I'ea Industry : It is recommended that the tea industry should
consider adopting the use of smart regulation which entails the use ofone tax regime
per base and simple tax administration. A single tax base regime is applicable lvhen
all other leries other than income tax are lumped together and charged as one.
Under such a regime, levies like National social security, NHIF, NEMA, KEBs, fuel
lery, land rents and rates, and training and business permits fees are lumped
together and charged as one lery.

ll

b. Review the KLPHIS charges in Legal Notice No 48 of 3rd April zoog:
KEPFIIS gazetted new charges of tea grading and inspection under Legal Notice No

48 of 3rd April zoog that increased levies by up to 5oo%). The new charges took
effect from 1st June zoro and industry stakeholders were not adequately consulted
before their gazettment. Upon industry consultation with thc management team at
K-EPHIS on z8/o5/zoro, it was resolved that the charges for multiple custom entries
be reduced to IGhs io,ooo from Kshs 2o,ooo. This agreement has however not been
formalized legally to date.

c. Policy Framework for an Incentivc Scheme for the Tea Industry.

The industry recommends an incentive scheme that is favorable and grants the
industry special fiscal tax and concessionary financing incentives.
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Annexes

r. TOP TEN DESTINATIONS FOR
KENYANTEAIN 2013

Coun Export VolLIINC

t

Pakistan
United Kin om 6 o

tan 6t 8

Sudan o 2 z6

United Arab Emirates 28 o O 6

Russia 2l 6

Yemen r8 I o

Kazakhstan 1 6 8 2

Iran 10 oo 1

2, COMPARATI\/E ANALYSIS OF THE IMPACT OF THE TEA LEVY

Based on Per Kilogram Rate against loZ on Value

2007

t

Ycar
Quantity of
tea (Kgs)

Manufacturing
cess 0.46 cts per
Kg

(Kshs)
Value of Teas
in Kshs

New lery if
charged at r%
on value in
Kshs
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369,56t,924 rr2,255,886,576 r,r22,558,865

2O13 432,227,727 r98,824,754 rr4,4o8,328,o9o r, r44, o 83,z8o
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qs.536.630
q5,o55,555

2oo8

r69,998,+8S



ANNEXES
ANNEX 3. KIII{YA GOVEIiNMEN I LEVIES AND TAXES CIIARGED ON TEA INDUSTRY

East African Tea Trade Association

I'l Eivr 'I.1p e Payec Rate ofpaymcnt Iirequcncy

Governmcnt 'Ia-xes

I Corporate Tax 'l'irx KILA. 30 % on profit Paid in installme nts

Valuc Added 'lax 'l irr I(I{A t6% on Vatable
products

Monthly

Impact-National
or. tea sector

National

'fea sector

lmport Declaration liee 'l ax 2.75 oA of Y 
^he

At point of export National

1 Furnace Oil import tax 'l'ax t(1{A Kshs o.6/litrc I )aily National

5 Vehide advance tax

Motor Vehicle Inspection
Booking Fec

'I a-r KILA 15oo/ ton of
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Annually

Annually

National

()
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'l.ax KITA looo/ pcr
commercial vehicle

National

Withholding Tax 'l'ax KILA 5% of dividends Annually

Fuel for agric operations Kshs ro,3o5 per
Cbm

Daily

Itegis^tration fccs

National

l.l National

't'BK lo,ooo Annuirl 'l'ea sector

'fea sectorro Tea producer Irees TBK lO,OOO AnnLrai

ll

t2
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Memorandum on the need for a Review of the Tea Ad Valorem Levy Regulation and Multiplicity oftaxes

K.P.A Port Charges (4o
feet Container)

Lery Po rts
Authority

Kshs 9,ooo At time of loading National

26 K.P.A Port Terminal
Handling Charges
(zoF-eet Container)

l.erry Ports
Authority

Kshs aooo At time of loading National

Directorate of Industry
Training Levy (DI1')

Levy Drf Kshs so
employee

Nlonthly National

',e

29

MSS ITL.]I.] LeYy NlSS Kshs ro per tonnc Annual National

Chamber of Commercc
Certificatc of Origin

Lc.ry Chamber
of
Commerc
e

o.oz5 % of the
gross value tea sold

Arnual Natioual

3O

Cess

APC 'l'ea sector

Liccnscs

li-uel u,ood Movement License County
Council

3oo per vehicle trip I)aily

Department
Occupational
&Safety license

ol
I Icalth

Liccnse DOIIS Kshs:,o6o Annually

l.l1 National

33

National

Seizure of scalcs Liccnsc Weights&
Measures

Kshs z,oro Annually National

34 Water Permit

Undergrorrnd
Tank Iicense

Watcr'

License Water
Re.sources
Board

Kshs 4,6oo Annually

,\ntrually

National

35 License IGhs looo National

16
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Memorandum on the need {or a Review of the Tea Ad Valorem l-evy Regulation and Multiplicity of taxes

Sorrrce.' Tea ?'ask Force Corrtpilation

ANNEX +. COMPAJTISON OF TAXE,S APPLIED ON TEA INDUSTRY IN DIFFERENT COTJNTRIES

36 Irood &Drugs Liccnse IT&D
Board

I(shs rooo Annually National

37 I Levy County
council

Kshs r,7oo per day AnnuallyMombasa MuniciPa
Parking Ticket Per truck

Managcmcnt liees

2-5'%KfDA

National

38
Tea sector

Williamson Tea
Tea scctor

Tca sectol'
11)PK

Mcmbcr subsct'iPtions
'fea sector

tAf fA
39

'l-ea sector
KIGA

liees

o.75% Producers
and o.5% Buyers

'fea sector
Tea Ilrokers4o

41 Other tiues Ievied by

IMPORI'SINTDRNAITAX,AS

Tax
1}?€ &
Ratc

Tax '\pe & RzrteTax Tlpe
& Rate

Tax Tlpe & RateTax Type &
Rate

'[&x 'fypc &
tlirtc

CountryNo.

71

--l
II

I I

I

I

I

I

I
I

I
I

I
I

I

I

I

I 
other Countries

As per Table No
I II

I
I

I

I

I

i

I



Memorandrtm on the need for a Review of the Tea Ad Valorem t ely Regulation and Multiplicity of taxes

India Tea cess - 5o paisc
per kg produced

1 Paise is loon'of r
Rupee

r Rupee is o.o16
us$

Import duty - basic duty of
too% CIF value; countervailing
(C\r) duty Re.r /- per kg; cess on
CV 3%; Educational cess- 3%
(basic + cess on CV); Special
additional duty -4% (Assessable
value + basic +CV + cess on CV +
educational). Nil llhen imported
for re-export under dury
exemption scheme and /or
expoft oriented Unit(EOU)

Special economic rate of 7-5 Yo

basic duty plus othcr surcharges
apply to imports lrom Sri Lanha
up to l5ooo MT per calendar
year; imports from Nepal do not
attract import duty under the
Indo -Nepal treaty but tea cess
is applicable. Instant tea 3o%

Sri Lanl<a Bulk tea w.e.f march
2013 Rs. 10 per kg or
2.5 % of the auction
average price (during
the pre\rious 3
months period,
whichcver is higher

Promotiona
I and
marketing
lery
fu.3.5o per
kg

Import duty z8% sr.rbject to
approval by Tea Board; imports
for re-exports are exempt from
duty

3 I(cnya VAT- 16% on local
sales

Ad Valorenr lery -
1% of customs
value ( with
exemption of
imported tea for
blending for re-
export as well as
made tca packed
in accordance with
KS lg27:2oo5 Tea

Agricultural Produce
cess at r% ofGross
income to the farmer

Import duty 25% per kg; instant
tea z5%; Mate z5% per kg

NB: imports frorn COMESA and
EAC Group are free of duty

18
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i Tea Cess o.oo35

I 
cents per kg

I Value addcd tcas

] 
cess Rs.+ per kg
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Memorandum on the need for a Review of the Tea Ad Valorem Levy Regrrlation and Multiplicity of taxes

ANNTT)( 5: I'EA I.FIVY - IIASED ON ICLOGRAMMES AND VAIUE OF EXPORTS AND IMI,OIITS

Producti
on in

Kilogra
ITrrncs

lixpol.ts
in Value

.sh)

2oo9 2010 2() r2 20 r3 20).1t

Ccss/Ad
Valolcrn
Sccn:rrio

314,198,371 399,U^o.6 377 377,9r2,t78 3.69,5(t1,924 41O,OOO,OOO

I(.shs. o.46 144,531,25 r r83,542,933 173,839,602 r69,998,485 198,928,242 188,6oo,ooo
IGhs. r 3].4.198.37r 399,oo6 '377 377,9r2,r78 J69,561,924 432,452,r',oo 41O,OOO,OOO

IGhs. r.5o 47r,297,557 598,509,566 554,342,886 648,679,o5o 6r5,ooo,ooo
I(shs. : 628,396,242 798,o12,754 755,824,356 739,123,848 864,9o5,4oo 82o,ooo,ooo

I(s h s. :.5 781r,4<15,<128 997,5a5,943 944,78o-,445 923,9o4,81() 1,o81,r31,75o 1)O25,OOO,OOO

Kshs.3 942,595,113 1,r97,o19,131 r,133,736,534 t,1lo8,685,772 r,297,358,too r,23O,OOO,OOO

Ccss/Ad
Valorem
Scenario

6g,6og,z6s,Bzo 97 ,7 40 ,139 ,239 109,4o8,775,996 112,2S5,886,S76 114,4o8,328,o9o 108,687,9u,685

oy (l

348,or6,329 488,7oo,696 547,o43,88o 572,o41,640 543,439,558
o.75yo 522,o24,494 733,o5r,o44 82o,565,82o 84r,9r9,r49 858,o62,461 8r5,r59,338

i)9(il)3a,6S() q77.4or,:to:l r.()r).i..Oii.'.-()() r: r 22,si8,S6t) 'r. i1-1. o[i11.:lt r r, o lifr,S79. t r:
1.soyo r,o44,o48,988 1,466,ro2,o88 r,683,838,3oo r,716,r24,921 r,63o,318,675
z.oo"/" r,392,065,i3t7 t,954,8o2,785 2,r88,r75,52o 2,245,117,732 2,288,166,562 2,t73,758,234

4.oo%o 2,784,13o,635 3,9o9,6o5,S7o 4376351,o4o 4,49o ,235 ,463 4,576333,t24 4,:J47 ,516,467

201r

432,452,i',oo

566,868,262

o.soyo 56t,279,433

r .()(.t')i;

r,64r,r3r,64o

20



1l,1
t_. )

:.



SISSIONAI. t'l.Pl:t{ ON TttIl LlB]lP' ALI7'ATION /\NI)

li.F.Sl RIJCTURIN('l OIi IHl: TFir\ INI)l-iSTRY

Nl IN IS TRY () I: A C RI('LII TURII

Retorms in the Tea B(rard o[ KcnYa antl

Privalization oI the Kenya Tea I)evclopmenl

AuthoritY

i\'la(.lr 1999



1.0 I\I I{(] I) (- CTION AND I{ISTORICAL B.\CKGT{'JU}D

Tea was inlrc',ilrrced in Kenya in i903 uhen a lew le3 Plants 1! er. Dlsnicd al Limu:u in

l:irnrhu Disrncr by thc ,.rtrite se(llers for experiilleillel pJtPoScs. PutsuJ.nl lc, the amexatiOn

of the land polic ies !fuough rhc R.gisrratjon o1'Doc urilrnis ordinucc o I 1901 and the cro*n
Lan,ls (-hrlinance of t915, ttru Eurr-pcan agrir:ukural sd(tlen,t:nt schen"es in thc Kenyan

hiqhlmds stifle,l. The Europe:n agricuhural settlemenl :chemcs rvere re-:ii-rnncd rvhen thc

Europe"n Agnuu)rur.rl Seltlefitenl Ordinance was cnacted and by i924 t--a cultivation had

atral:rcd conrm3rcir! p;oduction level.

The lilst tcgai instiument to govrrn rhc producrion oitca \vas enattud as Lt:e Tea ordinance,

l1)ll 0{o a6 of I gla). l his Ord inance was revised by the Tea Ordinance, I94E (No' 52 of
lg4s)$,hich becamc cflecrive on 25lh August, l?-18, Tht objectiYes of theTea ortiinar,cc,

I ,)l E i( erc tu pror':de for rhe control oi the production o I lea in dte Colony' Thc instirution

of tl:.e Directorlrc oI Agricukure rvas responsible lbr controlling the ptoduction or tea by

issuilg licences and permiLs to furmcrs until 1950 rvhcrt (he Tcr Board oIKenya * a-s

cstrbLshed to rcgulate the industry'

Irollowing rh. aqirsri6n for indcpr.ndence tiorr 194? on\']rds, a studt of the xfrican

lgriculturc *'as ntadc and lhe St'+nnenDn Plan of 1954 rvas dra$n uP l'r be in)Plemcnted by

rh-e (lo.,crnrncrrt to hclp improvc lhe african agriculturc. By I960, the EuroPcan Agriculural

Settlcntetlt f-)riiitlance, 1955(No.38ol-1955)rvasrepcaledandthe Agncrrlture Ordinance

(ir:o.s r-rf i95 >) r.ias amcndcd by rhc ordinar)ce No. 47 of 1960 ilt ordcr to rcflcc( the ncw

chlnges in the agricultural sector. At lhat Li E the European farmet s were already

rxpcrii'ilccd in the cultivrtion o[tea but Africa.n faro]cls u erc ol y b!-girning lo grow rea-

They :tarre<i planting tc4 arnolrg other cash crops, between 1956 and 1959'

To prorrlote the culrivation o[ caslr crops rhe spccial crops Developntent Authorir.v (scDA)
,,u:rs tonned under the Agriculturc Act in 1960. This body was rcPlaccd by the KTDA in

1964 rvhen thc Kenya Tea Developnrent Order 1964 r'. as promulgated At the time of
in,lependence rn l)ecember t96j, tlrc tea estares and rhe fc.\^.smallscalc farms had 21,448

hcctarcs of pluted tca.Thc arca ptanted has increascd over the yeais 10 stand at 113,892

hectares by 1997,

The Tca Ordinance, 1948 was repcalcd by thc Tea Act of I 960 (N0.61 of 1960)' S ince then,

the legal framenork hirs been useil !dthout major mendments. !\tile gcat stridcs have been

macte in the clevelopment of the rea inciustry, especially under ftc small holder sub-sector

undcr thc KTDA , the relevant institrtions, the policy ard legal liamework nccd to be

revie\sed particularly nolv under a liberalized ecnnomy. The sul.:stantial growth and

structural changes expericnced b). the industry over the last 34 years is evidenlly due to rhe

I

I

"l
I
l



vcr.! cL\nducil: polrc:, (n\ iron--ncnt tl,J( has.ncourJgrd conLinucd inrcstnrrnt iir thc r
sub-sector aid ihe smrlll,oldur sub-scctor.

Kcn)'a is fanrous (he itcrld oret for its producti!rn olhith quality tea the Go

structur;il adl ustn:cnt re j,:r

aglicultur.rt sub-stctorr. I

recogniz'-'s tl)e inrpo[xr,t role oIagriculture as the nrajor sector in thc Kenvan econom

temrs of lceriing tha nr.lion. cleii(ing emp|rlttent, gcnerating increascd rnconre attd fo

ahiliry ol rhc sectf r t,l Lllay this impori3r'rt rolr, the Covemment has undcnaLcn signi
mirsures such is iibcralrzation ald prir ati:.:iion r-r f the

n vi(r'., ol accelerr(in,{ this frocess ,,rithin rhe lca sub-sucicr,

Go!'cmmrn( hf,s de'elopcd a d:tailed acljon pl3n on the struct'.rral re:',:'rrrs within ru

f IF

ot()dillitier to strengiheli thc Tca Eoud ollicny'a to unablc it undtrtakc its mard:rre,l roic

thc rrlailr rig\:lalory boil;r of th< industry-

1.0

1'ea is currently thc lt.rding agricu\ural Ibrcig erchinge earrcr lbr tlre couniri. In I

IJIX-5]_E_\.

t.a arcouDi.d for 209o citotal erpons eaminps lL)llo\ed by corfcc \\"hich account:d ii.r l

lnd horticr-:lrur:rl pro,jucc !!hrch a;coulled for 9ii. In terins oIwrrrlcl rar]king, Kr'n)..it is

third iargeit pro.luccr af black te:r after Iniia :ind Sri L.rrr-]ra and lor scnrc tirr,< no,.,.,Kc

has hcen the srtlirc [:rgest exponcr of blrck tea aiier Sri I-anka, har ing oi erlal:,-:r lrrdit

7.1 Tca pro,ltlctior'r :nd thc plln(ed area has cxpand(,1 raprdf i since indepcndcnce as ntade

199J. 'l hough InJia is the leading prt,ducer it ccnsumes nruch ofits pr;oducc du.: ta hi
dorncsric dcrnan,l,

the Covcmrn!':l( targete d production of ?6.1,0ii0 me tric (onnes bv the r ear 2000, in
Sessional I'aper No.1 o t 1966 o( Econontic \lanagcmeni and Renew ed C ror'.'lh. Tlrr pla:r

smalliroldcr sub-scctor undcr the man.Lgsment of the Goscrnment through the Keril'.r Ta
Der elopment Authorii)' (KTDA).

hecluesin1997. fca expons\.olume gre'*'lrDnr I5.91? metric tonnes iir l!.t61 lo 2.1.1

metric tonnes i:r 1996 be fore dropping to 2rJ9,6.12 netric t,rnnes in 199; 'l-nc rcalecl
valucs fcr tl'r'.se )ears llere KShs. 100 rnillion. KShs. 18.0 billion ?.nd KShs. 2f.1.(j billio:r

2.2 The substantia-l groir,th and slruclur:tl chan!c crpcrienced b1'the indusiq'ovcr rhe li$r
yc:rs is cvidcntl;t due to the !cr, rondurite pqlicY cn\';ronmcct ihtrl h a5 encouia!r
continue,l in\,estm.nt in thr.' cslates s.rb.sector- u'hich is managcd on pri! arc basis anri

1

exchan3e and providing rau n;atcrials lbr industry. To ci'fcclllcl'r nranege and

indust4,,ii,J in pafliculur thc lri,. JLizalion <.rI thc Kenvi T,ra Dcveiipn]ent .r.

(KTD,\.; '.r'hich hls Lesl: r:ranagin_s tl',e tea ar:ii!'itjes in the snralih,rldcr su.b-sccior

rn:.e *onr iS.rl-l: nrctlic tor)r'rcs irr l96l 10 257.(r(-)(r rnEtric tcnies in 199(r beli:rc Cro

lo 72t),,-2? ure rdc tome: in I99? duu.to droLrshl. Thc I99,! prr:rjected prr.rducti,:n w';11

arca at thc time of indcpcn,.lercc rL,as 21,.148 htttarcs arrd tiris had incrcesed to I Il



I

Duc ro the rapid incre3se in arca expaasion and t[re higlt rate of tca production' thc

Govemmcnt has investe,l heerity on infrasfuctural deve|rprncnt particrilarly in the mral

areas where rhe industry is based. The industcr' has $3 tea factories lor the manufacture of

teas!-.Ieadoutinthegowing.listrictsandsen'edbynumerousbuyingcentresalrdtcaleaf
b ases.

The rea intlustry is also a major rrnploi,cr rvith cr.inent estimates of ov:r ? million peoplc in

direct tea famring, nlattLri;rcturing, markcting and indircctly 1n retail outlets and

transportation.

,.3.0 ht.\.1 OR OBJE (].I'I\ ES II IRSLIED IN'IlII:l T .{ I \ I)LlsTR}'

t.t

1?

J. -)

l_4

1.5

3.6

To maintain its for*.ard nromcnturn as the best organizcrl establishment in the v,'orld for tea

\xhich is the most wid€ly consll[red non'alcoholic refteshmcnt'

To atiain adequate processing capacity, particrrlarly for snrallholcier Le3 fanners estates and

ro bridge thc gup bit u."n rhe hkirgs of smallholder and large cstates at farm level-

To generate tlnancing reqrrired to erPand tea processing ca-pac'iry rnd for the riaintcuance

ottla ro.;rds, rvarchouiing an.:l farmers logistics to enable effici.nt leaf transportation.

Togcncratehiglrcrlevelsofvalue-a<lr{e<ltearhroughcnhancedtcchnologicalapplicationi.rt
o.dJ. to impro-:e farm levcl incomes and ultimately foreign exchange eamings frorn tea'

To expand the itrlem:ttirlnal market for Kenya Lea tfuough aggressive sfategic nlarketirg

rvithin th.c various rtgic,nal econotttic blocks (eg' Conrnrotr Markets for Eastcm qnd

SouLhemAfrica,EconomicContuisionfor\lrestAfricaSlates,SoLtthAfncanDevclopnlsot
Co-op.rrtion among others), South E.6l Asia' the Middle East, Eastem EuroPe' Aricncas

ard Kenya's traditioaal West Europcdn markets

To inrprove the managrnent oftea faclories by aliowing farmers to play ther rightful role

in decision making,

r1.0

4.1

t' I

Prior to Iibcralization iflitiativcs, the N{inistry u'as charged wilh the role of dccision making

in agricultur,: afld its func.tiotls spamed thc cntirc scctor, lcaving linle' it any' individual

entrJpreneurial decision making in the hands oI farmer.s, especially for scheduled crops.

*,mt. tti, arrangement was useiul in those tinrx. with the globalization of the economies,

ithasbecomenecessarytolestiuctulesonreoftheeconomicsectors*ithaviewto
enhancing thc private sector invoh'ement.

3



J,: The prt ,:rss to lrl-'cr ahze ilre Ieil lrld u ,iit', itail!,J i l 99l rr hL'n th! (-ro\ rr-riltcfit o l- Krn . a
(tiOK) anJ th(: A.orld Banli rlDA) sign':d on o:{r.crTitni under thc Public Ent:rprisc I{r i,:rnr
I'rtrgran.:m,: c,:, r:ring fi \'c (-i I rniirjr pltlirstai,rls. iicnya Tca Dc,,'e lopme[t ArrthDiiJ, (I<TD A)
,*as inclu.led anlonS the fire straieqic parrststal-5 eamrarkerl for tibu-ralizati..rr-, anqj

rcsintcn::-icg under th: pro3i3n'rnle.

Currenrir, rhc (irrvcrr,rncnt :r3s t3r(ld that rh(. piocess ol librralizatron of iiTDA:rnd
smallholder sub-sector shculd r.suit i;':tn incorpor:ltion of KTDA und.r the Cofilpanics Acr
(Cap 4E6) irs an independ('ni .lnd pn',.,ic tci cnterprise, r: 

".,ned 
br. smallholder lee furrrrers

thr,-J:rgh their respecti\ e ter [actr]ri cr:nr]Terr;:c

The lrlinis:n of Aqrirult'rr. in c,rrj.rnrtroa rr jLh o,Jrcr !r.rkholdcrs in rhe t:g indrsrn. l:as
cons{qucnll}'da\ieloped:: riet::il.-rl reslrucnrrlnq straregy frrr the tea industry rhar dcfincs rhe
roles of (he :.:rnu:rs actors in l.hc ill,lusrr sitch as tirc'l-e3 tsoard c,iKenva antl the -lea

Rcscarclr Foundation as regulatori rird research dcvc)opment aqencics, thc Ken,r;r Tca
Devclopt er:t Aulhority (KTDA). the Nyayo l-ea 7.ones Dcvelopment Auth,rrity and rh€
Iarge cstiltcs as self.regulallr!);1pe\ bodies and the tea frctr)ry cor]lpallies and farm unit:; a-s

lrivatc cntitirs in their o\\'n c'lpacitrc's. 'lhe lhnlst cf this str legl, is {r-r rcstructurt and
evenru:r y piir:tize the eoiirr t:a in<iustn.

:1.l

+. -1

5.0 ROI..E ,\\r) r: r

The functions rlf the Board in p,rrticullr, but wilhout prejudice to the gcfl€riliry oIthc
foregoing irrclLrde:.

lN..l.r (l):s r) F T_rr E-]-E \_EQ..\ Rn

5r

(b)

(.)

(a)

(d)

the lrce nsin:t oi iea ';rorvcr:;;

rirr l;ccir::iug of tcr i';c1,:ries:

the regulation, cc.:;rtrol and irrpror,ement oIthe cu]tivgiion and processine crltell

tlle ccnlrcl ofpests rnd diseasesl

the control c,I the rneri:ctin.'g ol tea;

thc iil\',:srigaticn rrf id rescrrch ic(o Jll rnilrtcr:j relatinq ro thc tca industl],.,

(")

(0

4

The Tea Bo::rd o I Ktn\,a r..,as tstal:lished on I ] th -lune 1950 \.v'ith the ulaldate Lo regultte rhe
tea irdusti),t,,r the b€st inlerdsts ofthc st:rkeholders. .ln discharging irs rcsponsibrliri,thc
Board acts in.acc,ri'dance * i:h gcneral or specific diiccri,ons siven to it b]. lhc \{jr;st,jr f,lr
.^gricu lrure.



(g.r advcrtising the Kenya tea ald increasing its sale b1' cfforts to cxtcnd existhg markets

and cxploiring ne,v ntarkets. antl rr3ttcrs inoidental Lhcreon;

tJrr.o n,.,,ion-of uxhibirions tbr the display of tea antl lhe processcs for manufaclure

ihereoi untl the provision ofthe facitities iherero;

the ccilection and dissen:ination oIstalistics and other information relattlg to t€ and

its production, distribtrlion and consunrption

Tu finance the acli," iiies ouriin::d ahove, rhe Boart] levies ccss on area pla'uted with

nr 
"ra 

t" .*ri.cturcd tc^ delivc(cd for sale to tllc nlarket ln order to strengthen

irr" gon,a an,l ensure rhat it livci up !o ils exPeclations, the follou'itlg measlres

u,ould be urdcllsken :'

the Board u'ilt licence tca gorvers lo eosure that tea is grorvn only in suitable areas'

encl ensure thai growers have mauufachting t'acilities for their tea oncc it rutures'

the Board rvill licence tea nlanufacturing factories to €nsure that ew tea laclories

iuu" ,.rfi-,"i.nt lcaf tiorn thck oun estatcs and tvould not create over-capacity in a

gir* 
"ro 

o, in,"rlere rvith a;ly established systern by "poachirlg" iarmers who may

ir."Cy t. d.li".nng leafto a:n ulreaCy established factory in thc sune areq

tirc tsoard rvill regul:rte and conlrol tea cultivation' proccssing' pcsts and diseases

;;l;;r* ;*lnvestigatiou of and research into all matrers relating to the tea

induslry;

thc \[ombasa auction will be for export ooly. The Bonrd utll only register tea sales

,rheth", for the dornestic or expon malket so as to rnajntain proper national statistics

on tea trade:

Lhe Board wilt placc nlore emphasis on iu role of advertisrng Kenya tea and

iicreasing its sale by efforts to extend existing markets and exploitilg new markets'

and matlers incidental thereon;

to encouragc consumption oftea in the dcrmestic market and (o educate the goteral

p,rt tic, rrre-eoara]x.ili enhauce its effort of promotion of exhibirions for the display

'of t"t *O the process for naout'achue thereof and the provision of the facilities

thereto.

the Board \.,ill collect al1d disseminate statistics and otlrer infonrtation relating to tca

and its production, distribution consurnption and exports'

(r )

(i)

5.2. 1

5.2.-1

1.2.7

5.2.3

5.2.5

. 5.2.6

<')l

5

5.2

j

.i



6.0 i\ IE T E.{ O.{RD I)F KE:.i

For the Bo&.d tc meet the chalirnges oia free economy, rhc li.rtlor,,,ing measurcs wi)i bc pui
in place :-

(i) thel'!tember:!:ipoitheBoartltrillbeincrcr-sedfrotrl/rlcrlSrnembers

the Chairmrn ol dle Boxrd rvill be oppoirr:J bl lhe l.,,linisrar ironr arnon,.l rh: re.l prodrLi!.r
!nenrb.rs of the Borr,l;

(ii)

(r, iii)

6.2 Consequentll'thc nembcrship of the BcrarL.L',vill bc:-

ttldcr a subslartivc.

(iu) thosc appoiristi to thc Board must hc people'.'.ith ei(l:nlive krlnrvlcdgc and er:perience in tea
matters:

(v) thcChief E:i,jcr.rtr',e ofTea BL\;1id of Kcn;arvill bc'-.)c', ared ro lull membership oirhcBoard

(ti) Cor.ernnrenl re Fre.s€n I ali!€.s to the Doard 'r'il) be senir.'rr officers not belou the level of
DcpLrtv S:crc.i:1 end should b,e lan)il:1(',vilh Cove;r:menr poltcies on tca;

(vii) the tsoarrj derir es its income from cess ievred on grorvers aurt as such grou,crs neeti to be
ucll rcprcsr.nted. 'lhe sntallholder sub-sector. having nrort arce und,:r tea and proLjucioE
more tsa thcn the eslalr sub-secLor shoul,j ha\,r one extra m:nrher orer rhe eslatc sub-sector;

the Chainnan and all nrembers of (he Board other than rhe r']:-oflicial metnbers s,ill be
ali.,rintcd for r psciod oI thrcc ycars, and rvc'ulJ bc c!igibl': [r:r rcdppointmetlr, Pr*.r,-ruslt .

onl;' the Cihairman. four mernbers repre sentin3 KTDA, and rl:e member rcpresenting EAT IA
rr'erc requircd to confbnn to this provisiotr;

(,,t the Charrmal, who will bc clcctcd Lry thc olcnlbers of the Board and appointerl by rhe
Niinister fr,rnr among thc tea producer mt'.nhers of the Boarr'!;

(b) [hc Pcrnran:n( Secretary, Niinistry. of Agriculture;

(d) one fuIen':ber appointed by.. rhe N.{inister to represent tca trad. scctor;

(iii) tlre f'crmanent Sccrutary, Nlin.str;; of ;\criculture he lpf oinied
slction of the 'Ieii ,Act and nor u:'rder S.criLll] l([) as in the past:

(c) the I)iTector o f Agriculture;



i
I

(") six members apoointed b;.. rhc N{inister after consultatiori rvith the organization rcPresenting

smallholder tea gro\r ersi

iive mcmbcrs appointud by the Minister ater consultation with the organization represanting

plantation tea growErs;
rl

(g) thc Chicf Executive, Tea borrd oI F*enya;

(ir) one mernber appointed by the lvlinister to represcnt Nyayo Tea Zones Developn:ent

Corporation.

not more th3n t\.ro nembers to be appoinrcd h-v.' thc N{inister luitll advice ftom the Board from

amongst persons rvho, posscss knowledge aud ex;rericnce likely to be oI bcne {it to the Board;

]'he rnembcrship irr rhe Tea Board ofKenya $'ill be based on democratic, larr and equitable

rcpresentation oi thu st:rkeholders in the tea industry.

The Board nray co-opt to sene on it any person or persons u,hose assistance or advice it may

require, but a person so co-oplcd shall not be eutitled to vote at any meeting of the Board or

bc cor.rlttcd as a membcr for the purpose of lbfining a quorum.

(i)

6.1

7.0 T.\

'18.0

tl ,l

An adequate and effcctive Secrctriat headed [ry a C]rici Executive r'"i:o rvill also bc thc

secrctary (o (hc Board |ll the levcl of N,lanaging f)irector, \r/ill 'ue constituted to discharge the

resporrsibility bestorved upon the Board. The Boer:d will be call':d upon to set stalfing levels

in the ligh{ of its duties and work-p1:Ln and in linc $,ith (he restructtned industry. In vicrv of
this and in order to be able to retain highl-v qualified personnel and t,rke timely dccisions, the

Boarrl will be exempted from the provisions of thc State Corporations Act with the

erenrption of provisions relating to the auditing aspects of its 3ccounts

R

1

LI)

KTDA *'as estoblished in January t964 with thc objcctivu oI fostering and promoting the

country's tea grorving by the smailholdcr tea larmers. Il order to realize is goals and

objectives, the Authonty developed centralized operational and administracive systems

cxrencling ftom thc headquartcrs in Nairobi to the tea growing areas. KTDA has made the

small-holder tca sub-sector one of the most successful agricultural ventures in (he

dcveloping world. Sincc is formation the Authoriry has achieved ovcrr 73,000 ha. The total

number oIsmall tea producers involved under KTDA urnbrella is about 300,0C0 and process



thcir tca th&'rugh.l5 le.r :3ctr)n,'r. KTD,\ rnd t

by the :mrlihol,lcr ti'a tio!'. er:
he snrrliholder tea ihctories ..rre fuli.i o'r tcd

R\l.i

KTDA lrrs b:en rentlering mlnagerill, prrrJuctian. trairsportttion an<1 nr.rrkctiog:crrices
*'hich includ,:s arnD;lg otliars rllsnag.ment of ter t3ctoriis, -ereen Ictt' (runsPDrtai:n:1,

nflrcurarl',:ni,rf !;odr:ct:on goo,Js, mer[ciiitg and Fe),r erii of tea pr,-.rcc-lJs t.r rhe sn]all sc.rlc
ieJ grcri,; (rs. I'his ila:i as proli,ic ih1.. the [.TDA C)rtler urLJs the .iSricLrlrure,r.;i (Cap.] tSl.

l-he Govemment hls br'cn assrsii.'r1:. rhe snl3llhoi,ler iea sub-scctc,r bi. providrr-.: guaratirres
cn cxtcntal l,l3ns bcri.',!\'ed by t.TDA for Smrilhr:ldci tca icyelop:t:ex[ an,J givirrg t]iu
.iu(horit', sp.<cirl -*ta:u: so tllet l( is exelrrpted from prln'linl oI ta\es. Tlic surplu.i.s rca]t,:e.i
Iiom its oFreraliorrs \'ere suppr5cd tu be plou:hcd hack to iinpro',,c l:lrllholdet rer srL.'-
sector. In adtlrtic,n drc GrLverrlrnenl has been plying salaries artd aiLLrwance.,i oI the ieir
c].tension slaiiassi-,ne.l to psilqri'r: e:(lension scrYice undcr F-TDA.

().1) PR_l\.\-ttz,\'[ \

,i. 
I

9.:.

A.T I \ _"rr-2$l!.|lr
.\(i I1loRl r-\ (.[.i-l]Ir.\l

The lihe;alizatii.rr.pri',3iizxti(\n and rcstructuntrs of K'l-D.-\ '.. rl bc lrrndled careirll\ rt.. a
smoodl lnxlner in o;de; t.i ensure Lhtt thr lecessiry chanlcs d,.) not tlisnrpt tite Lpcratinns
c'f the Kcn;,,a fcr Dc','l.o!,rncni Authorirl (ii.-t D-l) arrd thc sri r;ill-holdr'r tca sub-sictDr es a
uhole.

KTD A is '<lc iirLiir' (in :rad by rll ;mall-holder i:rniers x iro non. ;tuntbe; ahou, 1r)r).fjr)/.1 aJJ
it i: 'de lurc tl\\ncrr, b:. iiic Covernncrt since tr w3s establishctl under [l:(. A(riculrur! .\ct
Cap, 3 I S, Jt r-i therslirru r.',:rrctt to ststc rhai all i}.t srnall-hol'icr rca iamrers rvouid be etrtitlcd
roasharcof lh3 uet a-;serscIKTI)A jn the erenl [ha[ [he Aulhori(y were t., bc liquidrteJ.
N.{odalities '.ti!l bc r,. cJrked out betlveen (he Gove nr.tnent, K'l DA and smali-hul\l€r rer fa:nters
on (hc besl lreth,xl o ['trans frrrirg orr nersh.ip r-rl' 1,-TD.{ to th:j furmer$ f irh rhe priyrii:rrtir-rn
and inci,rporati+n of K I DA undcr thc comLraules Acr.

Ij.l

9.3 The rnrjo; staps alreijcl,i ta\en in the (ljrccrion of a prir.ati;:erl Kenla Tcr Derclupmtnl
Authoriry (KTL).j.) are:-

9.i.1 cxemptiL'rt oltre i.ulhoii) frr:nr prouisions ofrhe Sratc Corpor.rrions Acr Cap.-146.

9.i.2 divestiture oI r]Lc KTDr\ lrom thc tco fsctorl compcnies through rhe lirl)uu.i113 11s3_<111q'3.-

i.1 cl..ctit'n b1 i;.nr:crs of6 directtrrs (inajonty.) out of the nraxintum 9 directors in ea.r:h
Facton Ci.)ifipani BoJrd.



[) (ransltr o f cheinnil1ship o f iictory company boards lronr lhe KTD A to elected tee

farmers' represen lati ves.

direct panrcipation bv clected dirucL(rr5 in ri'lal)irgemellt ,-ccisions regardi g

procurement o f goods and services by each iactctrl'' col:rpany.

direct participatron b;-

ernployees.

elected directors in recrui(ment of factory company

,iriect participaticrn by ciec(erl dr;cctors in lomrulation of annual budgdts and

rnonitoring of Iinancial sxpcnditures.

rri;

I,l
':1

i t')

v)

vl) transfer of green tea leaf collcction and pa)'ment to tanners from the KTDA to the

indrr idull factory compaaies.

vii) sales of KTDA cquiry in factory c'JnrPanies to the tea farmers.

!iii) umpowirnr€nl of lhe tes tinners tluough their clecte<l company directors who are

now rcsponsible for govemance and policy malting in their rcsPective factory

cotnPanies.

ix) allotment ofownership shares to all small-holder tea growers i:r tl3ii respcctive tea

iactory compirttics-

x) srict ir brnlarion and data disclosure by the KTDA to factory companies regarding

marketing oItea by the Authority.

9.3.3 rcpcal of all prtvious Kenya Tea Developtncnt Authrjnty (KTD.A,) Orders and replaciment

with I-egal NoticesNo.109 to 1f2 ol 1997. Thenew legal Nr:ticeNo.l09of I997 cffectivcly
plac.d control ofthc KTDA Board under thc farmcrs elected representativcs who number

l2 out of a total KTDA Board membaship of 17 including the N{anaging Director.

9.3.4 removal of provisions in the Kenya Tea Developmeol Authority Orders \.hich in the Past

required the Board to seek thc Minister's approval before nraking irllportlnt inveslment

decisions.

JI O.O PR.IVA-TIZATION AN
HOI,DER TE, .\ F 

^T{\{F.RS

1 0.1 Despite tlre above mentioned measures which have resulted in greater cntpot'erment of
l'arrners, major restructuring oI the KTDA will be undertakeu to enable the .A,uthority to firlly

9

t.



face the chaliengcs of rrNv itttenrational ii;rartcial lending rcquiremcuts. nlodcrn ma(irger:teiri

tecluiques and the increasingiy' mo;e compctitive intemationitl tca m:ir1'e t pliic:c

lD.? KTDA v,iti he inc,:rporated under tlle Conrparics Act. This me3.ns thnt rhe KTDr\ willbc

removcd from, (he Ltuspices o r thc Agricultur€ .{ct and be established under thc companici

Act as x public companr- with limitcd tiability.

10.3 Thc skr:cture of a priv:iliz':J K'l'[)]- lvili bc as follo''r'-':-

'!)

10.3. i Incorporatiorr an,1 Shlclllding

K fL)A u ill be incorporat.d ttnder the Co mpanies ;\,: t iC.tp 4S6) as an independent

anLl private tca cnterpnse, or',irld b1' all srnellholder tea llrrrrers through their

rcspe.tj\c factotl companics- The compar:y's shi[eholding t\.illth:rcforc bc held

in<Jr;cct11,h,v individual lea fanlt-rs through thelr tea factory conipanies.

ii) The namc of tire ncr,. colupan)- wilt bc "Keoye Tet Duv';lopmerrt Agencl (K i.DA)
Linrited". Thr: oerv I(TD"\ linrited u'ill ofitr rnanagenrenl serviccs to thc inriividtrrl

[actl-)r] cL-rlnpanics a d (he latler Js an indepen(lcnL comDiu)y nla]'LrPt if ii \+'ishes to

colltrac( aoy olher msnagcnlent agent to mxn,lge their operalion.racIiVi:ies. I..lndcr Ll,c

nc.,. arrangerncni, ('t!d r.vill charge a compctitive InanaEcllleilt fce based o:r

minimal percentate cf lhe net value of thc proceeds.

iii) Ttre constirution otshueholding rvill bc based on thc currcnt valuation oi'the asscts

of KTD:\, alloti:d in uccordance rvith thc contribution ofsach flctcrry compani' in

crcaiion o I thc K] DA assets

iu) The nci worth of KTDA s,ill therelorc bc distnbutcti to the tca lactolr compani.;s

relatir,e t,: their coflrribution in fonn o[ mf,n:\gcinefl( fe:s iiotn the 198]j84 to
1996/9i period. This is the peric,d during which relcvanl atrnual [inartcia] ar:counts

ol-tlc Authoriti, have cotrtinu,:usly reflcct:d proitive annual surpluses Prior to (hut

period, rhc rJevelopnrcnt accotnl ol the Authority was in dehcit birt ltas rettarttsd in

su.r'plus since then.

10.3.2 Govemencc

The smal[-holder tea fnnrrers rvill be real o".,'ners of lhe KTDA Limited trut tl,eir

inflncnce *ill he excrcised through thrir lacrorv complnies. I hc KTDA Borrd of
Dlrectors will conrpriscofa rnininrunt of I I and a nrrri;rtunr of igdirectors. ll s'ill
be elecrcd b,v the shareholders and thc ,lanaging L)i[ector of lile Conrpanv, The
Penuanent Sccictarr", '[ reasury * ill be co-opted as a mcrnbcr oi the Board in vict

l0



of the Govemment loan guarantees' They u'ill be responsible for polic;- ard

man:reemcnt bul thc factory cot:lps:Lies s ill be in control 3s the shareholders a'rd

- "-d'C Board ';iill di'rect the u'ork of the mallagemeilt
owners of the company. lheKIl
and olher stafl of the ComPanY'

The Boartl oI the company will etecr its o*'n chiiirrnan frcnt ar:rongst the elected

directors. Elections of the new directors will be caniecl out within a period of six

,on.r],on.,thercpealofthcKTDAorderbyaroundJanuary'20{)0.Thenerv
directors rvill be electcd on the foilowing basis :-

i) Small-holder tea growinB areas will bc divideri Lqto zoncs'

ii) each z-one u'il. colnPrise a mininrunr of tkee l3ctory comprnics but special

p-rision *if f U" gii'tn to zone xii until a thirrl factory is bLrilt in the area' Thc

zone rrill therefore comprise hvo factory companies i e Chebut and )vludcte'

iii) each zooc cottlgrtising between three and five tactories lvili elect one director

of thc KTDA Limited'

iu) a ?,one rvith tnore than five but less than ten factories will clect two directors

of KTDA I-imited'

v) Maximum number of directors representing a single zotre will be two

directors.

vi) KTDA Limited witl work detaited rnodalities sf horv lhe directors u'ill bc

clected.

'[hc cnvisagcd date tor the fuil ptivatizarion of KTDA :Io:ld 5i* sufficient time to

enable a s;oodl Eansition from KTDA aurhority to a limitcd company'

I0.3.3 Action Plao''Implementation'

The process towards firil privatization of KTDA r't'itl he implenrented as follows:-

a) the on^going liberalization a! restnl:tulnC of thc smatt-hotder tea sub-

sector and th-e KTDA v/ill bc finalizcd by January' 2000'

b) repeal ofthc Kenya Tea DeveloPment Authority (KTDA) Orders and any

other 1egiiiativc um.nd,n.nt, will be undertaken arrrl effected by January'

2000.

i1

t



I 0.i. 5 A:rs-or-r-3.lcL1 C,)ri) DanieJ

Cor:'.plnics cl.rse.ly asro.iate.l ,,r'ith the I(TD.'r. L,nitc.l ".ill incluJe:-

i) all thc cLrnent J5 sr:raLlhol(.ler ticti)a/ c,,r:rpenies end :tn',' luturu i,nes nrar',aged i-ri'the

KI DA I,inr ited;

ll]

lr i

thc \'lajani Imulerlce Brokers Limitcd rvhicir is a private cor:tpa:lir'*holly orvned by
the KTI)A;

iv) tJie ({-h:ri) Ware:roLtsin-g Linrrred (in font-,alit;n1 to be located in lv{ombasa;

v) lhe Kcoya Tea I'a.c[.:e:.s (X-ETEP-A) Lirnitcd

These KTD..\;rssocia(e<l :on:irarrie.s wili theref:,r: collslitute ir large tea der'elopmenL,

n)a{agentent and markr:ti:rg clrr,glonldlate. Itr tlue crlui'se, thc proposcd !rlua adding tca

factor) cornpar\y rvillj,rin th,: KTD:\ grouo of c,rtngranies. This will ind:ed be a useful

addiLiorL to wilat rvill have ulreudg,'bt'cornt a fotrnidable econontic aud con:tlercial enl.iLy

borh locally and int.': oatir:r-ralll'.

\\'irh [h"J pnvatrzation of KIT)A. the Go|trnneit r',.ill n,rt eui!',lo)i the exiension statJ a5 vas
thc case in the past in tltc srnall scale tea'LTo"f iiitg are.L\. The KTDA ar.d tlru sm.rllholder tca

facton, compalrics rvill recruit staif Lo undertake thc extcnsiorl -ien'ice. The treld extension

seffice v,ill be tFmtqral pr;n cf the KTDA and lhe smallhold'Jr tL'a lacto.r cornpanies. II
luturu rhc t.a exten.sion persr.:rurcl r','oulrl be locaied onl1. i: lhe KlTl A Limiterl headquaners

and at the factLlry compnnies.

KTDA will absorb 47 tca oalicers and I8,3 (eclulical a-ssisLants. Tea officers and technicei

assistants sllould have a degrcc urd an aEiculturai certiticate respectively. In riew oi Lhis u

committee composed (ricft'icr,ri from thu penorutcl dcpadm.nis olKl'D.{ and thc ,\tinisnl
of agriculture rvill be constituted to rvork out lhe noccssar)' pcrscrrutcl service Lranslatiorr

modalitics,

1l.L

I1.2 Tra olticcrs \!ill sene undei thc rclPeciile fl:cic,ry conpanie:i on sccondmenl frorn thtr

rl

rl:e KTDA Farrrrcr's Contp;':t,/ Limilerl L"hose shares ure hclJ tlirectl',' by sntall-
hold!.r t:a famrers. The company owni thc "KiDA Fan:rers iSuiidilg" rvhile thc

K-TI)A urvns rhr-: "K l l) \ Plaza" fonnerly k-norvn as Ra]unutulia TrusL Building and

Diamold Trust Building.Thr tuo buildings housc the KTDA Headquartcrs i

. ]I.O ENIPL(.)T'i\{E,NT-(IF TEA E\I ENSI(.)N S'i.\I:'I'



l1.l

KTDA. All TcaTcchnical Asslstants u'i[l Lit'r" evtr be directly cnploycd by the tea l'litury

.;;i.t Thc Govemment wili c':rtinue :rtlirt"ctn-l e:::ensioo st:vicc to sritellholde: tcit

srrb-sector unLll Junc' 2000'

KTDA scn'es thc [3mers, rvho *ill' indr;etrl;" tmploy the cxtcnsion staff thti *iil

*la" ,fr"rn ,o produce te.r leaf In srse oI another mara'iement agcnt' it will be cxpccted that

i;;;-t;riJ;;ovide rhc iull ser"ices to s*rallholder tea farmer! as KTDA has been

dr:rng in the Past.

t" II :T SI F, 0 \t \ F.,\ CT CJTTI ESll.t) !,!l]-

In fumre thc l:af base ;rnd rh. t€ Froc'ssir'-s faulrrry ''r': l ittnstitute ont entiti" Thc KTDA

f-i-ri.J*iff rot acquii< any new lealbnsc;ut " lt i';-i'!l alld oLte.ratc tht c:isting ones' At

"r.t."i 
in" ,."i i.1., in Cit"nStni antl CJI:r-- 'rruune hrve no sister orocessing factories'

lii. 
"rl.,.i ,.l, t 

"v7615 
r.ill thfrcfore h.:':'rni share hc'lders of the Chebut :r-rd Kapkoros

respecti\.ely rvhen the proccss of alloirnent ol tactory comparly sttarcs ro all gro'rers ts

.rrloi.i*.' ,,,. grorvers 
"ti[l 

therefore exerc ise int-luence over KTD A I imited lhrough the

#i;;" *.fi". ,t " r be the case in other are:-s' As regards rhe subsidics to thc t'^ o

lealbases an,l lh: affectcil Iea qrorrsrs, thcsc will bc rcrrninatcd by Junr:'2000' By that date'

;;[ il;; leaf basc faciliiies *iil hsvc heen construcred ar l'oth Chcrangani and

0lenguruonc

The IiTDA Limitcd r',ill hos'ever coBliirue t'r oter3lc the two leaf bases even aftcr that dalc

;;;;;; 
-.;tu.iJ 

rea gro\\ers rvill mect rhe full cost of these Ic:f bascs tlrrough normal

dcd.uctions bY the KTDA Limitcd'

(l
,'1 3.0

1he frrr:ncing olconstruction of ncw tea manufaciunog fnctodes has becomc difficult sinc€

,*;;;;,i;. *d rraditional lenders have put tr'u'th iencling conditions ['rrvioustv lenders

;;;i'i;;i ;;"t on basis of Go'' einm'nt Guaraniees atrd r';ithout requiring any mortgagc

agr€emerri: and wirhout any equity contrihution by the smellscale farmcrs l:r f,rture' rhc

f,,Tiil.,\ ai*;"a, in c,rnsultation r"ith th" frn,,.rr, uill providc su3rantecs for thesc loans on

behalf of the farmers. Thc Covemntent, s ifiortt dirccrly being involved in thc utilization of

it 
" 
*i. "r." 

i" 
"ases 

rvhere it is a guarantor, \yill encourage_joint ventures betwecn farmers

."J,tl pi*" f"vestors to$ards Jonstluttion of new tea factories' It is noted that somc

investors are rvillinS to in'vest in new rca eactories u'ithout Govcnuncnt guarantees rvhile

others may require the Goverornent Buarantees-

ll

t

t{



'l'he requircmelt fo; snall"holder iJIril€rr:i to pro'. i,Je couitv as part of thc t-rnilnoing

alrsngsment fcrr ne.,," tittory cc.rnpa es is another conskairli. Even rvilh thc prop<tsetl sr.ic

of shares by Iarmcrs tlar:ferring to a nerv factory con]pan]', thc arnounl raiscd ,"r'ill nol hc

sufficierr. Thc KTDA T..irniteJ will tcmporaril;"accuire the shlres and pav lor them in an

cffon to provide Dart of lhe equity requircmcnt. Currently, there are nine proposer'i tea

factories rn the snall scale subsector.

- lhe minimum -ru percenL cquity rcquired lronr thc smallholder tea fatmers in advance rvill
bc pro','ided b-r I.'-TDA Linlted through tcntporary ac<luisition uf the shu':s.

- assets ofthc n*v lactcrry cornpanies will be mortgagcd to covel thc faclr:n- conslntction
finance loans.

In view oI the agieemcnt to incorporate a private K'IDA, KTDA Limited ivill rc-opcn

negoliatiorrs wlth the pfo:,pcctive lendcrs with regard to the issue oIequily requirement.

/ tt.0 Exlsl'lN(,i L &:\l!TEES

\\tith a privatized KTDA, arldilionrl changes especii lf in the area of loan financing u'iil
arisc as explaincd herc below:-

1he Kenya (iovcrrxrent currently prgvides guaran[eEs on cxtcrnal loans bon o"','cd hy XTDA
[o: irs de velopnrent pr(rgranrmes, As at 3l st Dr.:ce ntber. i 997 the balmcc of the cxtcrnal
loans,",,heio tre Go','ernnri:nt had giveu guarantees rvas about Kshs.1 billion. This tacility
is norv noteasrly available to parastatals. Cotrequently sonrc other fonlt of securitywill be

put irr place to rep)ace l,he Govemment gus.rute.s tbr fttirrrc faclorr' dcv?lr-rpment proiccts.
'l he existing Gol,enxrlenl {Llarantccs u'ill irorvever not be 'Jfccted b,u the privatization oi'
KIDA. 'I hese (guarantees) willremain in forcc rirtil the subject loars arc rcpaid irr fu11.

Likeu.ise KTDA linrited *ill continuc to senice existing loans on the old tenns until the

same are flrlly repaid. As per the financial asreemr'nk, KIDA will be nranaging a6enls !-or

those lactories tllat have ouistanding loans. Because olthis arrangenlent i( is expecteri th3t

no lender \f ill decm it necessary to cxcrcisc rheir right l.o tlemand repayrncnt ofthe l-ran in
full before the due datc.
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In tuture thc foliot'ing measurcs \"'ill L1e taken:-

- KTDA rvill prcvide ne;essary Euarantees for loan-s;

- Governmcrrt :.nd KTD.,\ Linrited will l,:ok for a]ternative lenders.



\\ltei-eKTD,\h:rsguar:ntcc,Jlo,lilsbJrro'.'.erJlr,li,liyb.vlll'Jla'ti'riconrpaniesforthc
.rp.ati".'n.t.ra*i, tllat ':L''Ighrion 

r''ill tetuat;";ls I'jl:g 
'ts 

the loans |l:e o'rr'stlllding '{n'v

iuiror,u ,t'it nrlay decicte to do away *ith liTD.\'s rn:n:rgcmunr agency r' ili be requ:red ro

repay thc loal) in iuli r.
:'l )t l('I5,l) TA\ II\I.U (

KTDAisanc.,:r-p,iofittir3k-ingorgan:zf,tipn.{nvsrpluSrealizedfromitsoperationsrs
;,,;;"; to oe plcr,rgh:rl back io Improve rhc :rnrllholder t':a, sub-sector' Because of tlr:s

,p.ii"l ,o,u. KTD-\ was cxcnllted fionr pal"ilg tar :t:n'ce 196':l and thc'rcfore dr'res not:ri;

taxes to the Gor er-;nenr. This tr'rs brtn a ine;o: 'L'os: i'l the devcltlPmcnt ol the snrallholder

lea sub-!c!'tor.

Ho,,yc}'cr,accirdi0gtotheFrnenceBill,iggs.usstatcrlintireBuJ^gctSpeechofllthJttre'
lgls. KTDA shall be requirec to p3y corpLrr;triorl t3): \ith eifect t'rotrt Januarl ' t999 This

Ir*""t,f,U ITDA h,, nt"" to bLrdget for ct:rporai'] l'r\ Jn:Lrttlrtin!r to oler Kshs 70 ntillion

:' .;;"-,,ii;;;ticnvise u'ould i't"" bttn gloueherl b'rrk to the developrr":nt of the

smallholil:r sub-secrot- The trxation has becn effccted eren belbre the privatization o(

KTD.{ Ic m:i be desir:rble lhat thc irrtplcmcnration oithe iletision bc defered until K'[DA

is fully pritarized. h is i otu"ve' not clear why KTDA has been singkd out rshile public

boriics ,Juling u'ith o{hcr crtllr: arc noi [$:ed'

Onc: nri1,'atrzed 1i1p4 rvtll lose rhat slarus and v'ill thefet'ore lray taxes just like any other

cDrr)p:rn) opersting unJur tlrc CorliPanics Act'

Thc lollorving t.rxes will bccomc pa-vatrle:-

i) .Stamp Dutics

ii) Corporation TaJ\A'ilhlroldinS ta-\

,r I6.0

I he effect ofthe rho|e taxes will be a rcduction oithc sumlus (Prolit) by as much as 3591'

fi'r, iii lir*"f"* U" nccessao' to inlroducE cost-sutting n'leasures in order to break evcn

GROWIXG OF TEA

Thi regulatory iunctions d':aling rvith trccnsing of tca planting shall remain in the Tca Act

^rJ 
if,iiior,i*iff continue issuing group licences to tea factory companr'es on behalfofthc

;;iii;ld;, gr'*.n. Thc lea factoiry:companies *ill tl-'en Lrc required to maintain a register

;i;;; tllirng undcr thern on betralf Lf ttre e11a The til:'^'-o,l' small tea plantations

associr-led or being sen ed by tea factories o\vned by other organizations and the large iea

I

l6

:

..1



t

I

i

I

rs(alc! n-l: I L.re I
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exisling anrl

,;,,1:d rvi(r irr:i,.,icjrrl Iiccnces tirrectlv b;,,th= Tea [Jorr;j ii'lir:ni.:r
)ecr.,r3tE l)epsnment '.r'il! be nronitonn-4 to ensure rhe hr)l,lcrs oI
i-.;"'rr'iIh the sel. iules b', its nr:nrhers. tltr-v r,,ill al:o hc acrins xs tt c Bi,lrrll
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I
I
I
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I

lard. In or(l(r [r) er]couraqi

rr o "\ n :riiiitutler.l iire35 tjlr
te:l fact(]r-i cot'ltp:tnics cominx ir1: an,.l
issrred ',rill i)i specify the area i:: belic e n,:e

In irrture Il,erei',rrc. tlrc:;riallhr:lctr tr.i! iJio\,\(rs sr-i7pli:ng graen ica leat to srnallhol,jct
fi!cto!-,, c,rrr ptlr uas rvril nor be ri'.luir.J t(j obtain liucnces as intjrvtdLrals.

1ht'pl:niing lt':<nce rrill h. is!r:;ifri,.,n thi li,l:;,,.,.in!,:riirrrr.-

( :1) a.,.:r b.:i:r: sr.r(i:hlc li.r t,'!j iri:,i,\'li.r

:i

Liccrlr:c l':,ilCei',
th{ orlrnbar c,f I

Ii<'.,ilrLi,-,rLi i:r

tldicalillg titc t,rlal arca ri.rnt.d lind
'.r'hictr u ill be t'lsec1 on ih. c:rraent
he detcrnrined h',' iiie Ilor..l.

,.r:s deli'.
a plentrL

i\lANl: tr,-\(.I.LRE O t T F-A

nr:tcu lac tu ilq crll
tr'a (+ {hc Ia(t,,r,.

P:iilleS
Lr; tlrc

ln \ ('Itt)'l0c
pLripcrsc oi

Ih. ,lxnr.!i b',
InJint.rrr,rnq a.,n(ct

1 ;.0

NlanufacL:rrnt Lrl'high qu;rtit1' Ken;.a tea r.rhrther b;- sun-iining or orhe r$ tse
Board's f',in:ar.r ot'jertivc. l&}il: liccosirrg a n(:u, t..a n)3nutactutir1g factl.rtl.,. 'fL.a

ensurc (hirt idcqlalc lri leaf i! ayeilahlc corresponding tu the Frcpos.d
prrr,:essin g capl,: i t;;.

B,:rrJ r. rll
leii t ilc l(,1-,

To enslcc th:i ilo persf.rx ntanufacti:res tea lrrr sali,, ,,r lret;rtr bi'sun-,.lr,rn{ Or olh:n,.i>.e.
olhcr than acci-,rdrrrq to lhe ntles ind reg\rl?tions sl(, lhe rea nrrnutncturin*l comptn\ \i iil Lr.
issued r,;ith nn ilnnurl licencc bli Tcg Eoird of Kcn',,a. Thc liccn,:u ,.vill atir:ct a
nlnnufnctulit\p rr.ss rvhich rvr:rulci be sct by rhc Board in consult.ition with thc \linirt,:r. The
forct:oint r'. rll tc achier,ed tfuough the lbllortinq strinqcnt ntoasurcs :-

ini:;r reru;'r:.inufuc(ufing [;ict,:r" dr.:c cir:]siJetalii,il \rlI bc {al:cr] tc cnsurc t.-t;.ll

,:',:l-ctpecilr !:l nDt creaied tn a qilen locll irrea or zr.:ne. Inc:se rrf r lnr:t:
'u Er.r,rrd ,.r'truid a:bitrate t,:' derirje horv th. fatr]lers are distrilrulc(j bal1.\.r.cn tha
il.lc new llctor./ L]cl',rr{ issrring a Iiconcc. A licence f,:ri r ncrv [lcl0r_v rvill c,nlv

I

i;

(h) rdcr:lll.ilq'Frroc:5srr',c! arTs.rgen-.ent bern.4 arcertainerJ bv the Te:r l.],refd of ]ic.tt\J

ir

1?



ii)

be issurd to compan es u'ho satisfy the Board that they have sufiicient leaf to'process wiih

rc-qard r,: l3!lor:J cJPacity:

the B(lnrd in tonsultaiiolt lr'ith the Minislcr trtrl crrrce| l,ary..r: suspentl iny ticence issucd

i"l ""*r""y 
if 

^"y 
conlPary farls to abirle rvith the tirms and condition: of the licence;

the duration by rvhilh lhc tea maouitrcr'uiing i:rctori':s art to :ubmit tl'eil reFJrns $ith thr

;;;;i;"..t rvilt be axtended to i4 days 
"nd 

u ptiuu"'-tr of1:er:st on Dutstalldin'q alrears

.n"t iirl r a'l day o I the lol]ov in'q n''o;rlh at bxnk irteres!: r'rtcs 
"r 

ill be chuged'

N{anutacrr.rring licentc may be sr"tsptrt'Jed uhert a lnanutictxring Irctnse3 \rithout any good

rcason 3ccept3ble to tt'c go^ra 
"nnlinues 

ro default on marulactaring Cess payments bcyond

:, oi.a ,f i r days of the follo*'ing month The Botrd is at tibeny tr) trse its porvers under

A;t,,U"t'. nr.orld,."o""he samt amount as a civil debt'

AGRICI.:LTUTUL PRODUCE CISS C)N TEA

-lhe agrictrlrural prr)duce cess is colicctcd by the Local -\uthi:nties under lhc por"ers

conlaned to tt:em ulrdEr ,t.t'ont 20l to 2l t of the Locat Co"'enunent Act (lap'265' The

Local Au(hontres arc crnporvcred to rnakc adoplr|e by-lar"'s after ihc \'linister has madc

;;;i;,.;itir;ion in consultrut'n u'ith the \'tiiustcr lbr '\gnculiure ni provtded in Scction

192A of rhe Agriculture Act'

Thelrliniste:lorLocalGovcmr,rc;rttssuedaLe'lalNoticeNo-lr''lofl0rhN{a1"l9SS(LN'
202/1988) aod atrerrded ttt s"nr" ii'o'g| LJg'al Notice No- ll9 ol 4tll August' 1988(

L.N.339/198S) and L.N l6j/I989 unt:e-r Scciion 2t0 of the Local Government Act

effectively enrpo*'erin 3 ,tt" t-*oi Aurhontics to make Arloptive By-laws to collect the

agricultural producc cess oll tca alrd ol'her teo crops'

.a.ccording to lhe Agriculture '{cl, the rsvenr'le realized fonn pad of tlie gcncral revenue oI

the respective Loc"l 'quthorities ihe l-c''cr'! Auiht'ritics did not uLilize the cess funds in thc

mlintetrance of roads as originalty illtended fhis pronrpted rhc Gove[uncnt in i990 to

inlcn'tnc and de vclopcrJ 
'nooor'ti"' 

of t"" utilization toNards thc improvement of the tca

roads. The Disrnct Tea Cess Con*itttt' *o" ftrrmetl by the Covemmsnt to maintaia thc

tca roads and their activities r'l..-e monitortd by tlle Natiotlal Tea Roads N{oniroring

Cornrnirtce. Hclwever, the Dislrict Tca Ccss Conrrllittce: \'crc not vcry successful in

nraintaining the tea rouds fitt if""t***t rhen directed that the cess funds for tea and

coftic bc charutellecl througn tt't rt'pcttive fan:rrrr'organizations to maintain thc roads'

However, the law treeds to be ajlren'letl to regularize the position Tea and coflee are grorvrt

in thc same agro-ecological zoncs and transitional areas'

Ilr l

j,. )

I s.t)
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There is a ne:.l tLr amend til,J rclc'anl hgal pro\,ision: in the Local Cc.. cmmeni Acr ;ri-,J tlie
Agriculture Act trrgethcr ',r iLh th.: rulc',.anr lcgislation ro pld.ce tie collection and util:..arion
of fte agriculturu! proiluce cess entirel',' under tlr: aurpices of th: Agricu!ture Act Cap.I I Sl

Policies and guidelines pcnaining to the collccrion and utilizari,-rn <rI ces.s t'unds should be
hrrmonized [oi their cafuct:\ -rncsr.

Di;trict Tea Cess cor.-rnitrtr:s ard th. Iixrionxl Tca Roads \loniroring Comn)irtee shit:rl,l bc
abolishcd si ce rh! ces5 tunds are n,:,ry channellerl lo tl)e respcctive lilrncrs'orsanizriitlns.

.. 19.{.r }tARt(l.t tI\c; c)F TE.,\

As Kenla con',inucs to inircasc jts sl:rre ,:'i drc .r,:rid tea ntatkct \r,hicli is currenrl\. a'Dl)xt
il?i q,r.nt.r.c| ro Sir Lanl:as ll.0?i anl lndils I.1.09e chu kr:y role and luncrion ol rl;r
E;:ard r',ill be in tea n::rket pronr,:tion. 'fce B.crd rvill provide ihe neces;an leariership in
thc industry by layi;tg ltore entphasis on marketiug and pr:omotion of tcx u.ithout
compr<lmisin_u on prodrrctirrfl ar:d qrralitt,, this u,ill be achieved through :-

i) allowing tea manufacturers to sel] pert oIthcir tca dircctl:i (o o',crsca! rnar]:ets

ii mal,:ir:g t,L(ombasa auction an erport markct only.

cnsuring all tca e:iFollers, i\'hether m;rnrrfacRrrers, buyers, brokers or prckers ntak!- a rctum
on lheir er..Forts on a or\\i) dcsigncd registratioo lbnn lo tha Tei, Board to en,!ble (1.:e

6or.erlutcrtt collcct stati:;tics on te3 exports,.

ILL

i') eirsuring thal transpaienc.,'pla'is its rightlul ro)e in lhe industr" by harrtronjzing all thc rules
a:rd rr.gularir:ns of thc r,rrious sub-scclois tgr the greater inteicst oIrhe srekehoirJcr.s.

v) nton:tr,:rring of iea sales througJr rei...isLration of buvers, broliers and packers

''r) adopting a more 3ggressr\'C pr(\mLrlii,n straiugy \rilh rnoic a:rphasis berr:g focusc,J on uii-
nali.-'nal (ca plonlotion c:rd value ad,led te.rs frcm Ken.,,a,

vii) encouraging all sta.kehr)ldcrt in ihc industr;- to urrdcr'take promotiou acti,iilies indepcndentlyr
to supplemenl GcYumrn( t's ef lon

t'iii) luvioe more entplmsis or't lrion-rolioir suategy' iocr:scd t,: developing countries olAsia, \tid.:iie
Flast, Africa and in E.astcm Europe *hcru proieclions shorv consunrption is on thc
incrcasc and is c:<pecied to rise in l'uture n'hile maintuining our sharc in our traditional

|,)



ntzika(s,

rx) liaising with oiher rcleviiilt Covernment b'r'lies esPeciali)'the Export Prom''rtion Council

inrit'rJa in pronroiion ofKenya's pro<lucts abroad to n"rrket Kcnl;a tea tlr-rough their regular

tra<le fairs and c)dlibitions and rkough conrmerciat Ieplesenhtion in Kcnya Missions abroad'

coltaborating'vith other t(a Fioducer countries ancl specialized iniemational agcncies for

grneric promotion of tea glaballlr;

cr:cr:uraging production of high ou'r'lity iea in order 1-caPtul:e 
new e:iport nlarkets and

maietain Lhe tra,liiional rrarkets. io"r'ar']" tir-s end the Kenl'a bureau of staodards will be

more active in enforcing standards on tee lor hoth t[c domesric ond exPorl markets'

;i)

):I )

20. 0 aTEEE-11,.1-$IjB=Str!'j:0!- I NSTI rtlrl clNS/oRGANl z"\'l I o N s

,,20.1 Teir Rcsealth Foun da tiot-r-sfIsnIl-(tIB}-'l

TRFK was establishetl in 1980 as a co:rtp:lrLy lirmted by guarrnter \viU gualantors bcing thc

Ir4inistry of Agricu)ture and Tea Boarcl olKcnya to carry out the invcstigalion of and

researchintoallm3ttersrelatingtotheteaindostry'ltrvrsasttccessortolhcRcscarch
Instilute of East Africa.
SincethenfieFoun<lationhasobtait:edfunrlingloritsresearclractivitiesalrnosterrtirely
from thc tea industry tkc'ugh the Tea Board of Kcnya The FoundaLion rcceives about Kshs'

52 million arnually for its rcsearch activities from the Tea Board ofKenya'

ForiL}ongtimetheFoundationbos()pelatedunderthe.l.eaBoarrlofKeayaanditsparent
Ntinistry-ofAgricultureuntil1988.x'henitshiitetltotheMinistryofRcsiarchand
TechnologY.

According to the Tea Act, one of the core fi.rnctions o[thcTca Board ofKenya is to carry out

r.s"trch Jn tea tkough its tecixlical a:':n Lhc Tea Research Foundation oI Kenya'

'fo enable Lhe Foulldation advise producers uough the Tea Board on the bcst clonc selcction

to suit the various ccological zoncs and how to care for thcir tezr in order to improve

ptJr"i"" snd aLtain the best quality for their tea' Ter Rcscrrclt Foundation of Kenya

(l.RFK)rviltuctraruferredbacktothelr{inistryi.lfAgricultu.,-eFomthcN{inistryofResearch
and Teihnologl' so that it can norv report to Nlinislry through the Tea Board of Kenya' This

will rcmor.e rhe communicatio[ bon]ineck as policy guirlelines on thc oPcrations of TRFK

u'illonlyenanateftorrrlriinistryofAgnculturcwhichischargedrvithresponsibilityofall
agr:iculn,ral crops. The L'loarcl will also be able to follorv the actirities of IRFK and advise

20
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the |ounrlation acc.,rdinr-:l;; for ihe b.-nefii r:f the tt:r lhnntr: rvho xre rhE fi!.rarjcir'rs of ih.
I',:und ati on tlu..,ir-rir r he I er Uoard .r i Keni.a.

El,Tt:rts rill h! rnu'-ic t,) :Lrsist Tcl Rcscrch Foundrricn of litnr.a 1'1fu:i,) in csrahlis[:inc rr:
c-rill Lea re.search fi,]ctor'"'io:trlrcr *ith the require,.l res*rch equipn.rtnt and lar:ilrliis rcr

frcililate lhe currvinr r',ut oinore rerearch io tea nrilu f:rcr'u airrg arrd rclutcd a_spects tr).tlrr
I:,undatron. lfl addrtf)r ihe i:irnd:rtioi: *'jll be r:rr,:,:, .r;:igcd tL. Ibrmulate tltEir G,.vn prr-rpr,:el:
e:ril pllns llr :tr:.r.irr:.: nr'-.rc,, ,'-r+:r both trtrrirrl anti inrenr;tl sc,urcd! [4i. tr.lin:ny
i:ll!r\t, s:1rps, reselrcli ;rctr!ities ;rnrl orrrr d:','elop:tla:tt ICiiiities.

Tirere is neerl lo e\cn':p1 Tcu Fl.r-scerch FounLiatitin rf iient,a (TI{FK.y 6,:,m rh(' F,rcli. isi(,i::r i)f
r!;c Sr3le CL.\rpc,raiior.s -L(t r:, eiiibl. ir sel salan st:-lcs and r tirer bcneiit: io ii:r sirfiprn,.iried
the TRFK is n,)l c\liniFIrd tilxr thc Fro! isierrii rcl:rtcd to aurliting of acc,:rurrs.

I ca oncs I).r rlo n: qrltlll(lrpq x I i!.!Lr.Nlzlfe)

t hc mzi or ohj ccti , c r l ).'TZDC \,, r-i Li:\ prLr tuc t an,i conJCn c galcttcd h;gh rliitude ii:rrcsrs
agarnsthrrn:an etrclo.r.:l:rlenr. Tl:: Nyal.o Tea Zrrnes helts pr,:viiles physicel a hut}cr io lirrc:,i
resen es. Ochcr thrn rT),--ct:rLg tlte intcnded purpo!c lhc ZLrncs also gcncratr rc! unue tnd creitt:
emplolnieni to KEnvani in ariCition io protidi:rr intia:tn:cture Lo rur;ri rrca;.
l)ue to lheir gdo(r.rphica- ;prl:d ald a].rs,.'nae of i p;oce;sil." facilitl. :trc (iurprrraLir:n 

'.,, ill
sign ilgrc€maills i..ith snrellholder reii complnies oi KTGI member r.:mFiiues to plo(css
its grccn tcu Icli. filarragcr)lcnl of soutc cstatcs $'ili tre lcased out (,1 s-orallhLrld(: lca
ct'nlrrrnics or t,:r inrliiiiluul privll.c llja cornpanics untii such a lirn( thJt lhl Corpc,raiion rliil
hc iliric to lai.,.- ,,\ .;i th..s: fLrncti,ln-r cffeclri eli'

' 2(J.-1 Kerrvir'Ier Grorvcrs Association (Ii-f Cj.-\ i

Ker:.t a 1 e: (Jion ers .q.ssosiut ir.:n iKTG.-\ ) is I nrir.ate. \'.Jiun(arj assoc i:ii,-,n .r'hos: ro Lr is
t, promoic ;hc interest: c,f large anll n:edium pri., aic lca gro..\ eis in Kenia. Sonte oithe
len(linc memb,-rrs ul K-tGA hatc Lrecri :Lctivr in ihe davelopnlenr oi tlre lieui,a lea industrv
for over 50 years. Nfenrhers r.rf KTGi\ a:e a)so lc4. auti\ e nci onlt. irr rca pioductior hut in
lcr lradc *r.rrLigii ti:e L;--st .{[nc:n '[ea I rade .{ssrrciation (EATTT\ j a:rr{ the i..lrlnlr:rs,r
Auclions. Tnc ..\ss,.rciuicrt accor.lr)is i'nr o', er +i.l?.; oi le3 Froduction rvirh the otlt.r bit!3t:L.a
o f 6(.r9'i, c,:nrinB fiom snrrllholdrr larn-,crr.

Thc goi'arnrlcrtt r';ill e ircoLrraee i,etl'. ; I ea i)er c l+pnlent Aulh.orit]' (dTI)A) and Kcnl r. 1er
Croli.ers Association 1KT(i,\) to \\crk floscli t,: assist smallholder i-armers *,itl:;t;: r,:
transfr'r to Kl C.t uranaged tea factr)ries 0r in cascs $here thc t.TD,\ rnrn,Lged tea fiictory
conrpanies docs ntrt ha\c adcquxte prc,c.ssing r.'apaciry. This rvill be done throu,rh
agreements l:errveen intlilidual :;rr.lllhohltr r{ir fJ.:(on conrpa:ries and KTG.{. mumbrr

?r



./ 20.1 5c.

-[he Kcnl'a Srnali Scalt I ea Gror"'es' Asi,-rcl!.tion (KSSTG''\) "r'as 
regislered in 1998' The

mcmbership is .rpen lo rll elecred meniDcrs ul thc .17 icufbases and ali farmers. The lcaf

bases pay Ksts. 500,000/= while thc fanners pay annual subscription ofKshs.lcu=. KI DA,

iike the ltef b..rs<s. is a rr,rmb6 <.rIrhe .{,sst,cirtion. AII ]12,000 smallscale lca fa(ners arc

c:rgible r,: bc menrbers ol rhc ,\ssocisti"rr,. ls iutLrre ihe KTDA and KSSTGA rrill stnr'a to

promote the icl.drusts ol'rhc smallholders irr ttie tca inrJtrstry, Some of the objectives of the

Association include:

ti:kti)g Lrver f,ll i."rr,.ctions associated rvith tlla tca bu! lng cen'tre, Lea hgse ard z''rttal

colnnrittces:

prontote and rcprcsenr .,rmmon intel ests of all smallscale tea growels rnd thcir factoriesl

rcgllate and ir:rpro"'e relations among menthers oI the associittion and ernployecs;

r:commend rules enri rcgulatioos l'ol the rnaintcnarcc o[lea cultiyation, nranufaclunng,

packaging, transportation and rv:rrehousing slardar<{s;

set te:! plucking rates in smallscale arcas;

collect, c.,llate and circulate statistrcs;

ncgorirtc on bchalf of Inembcrsi

cooperate with other 5tmllar assouiations:

esLnblish and maintain lunds ro furrhsJ the objects of the Association'

currcntly, Kss'tGA oltice holders trre not nlentbers of the Tea Board of Kenya- In futurc the

KSSTGA and KTD.{ r ill collaborarc in providing the rcprtscnntion of the sntallholder tea farmers

in the Tca Board oi lienYa-
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The F.ast African Tea Trade Association is a roluntary Association rvhose rules and

rcgularions would. facilitate ftee trade in tea. The ass,rciatir:n comprises of tea producers,

buy,eni, hrol:ers antl orhcr interested tea (radeE in Eastern Afiica. To achieve the foregoing

objecli" e 15g 355egi31iqn * ill :-
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run thE \{r.)n-,i::sx .l,ucair-:rrs lhich is rhe third lar-qesi in thc world rfi.,r
Llalcurtr in l:tijra and C{rlonrbo in Sri Lanka:

crlsrlrc thal r!pressntatiDll at ihe associa:ir_]n i,la:i3gcrrlcnl. COlturliitcc ij
equitabie irnd rpecial consideretion is ?..c,)r(.cl tc, lar,qc single produccts l)l,c
K'lDA u,hcr represerlt all the snrrlthi,lder in K(r)),a;

ensr-lru '.het th( sai? of (rir aL the :lucl.ion:; ual other op:r:tir:rns r:rf lt)c trnCts

t'air. effrcient ind trinspareflri

gnru:l thtt t,:L pr,-rLir.rtcrs dcl<mrirlt:s thc currcricy of sale depertdtng r.,|]

wlr6th:r Lre tea is flor local or €xpr']r't salc.

I

s

v) c s rt that Palrrrcrrt olthc tca stld st ttc iucli,:n is nrude within ten da'is

Thc membership oI the East African -.le:- 
I'radc Association co]rsists of tea producer-..

bu1,ers, brokcrs; packcr: and wrrchuuscmsn rn Eastem i\frica. Thcre ::rc about 100 corJrorere

memlrers of E-{'fTA rvho corne trorn Ke ni t, Ugnnda. -l anzaniit, R$'ancla. Burundi an,l

\'lalarti The cn:riLrice ltcs arld arriucl subscriFrions are as [blkrrvs:

brokers producc ba[kcr's guaranrces tllat r]LEy are good [t.:r K-shs. ren (10) millron. pay

entr:Lnce fcc ot Kshs. 16j.000,'- and Ksl,s 35,(i00i= rnnual subscription cach;

produccr tnei|tber's e[tr.lncc t'ee t; KsLs. 20,tr00i = and annuJl 5ubscriplirrrr is gr:rduated as

Kshs. 25,000i-, h:rhs 5 5,000.1-.K:ihs.S 2.t)(t0i =, Kshs.9_i,tt00,= Kshs. t65,000/-: anrt Kshs
441,),000,'= deperrdiug on tLre anlor.lit oi (.a produced

hu.,,er's entrance lte.is Krhs.65,000 anci annu:l subscriptron of Kshs. 25.000,,- to Kshs
50,000/= based on thc an-,,runt of tea bouglrt anural)1,;

'| packer's entrartce fee is Kshs. 10,0t](J,'- and;rnnuirl the subscription olKshs. 25,0r10i:

n walehous:nren pili l:rhs.l(1,{j[tij,= entrl;-rce fee and Kshs. 50,001ji- annuel subscription
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n associale rlernbe[sjoi slier peiinE Kshi. l1r.]lr'ru,- alJ rnnu3l slrbstnprioll lee of Kshs

t 5,000i=.

r0.6.1

EA'I-TA rvill r€mf,in a ,,Lrluntary ns3,,',(izdon rvhile the representation <r[ pro.',uccrs at thc

rrruragcment cornmittce Itvel shoulJ be tirir urd e Lluitrrbic.

KTDA s ill in fufutc r,"--cxarn;rtt tr'rrv best tlie small scale tea gro!1'ets cin be rtprt'scnted in

EATT.{ rvhilt nking cc,Sisance that KTDr\ has cunently onll' onc tole in EATIA 3nd yel

il represenls o,cr 3ll,(lrlu tca tirrllcrs owrling 45 tea ir.clory c,:nrpanit; and also producing

ovcr 609; u[ tlc Kc yan tea T he rules and rc.julalions o f thc EATT.\ shi:rrld iacilitate free

trade i\,ithour re.strictive pracrices and should not conflict \ilh the rules and regulations

govemiog thc (ca ;ndustry in KcnYa-

Tcu B roliers

The tea hroktrs are appointed by Ih: tea producers and hrryers. The broker guarantccs the

salc o f tca by n eSotialing beovecn the prodttc ers i' rd the membcrs o f the tea trade l'iro arc

bul.ers. The tea b'roker's flrnctiom iuclude receiling le;r fronl p'roduccrs arld selling it at the

best possible pricc, ncgotierting sales by Pri\'3te contract o:1 bchalf of thc producers,

recciving tea sxrr)ples from prodr:cers, tasting, r'aluin-q. and dislributing s3tnplcs to porential

buyers, preparing and prinling calaloguc and eftecting p,l)'Inent to the produccr among

othcrs. Ilrokers rasLe t.a for purposcs ofasccrluining the price oftea in the auction and risit

rhe (ea factories infonntng thc [ictory .unag.m.nt on the qualiry of thcir tca Thc tea

brokers are nor qualiry controliers, sir.ce qu:lil;- suslenence is an in-built procrss in tca

productiou ald manu lacturing.

There are cunently ele'.'en tea brcrkerage fimrs operating at &e -Uomb3sa auction. These are

(lombrok Tea Brokers Ltd, African Tca Brokcrs Ltd, Tca Brokcrs ofEast Africa Ltd, Anje[i

Tea Brokcrs Ltd, Vcnus Tca Brokers. Union Tea Bro!:ers Ltd, Choice Tea Brokers, Bicom

Tea Brokers, Prudential Tc:a Brokcrs, Centre Line Tea lJrokers, and Victory Tea Brokers. By

i 990 , each brokerage hmr sas ser,-ing b.tween scvcn and eight tca factories. Currently, out

o i rhe eleven bmkcrs, threc brokers control +5 9'; o I the business while the other eiglrt serve

KTDA rvhich is a producer. There shoukl be sriong criteria to be used lo asscss the brokers

1-
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.10.6.1

betbre registerin,,r thcrn. Tltc ter brrl(crs arc m,:xnbcrs oI thc Enst Africarr 'l ea Tradc

.\ssociation anil Lhei' optrale un,Jur lhc E.\TTA rcgulltlions. In future etl tca :>:,:l<.:r;;

opera(irg, at thc N,lonrbasa auction shall lre requireil to register v,'ith the lca Eo;*d ol Krnya.

The KTDA as a nrrriaging and r!)arketilg agent \'.,iil continlle to appoint brokers in

consulration wilh indi. irlual Teu Firctor;' Compeaies on competitive hasis at j + (ea fairtories

per broker.

In fulur-'lhe Tea Board u ill be in"o)veii in llre regisLratl;:n of tel brokers. Curj.rlly, EATT;\

demands Iertsrs of appc,intment lioin tit produccrs bcfbrc liccncing a tea broker rn addition

to chccking thc applicant's financiai antl manaq.urenl capilhilitY posrtions inclrrding ph','sicl)

facilities. {jndEr thc;;r,iscd Tca ,r.cl, the.l'ei Eoard rr,:I hirve powers ro

rcgistel'or dcregister Lra brokers r.,, h,r do not abidc \vith 'J.c sct rules arrd ruguliitions. 1 he'l'ea

Board'.vill also rnsure that rulrs ai(l regulations ofany organisadon dealing in or illolr,cd
in tea tradc, inchlding EA I-1.A. ar,rl their activities are ir hermnn;- '*'ilh the pror,isions o f the

1ca Act and (he iE(erusts oi thc tea rrdustry.

le s_B r,l-kgI $Ce_earnlltlsslg-ll-or ise!
'['hc brokeragc charges hate hecn l% qommission on liro.ss rir]es r.alue of tea paid by

produccrs and a iu(hcr 1,.5?6 conrnrission ort gross sa]es value oli]re saruc paid by the

bu.veLs. ln:ddiLion. the brr..rker rccrives a lurther Kshs.30 per .F-krt.6 in form of ,cataloguc

prinrinlq cxpcnscs. Orre i.lot.o is a garden (factoty.l iirvoice oi2U,40,60, 8rl or IOttpackages

(57 kg to 78 kg each dcpending <.rn Eadc) *hich is countcd us a sing)e line in the catalogue.

Some catalogues, rilay have l('1, or 40 lots or as many as l0()(l lots depending or) tlrc arnounL

o I tea o ftcred. Ihc pirl'mcnt nray add up to abor-lt Kshs. 1000, - or I 500, - or cven 10,001:.)/- per

catalogre each u'eek depsnding cu the amotrirl. oI tea offered. [n lotal, the broker gels lnore

than 1.5']6 of the gross sales value of tea he sclls at thc auction.

a5
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fhe current rere r, of commission wcre de+-eloped in th: 1?i,';s by EATTA A; (he tin1c, il'r

volumeofmadeteawasverylolv.Therehasbeenl..oreview,..rItlreseratesrvhereasallt}rc.sc

costs are being bome by tea producers and the electronic trading in te& is -vc[ to be adoPicd

rt i}le auc(ion. In t 997/98, the brokers solcl tkough thc Mombasa auction syslenl

241.566.48 I t;il,rgrams of madereaat xr average price of USSt 89 per kilogramnre Outof

ttris totat, Kecyan crop was 2t2'619'990 kilograms at 3n average price otUSSl'97 per

kilogramme.ThetotalvcltlcoIKenyateath.roughtl.leauctionrvasUS$4I8,86I,380orKshs.

2 5,96g,405.578J=. Brokers' comrnission al '1.59/0, ilmounted to Kshs.3 89,541'082/= ior a:t

eler.enbrokers.on.:l'crageeachbrokelreceivcdaboutKshs.]5.4million.Ingcncral,atc:r

broker's organiz:r:iorr has a srirall staff compliment' l lie cosls associatetl with tea broke:a':e

cover personnel costs, omce maintenance costs alld tle capital costs dePrcciated every tive

years. This is approximatety Kshs '25 8 rnillion showing a gross prof,tt to Lhe broker ':rf

Kshs..9.6 million per Year'

The lea Board will revicrv the lea brokerage rares and rccomnlctld the best appropriate rates

for the brol:trs in their role as marketeers of tea in lhe tea trade' This is also cxpected io

rcflect a positive gain to the farmers in the tea industry'

'l'ea Packers
The tea packers in Kenya are yet to be orgauized as an association Currently' the single

frrg*rt pu"l'.t in the local martet i's the Kenya Tca Packers Limited (KETEPA) Prior to

o"iou", r ssz, KETEpA harl lhe monopoly ofrea packing and disrribLrtion in the dontcstic

iurr.", wi,r, rhe repeal of the pricc control Act and thc complete liberalization of tea

,."ii"g, ,f,ar" ,t" 
"ver 

60 registereil tea packers rvhr: arc frec to blend and pack tea for local

as rvell as Lhe exPort markets-

Local packers vrill be cncouraged and assisted \\here rrccessary to develop the value added

tca market.

Packers should use high qualiry pack:rgrng materiai to be able to capture the export market

for value added tea aid policies on the puckaging of the valuc added tea for export should

be developed by the Tea Board in liaison with the Government'

In order to capltlre a bigger segment of thc market packers have to aggressively gromote rbeir

own tea brands borh locally and intemationally'
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Ali tea bleneled antl packeri in Ken,"'a r'.illcrrntaiI j0 percent ofthe Kcn1.a's produced rea

All tcn paikqi3 bascd il Lc-l;"a '* ili be reqr.rirud ro register $.irh rhE I c.r Boer(l of Kcni:

Training and humsn resorrc: develolment is the kev t,r scientit''ic, icchnica! knos-how xoJ
bruak-ihrough in all secr'lit,:rf the ecoiiotx]. To carcr lor rhe iericulrural sL.ctor, thcrc:re
public unir.crsitics ani.i uLriculiuia) traininE instirutions oricrirrg gcir<ral courses .i,
agriculrure amcng oilicrs. l-h: tci sub-sctror dru'.,': iis n::flpo$cr lronl tLese i stitutioas:

It is proposed ftli Tca Bo;r:d oi Kcnt:r'*ill Iiursc 
"vrtn 

iostitutions ot higher learning aaJ

other training institutirrns in ordci (o deretop a training manurl ajld cuniculum on val.ii,:j:i
tspcrts often. I ire otrjectivc \&,ill tre to tlain lhc .!nd!'r graduate and post-gradu3te studurLls

anLl officers afld. a, xllnulli, tha trainin._g of filmu:rs u,i othcr stal:cholders. The Bo;rd iir r.ris
wa7, r.r.ill derel,:p th< rechnical Lnorvled-qe anrl elprenise rcquired to stcer ibnvard [h( te:i

indust 1',.

The'l'ca Bqrani rvill aiso untleneke a sturly on rhc human resource necds in hc tca inclustrl.

with u view to dct.cldping thc trainirrl plsns arrd projections. i\ traininc Comnrinee

consisting, ofail :itak:holriers ro erlrn'tine ali trainine issues and facilirres in drc r,;:i-ic,us

instirutions will bc consli(ulcd undct thc auspiccs oItht'lca Eoard ol'[en,ya. ..

Thc currclt iraining activiries being undenaken in the tea irdustrl'will also bc inic:rrsitred
q'"peciall)' throuch teJ [iclrj tllys at lhc lxcrory ler el and thc cxtcr.si'-rn scrvices.

Ths csLa((s hayc bcco cc,nducting in'house tra.ining tor their q,orkers and officcrs wherers

the s;nallholder sub sccrnr has been undcnaliing iu truini:rg actir.itics at che existing Fanlers
Training Ccntres spread across ihe country aud at rhe Kagochi Famr and Training Schcrol

*hich *z-s cstablisheri ir: 1950 Kaeochi school i,( situa(cd nearRagatirel Fa(1tory ai a Fl3ce
I I krn tonr liaratina Tonn jn Nlatlira Division, Nyeri Distnct, Central Province. Ther+ is
a lea demonslral.jon f;um on tca husbar,dry and a training school, fhe lnain objcctit,es $ cie
(o rain famlcrs ()n r'lillagelnent and ntiil1teflance of tea farm:, intloduce better clrlttrral atrd
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crop husbandry aspec[s on tea planr-ing al'rc :ain ]llanaEe[neni placticcs '.l,ithii] tire

srnallholder sub sector, The far,n has a total eJea of 67.3 hectares ofrvhich 42.5 hectares are

ulder mature tea bushes. Ttre farm iin3xces its activities flom the sala oIits green tea leaf

and tiorn tlte sale of other [arm protlucs e.g the salc o I nrilk lmong c'ihers'

,rhc training of sdall sca:.c tea g.rolvers on tea planling anLt husbandry sta.-ted in 1960 at

Kagochi. wirh the lonn ion of KTDA in 1964, Kagocbi fann and the i slitut€ were taken

ov."r by KTDA. The training of the lrrmers c,onrinued on regular basis up to 1976. With lhe

introduction oInew training sysLellls irr Lhe agticultural exLensioB seli'lce in 1976, training

or famtels at Kagochi was stopped. Ho'*evcr, rclrcsher courses as well as some upgrading

courses for technical staff in tea extension sen ice conti;]ucd Lo be unoertak€n :rr Kagochi.

It has also becn trainilg clerks, farmers and tea \trorkers ionl lhe smallholder te3 farms.

-I.hcre has not been any n:rjor rer.ierv of the training programnles and also no mljor

inlrustractural devclopmenr i.ias been undertaken at Kagochi since its establishment.

Kcnya Tea Developnlent Aulhority (KTDA) pl:rns to derclop anil fully finance a modem

haining insritute at Kagochi to rePlace the cxisting school which is old and dilapidated. The

schoot wilt be rehabilitated and upgradcd to a r'ational institute which s ill cater for the

training nccds of larmers as well as the lo\\.cr and middle level persomel in boLh the

smallholder and the cstates sub sectors.

l'he rehahilitation g,ork is esti:nated to cost KShs. I I0 nrillion which rvill be financed solely

byKTDAfronlisresen,es.T}rervorkslravebeeatetrderedandareurpcctedtobcco.mpleted

within a penorl oi fifty slt (56) weeks.'hlthough rhere *'ill bc no contributions from the 'fea

Factory companies and also no direct deduDtions ftom the fatmels' proceeds tbr this projcct'

ir is and it will remain one of the smallhoderc' asscts. The training school will jointly be

oune<t by KTDA and the smallholders

The instirute's operational costs \[ill be financed through cosl recovery and it will be self-

linancing.Itwillbeanationalteatlaininginstifutcthatwillundcrtaleraining

Ilrograrnmes in liaison with the Tea Research Foundatiod of Ken;-a (TRFK)'

The Tea Rescarch Founjation ofKenya is situated at Tirnbilil, 12 km lrom Kericho Toqn'

in Kericho Disrnct, fuft Velley Province. In addition tD undenakilg research as its prinrary
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fi.urction, TRF-K ui[] als.r bt prolidin'l specialized training courses fur s.,rrit,r nrrnaser; r.-,,i

high lcvel personsel as a s<cond:.r. tincrion un,'l:r:he auspices of lhe Tca Board of K+;;,,,;r.

Currentlv, rhcrt is a sn)all trainin-g uitit al TRFK. Tht unir suppcrns the trainin.r.: oi
slnallhoi(ler tea grc)\vcrs a.nd the cstet;s sub slctors. Thq unit con-si-sis of a t'.r'clvc hosl:l
capiicir!', a guesi \ing rnd a training h:!1. There is a;:eed to improle lresc ltciliries so tLit
rhe unit c:n csrry ou( thc s?ccialiscd ti:inin.e acti',,itics morc c0uctn;c11 . Hou e,. er. to rrisurc

clilrtive use ollhe 313ilable lrainirrg faciirries an,:i e]so a|oid B astase ol resources. the

Itoard r!il] liaise *ith rhc cr-:spc'ctir,c rrarnrng instilutir.rns ro eftiure rha[ [h. training bcing

underltk-rl at Kago,rh; is col drrplicatecl at TRFK.

TRFK will carr) out lJr(rre resesrch r:'l ta man[facturing a;rd othcr rclatad as;eits. in ibi:;

regurlthe Covcminr.'nt rvill assist TRIjK to establish its o\a)l tea researcii factorl, and a mrrjo:

workshop. Tlrc s,crrkshop rr,ill be iabricating the nrrchincry rrccded in the tca l'actoi-r

cr)nrpanies rr'hich arc currcnili inrl'\L:)r'tad, lltc colNinlclion of rhe tea l'a(:tory and thc

rvorkshop was eslitrale d at Kshs.i0t) nrillion and K.shs.50 milljon respecti." cll'. T[e
Coremmen( * rtl i-i,larcc thL' ccnslmctron of dlcsc facilities eillter front tis o!\ n r(sourc.s o r

tluough soliciti;ig donor support or co-financing it rvirh th,: tqa in.lus(+.

....2?,0 CONCLT,SION

Thc yarious prLlgroftrncs at)d prl31 of action in this Sessiorral Paper. ali('r t]r.ir
irnplemcn tation, r,r'iil resu!t in effigient and cfleciive op€rutions of ttic iustirutions in rhe

indusrry. Thc erisring c,:nstrairt:i. probl. s nd challcn-ges ,,r'ill be addressed thro[!.h t]r.
ncs policies. The neu, decisi,;n-makinq lrurrervork rvill cnrpower tht sr lehoklers to be
involvcd in thc indusa".. The Golem.ment *.ill continue to supporl thc industn,tlu(lrqh [ll:
e;isl.ing institutions to e()able tlc vxJious actors an(-l srakeholders ro fully play Urcir righllul
roles under an enrhlrng en'ironmcnt in thc libc'ralizcci tea industry.
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'l'hc sessiorrrl l'rtltcri\'o.2oftg7!)onrtrt t. t IiRALIZI ]y(.i,\,.,trn n[ \-rRt.;cr t I ti t \ia ()t..
1'llL 7 8.,1 lrv"DLiSTtll , R|>l.t)ti.\i.5 I,\, T ttta TF..tt lJOt\Rtt (-//r /([:\'t)l ;ti\:/.r
l'lt lt,ill lzil ION ()lt IttE lt,llj\:):.1 i L7 I)tiVEt.OpllENI' ALtl tIOftI f \.tr,tit (oLttr:t itr
Parliatnrnt ott Stlt Alril. 1999. tt l,os tlcltcttrt! u1t ttt gtlt,!unc) 1999. l)ttrittg (fie it[tut.t, (lrc
tttcntbers untle voluablc coluttr:nrs rtd xii:ctl sotita issttr..s tthich rtr.t r, ltcrlinc r. -l ltc
l)Clartutcnltl ClottrtttittLt 4tr -.1!riculturr, l-at:il an{ Natunil licJL.! rtc\ l.\t, cottU:tr:nl..l o!!
lltc l'opCt rtttd tttitrlc Sr(l:):c\littuj o lltt .<(tlit:,.

'l'ha Satsiorrul l'tycr i\o.2 tf 1999 ruu! 'l't'tr (Atttuttlrttr:rtr) t!ill, lg?9 harc hcr:tt Itrt.trrttttii.r:tl
untl the atr*'tlio .t lo ht)ill i/ic, ,Scriir.r,ii;/ Pitper onil sorne ift7n.rij irr rlte liil I li<ivt bt:L:, ,, tlt.'l-i;t'.ltrlittIirt! tut-'!l!r tlrtil:ct:tirt r l! rtikirtitht ft) r!t( s(.t,\iitlttl pttit(r l,t.-1 il I\)tx)
\t,i!lt resp(l to raion:; lc.ri./l.l dr (lropi!t';, d tllc Se ssio,loi pdptr :-

,ScqIXrL:L_O lldor Ol)ilgilrl:i

Sccrit,l l.(.) ir lrnr,-^nilcrl 1... rn5rrtinl n l,--!,p:lllrclxl,lr. l7-

"J1 'l rt rr-rrr;niur5i:c lll:rt tcir lilr r']]L-r:l.ll,(,jrr, (jlS irrC Ilrc c'\:,,n,:r.s oi'gr,:,:rr rr:;r
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iriilt tta fa:t;r.:i:r'rti1t,.i.,_.i,.

l ,Sslllal-i !_8,' l. r r r rl. l:u : r cL lj r r i 1, f .[];1. .11,.. r, {

['Jr;rgl'r11rl1 -'r.l ic t.ncr,]:'d h'r dri,:ti:r:l rllc fir':.;i. [,l,rli,-: :r;r,.i rc0i:rcini] it i,,ill: tll.::
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li 1c 1 
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lry tlt'lr:ting thc 
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l'irrxgrul,lt t.:..1 il: :rtnr:tlilud itt-
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,,r',.rrtls "txrtttitt0(t'rl hl- ille (al (l].Jc'
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ASSET FINANCE LOAN BALANCES AS AT 3'1ST JULY, 2014
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I JUNE 2013

PAYMENI
L {BoNUs)
I aPPROVEO

I rocl
J tBorus)

KSHS

BONUS

tN Kslls
M[-LtON

343
543
426
235
238
300

372
296
242
560

!,2q8 33.94

L PAYM€NT JUNE 2014

TOTA! PAY I TOTAL
alre pen I ruouxl
XG/GL IN IN KSH
xsus I tutLLror

3,826 30,00 6,0G2

TOTAL PAYMENT IN BILLION (KSH)

1!.1 19'73

JUNE 2014

lnhiai morthly P.ym.nt .l
Ksh 1a Kg/GL PIus 2nd

-t_-T-

'(EGION 1

,. GWE
. ETA/ KURI

,CHEGE

!JUNU
!GERE

, ,MBI
.CHARAGE

uTl
MAKOMEOKI

35.50
36.20
30_05

30.10
34.70
37 00
39.40
38.r0
35.60
35 70
37.10

34.50
37.05
30.20
30.00
31.40
33.00
37 30
34.10
3310
3110
36.65

578
872
?9a

430

1.174
630
513
440
905

I,299

5,259

704
669
878
960
751

758

548

703
591

614
876
398
650

_!q
4,514

68%
739a

65%
65%
60%

68%
5a%
e4%

J4.
qa%

32.00
30.00
31.25
31.00
34.00
3tt.00
.11.20

33.05
33 00

l5.lo

14.17

37.98

26.95

147
3ll1
336
405
330
29t
431
262
239
3.029

I 32.10
32.00

I rr.zo
| 32.s0

OVERALL FACTORIES AVERAGE NET INCOME-/KG
AVERAGE % PAID TO THE FARMER

..':GloN 2
iIL,NGURU

KANYENYAINI
GIT&\MAO

^.,,INGA
' I 

_Lrcl

r IHUTHI

32.00
37 50
40.00
3100
29 81
!i:6f

615
678
602
711

597

663
418
450

55%
69%
67%

to%
't3ch

65%
63!(--t---

:GION 3
I :lGAlTA

K,r( ryE
ul,rurca

r 
-- 

<iJRtRt
xlxru.rcmret

37.00
35 05
40_10
40 oo
t6.50
38.00
39.30
37.00

438
402
571
637
453
419
a9E
341

35.65
35.20
40.50
36 00
35.r5
33.00
t1.75
35.19

73%
69%
67%
65%

f-5rr{-l

71L
71%

nr'.
ayo!9 23.87

12r00

22.00
')1.15
19.00
11 75

421
356
533
536
239
374
337

2,801

341
362

814
43f
ai4 I

3.aa!t I

I

' icloN 4
. - roRo

rt'itNrr
KrotiYo
6 -HONGO
l: GOI / IGEMBE
tl :HIM|KURU

31.00
41.('0
35.20
34 00
30.50
33.25
.aA

26.50
24,00
28.20
2E.30
28-',l5
21.50
26.00

Av.r.e./S!b.Tol.l
REGION 5

":AT / TOROR
L EIN / CHELAL
I, :KATET

IqPKOROS / TIRGAGq' OLENGL'RUONE
K'CSET/ROROK
I GOGOSIEK/ KOBEL

:tl l-gjffi---
t.-GloN 6
NYANSIONGO
NVANKOBA
li , .reelr rrnrco
lc . -ucxone

looeueo l eeenEoe
lr ,MAcHE/ fiuMBE
lr uoxer,reiarervexwelru

lEEGiaN z--
:HEBUT / KAPIUMO

,:.,)EIE

HIGHLIGHTS
. Tea pric$ were depross€d du€ lo gloul Ea ov€r FodJaion and

political instalility h ou. ksy rla ksts h Aftha atd MiddL Easl

. Gro6s rev6nue lolalled Ksh 52.97 Bllion lb. hc yaar b Juna 2014

. Toial p.Fl€nl linilial MonlNy pey Erd 2rd Paynl.fi) b tle grow€.s is

Ksh 35 54 Blllon at rn a\,€rego ral6 o{ fsh 31.61 P.r Kgr'GEen leel

. Th€ arnounl tic be eleasod to ho 910l^613 es s€co.d paytn€nt is

Ksh 19.8 Billion.

. Ksh 15.74 EtjHion hes b.en paid to al qolll€r. 6s iniliel moflhly
payment at an avcrag€ rat6 ol Ksh 14.00 p6r f.g./Graen l€al.

. Th€ lotal prcdudion oI gre€n l€st to Juno ml4 hcrEas€d t 1.124

Brllon Kllogremmos.

-. 849
739
720
765

1,614
E91

1,303

6,92t1

66%
62L

68./r
66L

1J.45
1:t.:t5
11.86

11 10
12 oi

T-os.l.

65%
60%

60%
63%
59%
31%
60v.
56%

24.00
26 00
29.20
29.85
28.2s
27,45
27.25
77ri l

32.0s
27 20
29.69
26.10
27.@
26.1s
23.50
28.00
26.15
27.32

248
163
250
167
r68
189
216
302

i-2e

24 50
29.00
25.10
21.00
25.30
22.50
26.10
2510
li.u

46f
380
483
378
350
423
571
652
505

42n

624
338
172

Ii!-

NOTE

1)

2)

3)

t
GL de.otes Grcsn lsa, (wirk$ is lho basis of payrEnt to Ute t€a

On avorag€ 4.4 kilogrdms ol gr€€nlsal tse E us6d lo prcduce 1kg of

T]le KTOA lachry nelvork has 66 lea proc€sshg hdo.ils o',vned

by 54 fadory clmpanjes23.00
24 00
21_00

n.6t

24.10
24 10

25.00
-21"23

a6t/.

529, About 560 O0O smallscale l6a farmers ar€ bo01 suppli€c o, G{een leal

to the respective tea prc.essng taclori6s and sharehddeB in lhe {actory

261
142
76---Tn

JUN 2014
2ND PAYMENT

(BoNUS)

KENYATEA DEVELOPMENTAGENCY (MS} LTD'

547.

Global Leader ln Quality Teas

-,

xrNt^ TI^ otvtrorstNr 
^crNar 

lHt thnto

200a 2oo7 2ool 2oot 2olo 2011 2012 2015 2011

ln thc last 9 yoars total cummulatlv. paym6nts lo the
farmers is Ksh 292.8 Bllllon.
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20 50
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16.00

19.00
23 30

r91o
iz 10
22.64

18 10
18 00
17 tO
18 50
1q.0p
23 50
26.00
17.00
r5dl

3€.81
35.35
40.20
40 21

37.60
3A.00
38.70
37.00

23 00
21 05
26 10
26 00
2i sa
24 oO

25 30

ls.co
10.50

1l l0
i3.00
t1 30
8.50
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