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23 May 2025

Departmental Commiftee on Finance & National Planning
THROUGH:
Office of the Clerk of the National Assembly
P O. Box 41 842 - 00 100
Main Parliament Buildings
NAIROBI, KENYA

Atl: Jeremiah W. Ndombi
cna@parliament.qo.ke

Dear Sir,

RE: ERNST & YOUNG LLP (EY) SUBMISSIONS ON THE FINANCE BILL ,2025

We refer to the above captioned matter.

Following the release of the Finance Bill, 2025 and the call for public participation on 15h May 2025, we
hereby submit our proposed amendments to the various clauses in the Bill to be considered in the legislative
review process, as part of our civic duty.

Our submissions are based on our observations, discussions with various stakeholders and the general

everchanging economic environment affecting taxpayers. These have been addressed per tax head for ease
of reference.

We believe our submissions will contribute to a conducive business environment for both local and foreign
investors as well as cushion individuals from adverse effect of the economic environment. Therefore, we
hope that the same will be considered by the respective committee.

Should you require further clarifications on the matters detailed below, please do not hesitate to contact the
undersigned or Brian Waruru (brian.waruru@ke.ev.com), Seraphine Anamanjia
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(seraphine.anamaniia@ke.ev.com),
(lvnn.waruou@ke.ev.com).

Yours Sincerely,

Francis Kamau
Tax Partner
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Submissions on the Finance Bill 2025

1 Definition of Royalty

Paragraph 2(a)(iii) of the FB, 2025
(Section 2 of the lncome Tax Act)

The bill seeks to expand the
definition of the term royalty
to include distribution of
softruare where regular
payments are made for the
use of the softrrare through
the distributor.

We propose that this
amendment to be struck out in
entirety.

We recommend that the definition of "royalty'
should follow international best practice and the
OECD definitiOn where the , (tlrI r ,]\r,t .rt.t,r|,r. i :.

I t:;i ,i l-

Under the right-based approach, only payment for
the right of use, right to use and copyrights qualify
as royalties.

The proposed expansion of the definition of
"royalty" deviates from the globally accepted
definition of "royalty" that borrows heavily from the
OECD's rights-based approach under which only
payments for the use ol or the right to use,
copyrights qualify as royalties. Payments for
copyrighted products (such as off-the-shelf or pr+.
packaged softrare) do not qualify as royalties
under OECD's rights-based approach.

The OECD Model Tax Convention states that
royalties arise where payments are for the right to
use the copyright in the program (i.e., to exploit the
rights that would othenivise be the sole prerogative
of the copyright holder).

ln this regard, the inclusion of distribution of
software as royalty negates the whole principle of
what a royalty is. The OECD guideline specifically
states distribution of softryare should not be
regarded as royalty.
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2 Tax Free limits on withdrawals
from registered schemes

Paragraph 4(b) and (c) of the FB,
2025

(Section I of the lncome Tax Act,
Paragnph 5(d)(ii) of the Third
Schedule to the lncome Tax Act)

The Bill proposes to delete
Section 8(4) and Section 8(5)
of the lncome Tax Act.

These seclions provide for
among other things, that the
following amounts are to be
exempt from tax;

f . in the case of a lump sum
commuted fiom a
registered pension or
individual rctircment fund,

the first six hundrcd
thousand shilling.

2. in the case of a
withdrawal from a
registered pension

rcgistered pension or
individual rctirement fund
upon termination of

We propose that the deletion of
Section 8(4) and Section 8(5) of
the lncome Tax Act to be struck
out in entirety.

The proposed deletion of Section 8(4) and Section
8(5) of the lncome Tax Act will create a lacuna in
the law given that Paragraph s(d)(ii) of the Third
Schedule makes reference to the tax-free limits as
provided for in this section.

We recommend that Section 8(4) and Section 8(5)
be retained in law in order to allow persons making
withdrawals from registered schemes and are not
beneficiaries to the exemption provided for under
First Schedule to enjoy the tax-free limits.

This will also align with the govemment's overall
tax incentives that have the impact of encouraging
savings in registered schemes as well as lighten
the tax burden during withdrawals from registered
schemes.
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employment, the /esser of

The first sixty thousand
shillings per full year of
pensionable seruice; or

the first six hundred
thousand shillings.

a

The Bill proposes to delete
subsection (5) that reads -

Notwithstanding subseclion
(4), the Cabinet Secrctary
may on recommendation of
the Commissioner extend the
period of deduction beyond
10 years wherc a person

applies through the
commissioner for such
extension, giving evidence of
inability b ertinguish the
defrcit within that period.

We note that subsection (5)
was repealed by the Finance
AcI,2022.

We propose re-instatement of
the provision to read as below -

Notwithstanding subsection (4),

the Cabinet Secrctary may on
rccommendation of the
Commissioner extend the
peiod of deduction bevond 5
vears wherc a person applies
through the commissioner for
such extension, giving
evidence of inability to
extinguish the deficit within that
peiod.

3 Extension of period to claim tax
losses

Paragnph 8(d) of the FB, 2025
(Section 1 5 (5) of the lncome Tax
Act)

There are various reasons that result in a tax loss
position for taxpayers, key among them is claim of
investment deductions (lD) and when businesses
are in their start up stages.

ln both situations, taxpayers have a right to claim
the lD/ deductible expenses as provided for in the
lncome Tax Act. Curtailing the period of claim of tax
loss will effectively take away the above right from
taxpayers. For this reason, a taxpayer should have
a leeway to demonstrate the reason for the tax loss
and where this is justifiable, be allowed to claim the
entire tax loss by been granted an extension of the
claim period.
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4. Tax losses carried forward

Paragraph 8(d) of the FB, 2025
(Section 15 (4) of the lncome Tax
Act)

The Bill proposes to cap the
period in which a taxpayer
can claim tax losses to a 5
year period.

Add a proviso immediately after
subsection (4) to read as below,

Provided that the above
provision will apply to tax losses
incuned from 2025 year of
income.

To provide a transition ctause for better
administration of the change and provide for clarity
in tax legislation.

5

Paragraph 8(a)(v&vi) of the
F8,2025
(Section 15 (2) of the lncome Tax
Act)

Donations The Bill proposes to -

i. Amend paragraph (w) by
including expenditurc
incuned in the construction of
a public sports facility as a

donation deductible for
income tax purposes.

ii. Delete paragraph (z) that
provided for the deductibility
for income tax purposes,

expenditure incuned in that
year of income by a person

sponsonhg sports, with the
prior approval of the CS
rcsponsible for sporfs.

We propose the amendment of
paragraph (w) to include -
"expenditurc incuned in the
construction of a pivate or
public sports facility. . ."

The proposed changes as highlighted excludes
private stakeholders investing in the sports industry
from claiming deductions in relation to the
sponsoring of sports activities in Kenya.

Cunently, the sports industry in Kenya is growing
at a rapid rate with public private partnerships
being a key pillar in the promotion of the Bottom Up
Economic Transformation Agenda where the State
Department for Sports is identified as a key
contributor in economic empowerment through
various initiatives including promotion and
monetizing of talent amongst the youth through the
Talanta Hela lnitiatives, promoting of sports
tourism through the establishment of infrastructural
facilities, marketing of Kenya as a sports
destination among others. These initiatives are
largely sponsored by private investors.

The proposed amendment would attract private
investors promotinq the sports industrv in Kenva.
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The Bill proposes to introduce
into our tax legislation
mechanisms in which a

taxpayer may enter into
advance pricing agreements
with the revenue authority.

As provided for under section
18G (5), we propose that
regulations to govern the said
advance pricing agreements be
introduced.

6 Advance Pricing Agreements

Paragraph 12 of the FB, 2025
(Secfion 18G of the lncome Tax
Act)

To provide a guide on how the advance pricing
agreements while be administered between
taxpayers and the revenue authority.

The Bill does not propose the
withholding tax rate.

The 3d Schedule of the lncome
Tax Act provides that the rate of
income tax on the gains to be
2.5o/o of the gross amount
received.

7 Withholding tax on gains
derived by a non-resident
percon carrying out the
business of a ship owner or
charterer ln Kenya

Paftgnph 16 (a) of the F8,2025
(Secfion 35 of the lname Tax Act)

This will facilitate compliance to the proposed tax
obligation.

The Bill proposes to introduce
WHT on gains derived by the
non-resident in the business
of being a shipowner or
charterer in Kenya.

The Bill proposes to delete
the provisions of the Act that
allowed for an investment
deduction of 100% or 150%
for investments made outside
Nairobi and Mombasa
counties, were the cumulative
value of the investment
exceeded a certain threshold
as set.

We propose for the introduction
of a transition clause, providing
a guide on how company's
cunently eligible to the
investment deduction should
treat the same going forward.

Better administration of the change and provide for
clarity in tax legislation.

I lnvestment deductions

Pangraph 27 of the FB, 2025
(Paragmph 1A & 18, Second
Schedule of the lncome Tax Act)
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The Bill proposes an

amendment to paragraph

6(2)(h)(v) to insert the words
"an individual" immediately
after the word \,rrhere" to read

(v) to a company an individual
where spouses or a spouse
and immediate family hold
'100% shareholding.

We propose for the amendment
to read -
(v) to a company where an
individual, spouses or a spouse
and immediate family hold
100% shareholding.

I

Pangraph 29 of the FB, 2025
(Eighth Schedule of the lncome
Tax Act)

the EighthAmendment to
Schedule

Provide clarity in relation to the proposed change

We propose that the
introduction of a provision
prescribing the duration after
which an ordinary trade debt,
othenrvise known as a trade
payable, may be regarded as a
loan within the meaning of "all
loans" under Section 16(3) of
the lncome Tax Act.

We would propose applying the
provision to trade debts
outstanding for a period
exceeding one year.

Deemed interest on ordinary
trade debts

(Section 10(1)(c) as read together
with 16(3) of the lncome Tax Act)

N/A ln Commissioner of Domestic Taxes v Socabelec
East Africa Limited t20241 KEHC 3319 (KLR), the
High Court interpreted Section 16(3) to the effect
that trade payables qualified as loans, and
therefore, interest could be deemed on such items
for withholding tax purposes.

There has been a challenge in administering the
legal provisions and applying the decision to other
cases as the Act does not prescribe how long a
trade payable should be outstanding for it to be
regarded as a loan.

Prescribing a specified duration in the Act will
enhance better certainty for compliance and self-
assessment by taxpayers and reduce instances of
disputes on the issue with the revenue authority.

10.
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11.

(Section 12D of the lncome Tax
Act)

Minimum Tax N/A Repeal of Section 12D of the
lncome Tax Act that provides
for the administration of
minimum tax.

Following the Court of Appeal ruling that
determined minimum tax as unconstitutional, the
repeal of this section of the lncome Tax Act would
align our tax legislation to the orders as determined
by the court.

N/A We proposed that the rate of
industrial building allowance be
updated to read 10% per year in
equal instalments.

12 !ndustrial building allowance

(Pangnph 1(a)(viiil of the Seand
Schedule to the lncome Tax Act)

Unlike other investment allowances in the Second
Schedule to the lncome Tax Act, the cunent
wording of the rate of industrial building allowance
reads 10% without specifying if the allowance is to
be claimed per year in equal instalments. Thus, the
cunent wording provides room for ambiguous
interpretation. The proposed amendment will
provide clarity to investors.
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1 Offset of Withholding VAT Credits

Paragraph 32(a) ot the FB, 2025

(Secfbn 17 (5) (c) ofthe Value Added
Tax Act)

The bill seeks to repeal
section 17(5)(c) which
allows offset of
withholding VAT Credits
VAT payable under the
VAT Act or any other
wriften law.

We recommend that
proposed amendment
vacated in its entirety.

the
be

We suggest that the current provision allowing for
offset of withholding VAT Credits (WHVAT) against
VAT payable in each period be retained.

The deletion of this provision implies that taxpayers
will only be lefi with the option to either apply for a
refund or retain a perpetual WHVAT Credit balance
in the tax ledger which cannot be utilized.

Taxpayers often utilize Withholding VAT Credits to
reduce VAT due in a tax period. This is especially
practical where VAT payable is higher than the
Withholding VAT credit. Leaving taxpayers with
application for refunds as the only avenue for
recovering VAT credits withheld will tie cashflows
for businesses and impose an undue administrative
burden on both taxpayers and the revenue authority
in managing VAT refund applications.

Additionally, allowing for offset will reduce VAT
expenditure by govemment in terms of actual VAT
refunds disbursements.

2 Liability to pay tax for exempt or
zero-rated supplies

Paragraph 35 of the FB, 2025

(Section 66A of the Value Added Tax
Act)

The Bill proposes to
subject to VAT any prior
conditionally approved
exempt or zero-rated
purchases disposed or
used in a manner

The Treasury should provide
more precise guidelines on the
practicability of this provision.

We suggest that clearer guidelines should be
provided in this regard.

The proposal does not indicate how the
inconsistency of use from the intended purpose will
be determined.

9
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inconsistent with their
intended purpose.
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Amend the excise duty rates to impose a unified rate for
all petroleum jelly products, regardless of their intended
use, but provide tax credits or remissions etc for verified
agricultural users.

lntroduce a licensing system for importers and
manufacturers of milking jelly, requiring them to register
and provide periodic reports on the distribution and use
of their products

Amend tariff classifications to include specilic criteria
based on material composition and ingredients of
petroleum jelly products.

lntroduce penalties for retailers and local manufacturers
who market milking jelly for use as human skincare
products or sell them in sections of stores designated for
human skincare products.

E.g Marketing strategies for some jellies labelled for use
in milking of animals often include claims such as
"milking jelly is very good for baby skin and adults, helps
with rashes on kids, eczema, and soothes the skin," and
even adding these products to catalogues of personal
care

This will help the govemment curb tax evasion by
removing the incentive to mislabel products. lt will also
eliminate unhealthy competition by ensuring a level
playing field for all importers and manufacturers, while
still supporting genuine agricultural users. This will
enhance monitoring and ensure that products are being
used for their intended purposes, reducing tax evasion
and increasing compliance. lt will also help eliminate
unhealthy competition by ensuring that all players adhere
to the same standards.

This will help accurately classifo products and prevent
importers and manufacturers from mislabelling products
as animal-use to avoid higher taxes. This amendment will
help curb tax evasion and eliminate unhealthy
competition by ensuring that all products are conectly
classified and taxed

This will discourage retailers from promoting the misuse
of milking jelly and ensure that products are sold in their
appropriate sections. lt will help curb tax evasion and
eliminate unhealthy competition by ensuring that
products are marketed and sold for their intended
purposes. Marketing strategies for some jellies labelled
for use in milking of animals often include claims such as
"milking jelly is very good for baby skin and adults, helps
with rashes on kids, eczema, and soothes the skin,'and
even adding these products to catalogues of personal
care products. This clearly indicates an attempt to evade
taxes by mislabelling the Droduct

,| Excise Duty Rates for Petroleum
Jelly

(Paft lofthe 1d Schedule)

EAC Common Extemal Taiff

11
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The bill proposes to
repeal Section 42(1 4)(el
which precludes the
Commissioner from
issuing an agency notice
where a taxpayer has
appealed against an

assessment specified in

a decision of the Tax
Appeal Tribunal or court
decision.

We recommend that this
proposed amendment be struck
out in its entirety.

1 KRA allowed to issue agency notices
where a taxpayer has appealed
against a TAT or court decision.

Paragraph 47(m)(v) of the FB, 2025
(Section 42(14)(e) of the Tax
Prccedures Act

Allowing the Commissioner to enforce agency
notices despite ongoing appeals would
significantly undermine taxpayers' rights to due
process and fair adjudication. This change is also
likely to lead to premature enforcement of adverse
rulings and could result in unwananted cash flow
constraints for affected taxpayers.

Additionally, given that tax refund mechanisms
already pose administrative hurdles, affected
taxpayers would be prejudiced in recovering funds
in cases where they ultimately prevail in their
appeals.

The bill proposes to
increase of the timeline
for the Commissioner to
determine a refund or
offset application from
90 days to 120 days.
However, there is no
proposal to amend
section 47(3) which
cunently reads " Wherc
the Commissioner fails
to asceftain and
determine an application

ln line with the proposed
amendments to this section, we
propose that section 47(3) is
also amended to replace "120
days" with '90" days for
purposes of ensuring alignment
with section 47(2)

ln order to avoid confusion and ensure alignment
with the new proposed timeline, Section 47(3)
should also be amended to reflect the cunent 120-
day timeline as opposed to the 90day timeline as
currently stated.

As a general comment on the extension of
timelines, while extending the refund or ofiset
determination timeline to 120 days may provide
room for detailed audils, it risks prolonging
taxpayer wait times for valid refunds.

2 Timeline for the Commissioner to
determine a refund or offset
application

Paragraph 50(b) and (c) ofthe FB,2025
(Secfion a7p) ot the Tax Procedures
Act
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under
subsecfion (l)within
ninetv davs. the same
shall be deemed
asceftained and
apprcved.

The bill proposes to
repeal Section 59A(18)
which precludes the
Commissioner from
requiring a person to
integrate or share data
relating to-(a)trade
secrets; and(b)private or
personal data held on
behalf of customers or
collecled in the course of
business

We recommend that this
proposed amendment be struck
out in its entirety.

The proposed amendment would allow the
Commissioner to access trade secrets and private
customer data, raising serious concems about
business confidentiality, consumer privacy, and
regulatory oveneach. Businesses rely on these
protections to safeguard intellectual propefi and
maintain trust with customers, and removing them
could lead to unfair competition, and compliance
challenges.

Additionally, Kenya's existing data protection laws,
along with global frameworks such as the General
Data Protection Regulation (GDPR), emphasize
the importance of securing personal data and the
right to privacy. Weakening these safeguards may
deter investment and expose the govemment to
legal challenges, as GDPR sets a precedent for
stringent data protection standards that many
jurisdictions follow.

Further, there is no provision in the TPA outlining
the mechanisms of how the data that is collected

3 Taxpayerc to integrate or share data
relating to trade secrets

Pangraph 52 of the FB, 2025
(Section 59A (18) of the Tax
Prccedurcs Act)
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will be stored, secured and limited to only that
which is necessary.

N/A We propose that the removal of
the mandatory requirement for
purchasers to issue eTIMS
invoices where they receive
supplies from small businesses
or small-scale farmers whose
tumover does not exceed KES
5 million.

4 Reverse lnvoicing

(Section 23A(3A) of the Tax Procedurcs
AcA

The cunent provision imposes an additional
burden on the large taxpayers since it is costly and
time consuming and requires more resources lo
configure its procurement systems.

Further, the current provision is not an adequate
solution since sales between small traders with a
tumover of less than KES 5 million may not
fiscalised through ETlMs.

Therefore, such a burden imposed on large
taxpayers to reverse invoice is redundant and
discriminative.

We propose that there be set a
time limit within which tax audits
may be conducted and
concluded. We propose a time
limitation of 90 working days
from the conclusion of audit
engagements.

Further, we propose the
introduction of a mandatory
requirement to communicate
audit findings within that time,
failure to which the audit shall
be deemed to be concluded,
and the same period may not

5 Time Limitation for the Duration of
Tax Audits

(Section 59 of the Tax Prccedurcs Act)

N/A The lack of prescribed timelines in the conduct of
tax audils has created uncertainties in the conduct
of business and the making of major business
decisions such as:

1 . Complicates mergers and
acquisitionsAransfer of
business/dissolutions/sale of business

2. Complicates budgeting and planning due
to incomplete audits hence inability to
value the risk

The prescription of tax audit timelines will boost
certainty and confidence to taxpayers in making
major business decisions. lt will also refine the
public image of tax audits from being revenue
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be reopened for another tax
audit.

seeking frontiers to compliance improvement
focused initiatives.

15
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ICPAK Submissions on the Finance Bill 2025

1. INTRODUCTIOI{

The Institute of Certified Public Accountants of Kenya (ICPAK) is a statutory body of accountants established under by the
Accountants Act CAP 531, mandated to develop and regulate the Accountancy Profession in Kenya and advise the Cabinet
Secretar5r on matters relaling to financial accountability in all sectors of the economy.

In response to the call for proposals on the Finance Bill 2025 by the National Assembly, the Institute hereby submits the
following proposals on specific tax laws to be amended:

2. BACKGROUND

The Finance Bill2025 has been developed against a backdrop of a slowdown in global economy, tight fiscal space domestically
and shrinking disposable income for households. Global growth is projected to slow down to 2.8o/o and 3.0% in 2025 and 2026
from a growth of 3.3% in 2024. Similarly, growth in the emerging and developing economies is expected to 3.7%o in 2025 and
3.9o/o in 2026 frorn 4.3o/o in 2024 whiLe in Sub-Saharan Africa, growth is projected to decline to 3.8% in 2025 from 4.07o in
2024. These projections are influenced by policy shifts and emerging uncertainties related to escalating trade tensions among
the globa-l super-power economies and intensificaLion of geopolitical tensions, especially regarding the conflict in the Middle
East and the on-going Russia-Ukraine war.

According to the 2025 Economic Survey, Kenya registered a 1 per centum decline in her GDP from 5.7o/o in 2023 to 4.7o/o in
2024. This slowdown was exacerbated by climate-related shocks, a challenging business environment following anti-finance
bill protests, and decreased public and private spending from ongoing fiscal consolidation and a decline in growth rate of wage
emplo5rment, especially in key sectors such as the manufacturing sector, which is tJre largest wage-employer in the country.

According to the Kenya Revenue Authority (KRA's) 9th Corporate Strategic Plan, the Authority aims to unlock and tap the full
revenue potential through technolory transformation, service excellence and integrity, within the five financial yearc,2024/25
-2028/29. This is expected to enhance the ratio of revenue to GDP from the current l7o/o to 27oh by 2O3O.

In their submission of the budget for the FY 2025/26 to the National Assembly, the National Treasury projects that in the FY
2025/26 budget, total revenues includingAppropriation-in- Aid (A-i-A) will be at KSh 3,316.9 btllion(17.2%. of GDP) from KSh
3,067.7 billion (17.6% of GDP) in the FY 2024/25. Of this, ordinary revenue is expected to be KSh 2,757.O billion (14.3 percent
of GDP) from KSh 2,580.9 billion (14.8 percent of GDP) in the FY 2024/25 Supplementary Budget 2. Similarly, the Medium-
Term Revenue Strate5/ (MTRS) sought to increase tax compliance rate frornTOo/o inFY 2022/23 to 90% by FY 2026/27 and,
remove market distortions through rationalization tax expenditures in a bid to promote investments.
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In addition, the International Monetar5r Fund (IMF) in its latest economic review in October 2024, charrged its frscal stratery for
Kenya from aggressive revenue targets and instead, recommending spending rationalization to balance Kenya's budget in the
short term. ICPAK recognizes that this adjustment would take into consideration the current political environment in Kenya
and the risk of public backlash against additional taxes in 2025.

3. GEIIERAL OBSERVATIOITS

In light of the above, ICPAK has been closely monitoring the developments and takes note of the following

a. Tax Reveaue to GDP Ratto
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Source: lMF, World Econornic Outlook database.

According to the IMF Country Report No.24/14,
Kenya's tax-to-GDP ratio has shown a declining
trend since 2014. Nter peaking at 15.5% of GDP
in2Ol4, it gradually decreased to 13.1% by
2020. This decline was primarily driven by a
reduction in income taxes, which fell from 8.0%
of GDP in 2OI4 to 6.5%o in 2O2O.

During the pandemic (2O2O-2O22), Kenya's tax-to-
GDP ratio further declined, largely due to tax relief
measures implemented to mitigate the economic
impact of the crisis. However, as the economy
began to recover, the govemment focused on
broadening the tax base, which, in line with the
objectives of the IMF's extended funding and credit
arrangements, helped to reverse the negative
trend. The Government also removed COVID-
related tax breaks starLing January 1,2022.
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b. Comparative Performance of Kerya's Tar-to-GDP ntlo stthtn the Eest Afrlcaa Commudty
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Kenya's tax-to-GDP ratio has been consistently lower
than that of most countries in the East African
Communit5r. While Kenya was the leader in the region
in terms of tax-to-GDP ratio between 2OL2 and 2015,
it has since fallen behind countries such as Rwanda
and Burundi. Only South Sudan and the Democratic
Republic of Congo, both oil exporters, have
experienced declines similar to Kenya's.

Jt
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Source: IMF, World Economic Outlook database

c. Reveaue Performance

In contrast, the performance of the Kenya Revenue Authority (KRA) in terms of revenue collection has improved over the years
due to improved efliciency and netting of more taxpayers. For the Financial Year 2023 /2024, KRA coUected llsh. 2,&7 blllloa,
reflecting an increase of Ksh. 240.565 biltion, compared to Ksh. 2,166 billion collected during the frnancial year 2022/2023.
The revenue collection signifies a growth of 11.1% and reflects 95.5o/o of the Ksh.2,52O billion which KRA had targeted to
achieve in the financial year.

The table below shows a five-year comparison of the annual growth rate in revenue performance by KRA

Table l: Comparleoa of the annual growth rate ln rcyoaue performance by KRA 2Ol9 - 20124

Reveaue Pcrformancc 2,407 2,t66 2,O31 1,669 t,607

+/- (Iacrease/decrcase) 241 135 362 62

o/o + l - lltctaaee/decreaee| I I .Io/o 6.2o/o 17.8o/o 3.7o/"
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4. TAX BOLICY end UEDIUU-TERU RE\IEIYIIE STRATEGY

Ttre Tax Laws amendment Acts of 2024 and the current Finance Bill, 2025 seem to propose amendments to the tax Acts that
align with the MTRS. However, several key objectives remain unaddressed as outlined in the table below.

Value Added Tax Review and rationalize the exempt/z*ro rated supplies and aligrr
with international best practice
Removal of the threshold for applyingVAT input tax apportionment
formula.

a

a

o Review of the VAT Rate;
o Introduction of VAT on education and

insurance services;

Income Ta:r Review and rationalization of exemptions on entities to expand tax
base.
Review of tJre personal income tax band structure

a

a

Reduction of the corporate rate of
income tax from 3Oo/o to 25o/o

a

Excise Duty o Introduce excise duty on coal
o Review excise tax regime for non-alcoholic bwerages to base

taxation on sugar content;

tnplemented through the Tax Laws
Amendment Act2O24

a

Tax
Administration
and Compliance

Reform and modernization of tl:e
Introduction of e-TIMs and e-RITs
Compliance improvement through
descriptions with the tarilI books

tax systems through the

alignment of ttre tariff

a

a

Implemented through ttre Tax Laws
Amendment Act2O24

a

Overall
Objectives

Promotion of investment by removing market distortions through
rationalization of tax expenditures and review of tax rates

a . Raise tax revenue to GDP ratio from
13.5 percent rn Fl 2022/23 to 20
percent by end of the Ft 202612
which currently lies at L7.60/o

o Increase tax compliance rate from 70
percent tleF.t 2022123 to 9O percent
by FY 2026127;
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5. UAITU,rASfl'RIITG SECNOR IIT XTIIYA

According to the KNBS Economic Survey 2025, t}:e manufacturing sector in Kenya experienced moderate growth ir,2024, with
an increase of 2.8o/o compared to 2.2o/o in 2023. The sector's contribution to the Gross Domestic hoduct (GDfl stood at 7 .3o/o

rn 2024 down from 7.5o/o in 2023.

Table 2: Grorc Domcstlc Product by Acttvtty l2Oly2O2A3f and Pcrcoatage Coatrlbutloan

Source: KIIIBS Econoulc Survcy 12ol25,2o/241

e. Key Sub-Sector Pcrformaaces

Growth was notably strong in the agro-processing subsectors. The production of prepared animal feeds saw a signilicant
increase of L7 .OYo, followed by dairy products at 16.40/o, prepared and preserved fruits and vegetables at 1 | .60/o, arrd meat and
meat products at 10.17o. Ttrese subsectors played a pivotal role in driving the positive growth in the manufacturing sector.

In tlre non-food subsectors, leather and related products grew by 2l.7o/o, driven primarily by a 27.5o/o increase in footwear
production. Plastic products also showed strong growth at L6.2o/o, and fabricated metal products grew by 15.3olo. On the other
hand, cement production saw a slight decline of L.8o/o, from9,791.4 thousand tonnes rn 2022 to 9,616.0 thousand tonnes in
2023.

Manufacture of
food, beverages
and Tobacco

467,2OO 4.6 467,4L2 4.4 499,252 4.2 575,627 4.3 635,121 4.2 660,01O 4.1

Other
manufacturing
and repair and
installation

342,053 3.3 346,9t6 3.2 386,381 3.2 468,564 3.5 590,512 3.3 516,383 3.2

Uaaufactudn
g Indurtty

8O9,253 7.9 814,328 7.6 885,633 7.4 1,O44,191 7.7 L,L26,632 7.5 1,176,3
93

7.3

Page 5



ICPAK Submissions on the Finance Bill 2025

b. Impact of Taxatlon in the Manufacturing Sector

The Sector taxation system is based on the following

(i) Standard tax rate to all firms except those in the Special Economic Zone (SEZI who are taxed at 107o

(ii) Export Processing Zones (EWl firms enjoy a ten-year tax holiday.
(iii) Industrial buildings enj oy an investment deduction (1OO%) and a straight-line Industrial buildings allowance of lO

percent.
(iv) Companies outside Nairobi, Mombasa or Kisumu municipalities, enjoy an investment deduction of 15O percent.
(v) Wear and Tear are available at various rates i.e. 37.5, 30, 25 and 12.5 percent.

An analysis of tax expenditures conducted by the National Taxpayers Association (NTA) in 2022 reveaJed key Iindings on the
impact of tax measures introduced in the 2O2O Budget as follows.

(i) The existence of a lO-year tax holiday for firms in Export Processing Zones (ElZ) resulted in a negative Marginal Effective
Tax Rate (METR) of -98.7o/o, or -64%o under the new regime, indicating significant subsidies for the sector.

(ii) Additionally, the analysis showed that all assets in the EVZ sector yielded negative METRs, reflecting overall
subsidization.

(iii) For firms operating in Special Economic Zones (SEZ), the reduced CIT rate of IO%o resulted in a METR of I .7o/o, or 4 .9o/o

under the new regime.
(iv) Industrial buildings and machinery also continued to exhibit negative METRs, highlighting ongoing subsidies for these

asset categories.

c. Strategles for growth ofthe Manufacturlag sector

The Institute proposes the following strategies to support growth of the Manufacturing Sector

(i) Implementation of the National Tax Policy to inform tax proposals during Kenya's budget process (Finance Bill)

(ii) Adhere to the 4-band EAC common external tariff (CET) structure principles which provides for taxation at a rate
of O% CET rate for raw materials and capital goods, 10% CET rate for intermediate inputs not found in abundance
in EAC, 25% CVI rate for intermediate inputs found in abundance in EAC, and 35% CET rate for finished goods
ready for consumption.

(iii) Lower IDF and RDL rates to 1.5% for industrial inputs to create a differential between inputs and frnished goods.
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(iv) Remove excise duties and other domestic taxes on locally produced or imported industrial inputs

(v) Align the numerous tax remitting dates and timetnes to one date to ease the administration of tax remitting
compliance under tax regimes such as the 2oth or 9th of every month, excise tax different for each sector eg.
alcohol sector twenty-four hours, affordable housing fund, etc.

(vi) Establish a consolidated 'one ledger system per company'under the Kenya Revenue Authority system for payment
of tax to ease and increase compliance with tax requirements.

(vii) Amend the value-added tax (VAT) Act to allow exemption on plant and machinery

(viii) Remove VAT to reduce tax refunds challenges and in cognizance that e-tims is now in place

(ix) The sector should encourage the development of a county competitiveness index to identifu which counties are the
most favorable for private sector activity.

(x) The manufacturing sector should establish links with the ICT sector to determine productive collaborations.
(xi) The current predominance of debt keeps rates high because debt financiers meet lending and profit targets. A financing

awareness drive should be undertaken to demonstrate the advantages of leveraging alternative financing options and
investment strategies.

(xii) The sector should focus on Improving ethics and integrity standards which can be a key element in addressing this
corrrption.

(xiii) Strengthen research and development in the sector to better understand the resource and needs of the companies
along value chains.

6. POLICY IMPERATIVES IN THE FINANCE BILL2O2S

This year's Finance Bill,2025, is aligned to the projections by the National Treasury's MTRS and KRA's 9th Corporate Strategic
Plan. It is also in tandem with the IMF's fiscal stratery for Kenya. The section below presents a discussion on key policy
imperatives that the Bill focuses on to achieve the projected growth rates:

g Tax errpendltures

The Finance Bill 2025 shows a move away from the tax incentives that have previously distorted the market, with no clear
output registered in the economy. According to the Tax Expenditure Report by the National Treasury in 2024, the tax
expenditure as a percentage of GDP has been on an increase from 2.23o/o in 2O2O to 3 sa%o in 2023, with the VAT accounting
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for the highest at about 65.22% followed by the Income Tax at 18.630/0 and the import duty at 12.35o/o. At the region, Kenya
accounts for the highest taxes foregone measured against the GDP as shown in the table below:

Country Kenya Uganda Tanz.ania Ethiopia Mauritius

Tax Expenditure as a percentage of GDP 3.38 1.44 o.99 2.78 3.11

To cure this, a review of the Bill shows amendments to the VAT and Income tax Acts. Particularly, a shift of some items from
the second schedule to the first schedule of the VAT Act and an increase in disallowed expenditures within the Income Tax Act
is observed.

b. Tax base expansion

The Finance Bill, 2025 reflects a shift away from aggressive revenue-raising measures. This change comes against the backdrop
of notable revenue growth, as highlighted in the KRA gth Corporate Strategic Plan, which reports a 52%o increase in collections-
from KSh 1.580 trillion in FY 2018/19 to KSh 2.407 trillion inFY 2023/2.1--largely driven by the implementation of tax base
expansion strategies. The Bill has expanded the definition of a digital lender to mean a person extending credit through an
electronic medium but does not include a bank licensed under the Banking Act, a Sacco society registered under the Co-
operative Societies Act or a micro{inance institution licensed under the Microfinance Act effectively expanding the tax base.

c Impact on lnveattrenta

Cost of Compliance: the Bill aims at reducing compliance costs for businesses. This is through introducing proposals to align
various tariff descriptions with the tariff book as well as reviewing the base of rate application. Examples include amendment
of the tariff code of float glass as captured in the Excise Duty Act from 7OO7 to 7OO5 amendment of the base of the excise dut5r
charged on coal from 2.5o/o of custom value to 2.5o/o of excisable value a.

Tax policy predictability: A further review of the VAT Act amendments contained in the Bill, checked against those in previous
Finance Bills, display predictability issues in tax policy. For instance, there is a proposal to exempt supply of locally
manufactured mobile phones, which is currently zero-rated as introduced by Tax Laws (Amendment) Act 2O24, while in the
Finance Bill 2024, it was exempt. This poses a challenge for investors who require a stable fisca1 poliry environment for proper
planning.
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7. PROFOSALS; ON TIIE FINANCE BTLL 2025

The Institute has developed the following set of submission for consideration

I CL/TUsE IIT TIIE BILL IsArrt or oorctRf, REOOIIHIDATIOII LITET,YIIPACT

ITCOUETA:(

1 Clause 8(c)

Carry foruard of
Iosses to be capped to
75 gears

The Bill proposes to introduce a S-year
cap on deductibility of tax losses.
Currently, the law permits taxpayers to
carry forward losses indehnitely.

Currently, the losses have no cap and
its removal was based on introduction
of Minimum tax.

Consider reviewing the cap to
15 years.

In addition to the 15 years cap
provide a proviso which reads
as follows; "Ptputded th.e
Iosses arisdng lrcm
lnuestment allouances are
c arrled lo rudr d t ndeJlnttelg

Any losses carrled forutard
as at 31.12.2024 wtll be
considered to be of year one.

Since the current practice is
that tax losses can be carried
forward indefinitely,
introducing a lS-year cap
would be more reasonable since
some of the tax losses arise
from the investment allowances
legitimately provided for under
the Income Tax Act.

By the time the investment
allowance is utilized fully, a
company would have likely not
exhausted the tax losses
because 5 years is too short for
capital-intensive proj ects.

a
Clause 1 1

Section 18D of the
Income Tax Act is
amended in subsection
(8), by deleting the
words surrogate parent
entity" and
substituting therefor
the words.

'to file a countru-bu-

The proposed amendment to section 18
(D) (8) implies that the Country-by-
Country report (CbCR) ald notification
shall be liled by the last day of the
financial year of the group.

This contradicts the provision of section
18(DX2) which requires filing of CbCR
not later than 12 months after the last
day of the reporting period.

The Institute recommends the
amendment to read as
follows:

oTo lTle a country-bg-
country report ars
prescrlbed in Section
18/D)(2), and notlfy thc
Commissioner bg thc last
dag of tttc veportlng
financ-lal gear of that gtoup
ln such form cs thc
Commission er rnqg speclf!'

The original wording is
ambiguous and could be
interpreted to mean that both
the filing of the Country-by-
Country (CbC) report and the
notification to the
Commissioner will be required
by the end of the reporting
financial year, which
contradicts the existing
provision allowing 12 months
for filing the report.
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.EjlF"!f5r-i{
l:f,-li ian At: ffi

auntry report and
notifu tle
Commbsioner by the
last dag oftte reporting
financial gear of tlnt
group in such form as
the Commissioner may
specifu"

The Institute's proposed
submission clarifies that the
CbCR is to be filed not later
t]lan 12 months after the last
day of the reporting period as
per section 18(DX2) of the ITA.

3

Chtnge oJ finaa;clal
g@"

Clause 15 Currently, the Commissioner is
reguired to respond to an application
for change of year end within six
months.

The Bill proposes that where the
Commissioner fails to give a decision
within six months from the date of
application, the change is automatically
deemed to have been accepted by the
Commissioner.

Consider adding the following
part to accompany the
proposed amendment:

Wlrerc a valtd appllcatlon
for clrange of gar end ha's
bcen submltlrd W d
toxlragcr, tltc changc slull
b auto apprcod onthe tax
systzm qnn lap* of thc
sltc-tnont:h pertod-

Where this is not done, the
taxpayer will be exempted
from late tax filing penalties

While the proposal is a welcome
move, in practice applying for
such changes requires manual
interventions which often take a
lot of time.

It would be advisable to have
approvals done automatically
on iTax once the 6 months
proposed by the Bill lapses.

4

Amends Section 37 of
the Income Tax Act

Clause 17 The Bill proposes to add a new sub-
section (1A) immediately after
Subsection (1) to read An emploger
stnll, before remittingthe tax dedudible
under subsedion (1), grant an emplogee
all applimble a dedudions, reliefs and
exemptions prouided under this Act

The issue of concern is that the Bill
requires that all reliefs be deducted
before shall be computing/deducting
PAYE

Relief should be deducted
from the computed PAYE (as it
is in the Finance Act 2024.

If the bill is passed as is, the
interpretation will cause an
increment in PAYE.

For Instance, for the PAYE to
remain the same in the case of
personal relief for a person
earning income in the 30olo tax
band, the allowable relief
deduction would have to be
increased from Kes 2,400 to Kes
8,OOO per month. If it remained
at Kes 2,400 then the taxpayer
will pay more tax.
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5 New Section under l8F
(proposed)

Advance Pricing Agreements (APAs) for
non-residents

We recommend tlds provision
with implementation
framework. To ensure this
provision effectively promotes
tax certainty and minimizes
disputes, it is essential to
supplement t.I:e regulations
with clear implementation
guidelines, institutional
support, and defined
timelines. Ttris approach
would help transform the APA
framework from a legal
formality into a practical,
reliable tool for both taxpayers
and the tax authority.

It will align with regional
practices, promotes tax
certainty. If implemented,
Kenya would join regional
counterparts such as Tanzarria,
Uganda, and Rwanda, which
already have provisions for
Advance Pricing Agreements
(APAs) in their tax laws.
However, regional orperience
shows tllat only a limited
number of APAs have been
finalized so far, largely due to
administrative capacity
constraints, unclear
procedures, and limited interest
from taxpayers.

6

Amends Section 52 B
on Final return with
self-assessment

Clause 19 The Bill proposes a deletion of 528(a)
and replaces it with a new proposal to
read:

Every company liable to tax under this
Act, shall also include with the self-
assessment and return of income an
assessment and return of any dividend
distributed out of untaxed gains or
profits due urith
respect to such tax year and the

tax so calculated shall be
payable at the due date for the self-
assessment.

This proposal lacks a timeframe.

To encourage tax compliance
and effrcient administration of
the WHT on dividends, provide
a grace period e.g. within 30
days after the self-
assessment/ retum period

This will help the taxpayer to
plan for and organize himself or
herself in terms of cash-flow,
else penalty and interest would
start to accrue immediately.
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7 Clause 26(a)

Extcanloa ofrpprovel
pcrlod for lacome
Ta:r cr:omptlon
eppllcatlon

Ttre Bill proposes to amend the First
Schedule to the Income Tax Act by
extending the period of approval of
Income Tax exemption applications
from 60 days to 9O days.

Ttre Institute recommends
retaining the current
provision.

Ttre proposed amendment will
have taxpayerc waiting longer
to get an approval for Income
Tax exemption approval.

Additionally, the interim period
creates confusion on the tax
status of the person while the
application is under review.
Ttris is because, under iTax a
Taxpayer can only make an
application for renewal once tlee
existing exemption has expired.
In the 90 days that the
application is under
consideration the ta:rpayer will
be in limbo.

The lnstitute recommends the
retention of the current
provision in the Act.

The repeal of the incentive goes
against the housing agenda
which is a key economic agenda
under ttre Bottom-Up Economic
Transformation Agenda (BETA).

I1ee proposed amendment will
disincentivize investment in the
real estate sector.

llee incentive was designed to
encourage developers to build
at least 100 residential units
annually, supporting Kenya's
afiordable housing agenda.
Removing this incentive may
reduce the financial
attractiveness of such projects,

8 Clause 28 (b) (ii)

Amendment of the
Ttrird Schedule to Cap
470

Paragraph 2 (i) of the
Third Schedule to t]le
Income Tax Act)
Taxation of real estate
companies involved in
constmction of
residential units

The Bill proposes to repeal the
preferential income tax rate of 15olo to
companies that construct 1OO

residential units.
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potentially leading to fewer
large-scale developments and
slowing ttre supply of alfordable
housing.

Additionally, there would be a
possible increase in housing
prices especially those under
ttre alfordable housing agenda
due to higher developer costs.

9 Clause 28 (b) (iii)

Renotnlof tax
lnccnthps on locol

The Bill proposes to remove the fifteen
percent corporate tax incentive on local
assemblers of motor vehicles.

The Institute recommends the
deletion of the Clause.

The proposal is likely to
discourage investment in ttre
local automotive industry.
While the removal of the
incentive could increase short-
term revenue, it may reduce
long-term economic activity in
Kenya and job creation in the
automotive sector.

Removing this incentive could
stall progress achieved in
growing tl.e local assembly
industry for automobiles due to
reduced after-tax profits.

10. New Proposal

Expansion of t]le PAYE
bands

Currently, the income tax bands that
to PAYE are as follows

nrnblc lacomo lrDst
Uolthly Bendr of Tet

RrtG
Lff/o

On thc nod E.33il 25o/"
3Oo/o

32.5o/o

o- fixr

I

Oatrho tlrcil,.67 667
Onltc ncdS(Xl

The lnstitute proposes the
expansion of tlre PAYE bands.
The National Treasury could
carry out a study and do
comparative analysis of the
tax bands in the comparative
jurisdictions to arrive at more
expansive bands that wiU be
optimal for both the

Will make Kenya competitive.
Increased disposable income
wiU translate into high
consumption taxes and
investments which qrill,
certainly, spur economic
growth
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As shown above, the current tax bands
are very narrow with the PAYE rate of
30% applying to individuals earning
over KES 32,333 per month. The
progression is also very steep with
individuals earning above KES 5OO,OOO
per month paylng tax at the rate of
32.5o/o. This may point to excessive
taxation which, potentially, erodes the
purchasing power and ability of
individuals to save and invest to help
spur growth.

35o/oI On ruounte ovcr
, 8(Xtr(XX)

The Institute further
recommends harmonization of
the marginal tax rate to the
corporate income tax rate to
pre-empt tax planning and
ensure equity.

and salariedgovernment
individuals.

New Proposal

Pay As You Earn
(PAYE) rate and bands

As is the case for the reduced corporate
tax rate, a reduction in the marginal
PAYE rate and the expansion of the
PAYE bands to enhance progressivity
would be in line with the government's
poliry objectives under the MTRS,
under which both measures were slated
for implementation in the fiscal year
2024125.
FurtJrer, noting that one of the features
of an effective tax system is faimess or
equity, we note that the current PAYE
bands are narrow, meaning that the
higher rates apply at relatively lower
incomes. In our view, this imposes an
unfair burden on lower income earners
and makes our system to be more
regressive than progressive. Therefore,
we propose both the increase in the
lowest tax band to KES 3O,OOO and the

The Institute proposes;
1. a reduction of the PAYE

rate from 35% to 28o/o to
align with our proposed
corporate tax rate. In
addition, we recommend
an increase in the personal
relief from the current KES
2,4OO per month (KES
28,800 annually) to KES
3,000 per month (KES
36,000 annually), to align
with our proposed lowest
monthly taxable income
band of KES 3O,O0O per
month.

2. Expansion of the current
PAYE bands to provide for
wider and more

Moreover, the proposed
amendment would also align
our PAYE regime with our
regional counterparts such as
Ghana and South Africa, which
have more progressive PAYE
structures. For instance,
Ghana has Oo/o, 5o/o, lOo/o,

L7.5o/o, 25o/o, 3Oo/o, and 3570,
with much wider tax bands
noting that th e 3Oo/o rate applies
to a monthly income of above
KES 255,00O in Ghana, as
opposed to KES 32,333 in
Kenya.

Finally, with higher deductions
such as NSSF, alfordable
housing levy and SHIF
contributions over tf".e last 2

Page 14



ICPAK Submissions on the Finance Bill2025

expansion of the tax bands to ensure
ttrat the higher PAYE rates apply to
higher income earners.

progressive bands of 1O7o,

lSo/o, 2Oo/o, 25o/o and 28o/o.

yearsl, a more progressive tax
rate would help increase
disposable income among
individuals, which would in
turn enhance their purchasing
potrrer, savings and investment
capacity; and consequently
spur economic growth.

11. New Proposal

Terminal dues

Terminal dues- paid to dependents of
deceased employees

Reduce or waive tax on
benefits paid to dependents of
deceased employees.

Provide a stable source of
income to those who lose their
bread winner

t2. New Proposal

Corporate tax rate

There is misalignment with
government's policy objectives under
the Medium-Term Revenue Stratesr
(MTRS), in which a reduced corporate
tax rate is planned to be implemented
in the next fiscal year, belrrg2O25/26.

In addition, empirical studies indicate
that there is a negative correlation
between high corporate tax rates and
voluntarSr tax compliance.

The Institute recommends a
reduction of the corporate
income tax rate from 3Oolo to
28o/o.

As such, ICPAK recommends
tlle amendment of the Third
Schedule to the Income Tax
Act (ITA) under Head B as
follows:

1. In paragraph 2(a)(ix) which
prescribes the resident
corporate tax rate, by
deleting ttre words "for tlw
gear of iname 2021 and
each subsquent gear of
iname ... I(ES 6.0O for
each fitentg shilling{ and
substituting therefor with
the words "for tle yar of
ittame 2O2a and eadt
subsquenl uear of in@tnc

A reduction in the corporate tax
rate will;
1. Ensure Kenya aligns its tax

rate wittr global and regional
trends. Presently, the
average global corporate tax
rate is 23.510/", while in
Africa, it is 27.28o/o.

2. Enhance Kenya's strategic
position as an investment
hub; and to deter oggressive
tax planning and lobbying
strategies aimed at reducing
corporate tax liability, a
reduced corporate tax rate
would be benefrcial.

Encourage more taxpayers to
voluntarily comply with their
tax obligations. F\rrther, noting
that recent measures
undertaken by the government
to boost tax compliance, auch
as eTIMS, have had less than
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.ICES 5.6O for qch
fiterrtg shiftirq{.

2. ln paragraph 2(bxvii)
which prescribes the non-
resident coqrorate tax rate,
by deleting the words for
tlw gar of iname 2O24
and qch subsquenl year
of iname... I(ES 6.OO for
eadt fitentg shltngsl and
substituting therefor with
the words "for the gear of
iname 2024 and ach
atbse4uenl gear of iname

KES 5.60 for qch
fiuerrtg shilHngsI.

The proposed amendment
would align the ITA with the
government's policy objectives
under the Medium-Term
Revenue Strategr (MTRS), in
which a reduced corporate tax
rate is planned to be
implemented in the next fiscal
year, being 2025126.

optimal impact on revenue
collection, encouraging
voluntar5r tax compliance may
be the key to shoring up
revenue mobilization.

13. Deductibility
expenses
supported by
invoices

of
not

eTIMS

Section 16(l)(c) of the ITA, as
introduced by the Finance Act, 2023,
disallows the deduction of orpenditure
or loss which is not supported by an
eTIMS invoice, with ellect from 1

January2024.

The Institute recommends the
deferral of the implementation
of Section 16(1)(c) of the ITA as
introduced by the Finance Act,
2023 to cornmence from 1

JanuarJr 2026, or on such a
date as prescribed by the
Cabinet Secretary, National
Treasury via Gazette notice.

Consequently, the
implementation of the provision
as currently drafted rune the
risk of disallowing genuine
business expenses, which
would be prejudicial to
taxpayers and contrar5r to the
legislative intent of the ffA,
which is tax gains or prolits
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Cognizant of the presumed intention of
this provision, which is to enhance t}le
KRA's visibility of transactions by
increasing eTIMS compliance, and to
ensure that only declared expenses are
deducted for tax purposes, the
implementation of the provision has
proven to be problematic for various
reasons. Chief among them is that e-
TIMS has not been fully implemented
and embraced by a signilicant
proportion of taxpayers.

ICPAK further recommends
the introduction of a proviso to
Section 16(1) to read as
follows:

"Prouided tlut tle prouisions of
Secfion 16(1)(c) stnll applg for
the gar of iname 2026 and
stbsquerrt gars of iname, or
for gars of ilrmme presoibed
bg tlre Cabinet Secretary bg
notie in tle Gozette,
uhicheuer is arlier."

after the deduction of business
expenses.

L4 Tax point for
withholding tax (WHT)
on qualiffing pa5rments

In line with the Court of Appeal's
judgement rendered on 5 Februa4r
2Ol9 n Kenya Rcvcnue Auttorlt5r v
Rcpubllc (hparte Flatcl Ltdl [20191
eI,(LR, the tax point for WHT purposes
is at the point when the qualiffing
paJment is accrued in the books of
account, as opposed to the
conventional practice in which WHT is
deducted upon actual paJrment.

From experience, having the WHT tax
point at the point of accmal has
presented unique practical and
admini strative challenges, including in
declaring the WHT on iTax. For
instance, most accrued expenses rarely
match the amounts actually paid upon
invoicing, which results into taxpayers
eittrer underpaying or overpaying WHT.
Accordingly, taxpayers are compelled to
spend considerable ellort in reconciling
ttreir WHT liability, which is inellicient

The Institute proposes tJre
amendment of the ITA to
specrS that the tax point for
WHT on quali$ing paJrments
such as management or
professional fees shall be at
the point of actual paJ.ment,
as opposed to at the point of
accnral in the payer's books of
account.

ICPAK therefore proposes tJre
introduction of a nenr
subsection 3AD to Section 35
of the ITA, to read as follows:

"(3AD) Notruitlstandhg ang
otler provision to the anhory
in this Ad, the tax under
subsection (1) or (3) shall be
deduded upon adual pgment
of an anwunl of inam.e to a
twn-residenl percon, or to a

This will encourage tax
compliance, ease the
compliance burden and
enhance ttre eflicienry of the tax
regime.
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from a tax compliance standpoint. In
addition, in cases where taxpayers
overpay WHT, the only party allowed to
seek a refund is the recipient of the
payment/supplier of the service. This
unduly places the payer at a
disadvantage from a cashllow
perspective.

From a compliance viewpoint, the
Institute notes that from l"t July 2023,
WHT is supposed to be remitted within
5 working days of deduction.
Considering that businesses such as
banks accrue expenses e.g., interest on
a near-daily basis, this requirement
means that taxpayers are mandated to
account for WHT almost every day,
which is unconscionable, ineflicient
and imposes an undue compliance
burden.

person resident or lavilq a
permancnl estoblislvnenf in
Kenga."

The Institute proposes
harmonizing the due date to
the 10th day of the following
month. Ttris can be done
across all taxes to ease the
administrative burden.

One of the canon's of taxation
provides that taxes ought to be
easg and @ruEnient for
theta.ryager. That means
"every tax ought to be levied at
tJre time, or in the manner in
which it is most likely
convenient for the contributor
to pay it.

Where timeline is not
applicable / practicable,
taxpayers are vulnerable to
non-compliance, thus

15. Withholding tax Ttre Finance Act2O23 amended the ITA
to introduce a requirement that
taxpayers remit withholding tax to the
Commissioner within live working days
where the tax has been deducted on
qualiSing paSrments.
This scenario has created an onerous
administrative burden to the taxpayers.
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time wasted in
unreasonable

Where the proposal is adopted,
it will:-

1. Reduce the cost of
compliance.

2. Ensure that the taxpayers
are not forced to rethink the
pa5rment cycle to suppliers
which will in turn impact on
the suppliers cashflow.
Currently, taxpayers have
been forced to review their
paJament cycles some of
them opting to do one
paSrment per month

The administrative burden may
encourage non-compliance,
since some companies make
voluminous paJrments in a day
which may require some
reconciliations to ensure that
the accurate tax is remitted.

mcreasrng
firefrghting
targets.

+vt? rcr i rir

16 Clauee 32 (at
Deletlon of Sectlon
17 (5) (cl of tLe VAT
Act

The Section provides for offset of
WHVAT credits against any tax payable
or apply for a refund of the credits.
While taxpayers will still have ttre right
to apply for a refund as per Section 17
(5) (d) there will be no legal provision
enabling them to offset any tax payable.

The Institute recommends
retention of Section 17 (5) (c) of
the VAT Act, 2013

The KRA has historically had
constraints in getting sullicient
funds from the National
Treasury to allocate towards
refunds.
Taxpayers should therefore be
given an opportuniff to offset
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WHVAT credits.grirrst any tax
payable. This is critical in
safeguarding ta.:rpayers' cash
flow needs.

t7 Gteurc 36 (of
Ilclctloa of Paragraph
63 of thc tr.lr.t
Schedulc

The Bill proposes to delete ttre
exemption from VAT of taxable goods
and services for the direct and exclusive
use in the construction and eguipping
of specialized hospitals with a
minimum bed capacrty of frfty,
approved by the Cabinet Secreta4r
upon recommendation by the Cabinet
Secretar5r responsible for health.

The lnstitute recomrnends
retention of Paragraph 63 of
ttte First Schedule to the VAT
Act,2O13

Healthcare is a critical asp€ct
for the country and the cost of
accessing the same is heavier
on the common wananchi.
Ttre Government has been on
the forefront in a bid to improve
access and the quality of
healthcare in ttre countqr.
Ttre increase in non-
communicable diseases in the
recent past has been a major
challenge for most Kenyans due
to the high cost of accessing
treatment.
To support the Government's
agenda on health the exemption
should be retained to encourage
private players to invest in the
sector at a slightly lower cost.

18 Cleuro 36lkl
Delctloa of Paragnph
113 of tlc trtrt
Schcdulc

The BiU proposes to delete the
exemption from VAT on specialized
equipment for the development and
generation of solar and wind enerry,
including photovoltaic modules, direct
current charge controllers, direct
current inverters and deep cycle
batteries that use or store solar power,
upon recommendation to the
Commissioner by the Cabinet Secretary

T?re Institute recommends
retention of Paragraphll3 of
the First Schedule to the VAT
Act,2O13

The countr5r has committed to
certain carbon footprint
reduction targets in line with
the global move towards
reducing global warming.
Solar and wind enerry are
renewable sources of enerry.
The removal of oremption will
discourage investment in these
areas which contribute creatly
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responsible for matters relating to
energt.

in the country's full transition
towards reneryable energl.

19 Claurc 36 (al rad (of
Dclctlon of Peragnph
143 ead 144 of thc
Ftnt Schedulo of ttc
VAT Act

The Bill proposes to delete the
exemption from VAT on inputs and raw
materials used in the ma:rufacture of
passenger motor vehicles and locally
manufactured passenger motor
vehicles respectively.

Ttre repeal of the exemption will
increase the cost of locally
manufactured motor vehicles making
them unallordable to a large proportion
of the population.

The lnstitute recommends
retention of Paragraph 143
and. 144 of the First Schedule
of the VAT Act, 2013

The countr5r is seeking to grow
the contribution of the
manufacturing sector to at least
15olo of the GDP from its current
level of.7o/o of the GDP.
tocal assembly of motor
vehicles has grown in recent
years due to incentives that the
Govemment extended to the
industry.
The countr5r is still heavily
reliant on imported 2"d hand
motor vehicles and has been
encouraging local assembly of
motor vehicles to increase the
purchase of locally assembled
motor vehicles.

20 Cleusc 37 (d), (cl, (0
ard (S)
Ilelctlon of Paragnph
30, 31, 32 ead 33 of
tte Ftnt Schcdulc of
ttc VAT Act

The Bill proposes to delete the zero-
rating of the supply of motorcycles of
tarilf heading 871 1 .6O.O0; the supply of
electric bicycles; the supply of solar and
littrium-ion batteries and the supply of
electric buses of tariII heading 87.O2.

The Institute recommends
retention of Paragraphs 30,3 1,
32 and 33 of the First
Schedule to ttre VAT Act,2OL3

The countr5r has committed to
certain carbon footprint
reduction targets in line wittr
the global move towards
reducing global warming.
The listed products promote tJre
use of renewable energr or the
reduction in tl:e use of fossil
tuel.
The proposed amendment will
increase the final cost of these
goods making then inaccessible
to a large proportion of the
population.
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21. Vduc addcd tax IVATI
ratG

Empirical etudies indicate that for
consumption taxes such as VAT, tJrere
is a negative correlation between high
VAT rates and voluntar5r tax
compliance, as well as on revenue
collection. Accordingly, a reduction in
the VAT rate will encourage voluntar5r
compliance, as well as enhance
collections since the reduced tax
burden passed on to the final consumer
will lower the prices of goods and
services- and consequently, increase
spending by taxpayers.

The L6o/o YNI rate in the current
stressed economy and higlr living cost
has not only reduced consumption
levels but also limited revenue potential
for the Government. The medium term
revenue stratesr anticipates an
eventual lower rate of. l4o/o to cushion
ttre economy and also improve
purchasing power after increased
disposable income.

o ReduceVATrateto 15%in
frrst year and ther
gradually to L4o/o

o As such, amend Section
5(2)(b) of the VAT Act to
read as follows:

'5(2)(b) in ang otter ase,
fifieen per @nt of tletaxable
ualue ofthe taxable sapplg, tle
ualue of imported
taxablegoodsor the uahrc of
o anpply of imported
taxable seruies."
o Reviery and align 7*ro

rated and Exempt
schedules of the VAT Act
taking into consideration
the supply and value
chains of products and
their sectors

The proposed amendment
would align the VAT Act with
ttre government's policy
objectives under the Medium-
Term Revenue Strategr (MTRS),
in which a reduced VAT rate
was scheduled for
implementation in the fiscal
years 2024 / 25 to 2026 / 27 .

To cushion the ordinary citizen

22 Withholding VAT rate Section 42A (1) ofthe Tax
Procedure s Act Provides for:
The Commissioner may appoint a
person to withhold two per cent of the
taxable value on purchasing taxable
supplies at the time of paying for the
supplies and remit the same dhectly to
the Commissioner.
Ttrere are several taxpayers in
perpetual VAT credits who are left
demanding refunds from the
Government which take lons to be

Delete Section a2A(Llot
the Tax Procedures Act or

Allow tarrpayers in
perpetual VAT credits to
apply for exemption from
WHVAT under given
conditions and guidelines.

a

a

Reduced burden to
Government on funds for
VAT refunds
disbursements
Tmprove the cash-flow and
liquidity for the ta:rpayers'
businesses.

a

a

Page 22



ICPAK Submissions on the Finance Bill 2025

processed and disbursed crippling
businesses. The targeted population for
WHVAT were taxpayers who are not
paying VAT yet they should register and
pay yet many unintended taxpayers are
now allected financially in their working
capital.
The targeted taxpayers have also been
alfected by the introduction of TIMs and
eTIMs making the WHVAT provision an
added burden to all stakeholders.

23 Ifcw Provlrlol
Sec 63 VAT: General
penalty

Ttre Acts provides that a person
convicted of an offence under this Act
for which no other penalty is provided
shall be liable to a fine not exceeding
one million shillings, or to
imprisonment for a term not exceeding
three years, or to both
When t}le penalty is too huge it can be
imposed to a taxpayer twice or more in
a year especially to businesses with
multiple branches where there might be
power outrage

Amend Sec 63 to read;

A person convicted of an
olfence under this Act for
which no other penalty is
provided shall be liable to a
fine not exceeding ona
lvndrcd, thottc[ttd,
chlllbtgs, or to imprisonment
for a term not exceeding three
years, or to both

Business wiU tend to be
compliant hence ability to pay
for the fines

24 Value Added Tax provisions under VAT

Restricts VAT Filing where taxpayers
onboarded onto the VAT Special Table
are restricted from frling VAT returns

Limits Input Tax Deduction; traders
cannot claim input tax from taxpayers
listed on the special table.

The current
special table;

The Institute proposes the Tax
Procedures Act, 2015 is
amended to include a
procedure that should be
followed by KRA before placing
a taxpayer in the VAT special
table.
Specifically, KRA should
provide a written notification
stating the reasons and
providing a taxpayer at least

The placement of taxpayers in
the VAT special table has made
it cumbersome for SME's to
operate in tJle economy.

Ttris is more so because the
KRA does not provide taxpayers
a chartce to provide mitigating
reasons before placing them in
the special table.
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14 days to provide mitigating
reasons

25 lfew Provlsloa
Section 5l2l: Rete of
Tex

Empirical studies indicate that for
consumption taxes such as VAT, there
is a negative correlation between high
VAT rates and voluntary tax
compliance, as well as on revenue
collection. Accordingly, a reduction in
the VAT rate will encourage voluntary
compliance, as well as enhance
collections since the reduced tax
burden passed on to the final consumer
will lower the prices of goods and
services- and consequently, increase
spending by taxpayers.

The 16% VAT rate in the current
stressed economy and high living cost
has not only reduced consumption
levels but also limited revenue
potential for the Government. The
medium term revenue strategi
anticipates an eventual lower rate of
l4o/o to cushion the economy and also
improve purchasing power after
increased disposable income.

The Institute recommends;
o Reduction of VAT rate to

15% in first year and then
gradually to L4o/o

o As such, amend Section
5(2)(b) of the VAT Act to
read as follows:

"5(2)(b) in ang otler ase,
fifieen per cenl of thetaxable
ualue ofthe taxable supplg, tte
ualue of imported
taxable goods or the ualue of
a supplg of imported
taxable seruie^s."
o Review and align 7*ro

rated and Exempt
schedules of the VAT Act
taking into consideration
the supply and value
chains of products and
their sectors

The proposed amendment
would align tl e VAT Act with
the govemment's policy
objectives under the Medium-
Term Revenue Strateg/ (MTRS),
in which a reduced VAT rate
was scheduled for
implementation in the fiscal
years 2024/25 to 2026/27.

To cushion the ordinary citizen

EXCISE DUTYACT
Include the credit only
Microfinance Institutions
(MFIs) in the defrnition. The
same have been provisioned
as Non-Deposit Taking MFIs in
the new "Business [.aws
Amendment Act of 2024"

The amendment is intended to
alip the Act with recent
changes by the Central Bank of
Kenya (CBK) regarding Non-
Deposit Taking Microfinance
Institutions (MFIs).

26 Clause 38 proposes an
amendment to Section
2, of the Excise Dut5r
Act on the definition
"digtal lende/

The Bill proposes deletion of the current
definition of digital lender and replaces
it with a person ertending credit tttrough
an eledronic medium but does not
include a bank licensed under the
Banking Ad, a Sacco societg registered
under the Co-operatiue Societies Ad or a
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mioofina ne institution liensed under
thc Microfirwne Ad.

This defrnition has left out Credlt only
Ulcrofiaancc Instltutloar fFIs

27. Not lncluded ln the
Bill

The Institute proposes
the deletion of the
following paragraph
under Part I of the First
Schedule to the Excise
Dut5l Act and
substitution with the
following paragraph:

Proporcd deletlon:

plastic of tariff leading
3923.30.00 and
3923.90.9010%

Proporcd
rubctltutloa:

Imported plastic of tariff
hending 3923.30.00
and 3923.90.90 10%

Currently, the Excise Duty Act imposes
excise tax on both locally manufactured
and imported plastic articles. However,
local manufacturers face signilicantly
higher production costs, particularly
electricity, compared to their
international counterparts. This makes
locally produced plastics less
competitive in terms of pricing.

The added burden of excise dut5r further
inflates production costs, making
imported plastics more allordable to
consumers,

To protect domestic manufacturing and
promote industrial competitiveness,
there is a need to review the current
excise dugr on locally manufactured
plastic products.

The Institute proposes the
removal of excise duty on
locally manufactured articles
of plastics.

This proposal,is likely to:

Protect local industr5r
Create more jobs and
avert exporting jobs to
other countries
Cushion consumer€ of
plastics from high prices

Grow our GDP and
protect our forex
resewes.

I
ii

lll

iv

28 New proposal to amend
Section 14(1).

Failure to provide for excise duty relief
on packaging materials used for
manufacture of excisable goods.

Ttre Institute proposes to
amend section 14(1) of the
Excise Duty Act to include
ollset of qrcise tax paid on

This will accord tar(payers a
relief on excise tax paid on
orcisable packaging material
with tlre impact of accelerating
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packaging materials used for
manufacture.

Proposed new section to read:
Wlwre excise dutg lu.s
beenpa.idinresped of
excisable goods imported
into, or marutfadured in
Kenga bg a tiersed
manufadurer and u.thich
tnue been used as mu.t
materials and pclcnging
materiols intle
manufadure of otler
excisable goods
(lwreinafier referred to as
"fini"shed goods"), tle
excise dutg pa.id onthe
mut stnll be offset against
the excise duty pagable on
the finisled gads.

and economicrnvestment
recovery.

29
Clause 43 amending
Section 23A on
Electronic Tax Invoice

Electronic Tax
Recommendations

Invoice The bill proposes exempting
electronic tax invoices for
salaries, imports, interest
paJrments, investment
allowances, airline tickets, ald
paJrments with final
withholding tax Tea, farmer
...Trrrnover below 5M

Ttre exemptions will reduce
compliance burdens,
streamline reporting, and
improve elliciency,
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30
Clause 44 amending
Section 31 (8A) on
Amendrnent of
assessments.

Currenfly, the law does not require
the Commissioner to give reasons
when issuing an amended
assessment ,this lack of explanation
can leave taxpayers uncertain or
unclear about the basis for the
changes.

Where the Commissioner
issues an amended
assessment, the notification
provided under subsection (8)

shall include the reasons for
the amendment.

lhis change will promote
transparency and
accountability. It will also help
taxpayers understand and
respond appropriately,
reducing the number of
disputes and objections.

31
Clause 45 arnending
Section 39A on
Penalty for failure to
deduct or withhold
tax.

Under the current law, a person who
fails to deduct or withhold tax is fully
liable, even if tJ:e tax has already been
paid by the recipient. This can lead to
double taxation and is unfair to the
payer.

Promotes fairness and prevents
double taxation if the recipient
has already paid the due tax.

If the recipient has fully paid
the tax, ttre payer won't be
liable for ttre tax they failed to
deduct, withhold, or remit.

32
Clause 50 amending
Section 47(b) on
Offset or refund of
overpaid tax

This extended period may delay the
recovery of funds by tarpayers,
negatively affecting cash flow,
especially for small and medium
enterprises (SMEs).

Retain the 9O days To ensure prompt refunds and
maintain taxpayer conlidence in
the tax administration process.

33 Clause 52 amending
Section 59 A
Data management and
reporting system

Deletion of subsection (1B), thereby
removing the restriction that previously
prohibited the Commissioner from
requiring a person to integrate or share
data concerning trade secrets and
private or personal customer data may
infringe on right to privacy as provided
for in the Data Protection Act

Reinstate the provision private dataTo ensure
protection
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34

(3ltl Witlaut prejudie
to subsedion (3), uthere
a supplg is reeiued
from a small busrness
or a small-sq.le farmer,
uthose tumouer does
qeed one milliontle
yrurchaser stall issue a
taxinwiefor the
Wpose of asertaining
tax liabilitg.

Section 3A Classilication of small businesspersons
differs from what has been delined in
the VAT Act as well as the Companies
Act 2015. There are concerns about
how the nation recognizes small
businesses without uniformity in its
statutes.

There should be uniformity in
the delinition of a small
businessperson. Ttre
turnovers for these small
entities should be harmonized
so that there is clarity in what
a small business is.

The Institute supports this
proposal as it will go a long
way in expanding the tax base;
howwer, there is a need to
introduce consequential
amendments to the
Companies Act and the VAT
Act regarding the definition
and threshold of a small
business.

We propose caping the turn-
over threshold to frve million
Kenyan shillings

Ttris amendment seeks to
provide clarity on the
requirements for anyone
intending to conduct business
in the count4r.

35 New Provision

Section 42A(Ll:
Appointment of Value
Added Tax withholding
agent

Section 42A (1) ofthe Tax
Procedure s Act Provides for:
The Commissioner may appoint a
person to withhold two per cent of the
taxable value on purchasing taxable
supplies at the time of paying for the
supplies and remit the same directly to
the Commissioner.
Ttrere are several taxpayers in
perpetual VAT credits who are left
demanding refunds from the
Government which take long to be

Delete Section 42A(1)of the
Tax Procedures Act or
Allow taxpayers in perpetual
VAT credits to apply for
exemption from WHVAT under
given conditions and
guidelines.

Reduced burden to Government
on funds for VAT refunds
disbursements

Improve the cash-flow and
liquidity for tJre ta:rpayers'
businesses.
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processed and disbursed crippling
businesses. The targeted population for
Withholding VAT (WHVAT) were
taxpayers who are not paying VAT yet
tley should register and pay yet many
unintended taxpayers are now alfected
financially in their working capital.
The targeted taxpayers have also been
alfected by the introduction of TIMs
and eTIMs making the WHVAT
provision an added burden to all
stakeholders.

36. New Provision
Section 42A (4Cl

(4C) A person utta is
rquired under thi"s
sedion to withhold tax
and wittaut reasonable
dnlse-

(a) fails to withlwld the
u.thole amount of tle tax
tthich slauld haue
beenwithheld.; or

(b) fails to remit tte
amount of tle withheld
tax to the
Commissioner bg the
fifihworking dag afier
tle dedudionwas
mode, shall be liable to
a pernltll of ten per

The provision does not clearly deline
what constitutes "reasonable cause" for
failure to comply, which could lead to
ambiguity in its enforcement and
possible disputes.

Amend section 42A
include the following:

Clarify the definition of
'reasonable cause' to provide
clear guidelines for taxpayers
on what constitutes an
acceptable reason for failing to
withhold or remit tax. This can
include unforeseen
circumstances such as
natural disasters, systemic
technical failures, or other
legitimate reasons beyond ttre
taxpayer's control.

(4C) to To ensure strict compliance
with tax withholding and
remittance obligations, as non-
compliance undermines the
integrity of ttre tax sDrstem and
reduces ttre revenue available
for public services.
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ent of the amounl not
utithhed or remitied.

37 ITcw Provldoa
Scctloa 87:

Penalties for failure to
appear before the
Commissioner

The current penalty of Kshs. 1O,OO0
may not be enough to stop individual
taxpayers, especially sole proprietors,
from ignoring the requirement to
appea-r before the Commissioner

The Institute seeks to omend
amend Section 87 to read:

"Any person who fails to
appear before the
Commissioner pursuant to a
notice issued by
Commissioner under section
61 shall be liable to a penalty
of-

(a) fifty thoueand ehillinga
in case of an individual;
and

(b) one hundred thousand
shillings for any otJrer
case.

Ttris will enhance compliance
and reinforce the seriousness of
responding to summons by the
tax authority.

38 Scctloa 1O9 (3f (el:

Power of the
Commissioner to
compound offences

The current provision gives power to the
Commissioner's committee when
compounding tax offences. This
contradicts the principles of fair
administrative action and the right to a
fair hearing as guaranteed under
Articles 47 and.SO of tlle Constitution.

Deletion of Section 1O9 (3) (e) Ttris ensures fair tax
administration hence taxpayers
are not denied the opporhrnity
for a fair hearing or judicial
review.

- provision to allow for interest at a lOo/o interest

r/t
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Item/Clause Previous Provision Proposed Provision lmpact/lmplication of the
Proposed Change

Justification
Recommendations

and

Kenyan shillings in Kenya

during that year of
income.

stability to
investments.

attract

Clause 27(aXb);

special (100%)

rates of investment
allowan ces

Paragraph 1, subparagraph 1A

and 18 provide for a claim of
investment allowances at the
rate of 10oo/o of the capital

expenditure in a particular year

of income where; (a) the
cumulative investment value
(of a hotel building or a

building used for manufacture
or of machinery used for
manufacture) in the preceding

three (3) years outside Nairobi

City County and Mombasa

County is at least KES 1 billion;
and (b) the cumulative
investment in the year that a

person is claiming the
investment allowances is at

least KES 250 million; or (c) the
person has incurred
investment in a sPecial

economic zone

The bill proposes the
deletion of that part

The removal of this
provision eliminates a tax

incentive aimed at

encouraging investment
outside Nairobi.

Adopt the proposal if there
is evidence that this
incentive has not resulted
to significant investments
outside of Nairobi
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Item/Clause Previous Provision Proposed Provision lmpact/lmplication of the
Pr osed Chan e

Justification
Recommendations

and

econom ic realities, as

prop osed in the MTRS

Clause 26(d): tax

incentives for the
manufacture of
human vaccines

Paragraph 63 Srants
compensating tax exemP6on to
companies engaged in the
manufacture of human

vaccines.

The bill proposes the
delefion of that paragraPh

The removal of this
provision would eliminate a

key tax incentive aimed at

supporting local vaccine
production.

Retain exemption ol
compensating tax accruing

to a company undertaking
the manufacture of human

vaccines

Clause 25(e): CGT

in Special Economic

Zones

Paragraph 72 covers gains on

property transfers involving

SEZ enterPrises, develoPers,

and operators

The bill proposes to delete
Paragraph 72 and rePlace

it with a new Provision
addressing gains on the

transfer of ProPerty
specifically within a

Special Economic Zone

(sEZ) bV a licensed sPecial

economic zone develoPer

enterprise or oPerator.

The proposed change seeks

to exempt gains on the

transfer of property within a

SEZ by a licensed SEZ

developer, enterprise, or

operator would likely have a

narrower focus on SEZ-

related transactions.

Remove the exemPtion

from capital gains on

transfer of property within
an SEZ because CaPital

gains is a tax on wealth and

companies in SEZs enjoy a

preferential CIT regime.

Clause 26(fX75):

Dividend
exemptions from

Nairobi Financial

centre (NIFC)-

certified
com pan ies

The bill proposes to
exempt dividends Paid bY

a company certified bY the

Nairobi lnternafional
Financial Centre (NIFC)

Authority from income tax

provided the comPanY

reinvests at least two
hundred and fi million

A World Bank surveY

established that 93 Percent
of investors in East Africa

would have invested even if
tax incentives were not
offered. Therefore, the
government should focus

on ensuring

macroeconomic and PolicY

Reject the proposal; giving

incentives to corporates
makes our tax system less

equitable.
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Item/Clause Previous Provision Proposed Provision lmpact/lmplication of the
Proposed Chan e

Justification
Recommendations

and

Clause 16(a):

Withholding tax on
payments to non-
resident shiP

owners and

charterers

The Bill proposes a

withholding tax at the rate

ol 3% (on payments made

to non-resident Persons
conducting businesses in

respect of gains or Profits
which are chargeable to
tax under section 9(1)

derived from the business

of a ship owner or

charterer

This measure aims to
enhance compliance and

improve tax collection from

non-resident shiPPing

entities operating in KenYa's

territorial waters or
engaging in cross-border

transactions with local

businesses.

This amendment seeks to
ensure that emPloYees

receive the full benefit of
available tax reliefs uPfront,

thereby modestlY

increasing their net (take-

home) pay.

While welcome, it is

important for the
government to review PAYE

tax bands to revising tax

bands to reflect current

Adopt the proposal

Adopt the proPosal;

howevet the Eovernment
should review the PAYE tax

bands.

Clause L7 (a)

Requirement bY

Employer to
Compute
deductions, reliefs

and exemPtions
provided as tax

deductibles

The Bill now proPoses that
an employer shall, before

computing the tax

deductible in resPect of
payment of emoluments
shall grant an emPloYee all

applicable deductions,

reliefs and exemPtions
provided in the Act
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Item/Clause Previous Provision Proposed Provision lmpaa/lmplication of the
Proposed Change

Justification
Recommendations

and

the report of the financial year

of the group

constituent entity in Kenya of a
systemic failure if any

the allocation of income,

taxes paid, and other
economic indicators across

the jurisdictions in which
they operate.

Clause 12: Advance
Pricing Agreement
(APA)

The Bill proposes that the
Commissioner General

can enter into APA with a

person who undertakes a

transaction either through
transfer pricing or through
a preferential tax regime.

The proposal to
operationalize APAs is a

great step towards
addressing abuse of the
arm's length principle by

MNEs.

However, a critical gap in

the current proposal is that
it does require public

disclosure of APA

arrangements. The lack of
transparency may create

opportunities for opaque

dealings between tax

authorities and

corporations, potentially

facilitadng sweetheart deals

or tax avoidance Practices
further undermining Public
trust.

Amend the proposal to
require disclosure of APAs.

definition of related
persons.
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Item/Clause Previous Provision Proposed Provision tmpact/lmplication of the
Proposed Change

.lustification
Recommendations

and

lncome lor only
Five Years

deficit for a year of income, the
amount of that deficit shall be
an allowable deduction in

ascertaining the total income
of such person for that year

and the succeeding years of
income.

on the carry-forward
period for losses.

entities might perpetually
report losses to avoid
paying taxes. Howevet it
raises significant concerns,
particularly for businesses

with long gestation periods

or those operadng in
ca pita l-inte nsive sectors
such as manufacturing,
infrastructure, and energy.

Clause 11: Filing of
Country-by-
Country Report,
Master File and

Local File

Section 18D(8) and (9) of the
lncome Tax requires that where
there is more than one
consdtuent entity of the same

multinational enterprise group
resident in Kenya, the
multinational enterprise group
may designate one of such

constituent entities as a

surrogate parent entity.

The surrogate entity vide
subsection 9 would not be

required to file a country-by-
country report with the
Commissioner with respect to

The Bill proposes the
removal of the
designation of a surrogate
parent entity and rather
provides that such
multinational enterprise
groups shall designate a

constituent entity that will
file a country-by country
report and notify the
Commissioner by the last

date of the reporting
financial year of that
group in for prescribed by

the Commissioner.

The proposed amendments
represent a significant step

toward enhancing financial
transparency and corporate
accountability, particularly
with respect to MNE groups

operating in Kenya.

This reform aligns with
Kenya's obliBations under
the OECD/G20 lnclusive
Framework on Base Erosion

and Profit Shifting (BEPS), lt
refl ects the implementation
of BEPS Action 13, which
mandates large MNEs to
file detailed CbCRs outlining

Adopt the proposal to curb
tax avoidance and to
ensure multinationals pay

their fair share taxes in
Kenya.
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Item/clause Previous Provision Proposed Provision lmpaa/lmplication of the
Proposed Change

Justification
Recommendations

and

Turnover of Below

Ksh 5 Million
five million shillings are exemPt

from paying SEPT.

below Ksh 5 million to pay

the SEPT.

constitutes significant
presence. This will reduce

administrative and

compliance burden

Clause 8(aXz):

Deductions of
Expenditure
lncurred by a

Person Sponsoring

Sports

The Act Provides that
expenditure incurred in an Year

of income by a Person
sponsoring sports with the
prior approval of the Cabinet

secretary responsible for sPorts

shall be an allowable
deduction.

The Bill proposes the

deletion of the clause.

By disallowing sports

sponsorship the
government will discourage

businesses from sponsoring

sports activities.

Reject the proposal

because it will discourage

corporates from sponsoring
sports activities.

Clause 8(b):

Personal lncome

Tax Deduction on

Home Loan lnterest
now Extended to
Construction

The lncome Tax Act allows an

individual to claim a deduction

of up to Kshs 350,0@ Per Year
of interest paid on a mortgage

loan borrowed from sPecified

fi nancial instituHons, Provided
the loan is used to Purchase or

improve a residential PropertY
that the individual occuPied

during that year.

The Bill proposes the
inclusion of interest on

loans acquired for the
purpose of construction of
houses as an allowable

deduction.

Whereas this Provision
seeks to encourage
homeownership, howevet
high income owners are

likely to benefit from this
provision more than low-

income earners

Reject the proposal

because it is inequitable.

Clause 8(c):

Allowable
Deduction on

Deficits on Personal

Section 15(4) of the Act

provides that where the
ascertainment of the total
income of a erson results in a

The ProPosed
amendment seeks to
introduce a five-year caP

The proposal is aimed at

curbing abuse of the
indefi nite loss carry-forward
provrsron, where some

lnclude industry'sPecific
periods for which

businesses can carry loses

forward.
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!tem/Clause Previous Provision Proposed Provision lmpact/lmplication of the
Proposed Change

Justification
Recommendations

and

Clause 5:

Amendment of
section 10 of the
lncome Tax Act

Section 10 of the lncome Tax

Act currently lists types of
payments on which
withholding tax rules apply.

The bill proposes to add

new paragraphs which will
see the supply of goods to
a public entity and the sale

of scrap added to the list

of payments which
withholding tax rules
applv.

The proposal seeks subject
the following payments to
withholding tax: supply of
goods to a public entity at

O.5o/o tor a resident and 5o/o

for a non-resident.
Sale of scrap at l.5o/o for
both residents and non-
residents.

Adopt the proposal

Clause 6 (a):

Expansion of
Significance of
Economic Presence

Tax

Section 12E(1) of the Act
provides that SEPT shall be

payable by non-resident
persons whose income is from
the provision of services that
are derived from or accruing in

Kenya through a business

carried out over a digital
marketplace.

The Bill proposes the
expansion of the income

that is subject to SEPT to
include businesses that
not only derive income in

Kenya from the digital
marketplace but also over
the internet or electronic
n etworks.

While the proposal is an

attempt to capture alldigital
economy transactions, it
will be critical to define
what constitutes business
"over the internet or

electron ic networks" for
adm in istrative clarity.

lnclude definitions
"electronic networks"
"business over
internet,"

of
and
the

Clause 5(b): SEPT

Now Applicable to
Non-Residents
With Annual

Section 12E(3Xd) provides that
a non-resident person with an

annual turnover of less than

The Bill proposes the
deletion of the section

now allowing non-
residents with turnover

Similar with other taxes

such as turnover tax, it will
be important to set a

threshold of what

Retain the minimum
threshold in line global
good practice.
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Item/Clause Prevlous Provision Proposed Provision lmpact/lmplication of the
Proposed Change

Justification
Recommendations

and

Clause 3: lncrease

in tax free limit of
per diem

The lncome Tax Act stipulates
that any amount received by an

employee as payment lor
subsistence, travel or
entertainment in respect to a

period spent outside their
scope of work, the first two
thousand shillings shall be

deemed as reimbursement of
the amount so expended thus
making it non-taxable.

The bill proposes to raise

the tax free per diem

a mou nt from two
thousand shillings to ten
thousand shillings.

For employees more of their
per-diem becomes tax free,

and may result in increased

disposable income; and it
will lower compliance costs

for employers.

Adopt the proposal

Clause 4'.

Amendment of
section 8 of the
lncome Tax Act

Section 8 of the lncome Tax Act

provides that any Pension
received by a resident
individual from a pension fund

or pension scheme established

outside Kenya shall be deemed

to have accrued in or to have

been derived from KenYa to the
extent to which it relates to
employment or services

rendered by the individual, or

the husband or parent of the
individual, in Kenya.

The bill proposes the
change of the name
"Husband" to "spouse"

This amendment removes

the explicit gender bias in
the original wording of the
provision.

From a tax administration
perspective, anyone,
regardless of gender,

receiving foreign pension

linked to the spouse's

employment in Kenya can

be taxed proportionately,

enhancing horizontal
equity

Adopt the proposal
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Item/Clause Previous Provision Proposed Provision lmpact/lmpllcation of the
Proposed Change

Justification
Recommendations

and

Clause 2(aXvii):
Definition of
related person

The lncome Tax Act defines
related person as; in the case of
two persons where a person
participates directly or
indirectly in the management,
control or capital of the
business of another person.

The bill proposes a new

definition of a related
person:
Any other person who
participates directly or
indirectly in the
management, control or
capital of the business.
Any other individual who
is associated with the two
persons by marriage or
affinity

Kenya's proposed definition
of a "related person" is

overly broad and unclear,

diverging from global

standards like the OECD

guidelines. lt includes vague

criteria for control and
extends to family
relationships, risking the
classification of legitimate,
arm's length transactions as

related-party dealings

Reject the proposal. To

ensure fairness, efficiency,
and consistency with
international norms, the
definition should be revised
to include clear ownership
thresholds (e.g., 25o/ol,

objective criteria for
determining control, and a
limited scope for family
relationships, such as

restricting it to first-degree
relatives (spouses, parents,

children).
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Annex Table: Analysis of Key Amendments in the Finance Bill, 2025

andJustification
Recommendations

lmpact/lmplication of the
Proposed Change

Proposed ProvisionPrevious ProvisionItem/Clause

Reject the proposal to
ensure consistency with
the Court's jurisprudence

and the OECD Model Tax

Convention, and because

distribution of software
cannot be construed as an

activity that yields royalty.

The Finance Bill 2025
reintroduces a previouslY

rejected proposal to classifY

regular payments for
software use as royalty
income, despite legal and

international precedent

opposing this view. This

contradicts a 2024 KenYan

court ruling, which clarified

those only Payments
involving copyright rights-
not standard software use-
should be treated as

royalties. lt also conflicts

with the OECD Model Tax

Convenion, which

considers standard software
sales as goods transactions,
not royal payments

The Bill proposed to
amend the definidon of
royalty to include the

words "and includes the
distribution of software
where regular payments

are made for the use of
the software through the
distributor"

The lncome Tax Act

defines the term royalty to
mean payments made as a

consideration for the use or

the right to use coPYrights,

cinematograph fi lms, Patents,
trademarks, designs or
models, plans, formulas, or
processes, and industrial,

commercial, or
scientific equipment, or
for information
concerning such

equipment or exPerience.

Clause

Defini6on
royalty

2(a)(iii):
of
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Proposed tax amendrnents wlth human rights implications

The government in its policy documents including the Budget Policy Statement had indicated

that in the Finance Bill, 2025 it would aim to strengthen tax administration and expand the tax

base, through such measures a minimizing tax expenditure, and leveraging technology to

modernize tax administration, close revenue loopholes, and improve overall efficiency. ln this

year's Finance Bill, the government has signaled a commitment to addressing tax expenditure-

related gaps as part of a broader efbrt to enhance compliance. Detailed analysis of the

proposed changes are presented in the annexed table.
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and rods of iron or non-alloy steel are covered. While this revision is welcome, particularly given

the slowdown in the construction sectors, it raises a critical question: why has clinker been

excluded from the 2025 review? What has changed since June 2O24-ot is tax policy being

selectively applied to serve specific interests?

Thirdly, tax incentives that result into tax expenditures estimated at Ksh 511 billion in 2023

continue to erode Kenya's tax base. While some are necessary (such as exemptions for basic

commodities, health and education), it remains unclear how some have contributed to our

economic goals as a country. ln addition, some exemptions (such exemptions of aircraft parts)

benefit higher income earners undermining the principle of equity in taxation. The National Tax

policy and MTRS call for a clear framework to guide the use and evaluation of tax incentives,

but no such framework currently exists. While Tax Expenditure Reports by the National Treasury

are a positive step, they lack critical details-such as the policy goals behind tax exemptions-

needed to guide reforms. Research by the lnstitute for Public Finance highlights these

shortcomings, which are evident in the Finance Bill, 2025, where proposed reclassification of

some goods from being exempt to being vatable and others from zero-rated to being exempt

lack justification.

The National Tax Policy on zero-rating indicates that the government goal will be to limit zero-

rate to exports to conform with the destination principle and the Eovernment would provide a

lower VAT than the general rate to cushion the economy against shocks occasioned by global

trends leading to adverse effects of price increase of these products ln the Medium Term

Revenue StrategY (MTRS) the government proposes a downward revision of the standard VAT

rate to 14 percent and rationalize exemptions to improve compliance and revenue collection'

The MTRS mentions a joint study by the National Treasury and KRA to guide this review' lt

remains unclear if this study has been done. However, we note that there is selective

implementation of the MTRS recommendations with rationalization of exemptions with the

accompanying downward revision in the VAT standard rate'

s cement consumphon dropped by 7.2 percent in 2024 while construction sector contracted by 0 7 percent in

2024 compared to a Erowth of 3 percent in 2023.
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The supply of electric buses of tariff heading 87.02

Bioethanol vapour (BEV) stoves

The proposed changes are cross-cutting and affect various sectors-such as aviation, tourism,

specialized healthcare, affordable housing, clean energy, transport and local manufacturing-

marks a significant policy shift and do not reflect some Sovernment pronouncements. For

example, the government has for a long time advocated for use of clean ener8y and has

supported production of geothermal power as well lowering the cost of power. Taxing

equipment for use in geothermal power therefore means higher investment costs and a likely

higher cost of this power. Subjecting passenger vehicles to 16 percent VAT means their cost will

increase, the additional cost will be shifted to commuters leading to a higher cost of living.

Similarly, exemption benefitting the tourism sector were meant to make Kenya a preferred

destination for tourists, but with the proposed change we are likely to see a rise in the cost of

accessing various tourism facilities and the associated transport cost.

Whereas the proposed changes align with the government's broader goal of reducing tax

expenditures and address the challenge of VAT refunds the problem lies in the fact that this

reclassification lacks transparency and is not backed by evidence. Citizens deserve to know:

what evidence informed these changes, and have the economic and social trade-offs been fully

assessed? For example, in removing exemption extended to construction of specialized

hospitals, do we have evidence that this exemption did not result in construction of more

specialized hospitals, increased availability of specialized care and reduced cost? ln addition,

new exemption has been introduced on packaging materials for tea and coffee whereas

exemption on aircraft parts has been extended to cover all parts used in maintenance of

aircrafts. Therefore, for transparency and objective policy reforms, there is need for proper

justification for these policy changes.

A similar concern arises with the proposed changes to the Export and lnvestment Promotion

Levy. Despite strong objections from manufacturers-who noted that local raw materials like

clinker and steel are of lower quality-the levy was introduced. Just a year later, the rejected

2024 Finance Bill revised the rates, including a downward adjustment for clinker, steel, and iron.

ln the current review, however, only semi-finished products of iron or non-alloy steel and bars
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vatable and others from zero-rated to being exempt. This is without a framework to guide

grantng, monitoring and evaluation of tax incentives as proposed in the MTRS.

Goods proposed to move from the exempt list to standard rate include

r All 6oods and parts thereof of chapter 88;- (Aircraft, spacecraft and parts thereof)

o Direction-finding compasses, instruments and appliances for aircraft.

o Taxable goods for direct and exclusive use for the construction of tourism facilities,

recreational parks of fifty acres or more, convention and conference facilities

o Taxable goods for the direct and exclusive use in the construction and equipping of

specialized hospitals with a minimum bed capacity of fifty,

o Specially designed locally assembled motor vehicles for transportation of tourists,

purchased before clearance through Customs by tour operators

. Goods imported or purchased locally for direct and exclusive use in the construction of

houses under an affordable housing scheme

r Taxable goods, excludinB motor vehicles, imported or purchased for direct and exclusive

use in geothermal, oil or mining prospecting or exploration

r Specialized equipment for the development and generation of solar and wind energy,

. lnputs and raw materials used in the manufacture of passenger motor vehicles.

e Locally Manufactured Passenger Motor Vehicles

. lnputs or raw materials supplied to pharmaceutical manufacturers in Kenya for

manufacturing med icaments

. lnputs or raw materials locally purchased or imported for the manufacture of animal

feeds

o Transportation of sugarcane from farms to milling factories.

o The supply of locally assembled and manufactured mobile phones.

o The supply of motorcycles of tariff heading 8711.60.00.

o The supply of electric bicycles.

o The supply of solar and lithium ion batteries.
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Nonetheless, Kenya's revenue performance in relation to the Laffer Curve su8Sests that while

tax rates have been increased across various instruments such as VAT and excise duties, overall

tax revenue has not grown proportionally indicating possible movement beyond the revenue-

maximizing point of the curve. Despite rate hikes, VAT revenue has declined from 4'5% of GDP

in Fy 2013/14 to 4.1% in tY 2O23124, highlighting the limits of rate-based strategies amid a

shrinking tax base and rising tax expenditures.

Table 1: Revenue performance/Srowth/percent of GDP

Doto source: Budget Review ond Outlook Popers

A second key challenge is an unpredictable tax environment that upsets investment decisions

and increases compliance costs for businesses. Research evidence shows a stable and

predictable tax environment often has a greater impact on economic stability and investment

decisions than tax incentives. The government of Kenya has failed to uphold predictability in its

tax policy, despite commitments made in the MTRS and National Tax Policy. Key measures

planned for FY 2025126-such as revising personal income tax bands and reducing the VAT

rate-have been omitted, while others have been reversed or adjusted unexpectedly. For

example, proposed changes to Export and lnvestment Promotion Levy reflect unpredictability.
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ln addition, the direct impact will be felt through increased prices of the affected supplies and

services at time when disposable income for a majority of Kenyans has reduced significantly

due to higher statutory deduc6ons including: Affordable Housing Levy (AHL), Social Health

lnsurance Fund (SHIF), and third phase of the National Social Security Fund (NSSF). A case in

point is the reclassification of inputs for manufacture of animal feeds from zero-rated to exempt.

The first level impact is higher prices of animal feeds. lncome-constrained farmers will turn to

alternative feeds leading to milk yields. Low supply of milk will result in an increase in prices,

leading to low demand and as a result low income for farmers.

Overall view of (enya's Tax System

A key issue facing Kenya's current tax system is the limited support and trust from taxpayers,

leading to low compliance levels. While citizens recognize the importance of taxes in funding

public services, they remain uncertain whether new tax measures will lead to tangible

improvements in their lives. This underscores the need for credible, evidence-based policy

decisions. Both the National Tax Policy and the Medium-Term Revenue Strategy (MTRS)

emphasize the importance of using regular studies to guide tax reforms and legislation. More

specifically, the government on the MTRS had committed to conducting studies and review on;

implementation of rental income tax regime, tax exemptions and reliefs, implementation of a

minimum tax, review personal income tax band, optimal taxation of petroleum products, tax

structure of alcoholic and tobacco products, carbon taxation, and develop a tax expenditure

framework to guide granting, monitorinB and evaluation of tax incentives, among others.

The National Tax Policy (NTP) and Medium-Term Revenue Strategy (MTRS) outline broader tax

policy goals beyond raising revenue, such as safeguarding local industries, aligning with global

best practices, and fostering a stable and predictable business environment. While taxation

serves both to fund public services and to shape investment decisions and social behavior-it

remains unclear what research informed the Finance Bill, 2025 and whether such studies are

publicly accessible. Additionally, the government has failed in the past to estimate the impact

of the annual changes to its tax laws on revenue and the economy at large. This remains critical

to ensure that government's decisions do not stifle economic growth and development.
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ln the FY 2025126 budget estimates, total government spending is projected at Ksh 4.24 trillion;

which will be funded through Ksh 3.32 trillion total revenue, Ksh 47 billion in grants and Ksh 875

billion in borrowing. Ordinary revenues are projected at Ksh 2.75 trillion.6 This proiection is

despite slowed growth in revenue in FY 2024125. The Kenya Revenue Authority in its May

revenue report indicates that exchequer revenues recorded a modest Browth 3.6 percent, a

deviation from the past years where revenues have recorded double-digit growth. Some of the

reasons this performance include; slow down in economic growth evident in drop in import

values; and high lending rates that affected credit to the private sector and investment. ln

addition, a tax policy change that allowed taxpayers to off-set their current tax liabilities using

adjustment vouchers and overpayment adjustment vouchers slowed down collections as

taxpayers utilized Ksh 53.8 billion in adjustment vouchers accrued in the previous year. The

Kenya Revenue Authority also cites reclassification of SHlF and Affordable Housing Levy from

tax reliefs to allowable deductions reduced the Pay-As-You-Earn (PAYE) taxbase.T However, KRA

did not quantify the revenue impact of this reclassification.

On taxation, Kenyans especially the low-income earners contnue to feel the impact of the high

burden of taxation and statutory deductions. As has been the tradition, the government has

proposed additional tax measures aimed at raising between Ksh 25 billion to Ksh 35 billion.

While most of the proposed changes are administrative in which they have far reaching

implications on the private sector through increased cost of doing business, this is likely to lead

to loss of employment for most vulnerable Kenyans. For example, under the VAT Act, the

Finance Bill proposes to limit offsetting excess input VAT to VAT liability only. This change means

that taxpayers will have to increasingly rely on tax refund processes which has not been effective

Delays in the refund process holds critical working capital for businesses exposing them to

cashflow problems. This is particularly a problem for Small and Medium Enterprises that have

limited resources to reinvest in their businesses.

6 The Budget Summary for the Fiscal Yeat 2024125 And the Supporting lnformation. Link

7 KRA Revenue Performance lluly 2O24 - April 2025). irnk
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severely inadequate. The government of Kenya spends more on debt service than on health,

education and social protection combined. ln the KSh 4.24 trillion FY 2025126! budget, the

health sector has been allocated KSh 137 billion, social protection sector has been allocated Ksh

79 billion while the education sector has been allocated KSh 702 billion.a Conversely, the

government will be spending an estimated Ksh 1.901 trillion on debt service, out of which Ksh

1.098 trillion (or 39 percent of ordinary revenue) will be spent on interest payments.s Therefore,

the government, even as it seeks to raise additional revenue through the Finance Bill, must

address critical expenditure gaps.

Doto source: Author's compilotion lrom vorious budget documents

I The Budget Summary for the Fiscal Yeil 2O24l2S And the Supporting lnformation. Lln!

. The Republic of Kenya. 2025126 Programme Based Budget of the National Government of Kenya for the year

Ending 30th June, 2026. Lrnk.

s The Republic of Kenya. 2025126 Programme Based BudSet of the National Government of Kenya for the year

EndinB 30'h .,une, 2025. !.rt
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ln light of these concerns, the Kenya Human Rights Commission (KHRC) submits this

memorandum to present our views on the Finance Eill 2025. We also offer alternative proposals

that we believe are better suited to advancing a fair, pro-poor, sustainable, inclusive, and

equitable fiscal policy in Kenya.

lntroduction and Context

The Kenya National Bureau ofStatistics (KNBS) recently released the 2025 Economic Survey that

show that Kenya's economy slowed from a growth of 5.4 percent in 2023 to a growth of 4.7

percent in 2024. This growth was supported by growths in Agriculture, Forestry & Fishing 14.606l,

Financial & lnsurance Activities 17.6%l,Transportation & Storage (a.4%) and Real Estate (5.3%).r

Of concern is that this growth has not resulted in improved fiscal outcomes such as growth in

revenue

This high-level numbers also do not tell a full story; behind them is a story of deeply entrenched

inequalities and poverty that many Kenyans face. Kenya's income and wealth distribution

reflects deep-rooted inequality, with a small elite controlling a disproportionate share of

resources. The top LQ% of earners receive nearly half of the national income, while the top 1%

alone earn more than the entire bottom 50% combined. Wealth inequality is even more severe:

the top 10% own 61.9% of the country's personal wealth, with the top 1% holding 28.4%,

compared to just 4.2% tor the bottom half.2 With a Gini coefficient of 38.4% and a poverty

headcount of 39.8% as of 2022, Kenya is an undeniably unequal society. According to the Kenva

Povertv Reoort 2022 , the hardcore poverty headcount rate stood at7.L%, meaning over 3.6

million Kenyans live in extreme poverty, unable to afford even the most basic food consumption

basket, even if they allocated all their resources solely toward food.

Despite this, the government's fiscal policy has continuously failed to address these inequalities.

On the spending side, government's spending on health, education and social protection is

I The Kenya National Bureau of statistics (KNBS) (2025). The Economic survey, 2025. Link

2 Oxfam lnternational. Kenya: extreme inequality in numbers. !r$
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MEMORANDUM ON THE FINANCE BItt 2025

SUBMITTED BY THE KE NYA HUMAN RIGHTS COMMISSION (KHRc

The Kenya Human Rights Commission (KHRC) is a premier non-governmental organization

founded in 1992 and registered in Kenya in 1994. KHRC is dedicated to the promotion and

protection of human rights, democratic values, social justice, and accountability in Kenya.

Through advocacy, strategic litigation, community empowerment, and policy engagement, the

KHRC works to advance a culture of human rights and ensure justice for marginalized and

vulnerable populations. The organization is widely recognized for its independent voice,

commitment to constitutionalism, and grassroots-driven approach to social transformation.

The Finance Bill, 2025, published in the Kenyo Gozette on May 5, 2025, delineates the proposed

tax and revenue measures intended to support the government's fiscal architecture for the

2025/26 financial year. ln contrast to its predecessor, the current Bill adopts a more measured

approach to the imposition of additional tax obligations on an already overburdened populace.

At first glance, the proposals appear relatvely restrained, with the Bovernment expressing a

commitment to enhancing administrative efficiency, streamlining the tax framework, and

reducing tax expenditures. This tempered tone may be viewed as a response to prior public

discontent-an exercise in prudence informed by experience.

The Bill places significant emphasis on broadening the existing tax base in order to meet the

ambitious revenue target of KES 3.31785 trillion. lt also aims to boost revenue mobilization to

support fiscal consolidadon and drive economic growth under the Bottom-Up Economic

Transformation Agenda (BETA). The government claims that the primary objecdves of the Bill

are to alleviate the cost of living and rebuild public trust.

Howevei a deeper and more critical analysis reveals that the proposed measures may not

deliver on these promises. Rather than fostering economic progress, the Bill could potentially

deepen social and economic inequality. Many of the provisions risk entrenching an already

regressive tax structure, disproportionately affecting low- and middle-income earners while

offering limited relief or reform.
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For any questions, clarifications, or requests, please feel free to contact us using the details provided below

Contect Details
Name: Thomas Nyakiamo

Email : thomas.nyakiamo@alphataxadvisory.com

www. a lphataxadvisory.com

Wu Yi Plaza, 76 floor Suite E22, Galana Road,

(ilimani P.O Box 5451 - m1m Nai.obi Kenya

Where excise duty has been paid in respect of
excisable goods imported into, or
manufactured in Kenya by a licensed

manufacturer and which have been used as

raw materials in the manufacture of other

excisable goods (hoeinafter referred to as

"finished goods"), the excise duty paid on the

raw materials shall be offset against the excise

duty payable on the finished goods.

materials as well as raw

materials used in the

manufacfure of excisable

goods

excisable goods like beverages, cosmetics, and

pharmaceuticals. Excluding them from relief
undermines the full production value chain.

It is international best practice to recognize
packaging materials as legitimate inputs in the
production of excisable goods for purposes of tax
relief or duty suspension. Including packaging

within the relief framework keeps Kenya's excise

regime competitive and aligned with global trade

and manufacturing norms.

a

O: 020 7909 177

M: +254 722 26N49/ +254 7352m193

info@alphataxadviso.y.com
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54. Section 77 of the Tax Procedures Act is
amended by deleting subsection (2).

www. alphataxadvisory.com

appeals. This compressed timeline may unduly
pressure tuxpayers, especially smaller businesses

or individuals with limited resources, to respond

hastily-potentially compromising the quality or
completeness of their submissions.

In the altemative, we propose that the exemption
of Saturdays, Sundays and public holidays from
the computation of time be extended to the

Commissioner as well to avail them enough time
to render fair, complete and accurate tax
decisions.

a

Amendment of Clause 54

We respectfully propose that this clause be

amended to provide for the automatic waiver of
penalties and interest in the listed circumstances,

rather than leaving such waiver to the discretion
ofthe Cabinet Secretary upon recommendation by

the Commissioner. This would ensure certainty,
fairness. and administrative efficiency in cases

where the taxpayer is not at fault, such as errors or

delays arising from the electronic tax system or

incorrect registration of tax obligations.

ln addition, we propose an effective date of lst
Jlly 2025 taking into account challenges tax
payers are encountering resulting from the

implementation of e-tims.

o

a

Waiver of Penalties and Interest
56. Section 89 of the Tax Procedures Act is

amended by inserting the following new

subsection immediately after subsection (5)-
(5A) The Cabinet Secretary may, on the

recommendation ol the Commissioner. waive

the whole or part of any penalty or interest

imposed under this Act where the liability to
pay the penalty or interest was due to- (a)an

error generated by an electronic tax system;

(b)a delay in the updating of an electronic tax

system;

(c)a duplication ofa penalty or interest due to

a malfunction of an electronic tax system; or

(d)the incorrect registration of the tax

obligations of a taxpayer.

l0
Tax Procedures Act
Clause 54

Inclusion of a clause to

include relief for packaging

Packaging materials are essential components in
preserving product quality, ensuring safety, and

meeting regulatory standards-particularly for

a

Section l4(1) Relief for raw materialsll Excise Duty Act

Wu Yi Plaza, 7rh Floo. Suite E22, Galana Road,

Kilimani P.O Box 54S1 '00100 Nairobi Kenya AOt O2O 7909 777

M: +254 722 269049/ +254 7352m193

info@alphataxadvrsory.com
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Tax Procedures Act
Clause 54

(iv)

(v)

Objection Timelines

(iv) in paragraph (c), by inserting
the words "or the non-resident
person who is subject to tax in
Kenya" immediately after the

word "taxpayer";
(v) in paragraph (d). by inserting
the words "or the non-resident
person who is subject lo tax in
Kenya" immediately after the

word "taxpayer" rvherever it
occurs;

www. alphataxadvisory.com

Removing the exclusion of weekends and public

holidays would effectively shorten the period
available to taxpayers to file objections and

a

I Removal of Clause 54

Removal of Clause 52

Cranting the revenue commissioner broad access

to personal data-such as financial records.

location information, or biometric identifiers-
without clear safeguards exposes individuals to
the risk of surveillance. data leak, and identity
theft. Without stringent oversight. this kind of
access could expose sensitive taxpayer
information to misuse.

Requiring businesses to disclose trade secrets, and

olher proprietary information to the revenue

authority wilhout strong legal and operational

firewalls poses a severe risk of leakage or misuse.

Even the perception of weak safeguards could
deter foreign direct investment, push companies to
relocate operalions, or stifle innovation, as

businesses would fear losing control over their
most valuable intellectual assets.

o

o
Data Management System

52. Section 59A of the Tax Procedures Act is

amended by deleting subsection ( I B).

Tax Procedures Act
Clause 52

8

wu YiPlaza, Tth Floor Suite E22, Galana Road.

Xilimani P.O Box 5451 - 00100 Nairobi Kenya AO: O2O 7909 717

M: +254 722 26n49/ +254 735200193

info@alphataxadvisory.com
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"digital lender" means a person extending
credit through an electronic medium but does

not include a bank licensed under the
Banking Act, a Sacco society registered
under the Co-operative Societies Act or a
microfinance institution licensed under the
Microfinance Act;

a

www. a lphataxadviso ry com

borrowers, undermining efforts to promote

financial inclusion.

The broad and potentially ambiguous

definition of a "digital lender" may create

uncertainty about who qualifies and what

obligations apply. This could lead to
increased compliance burdens, legal disputes,

or the unintended inclusion of platforms that

facilitate but do not extend credit directly
(e.g., marketplaces or e-wallet services with

embedded credit features).

Removal of Clause 47

If enacted, this provision would infringe on

the taxpayer's right to fair administrative

action under Article 47 of the Constitution, by

allowing the Commissioner to enforce lax
assessments before the taxpayer has had an

adequate opportunity to challenge or appeal

the decision.

The proposed amendment, if passed, would

erode the taxpa)'er's right to appeal and the

right to a fair hearing under Article 50 of the

Constitution. It would significantly weaken

the effectiveness of the appeals process, as

taxpayers may lace considerable obstacles in

recovering funds seized from third parties.

a

a

Agency Notices
Section 42 ofthe Tax Procedures Act is

amended- (a)in subsection ( | ), by inserting
the words "or a non-resident person who is

subject to tax in Kenya" immediately after
the word "taxpayer"l (b)in subsection (2F

(i) in the opening statement, by

inserting the rvords "or the non-

resident person who is subject to
tax in Kenya" immediately after

the word "taxpayer";

(ii) (ii) in paragraph (a), by inserting
the words "or the non-resident

person who is subject to tax in
Kenya" immediately after the

word "taxpayer";
(iii) in paragraph (b). by inserting the

words "or the non-resident

person who is subject to tax in
Kenya" immediately after the

word "taxpayer";

'l Tax Procedures Act
Clause 47

wu YiPla2a, Tth Floor Suite E22, Galana Road,

Kilimani P.O Box 5451 - 00100 Nairobi Kenya AO: 020 7909 177

M: +2s4 722 26&49/ +254 735200193

info@alphataxadvisory.com
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The investment allowance served to decrease

urban overconcentration and strain on city
resources, by incentivizing investment

outside Nairobi and Mombasa which are

already facing overcrowding constraints and

infrastructure deficiencies. This

overconcentration can hinder overall
productivity and quality of life, while rural

and secondary towns remain underutilized.

Requiring the taxpayer to apply for a

WHVAT refund imposes an undue

administrative and compliance burden which

would be an additional cost for taxpayers.

Requiring the taxpayer to apply for a

WHVAT refund will negatively impact

taxpayers' cash flows, considering that the

VAT withheld is 2%o in addition to output

VAT of 16% being paid. Over time this

negatively affects taxpayers' cash flows as

prior to processing of refund applications the

taxpayer will have incurred a cost of 18% (2%

withheld + l6% output VAT)

a

a

Consider a revision of Clause

32

Value Added Tax Act
Clause 32

Withholding VAT Offset
32. Section l7 of the Value Added Tax Act
is amended in subsection (5;-
(a)by deleting paragraph (c);
(b)by deleting paragraph (d) and substituting
lherefor with the following new paragraph-

(d) the registered person lodges the claim for
refund ofthe excess tax within twelve
months from the date the tax becomes due

and payablel

(c)by deleting paragraph (e)

5

Removal of Clause 38

The expanded scope could lead to higher

excise tax liabilities, which digital lenders

may pass on to consumers. Given that digital

lenders often serve underbanked or
financially excluded populations, this could

increase the cost of credit for low-income

aExpansion of definition of digital lenders
38. Section 2 of the Excise Duty Act is
amended-
(a)in subsection (l)-
(i) by deleting the definition of "digital
lender" and substituting therefor the
following new defi nition-

E xc ise

Clause 38

Duty Act
6

wu Yi Plaza, 7ri Floor Suite E22, Galana Road,
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(c)in subsection (4), by inserting the
word "five" immediately after the

word "succeeding";

o

a

www. alphataxadvisory. com

Many jurisdictions, including Kenya's peers

and competitors, offer indefinite or longer-
term loss carry-forward provisions. A more

restrictive regime could make Kenya a less

tax-effi cient j urisdiction. discouraging
multinationals and regional investors from
establishing or expanding operations locally.

The restriction disincentivizes innovation
and R&D Activities for start-ups and

companies investing in innovation, which
often take longer to reach profitability due lo
upfront R&D costs and product development

cycles. Restricting the carry-forward period

undermines these efforts and may lead such

firms to relocate to jurisdictions with more

supportive tax regimes lor innovation-driven
enterprises.

Removal of Clause 27

The investment allowance has been

instrumental in driving capital investment into

historically underserved regions. Its repeal

could undermine this progress by deterring

future investment and slowing the economic

growth of emerging urban centres.

The investment allowance has been a

mainstay in Kenyan tax policy for years, and

long-term investors have relied on this

predictable framework to plan and deploy

resources outside major cities. Repealing this

provision would weaken investor confidence,

as it signals inconsistency in policy direction
yet equitable development remains top of
agenda for Kenya.

a

a

Investment Deduction/Capital Allowances
The Second Schedule to the lncome Tax Act
is amended in paragraph l-

(a) by deleting subparagraph (lA);
(b) (b)bv deleting subparagraph ( lB).

4
Income Tax
Clause 27

Act

Wu Yi Pla2a,7s Floor Suite 822, Galana Road,

(ilimani P.O Box 5451 - 00100 Nairobi Kenya AO:020 7909177

M. +254 722 26N49/ +254 735200193
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(a)in subsection (l), by inserting the words

"the internet or an electronic network
including through" immediately after the

words "carried out over";
(b)in subsection (3), by deleting paragraph
(d).

a

www.alphataxadvisory. com

There is a risk of doubletaxation for non-

residents, as many countries do not recognize

significant economic presence as a valid
nexus for taxation under their domestic laws

or treaties. Without bilateral tax treaty
updates, this measure may expose non-

residents to double taxation were their home

tax regimes do not allow a tax credit in
Kenya.

The provision allowing for the deduction of
expenditure on public sports facilities serves

a vital social and economic function by

incentivizing private sector contributions to
support government's CBC goals of building
capacity in sports and arts.

The deductibility of expenditure on public

sports facilities provides a strategic incentive
for businesses to invest in the sports sector,

often through sponsorships. branding, and

infrastructure development. This not only
enhances corporate visibility and brand

association with positive community impact

but also channels private capital into the

sports sector.

a

Removal of Clause 8(a)(vi)

Repeal of provision on Allowability of
expenditure on a public sports facility

8. Section I 5 of the lncome Tax Act is

amended- (a)!in subsection (2F

(vi) by deleting paragraph (z);

(z)expenditure incurred in that year of
income by a person sponsoring sports, with
the prior approval of the Cabinet Secretary

respons ible for sports;

3
Income Tax Act
Clause E (a)(vi)

Removal of Clause 8(b)(ii)
and 8(c)

Limiting carry-forward of losses disrupts
long-term financial planning. particularly for
capital-intensive sectors like infrastructure,
energr, and manufacturing. These sectors

often have extended gestation periods before
becoming profitable. and a five-year cap on

loss utilization may deter projects with long-
term retum profiles.

aRestriction of carry forward of losses

8. Section 15 of the Income Tax Act is

amended-
(b)in subsection (3F
(i) in paragraph (b), by inserting the

words "construction ol' immediately
after the words "applied to the";
(ii) by deleting paragraph (f);

J
Income Tax Act
Clause 8(b)(ii) and (c)

Wu Yi Plaza, 7'h Floor Suite E22, Galana Road,
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held that there is a distinction between
payments made to acquire partial rights in the

copyright which qualifo as royalties, and

payments made to acquire and distribute
software copies (without the right to
reproduce the software) which in the courts

view was not subject to withholding tax under

the lncome Tax Act.

This proposal would discourage digilal
innovation and lmposing royalty fees on

software distribution increases costs for local

distributors and end-users. limiting access to

essential digital tools. This dampens digital
transformation, particularly for small and

medium enterprises that rely on afiordable
software to compete and innovate.

If Kenya persistently treats software
distribution payments as royalties, foreign
software providers may avoid entering or

expanding in the market due to the

administrative burden and tax uncertainty.

This reduces the availability of global

software solutions in Kenya and undermines

its attractiveness as a tech hub.

a

a

regular payments are made for the use ofthe
software through the distributor"

immediately after the words "support fees";

The removal of the Kshs. 5 million exemption

threshold imposes an increased compliance

burden and cost on small non-resident digital

service providers, who may elect to set up in

other jurisdictions.

ORemoval of Clause 6
Expanded scope for Significant Economic
Presence Tax
. Section l2E of the lncome Tax Act is

amended-

2
Income Tax
Clause 6

Act

Wu YiPlaza, Tth Floor Suite E22, Galana Road,

Kilimani P.O 8ox 5451 - 001m Nairobi Kenya AO: O2O 7909 777

M: +254 722 26n49/ +254 735200193
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The Clerk of the National Assembly,

Parliament Building,

P.O. Box 41 842 -001 00,

Nairobi, Kenya.

Email: c lcrk rr narlia nr!'nt. so. kc

Alpha Tax and Business Advisory Services,

Wu Yi Plaza

P.O. BOX 545 l - 001 00,

Nairobi, Kenya.

Email tlrornas.rrrakilruo rr alnhataradrisorr.cottt

R"EF: NA/I) NP/2025/030

www. alphataxadvisory. com

ALPHA TAX AI{D BUSII\IESS ADVISORY SERVICES
FINAIICE BILL SUBMISSION 2025

MAY 2025

Subsection (iii) contradicts international best practice

on the tax treatment of software payments.

This was illustrated in the ,Seven Seas

Technologies Limited v Commissioner for
Domestic Taxes (lncome Tu Appeol 8 of
20 I 7) [202 1 J KEHC J58 i(ZR where the court

aRemoval of Clause 2(iii)Income Tax Act
Clause 2(iii)

Expansion of the definition of'royalty'
Section 2 of the lncome Tax Act is

amende&-
in paragraph (b) ofthe definition of

"royalty", by inserting the words "and

includes the distribution of software where

I

Wu YI Plara, 7n Floor Suite E22, Galana Road,
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DENATURED BIOETHANOL FOR COOKING SECTOR
FINANCE BILL 2025 INPUT

THE VALUE ADDED TAX ACT 2013
cAP 476

ISSUE

VAT
exemption on
inputs for
local
manufactu rin
gof
denatured
bioethanol
for cooking

CURRENT SITUATION PROPOSAL JUSTIFICATION

VAT Act 2013 provides a
VAT exemption for "the
supply of denatured
ethanol of tariff number
2207.20.00."

This exemption has already
resulted in significant
benefits to Kenyan
households, sugarcane
farmers, and the nation as
a whole.

However, additional major
contributors to the cost of
ethanol cooking fuel also
include VAT on inputs used
in the manufacture of
denatured ethanol,
including molasses,
transport, and electricity.

Because the output
(denatured ethanol) is VAT
exempt, but the inputs are
non-exempt, local ethanol
producers arc ala
disadvantage versus
imported supply and are
passing on the non-
claimable portion of their
input VAT as costs, which
drives up the retail price of
ethanol cooking fuel to
Kenyan households.

We propose to
amend Part 1,

Section A to the
First Schedule
of the VAT Act
2013 by
inserting:

"lnputs and
raw materials
locally
purchased or
imported for
the
manufacture
of denatured
bioethanol for
cooking"

ln Kenya, the sugar and
sugar by-products
industries stand as
fundamental pillars of
the economy,
contributing signifi cantly
to employment, rural
development, and food
security.

With a rich history dating
back to the early 20th
century, this sector plays
a pivotal role by offering
livelihoods to thousands
of Kenyan families and
addressing the nation's
economic needs.
Specifi cally focusing on
deriving ethanol from
sugarcane propels the
growth of the agro-
processing sector,
aligning with the East
African Community's
vision for value-addition
within the community.

This approach ensures a
stable market for our
sugar producers,
contributing to the
sustainability of the
sugar industry and
improving farmers'
livelihoods.

EXPECTED OUTCOME

The extension of VAT
exemption on inputs
used in the production o
denatured ethanol will
support the groMh of
the local agro-
processing industry by
allowing local producers
to recover input VAT.
This reduction in costs
will improve the
competitiveness of local
ethanol cooking fuel anc
reduce the costs of
ethanol cooking to
Kenyan households,
driving higher demand
and achieving targets fo
the green energy
transition set out in the
Kenya National Cooking
Transition Strategy.
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Our Ref: KNKPN102|2025

Friday 23rd May 2025

Mr. Samuel Njoroge, CBS
Clerk of The National Assembly
P.O Box 41842 - 00100
Parliament Building
Nairobi, Kenya.

E-mail: cna@oarliament.qo.ke financecommitteena@parliament.qo. ke

KOKO NETWORKS MEMORANDUM ON THE FINANCE BILL 2025

Dear Mr. Njoroge,

We refer to the invitation to the public and stakeholders to submit memoranda on the Finance Bill
2025,lo the Departmental Committee on Finance and National Planning.

We are seeking an extension of VAT exemption on inputs used in the production of denatured
ethanol to support the groMh of the Sugar lndustry by allowing local producers to recover input
VAT through the following:

Amendment of Part 1, Section A to the First Schedule of the VAT Act 2013 (Cap 4761
by inserting:
"lnputs and raw materials locally purchased or impofted for the manufacture of denatured
bioethanol for cooking"

Please find enclosed the matrix for more details and your kind consideration

Do not hesitate to contact the Director, Public Affairs, Sophie Odupoy al +254721630380 or email
at s.oduoov@kokonetworks.com

Yours sincerely,

Matt Schiller
President & COO
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TRANSPARENCY
INTERNATIONAL
KENYA

firms registered between 1967 and2024
in Kenya in the wrong hands.

Equally, this proposal should be entirely
deleted as it is unconstitutional, in
breach of Article 3 I on right to privacy;
and the provisions of Data Protection
Act.

CONTACT INFORJVT N:

Sheila Masinde
Executive Dir€ctor

Transparency Intcrnationel Kenye
Bishop Mrgua Building, Ground Floor,

Wing B UG 7, George Padmore l,enc, Olf Ngong Rd,
P.O. Box 19&00200, Nairobi

Tel: +254 (0) 202 727 763/5 Mobile: +254 (0) 722 296 $9
Or Email transparency@tikenyr.org
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TAX PROCEDTJRES ACT

Section 59A of the Tax
Procedures Act is amended

by deleting subsection (l B).

Clause 52 Delete the proposed amendment3 This subsection initially limited KRA'S
access to personal data. Instead, the
Finance Bill 2025 proposes to delete the

clause granting KRA access to
individual and business data in the

context of combating tax evasion, i.e.

improve tax compliance, hereby
violating privacy and data protection
laws.

Through this, KRA will be empowered

to access real-time customer data,

including bank and mobile money
records, from firms without prior
warrant.

If there is no clear oversight
mechanisms, there is a risk of misuse of
personal and business financial
information, as was the case recently
where data from the Business

Registration Service (BRS) leaked
leaving sensitive details of so many

5
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Section 17 of the Value
Addd Tax Act is amended
in subsection (5)- lro

1"y by deleting paragraph (c);

6y by deleting paragraph (d)
and substituting therefor
with the following new
paragraph -
(d) the registered person

lodges the claim for refund
of the excess tax within
twelve months from the
date the tar becomes due

and payable;

Section 42 of the Value
Added Tax Act is amended

in subsection (l), by
deleting the word "taxable".

Clause 34:

these goods, products and services.
This will result to increased prices on
the said products and services, and it
may result to reduced consumption of
the products and services; it may
discourage investrnent; and may kill
competition mone so in affected
sectors.
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Secretary muy, on the

recommendation of the

Commissioner, extend the
period of deduction beyond
ten years where a person

applies through the
Commissioner for such

extension, giving evidence
of inability to extinguish the

deficit within that period.

(e) in subsection (7)(a), by
deleting the word "seven"

VALUE ADDED TAX ACT

Delete the proposed amendment2 Cleusc 32: The Clauses propose doing away with
VAT exemption on some goods,

products and services, and instead

apply the standard 16% VAT rate to

3
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INCOME TAX ACT

Section 15 of the Income
Tax Act is amended-

(b) in subsection (3F
(i) in paragraph (b), by
inserting the words
"construction of'
immediately after the words
"applied to the";

(ii) by deleting paragraph (Q;

(c) in subsection (4), by
inserting the word "five"
immediately after the word
"succeeding";

(d) by deleting subsection
(5) that reads -
(5) Notwithstanding
subsection (4), the Cabinet

Clause 8: Delete the proposed amendment Currently, tax losses can be carried
forward for a maximum of 5 years if
incurred.

The new proposal by the Finance Bill
2025, will go hard on businesses
especially start ups, SMEs and any
other capital intensive sectors that
require grace periodV longer periods
before becoming profitable. This
proposal will see tax liabilities of
businesses increase, and may
discourage investments, innovation
and development ofnew businesses.
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A MEMORANDUM ON THE FINANCE BILL 2025 (NATtO NAL ASSEMBLY BILL NO. I9 OF 2025).

NAME OF ENTITY /PERSON: TRANSPARENCY INTERNATIONAL KENTYA

DATE: 27"1H l[{AY 2025

INTRODUCTION

Transparency lntemational Kenya is a not-for-profit organization with the aim of developing a transparent and corruption-free society through
good govemance and socialjustice initiatives. TI-Kenya is one of the autonomous chapters of the global Transparency lntemational movement
that is bound by a common vision of a corruption-free world.

TI-Kenya works towards a transparent and corruption-free society. The organization has over 20 years' experignce in governance work at the
national and county levels. TI-Kenya pursues advocacy, partnerships development, strategic litigation, rereur"h. capacity building, and civic
engagement as its core approaches. TI-Kenya contributes to development of effective legal, policy, and legislative frameworks as well as the
promotion of national values that support transparency and accountability. lt is on this background that TI-Kenya submits this memorandum.

The Finance Bill introduces a wide range of tax proposals aimed at amending several key statutes, including the Income Tax Act (Cap.470),
the Value Added Tax Act, 201 3, the Excise Duty Act, 201 5, the Tax Procedures Act, 201 5, and the Miscellaneous Fees and Levies Act (Cap.
469C).

1
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Conclusion

The Finance Btll 2025, if passed in its current form, dsks teversing hard-won gams in the fight fot
equiq, inclusion, and human dignity for women, youths and persons with disabilities. It contradicts
the very essence of Articles 10,27 , 43,54,55,56 and 57 of the Constitution, which mandate equal access

to healthcare, non-discrimination, and support for margjna\zed goups.

As organizations committed to ensudng the rights and inclusion of PWDs in all spheres of life, we
urge Parliament, the National Treasurl', and allied agencies to revisit these pror-isions with a view to
ensuring a tax policy that is progressive, inclusive, and iust. We reaffirm our commitrnent to parmering
with the goveflrment in designing 6scal policies that leave no one behind.

FOR AND ON BEHALF OF THE UNITED DISABLED PERSONS OF KEI{YA

[UDPK] AND THE ORGANIZATIONS OF PERSONS WITH DISABILITIES

IoPDsl
Sally Nduta Ng'ang'a

Chief Executive
OfEcet,

United Disabled Persons of Kenya,

Bonface Yotanja Chege
Fot: National Coordinator,

The National Taxpayers Association

Dated at NAIROBI, Kenya,
Mty 27,2025
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The Bill proposes to impose YAT on preriouslv zero-rated renervable energv products including
Lithium-ion batteries, inverters, and solar panels.

ImpLications for P\\'Ds:

o Nlanv assistive derices (e.g. hearing aids, oxsgen machines, motorized wheelchairs) depend on
umnterrupted pou'er.

. For households in off-grid or under-electrified regions, these energl' solutions are crucial.
o VAT rvill raise costs, potentiatlv leading to exclusion from assisrire technologies that support

independence and safetl'.

4. Reclassification of Inputs for Pharmaceutical Manufacturing

Inputs or rarv materials supphed to pharmaceutical manufacrurers, pteviouslv zero-rated, are no\r
proposed to be exempt from VAT.

Implications for PWDs, vouth and vomen:

Nlanufacturers cannot recover input YAT, increasing production costs and therefote raising
the costs of these products rvhich rvill negatively affect the PWDs, vouth and \Yomen.
These costs are likelv to be transferred to the consurner, making medications and therapeutic
products more expensive and therefore mosdv affecong people rvith phl sical impairments and
other medical conditions.
This will particularlv affect children, persons rvith chronic conditions, and those tequiring
lifelong medication.

Our Recommendations

To align the Finance Bill 2025 rvith consritutional and legislative obligarions, we recommend the

follou'ing:

1. Retain zero-rating for all medical and disabiJ.itl'-related goods and sen-ices, including assistive

devices, therapeutic supplies, and inputs for their manufactute. These goods are essential for
the health, mobiliw and inclusion of persons rvith disabilities and r-ulnerable populations.
ReclassiQ'ing from zero rated to exempt or standard rated, rvould shift the cost to consumers
making them inaccessible. The govemment should maintain zero tated status for all disabiliq'
related goods and medical sen-ices.

2. Exempt assistive devices and accessibiliq' equipment from YAT and import levies and \rAT
exemptions for tenervable energl'products essential to assistive technologies. The bill should
be amended to include exemptions for medical and assistive devices used b,v persons with
disabilities.

3. Youth, Women and PWD owned enterprises should be shielded from regtessive taxation. The
population is disproportionatelv afflected bv structural inequalities, limited access to capital,
and barriets to market ent4' and face burdensome tax obLigarions. The govemment should
include targeted tax relief measures for vomen, vouth and persons u'ith disabiliries operating
small and medium enterprises.

a
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Finance Bill,2025 Proposed Rate/Description Analysis/Implication Proposal/Position

Protectlon

Impacts of Specific Provisions in the Finance Bin 2025 on youth, Women and
PWDs

1. Reclassification of Essential Medical Goods and Services

The reclassification of products such as medicaments and'.veighing equipment for hospitals from
zero-rated to exempt or standard-rated starus introduces an indirect tax burden on healthcare.

\Y'hat This Nleans:

o Zero-rated status allorvs suppliers to reclaim input VAT, minimizing costs to end-usets.

. Exempt status disallorvs input \-AT recoveq', increasing costs of producuon and final prices.

o Standard-rated items atuact direct \'-\T at 160'0, inflating the cost further.

Implications for P\\Ds:

o PWDs, especiallv those requiring long-term care, are disproportionatelv reliant on medications
and dragnosuc sen'ices.

o Increased healthcare costs risk rvorsening d.rspariries in access to care, especiallv for lorv-
income households and rural communities.

This may also affect chjldren and older persons rvith disabrhties *'ho often requre constant
medication and monitonng.

2. Taxation of Construction lnputs for Specialized Hospitals

The proposal to move inputs used in the construcuon and equipping of specialized hospitals
(minimum 50-bed capaciq) from exempt to standard-rated status u'ill direcdy affect infrastrucrure
inrestment in critical health sen'ices.

Implications for PWDs

o Reduced Frnancial viabilitl of building speciahzed rehabilitation centers.
o Limited access to sen'ices such as occupational therapt', phvsiotherapi', and

orthotic/prosthetic care for PWDs.
o Increased regional dispanties in access to specialized medical care, especiallv in historicallv

marginal-ized areas.

a

3. Introduction of VAT on Renewable Energy Products



Finance Bill,2025 Proposed Rate,/Description Analysis/Implication Proposal,/Position

incur substandal input
VAT due to inputs such
as the manufacruring and
healthcare rvi.ll now' have
limited ourput VAT to
offset.

Section -17 (2) The brll proposes to increase the

timeframe to revierv and
determine an appl-ication for a

tax refund or overpaid tax from
90 day's to 120 dal's.

This amendment rvill
result in delays in the
refund processing
slorving dorvn cash
recorerl' for taxpavers
especiallv for those
operafing rn sectors rvith
high refund volumes.

Tax morale is

impacted as

businesses ate less

motivated to report
overParments
accuratelr'. Businesses
are unable to ptopedv
plan around refund
receipts due to the
delav in processing.

Section -t7 (-t-\) The bill proposes to amend the

section bv rncreasing the
timeframe to revierv an

application for refund of
overpaid taxes subject to an

audit bv the Commissioner
from 1 20 davs to 1 80 dars

\\'here an application for
a tax refund is subiect to
aud-rt by a commissioner,
the deadline for revierv

has been extended bv an

addirional 60 days. This
rr'ill negarivelv impact
sectors that accumulate
large input \'-\T credits
such as healthcare and
manufacruring. Cash

flow unpredictabilih' as

delav leads to longer
refund timelines.

This goes against the
objective of the bill to
strengthen tax
administration

Deletion
seA(1B)

of Section The bill proposes to delete this
section that states that the

commissioner shall not require a
person to integrate or share data

relating to uade secrets and

private or personal data held on
behalf of customers or collected
in the course of bustness.

This rvill allorv the
commissioner to request

or access sensitive
information including
data that is not tax

specific. Businesses that
tend to handle highlv
sensitive data like
insurance companies and
banks will face

challenges on client
conFrdentialin' and data

A laudable eflfort to
digitize the tax system

and modernize the tax

adminisuadon
system, horverer this
oPens uP concems on
data protection
especially since the

commissioner has

access to sensitive and
personal data that is

not tax specific.



Finance Bill,2025 Proposed Rate/Description Analysis/Implication Proposal/Position

l5

Tax Procedures Act (Cap 4698)

Deletion
a2(1a)(e)

of Section The bill proposed to delete this
section of the TP-\, the
commissioner rvill norv be
allou'ed to issue agencv notices
and collect tax from third
parties even if the taxpaver has

lodged an appeal against an

assessment that rvas upheld bv a
tribunal or court decision.

This expands the
commrssioners
enforcement porver and
can col.lect taxes from
third parties regardless of
u'hether the taxparer has

appealed the ruling.
While this enhances
revenue collection, it
impacts access to legal
recourse and hints at lack
o[ flairness. Taxpavers
may feel discouraged in
the legal process as

enforcement is likelv to
proceed undermining
and rveakening the
appeal process reducing
access to iustice.

This proposal should
be reconsidered, bv
providing a minimum
timeframe upon
'.vhich a taxpaver
should make arr

appeal

Repeal of Section -l2B Currendr', Commissionets hare
the porver to appoint agents to
collect and remit drgital sen-ice
tax.

The deletion of this
section

This could lead to
poteotial rerenue
Ieakages and lorv
compliance from
ftrms without phvsical
opetations in Kenya.

Secuon au (t)(a)(i) This section is amended bv
deleung the s'ords 'and input
value added tax'. Cutrendv if a

taxpaver has overpaid tax rn one
area, the)' may apply to have that
tax offset agains t other liabi]ities
in another tax categon'. Th-is

means that input YAT rvill no
longer be eLigible for o ffsetting
against other ry*pes of overpaid
tax.

This goes against the
Bill's ob jective of
strengthening tax
administrat-ion as it
implies a greater
administrative burden,
slorv bureaucratic
process and higher
compliance costs
inadvertendv
discouraging voluntary
compliance. Sectors that

This ptoposal should
be reconsidered.



Finance Bill,2025 Proposed Rate/Description Analysis/Implication Proposal/Position

rvhich raises concerns
about PWD
inclusivin'. Therefore,
the National assemblv

should revies' and
expand the scope of
application of this
provision to rnclude
P\\D user goods.

Clause J7 amends the

Second Schedule Part A The Bill proposes to more a

number o[ products from Zero-
raung to VA f Exempt. The Bill
proposes the deletion of some
paragraphs from Part A in the
Second Schedule: 11, 21, 29, 30,

31,32,33,34, and 35.

o Rarv materials flor

pharmaceutical
manufacruring

o Rarv materials for
animal feed producuon

o Transportauon of
sugarcane from farms to
milling [actories

o Locallv assembled or
manufactured mobrle
phones

o Nlotorcvcles under tariff
heading 871 1.60.00

o Electric bicycles
o Solar and li*uum-ion

batteries
o Electric buses under

tariff heading 87.02
o Bioethanol vapour

(BE\) stoves (HS Code
1321.12.00)

o Packaging materials for
tea and coffee

The Bill proposed Paragtaphs:
11, 21, 29,30, 31, 32, 33, 3-1, and

The proposed
amendment implies that
the goods classified as

zero-rated will move to
\-AT exempt, rvhrch rvill
attfact an increase rn

price of these goods. The
unfavorable impact of
this proposal is that the

PWDs, women ,and the

vouth \\ ill be the most
negativelv affected.

The deledons mal'
raise costs rvhere
intermediate goods or
inputs are targeted, bv
passing the burden to
consumers rvho
hclude the routh,
vomen and PWDs.
Therefore, these rvill
have negatire impacts
on consumefs.

The Narional
-\ssemblv should not
delete the said

proposals.



Finance Bill,2025 Ptoposed Rate/Description Analysis/Implication Ptoposal/Position

tax period pavable \'-\T obLigation
categories.

lntenuon to unProve
the efficiencv of tax
administration as the
taxpavers seeking to
offset the overpaid tax
rvill onlv be limited to
the applicadon for tas
refunds, rvhich can
lengthen the refund

Pfocesses.

Clause 3(r - \'AT First
Schedule Changes

The Bill has proposed to amend
the follou-rng items by movrng
them from zero-rated to
standard rated: 63, 109, 113,

't29, 155, 156, 160, t61, 162, 163

The proposed
amendment impLies that
these categories of goods
classified as exempt
suppLies will be flo\!'
subjected to the standard
rate o[ 16o'o VAT. The
cumulative impact oI this
rvill be increased tax
burden to the end
consumers.

The saving proposal is

inconsistent with the
government pol-icv on
reducing the tax
expendirure thus risks
depleting resources
fot providing sen-ices
to citizens.

Paragraphs 63, 109,

113, 129, 155, 156,

160, 161, 162,atd163
should not be deleted.
The potential
cumularive impact of
this proposal rvill be
increased tax burden
to the end consumels
u'ho include women,

,vouth , and PWDs.

To prevent 
^recurrence of this

challenge of
reclassification, the
National Assembly
should consider
putting in place 

^policv framervork that
establishes a clear
sunset clause for such
incentives rvith high
revenue impact. Also,
The provision is quet
about PWD inclusion,
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Healthcare sen-ices. This
rvill deter the aspirations
for access to Universal
Health Care (l-'HC)

rmplementation o[
Section 7A of the Act
to ensure efficiencv in
uacking the
movements o[ taxes

and dir-idends and to
enhance satisfacton
taxation on gains.
This rvill ensure that
the exempt ta\
diridends accrued
from these companies
are entirel1. re-
invested to encourage

the expansion and
gro\r'th of these
industries.

Clause 29(b) amends

paragraph 6(2)(h)(.) of
the Eighth Schedule

The brll proposes to include "an
indrvidual" before the rvord
spouse for purposes of
determining a uansfer.

The proposed
amendment aims to
exempt individuals from
r','hat is considered 

^transfer for Capital
Gains Tax. Horvever, as

currendv drafted, the
lack of a corruna after the

word "indir.idual" could
cause confusion. This
provision might be read
as referring onl]' to
"individual spouses,"
instead of recognizing
"individuals" as 

^seParate group that
should also quali$' for
the tax exemption

Introducing a corruna
betrveen individual
and spouses

Value Added Tax Act

Clause 35 deletes Section
17 (s) (c)

The proposed deledon of Bill
proposes the deletion of
paragraph (c) in subsecrion (5)

of Section 17 to prevent the
carn'ing fonvard oI excess rnput
tax to be deductible in the next

The deletion of this
paragraph implies that
the refunds on excess

input tax refunds on the

tax rvithheld cannot be

appLied to offset other

The National
Assembly Should
Not delete Section 17

(5) (c) as proposed.
The deletion of this
provision negates the
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derir-ed from this sector
rvhich are passed

dorvnt'ards to end
consumers.
Summatir-elv,
This proposal rvill
limrung the pro-poor
access to digital sen-ices.

inclusion

Clause 7 amends Section
12G

The proposed nerv subsecuon
provides that a minimum top-
up tax shall be pavable br the
end of the fourth month after
the end of the vear of income.
Tax has been capped at four
months after the end of a vear
o[ income. This applies onlv to
petsons rvhose annual
combined effectire tax is less

than fifteen percent.

While thrs measure rvill
likelv strengthen tax
compliance and enhance
revenue; the proposal
threatens the existence
and operations of small
and medium enterprises
rvithout established
cashflorr' abiliues. TLus

proposal rvould set a

huge setback to the

businesses and the
economic sectors orvned
br- the vouth and rvomen.

The National
--\ssemblv should
reconsider this
proposal as it is linked
to the alreadv
rvorsening cash florv
challenges rvhich
affect the small and
medium-term
enterprises.

Clause 8 deletes
Section 15(3X0

15 The brll proposes to delete this
section on carning fonvard
losses in that vear of rncome rn

so far as it has not alreadv been
deducted from gains in
subsequent vears of income

fhis rvill negativelv
impact businesses as

taxpavers rvill not be
allo*'ed to carn- fonvard
any losses incurred bv
them agarnst furure gains
from transfer to

ProPertt'.

This should not be
deleted

Clause 26 Deletes
Paragraph 63 of the First
Schedule.

The bill proposes the deleuon of
paragraph 63 rvhich exempts

compensating tas accruing to a

resident companv dealing rvith
the manufacrure of human
vaccines in Kenva. fhe income
under this category is esempt

-I'he removal of this
provtsion denies the
resident companies
rrvolved rvith the
manufacrure of human
vaccines in Kenla to the
accruable tax incendves,
rvhich rvill in rurn lead to
increased cost of
production of healthcare
r.accines in Kenl'a,
raising the overall cost of

-Ihis proposal should
I he National
Assemblv should not
delete paragraph 63 of
the income tax Act to
protect the resident
companies involved
rvith the manufacrure
of human vaccines.

Instead, the National
^\ssemblv should
ensure ftrU
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Clause l0 .\mends
Section l0 Subsection (l)

The Bill proposes to amend
Section 10 of the Act and

include income derired from
suppll of goods to public
entities and sale o[ scrap as

taxable income -fherefore, 
the

scope has been expanded to
include: (l) supplr of goods to a

public entin-; and (m) sale of
scraP.

Though amendment to
subsection (1) through
the inclusion of tax to the
supplv o[ scrap to public
endties appears to
expand the sueams of
income taxable under
this category; this
proposal rvill formalise
the sale of scrap and

impose tax burdens on
lorv income eamers.

Apart from exposing the

countn' to the risk of
formalizing the sale of
scrap, this proposal rvi-ll

most hkelv rvorsen the
plight of rvomen and

vouth in the lorvest level
o[ the market due

exploitation and
imposition of tax
burdens.

The amendment is

regtessive and
therefore should be
removed. Instead, the
Narional Assemblv
should ensure fuU

control of business
activities involving the

sale o[ scrap metals.

Clause 6 amends Secdon
12E,

Subsection (1); and
Subsection (3)

The proposed amendment
affects Signiflrcant economic
presence tax payable by a non-
resident q'hose lncome is

accrued/derived from Kenva
through a business carried out
over a digital marketplace.
The amendment is to include
the internet or dn e/cimnit

network, hence expanding the

meaning o[ appLication of a

digital marketplace.
The deletion of Subsection (3)

in the Act applies to the removal
of the annual rurflover
threshold of hre million flor
adminis tration of the Signifrcant
Presence Tax.

The amendment seeks to
include the inlenel or an

electmnic netuork. This
expands the meaning o[
application o[ a digital
marketplace and the
scope o[ application o[
the sigruficant economic

Presence tax on
businesses carried out
over digital
marketplaces. It is
important to note that
the digital economv is
mosdy dominated bv the

vouth. Therefore,
increasing tax burdens
wiII subsequendv lead to
high costs of access to
consumer products

The National
Assembll' should
reconsider this
proposal and seek to
re form the regulation
of foreign companies
rvith no perrnanent
estabLishment,
simpli$' the costs of
compl-iance and
encourage their
provision of the much
needed skills,
technologv transfer,
emPlo\,ment
oPPofrunities, and
rncome. This
consideration w'ill
progtessireh' enhance
digital economic



3. f'he National Assemblv shall consider and pass the Finance Bill, rvith or rvithout amendments,
in dme for it to be presented for assenr bv 30th 

-f 
une each velr.

-1. Anl' recommendations made bv the relevant committee of the National Assemblv or a

resoludon passed b,v the National Assemblv on revenue marters shall-
a) ensure that the total amouot of revenue raised is consistent rvith the approved fiscal

framervork;
b) take into account the principles of equrq', certainfi' and ease of collecdon;
c) consider the impact o[ the proposed changes on the composition of the tax revenue

rvith reference to di'ect and indirect taxes;

d) consider domestic, regional and international tax trends;
e) consider the impact on development, investment, emplovment and economic growth;
f) take into account the recommendations of the Cabinet Secretan' as provided under

Arucle I 1-t of the Constitution; and

d take into account the taxation and other tariff arrangements and obligations that
Kenra has ratified, includrng taxation and tariff arrangements under the East African
Communin Trean'.

The Finance Bill, 2025 as currendr- proposed, fails to uphold these commitments in the following
rvavs

Finance Blll,2025 Ptoposed Rate/Description Analysis/Implication Proposal/Position

Income Tax Act (Cap 470)

Clause 5 amends Section
s (2)(a)in

The proposed amendment
affects income from
emplovment:
The amendment proposes the
minimum taxable allorvance to
emplovees at ten thousand
(10,000), up from two thousand
(2,000).

Ihough it reduces tax
burden on lou' income
eamers rvith a per-diem
belorv of up to 10,000; its
implication negates the
pnnciples of equitv,
inclusivin , pro-poor
taxation, and the
progressivifi of the tax
regime. -\[so noting that
public sen'ants eaming
more than Ksh 10 000
per drem are not
subiected to taxarion;
The proposal further
exacerbates inequaliw to
the disadvantage of the

vouth, \i omen, and
PWDs.

Secuon 5 (2)(a) (tu)

should be expanded
by further amending
the Income Tax to
also expose Public
sen'xnts eamrng more
than KShs. 10,000 t<r

taxadon. Tlus could
bring pariw betrveen
the Pub[c and Private
sector, rvhile ensuring
revenue from the
manv uavels bv
government ofFrcials.

Section 5 (2) (a) itemui
should not be

amended



undermine the fundamental rights and freedoms guaranteed to PWDs under the Constitution o[
Kenva, 2010 and various internauonal instruments to rvhich Kenva is a signaton.

Constitutional Articles Supporting PWD, Youth and Gender Inclusion

We remind the govemment of the follorvrng obLiganons under the Constirution of Ken,va, 2010

o Arucle l0 (2) (b): Article 10(2) (b) describes the national values and pnnciples of governance
rnclude human digrury', equirl , social |ustice, inclusiveness, equaliw, human rights, non-
discrimination and protection of the marginalised;

o Article 27(1): Guarantees equaliw and freedom from discrimination for all persons.
o Article 27(-1): Prohibits discrimination on anl'grounds, including disabilin'.
o Article 28: Affrms the inherent digruw of even' person and the right to have that digrut1'

respected and protected.
o Article a3(1)(a) & (e): Recogruzes the right to the highest attainable standard o[health, and to

social securiq .

o Article 54(l): States that PWDs are entided to access educational instirudons and facilities,
reasonable access to all places, pubLic uansport, information, and use of sign language, Braille,
or other appropriate means.

. -\rticle 55(b) : Enstues that the State shall take measures, including affi.rmative action
programmes, to ensure that the vouth have opportunities to associate, be represented and
participate in pohtical, social, economic and other spheres oI life

o ^\rticle 56: Ensutes the State shall put in place affrmative acuon programmes desrgned to
ensure that minorities and marginalised groups participate and are represented in gorernance
and other spheres of life; are provided special opporrunides in educational and economic
Frelds; are provided special opporrunities for access to employment; and develop their cultural
values, languages and practices; and (e) have reasonable access to water, health sen-ices and

infrastrucrure.
o Article 57: Ensures the State shall take measures to ensrue the rights o[ older persons to fullv

participate in the affairs of societl; to pursue their personal development; to live in digruqv and

respect and be free from abuse; and to receive reasonable care and assistance from their familv
and the State.

o Article 201: Oudines the principles of public finance, includrng equit\', transparency, and
accountabilin', and mandates that the burden of taxation shall be shared fairll'.

o Article 260: Gives meaning to the term disabilin' to includes anv physical, sensoq', mental,
psychological or other impairment, condidon or illness that has, or is perceived by significant
sectors of the communi$' to have, a substantial or long-term effect on an individual's abiJiqv

to carfl'out ordinan day-to-day activities;

Section 39A of the Public Finance Management Act, CAIP 412 provides for the
submission, consideration and passing of Finance Bill

1. The Cabinet Secretan shall submit to the National Assemblv, on or before 30th April, the
Finance Bill setting out the revenue-raising measures for the National Government.

2. Follow'ing the submission o[the Finance Bill by the Cabinet Secretan-, the relevant committee
of the National Assembh' shall inuoduce the Bill in the National Assemblv.
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UDPK - NTA JOrNT MEMORANDA ON THE FINANCE B[IJ- 2025

The L:nited Disabled Persons of Kenya(-IDPK) is the Umbrella organization of Disabled Persons
Organizations in Kenya. It rvas established in the vear 1989, rvith head office in Nairobi. UDPK is

mandated to Advocate for the fughts o[ persons with disabiJitl. Promoting P\\/Ds equal access to
opportunities and active participauon ro marnstream development processes. Tfuough its membership
of over 200 Disabled Persons Organization, UDPK targets to reach all disabled populations counn
wide rvheteas; The National Taxpayers -\ssociation (I'.ITi) is an independent, non-partisan
organization that promotes good governance in Kenra through citizen emporvefinent, enhancing
public sen'ice deliven, and building parmershrps. Shce 2006, NTA has implemented programs
focused on fostering citizen demand and strengthening government service deliven' performance to
enhance accountabilin' bv monitoring the qualin' of public sen-ices and managing devolved funds.
NTA envisions a taxpa)'er-responsive government delirering qualiw sen ices to all. Its mission is to
conduct taxpavet-Eanstorming research and capacitl building through parmerships to influence
govemment policy and strategl'.

In this obiective, UDPK and NTA in partnership .r'ith Organisadon oilfor Person rvith Disability
(OPD, have developed a joint memorandum to the Finance Bill,2025 seek redress on the common
issues rvithin the Finance Btll 2025 following the publication of the Finance Bil, 2025 (I..lational
Assembly Bills No. 19 of 2025) as the Kenva Gazette Supplement No 63 on 6th NIav 2025; The
National Assembli' has called fot the submission of memoranda.

The submission highl,ights the proposed amendment to the law, supported by an annex on the Public
Opinion Research anah'sis, best practices, UDPK recommendations and a f ustification for the
proposed amendments. UDPK and NTA are available to highLight our submissions to the Finance
and Nauonal Planning Departmental Committee.

Introduction

We, the undersigned organizations of and for persons uith disabilities (?WDs) in Kenya,u'ish to
express grave concern regarding various provisions of the Finance Bill 2025 that are poised to
negatively impact the rvell-being, access to sen-ices, and socio-economic inclusion of PWDs, vouth,
women, and other marginalised and r-ulnerable societl groups.

Wh-ile the proposed measures aim to increase govemment revenue and broaden the tax base, ther- risk
disproportionatell burdening a segment of the population that alreadv faces svstemic inequalities in
healthcare, emplovment, education, and mobilitl. These provisions, unless revierved and revised, will

NATIONAL ASSEMBLY
RECEIVED
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The \bke of lhe Ofi GridSoloi tn(,,9t lndurtry

GOGLA

Johan Cruijff Bouleva.d 91

1101 DM, Amsterdam Zuid-Oost
The Netherlands

www.BoSla.org

27th May 2025

Committee on Finance and National Planning

The National Assembly
Nairobi
Kenya

Dear Hon. Chair of the Committee,

RE: Memorandum: Finance Bill 2025

GOGLA is a global off-grid solar industry association with over 200 members.

This memorandum is submitted to the National Assembly regarding the proposed amendments in

the Finance Eill 2025 that directly impact the off-grid solar (OGS) industry. The Finance Bill 2025,

officially tabled in Parliament on 30th April 2025, proposes significant changes to the Value Added

Tax (VAT) regime, including the removal of VAT exemptions and zero-rating on key off-grid solar

products and components. These changes, if implemented, will negatively affect the affordability,

accessibility, and sustainability of off-grid solar solutions in Kenya.

The removal of VAT incentives will increase cost of products by over 16%, making products

unaffordable for consumers and increasing the cost of developing renewable energy projects (solar

and wind). The sector anticipates a 25% market shrinkage, potentially excluding 100,000 households

from electricity access annually. Job losses of at least 6,500 (formal and informal) are expected, with
an annualgovernment revenue loss of over KES 275 million from corporate and PAYE taxes. Local

incomes are expected to decline by more than KES 2.5 billion per year.

Additionally, the proposed changes contradict national strategies and programmes as outlined in the
draft Energy Policy, the draft Kenya National Electrification Strategy, Kenya Off-grid Solar Access

Programme (KOSAP), the Agricultural Mechanization Policy, and the National lrrigation Strategy and

lnvestment Plan (NlSlP), which all support incentives to promote electrification and food security.

We respectfully urge Parliament to malntain the existlng VAT exemptions and zero-rating
provisions for off-grid solar products and components. Preserving these incentives is crucialto
sustaining Kenya's progress toward universal electrification, especially in underserved regions, while

advancing economic inclusion and climate resilience."

We specifically propose the deletion of the following changes in the Finance Bill 2025:

Justification# Specific clauses to delete
1 36, Section A of Part I of the First Schedule to the

Value Added Tax Act is amended-
(a) in the table-
(k) by deleting porogroph 71j:
Provided thot on exemption thot hod been opproved
pursuont to porogroph 773 before the deletion of
porogroph 773 come into elfect sholl continue to
opply until the 30th June, 2026;

This is to avoid increasing the cost of
products and components for off-grid
solar products hence avoiding market
shrinkage and the subsequent
negative social-economic implications
including depressed government

revenue in the sector.

Global Off Grid Lighting Association / Association (Vereniging) incorporated in the Netherlands / Chamber of Commerce

KvK number 62066054. Address: GOGLA (Global Off'Grid LightinB Association), Johan Cruilff Eoulevard 91, 1101 DM,

Amsterdam zuid-Oost, The Netherlands



4.0 COi.lClt S|ON Al.lD RECOMT\4R.IDffiON

I would implore this Honorable House to consider the above proposals. which are aimed

at spurring economic growth and cushloning Kenyans against projected inflation rates.

-End--

Respectfu lly submitted,

Peter Manda Wanllku.
Advoatc of th€ Hlgh court of rreqn.
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creating certainty in how much it receives in funding.

I therefore propose the introduction of a clause ln the FB25 which proposes to delete the
follo,ving words in Section 16(l) (a) of the Kenya Revenue Authority Act 'not exceedlng
two percent" and 'as may be determined by the Cabina Secretary- and to insert the
following words in Section 16(l) (a) of the lGnya Rerrenue Authorlty Act 'not below one
point five percent and not exceedlng two-polnt flve percent'

10. lntroduce a Commissloner GeneraUDeputy Commissioner to specifically co-ordinate,
lobb,y and present to the National fusembly policy changes within the Eatt Africa
Community Tax reglme.

Law impacted: Kenya Revenue Authority Act, Cap 459 or Excise Duty Act, Cap

Part of the functions of KRA, is to advise the government on all matters relating to the
administration of, and the collection of revenue under the written laws or the specified provisions

of the written laws set out in the First Schedule. One of those laws is The East African
Community Curtoms Management Act, which applies to customs generally. lmports are

therefore by extension an Eastern Africa community issue.

The lack of human resource capacity to analyze and negotiate favorable tax policies at the
EAC Secretariat is a challenge we presently face, with partner states coming off as stronger
players within the region and consequently promoting harmful tax comPetition.

Without a coordinated effort by KRA to get expedient formal feedback on decisions
relating to tax implementation made at community level, Kenya will remain at the back-
seat of driving the community agenda to harmonize and increase tax coordination and
thus continue to lose our individual fiscal flexibility.

Furthermore, Articles 2O9 and 2lO of the Constitution derogate the power to impose

custom duties on import and export of goods and excise tax on the national Sovernment.
As such decisions made at the EAC bloc level and that have an implication on Kenya's tax
regime should be ratified by the National Assembly in line with Articles 209 and 210 of
the Constitution.

Proposal:

lntroduce a clause in the KRA Act or Excise Duty Act. specifically creating a

commissioner,/deputy commissioner, whose function is to initiate, coordinate, relay and
provide feedback on proposals and policies made at community level and that have an

implication on Kenya's tax policies and to draft bills for presentation before the National
Assembly for its consideration on ratification.

8



L

'anuarlal palsurnsa aquo o/o9'z tupaarxa pu Pus 7o9'1 moPg lou lunoule q)ns ol
turpun; s.yXy tad pue &nsearl Jo uorleJ)srp aql anouial lp/tl luaurpuaure pasodo.rd aq1

:1esodor4

'sla8.rel pa^arq)p uo pareq 'VU) ol alqepe^p 3urpun; yo a3ue.r e a^eq ol luapn.rd
arouJ aq plno/^ y 'suorpa(o.rd aydsap 'panarq)e sla8rel anuana.r 3ur1en1>n6 1o luezruSo>
Sululetuar a1rq4X 'fue1anat laulqe) aqt Jo uorlar)srp aql ot uado Suraq ueql raqler 'mel aql
u1 paugap-ard aqt pue papallo) anuanar lo lndur :rlrads aql Aq paulu.ralap ,r lunoure aq]
a.raqm '8urpun1 s1r o1 r-ualsls )rlsruruualap e rl araql leql le)r1r) sg g1 'sanrlra(qo rrtalerls s1r

Surnarqre le paure saarlsrluunolrpA s1r luaua;du.rr VU) alqeua ol ,paau Sursea.nur q1r46

'uorlar)srp s.fueganas laulqe) allt uo Alar ol a^eq lou pue
'OO'OOO'OOO'Oylgn'ra) ro lunoue padde> tunur!u!r..u aq1 Surnra>ar aq plnoq, yX; ',(11eap1

'Joaraql o/o7 pale)olle aq o1 A.rnsea.rf leuorleN ar.ll ql!/1 alerlotau o1 asn A;1n;ssa))nr ol
sadoq 1r rJaqurnu W*lM'VZ/€ZOZ Al ul uorlprl /Ot'Z 'ta) pal)allo) Surneq syodar yXy

'uollllul OZr'€Z trltX 'Jo a.rnlrpuadxa 1e11der ro1 s1ue.r8 raqynl

laas pue uollllur 8Z1'O9Z ,qy;o arnlpuadxa luarrn)ar s1r ro; EurpunJ llnJ a^ra)ar llla^ VU)
leql paleuJrlsa sr g1 'sr.uerto.rd pue spa(o.rd pauueld Jo uolleluauraldur Sur.rapurq '3urpunl
agenbapeur tuleural 'tarnl)nJls anrleJlslururpe pup afueu.lanoS s.yX; u! sraulea/\\ uretu aqf

'pale)olle aq llll$ a8elua)rad urnuru!ur
aql Jo aleJ leqm ol 5e uollar)slp s.rtnsea.rl aql uo sallal A|a1er.ur11n 'aSelua)rad urnrr.rlulur
e 1e padder alrqm 3ulpun; s.yXl 'rea,( lel)ueul1 q)ea ur 'funsea.r1 'fuegar>as laurqer aq1 Aq

paururJalap aq Aeu se 'AlPoqlny aql Aq pa1>a11o) aq ol reaA leDueur; q)ea roj Paleurlra
ler)ueuu aql ur paleurllra anuana.r aW lo o/oe 1e padder s1 8u1pun1 s.y6; 'A11uasa.r6

(e) (0 gt uolpas-59, de)'pV AFoqrnV anuanaX eAua11-papedurl ,r1sl

\fd) ol tulpun3 uo uonaDslp r.IrnsBaJI a^oura1 '6

..' I toz'llv salnpa)ord
xel aql r{t!/v\ a)uepro>>e ur palduaxa uaaq a^eq suoll)etuert aql araqm gdarxa uagsAs

luauaSeueu a)!o^u! xel )luorpala ue uoJJ pale.rauaB Jou ale suoll)eiue.lJ aq1 ;o yoddns
u! ,e)!o^ul aql araq^ srol Jo a.rnllpuadxa Aue (>),, :/t^ollo1 se saplno.rd (r)(t)St uorpas

'9ZOZ Air:.f I ot tzoz,tenue; I uro{ Vlt aqs lo (:)($91 uolpas
Jo aleP a^rpaJra aql sraJaP leql gzvl u! arnelr e Jo uotl)nporlut aql asodo.rd I raqunJ

'patearl aq lleqr auro)u! alqexpl turle.raua8 ur parrn)ul Ala1er-ur1r8a1

are lnq tunronur qSnorql ssed gou op teql sasuadxa aql moq 8ugA11rep saulgaplnS

anlsuaqa.rdr-uo) anss! ol y6) aql /r\olle ol 1ZOZ A1lr.I t ot paJJalap aq (:)(Dgt uolpa5

Jo uolleluauraldur aq1 1eq1 asodo.rd 1 'uorsrnord rlrll punore salndsrp xel alnlnJ pro^e ol
:;esodor6

'ualeuapun aq ll!/\ srql /r\otl uo a:ueprn8 ansr! ol pa.rrnbar aq



9

plnom Vd) aql araqd\ tulrloaur asJanal Jo lno llor aql Sulag 1ulod ug ate) aql 'luaualdut
ol aLrirl aJotu paau sraAedxel pue 'tno.lauo Alantlellstuttupe t! luaurarrnbal aq1 (q

'sraqlo Euor-ue '(A11er1uorpa1a 1q8noq) tlso) aullu!e Jo
fuotaler e'(alnleu )luorpala raql ol anp) saS.req> ra1suerl Aauou '(ssautsnq urorJ ,auio)u!
lou aJe qrlqnn) suorleuop'sa)uaJalJlp a8ueqtxa u3ta.ro1 5e q)ns Sutrtonut r18norq1 -ssed lou
op Al1errdA1 qrrqm sasuadxa leranar aJe araql'a^!l5neqxa lou l lt!l pap;notd AlluaJrn) aql

'sualsAs luatua8eueu
xpl )luorpala tuor; 1dr-uaxa sasuadxa aql uo Vdl aq] Japun paprnold arueptn8 palturl (e

:3urpnlrur SWlla ro uorgeluar-ualdur
aql ul ,I)eqlas parualradxa a^eq sraAedxel 'aseq .raAedxel aql Jo uolsuedxa turpnl>ur
'a3.re1 1e Atuouora aqt ol 3u1.rq Il!/1\ lnollor 56111a atll sluauaq aql Sulle!)ardde a1tq7X1

(.SWUa,) r-ualsAs luar.uaBeueu a)!o^u! xel )!uoJl)ala ue uloJj
page.rauaS sa)!onu! 3u1sn sasuadxa/st5o) rsau!snq rg1>ads 'sasod.rnd xel auro)u! .to1 'g.toddns

ol .raAedxel e sarlnba.r q)!q/!\ VII aql ol luaurpuaue ue parnPoJlut €eOZ'1:Y a)ueutl aqf

oli de) 'pv xBl auroful-papBdul mr1 xel

GCOZ Atnf ilottZOZ
Atenueg t,J uro{ VI aquo (rXDSt las qiln\ aauellduor 1o algp a^n aJJa aql Jo lBra,ao '8

-1ua:rad [gil ual aq llsr{s, aselqd tugmollo, aqf qlt^ rt
amil$qnr pue .luarrad [gt] uaaUU aq lleq5, ase.rqd aql pV AlnO arpxl aql ro alnpaqls $Jll
aql Jo ll uBd ,o g ered aplap ol aq plno/t\ 9ZVJ aql rapun uotlpJaptsuo) JoJ lesodo.rd aq1

:lesodo.r6

'uo!tnllu!

lpr)ueury turp.reSar apeu: Apear;e sure8 aql lle apora A11et1ua1od plnor (luaupuaute

€ZVl aql 3u;mo1;o1) o/ogl ol iaal rajsuerl Aauou.t lle uo aler Ol aql 3utztuor.u:e11

'A11unuuo: pa>luequn aql raruai A1;eraua8

luar-utas raJrueJl Aauou.r allqoLu aql ,e '5uo!ldo JaJiueJl lauor.u raqlo uo pa3leqt sa1e.t

O:l ueql Ja/y\ol uaaq sAemle tpq taal JaJtuerl Aauou.r alrqou uo aJeJ q3 aqt 'sleaA aql JaAO

'Au.rouora aLll ol a)!^ras rlql Jo uorllsod ;elonrd aql ol Sugmo o/o0t ol o/ogI uto4 s.raptno.rd

argruas luauAed Aq paplno.rd sargruas raJtuerl Aauou uo paSreqr alet (.q3,) Alnp ast:xa aq1

ur uoll)npar e pale)rpur peq qraads taSpnq ,ZAJ s!r.l u1 'funsea.r1 'fue1a.r:a5 laulqe) aql

ZL, de) 'pV ArnO aspx3 :papedut ,\^Erl xsl

'yool ol o/ogl rrJorJ sa)ln.lar JaJsueJl Aauorr .ro1 pa&eqr Jaa, uo Alnp aspxa yo uolpnpa1 'Z



s

'plaqdn ,r uorlnlrlsuo) aql ul palpoqura re a)rlsnf Sulssarre
ot tqBlr aql leql arntua lllm uorlalap pasodo.rd aql 'VdI aq1 1o (a)(21)2, uorpa5 alalap
ot sasodo.rd q)!qm gZAl aq1 1o (n)(u)29 qdertele6 ,o uopalap aq1 asodo.rd aroJaraql I

:1esodo.r6

'raAedxel aql ol arrno)ar lnoqlln ,rolqap s.raAedxel e rage o8 ot ltt8p
e yX; Surnr8 allll^ r.r.trel) Jo luaurrsaise ue 1rafqo ol pue preaq aq o1 Alrunyoddo s.uos.rad

aql ,lreun) ll leql ul Sur.reaq JreJ e ol gq3r.r s.uosrad e sa3ur.rlur luaurpuaure pasodord srql

'uorsr)ap uno) ro leunqlJl e gsurete paleadde
seq pue palndsrp seq raAedxel p araq/\ ,uollenlrr ur uana ia)llou pueuap anr5! ol sramod
paraltaJun rauolsrlururo) aql angB 11rm qde.rte.red rlql alalap ol 'gZgl aql ug ;esodord aq1

'3ur.reaq .lleJ e ol lq8l.l aqt pue a)r]snf ol 5sa))e ot aalueren8 leuorlnlrlruo)
aql ql!/r aurl ur 5r srqf 'unol Jo leunqrJl aql jo uorr)ap e ur paglrads luaurisasse
ue lsule8e paleadde lou req raAedxel alll aJaq/$ raAedxel e o1 ,(auou turmo sarped p.r;q1

u.ro4 xel l)allo) ol ramod s.:auorsrururo) aql rl)lJlral Alluarrnr Vd1 aql Jo (a) ,t uorlras

969' 'ds) 'pv rarnPa)oJ6 xe1 :papedurt ,v\E l xsl

rarllou PusuraP eJo a)uenrrl'9

.'atua2!l uru1xds aqlp ag1 1ryesn Sululeutat eql JeAo
uolyod pzlyouteun aW ol ptl!4til ag tp.lt uofilnfp aql '9799 /1n7 1 o1 toltd p4nbze
rc pseqand etua2ll utrupads aq1 p ets) eql u1 toptado uolts)lunu.aolept e ig asua41
utrupads Jo elqo rrldo raqg asn o1 1q8r.r alqlsearapul ue Jo uorlrrnbre ue lo aieq)Jnd,,

'saa; r.un:grads uo a)ue/t\olle luaurlsanu! uJlel) o] srole.rado
uolle)lunurlolalal 

^^olle 
ol Vlt aql ol alnpaps puo)a5 aqf ro P)t qde.rSe.red ur qde.rBered

-qns 8urmol1o; aq1 turpuaue (.gZVJ,) 1ZOZ 't:v a)upulJ aql u! lesodord e aneq o1

:;esodo.r6

'sa)!ruar uoller!unuluJo>a1a1 age.rado ol papaau are leql sasuar!l unrgrads
a.r1nb>e ol s.rolerado uo!le)!unururo)alal aures aql Aq pa.rrnbal alngrpuadxa lelrder
aql tu;Jout! Alanrpa;J3 'lolelado uolle)lunluuro)alal e Aq salqo rgldo atqg roJ (r.nul)
as6 yo 1q81.r alqrreaJapul lo, rluaulelrur ;enba ur .real rad o/oOl lo a)ue/{olle luaurlsanu! Jo
uort)npap e .roy saprno.rd Aluo A11ua.r.rn> '(.Vlt,) pV xel auro)ul aql Jo alnpaqrs puo)as aqf

'luaulta^u! iromlau ro sla^al q31q 8uryoddns
pue a>r.rd alqeproJre ue le ra)lNas uo!]e)lunururo)alal ,o fuanrlap lualrgJa Surnarqre
Aqaraql 'au.rofu! alqexel raql uroJJ 'satua)ll u:nrgrads tururelqo u; srole.rado Aq apeu
a.rnglpuadxa legrder aq1 ,o uorpnpal Jo urJo1 aql u! auro) plno) luaurlrenur ol an rlua)ur uV



n

'rJalrrolrn) aql ol sa)rrd JaqSlq Alluanbaruo) pue pauassal fl uotltladuo] leql 3u!ueaLu tlso)
aql laaul ol alqe Sutaq slogerado 

^\a, 
e Aluo tutneq alll tpar1a In1ulreq a^eq ue sla^al

aa1 qtlq aql 'aal asuarll qtlq aqt Aed o1 pa.reda.rd aq Aer.u slolelado allq/Xyluaullta^u!

Iro/\ lau Jo sla^al qtgq 3u1o8uo slroddns teql >Uo,y\aure.r; LrolelnSar e Jo pue luar"uateuer-u
r.unl1>ads a^lpaJJa 1o arueyodr.u! aql rarleJ sa)!ruat altqou ro1 pueuap Sursear>ut aq1

't>lJo/\ lau Jplnlla) pue 'Surlsetpeorq otper Pue uoltlnalal a>M ta)lruat
rnolren Jo, tpueq Aruanball o1pe.r tgpads asn o1 salueduo) uo!]e)lunuiulo)alal /t\olle
r.l)!r.l/r\ 'rarua)r1 r-un.r1rad5 Jo afuentt! roJ alqttuodtal sr llr.roqlny tuolle)luntutuo) aql

'alnpaps pu@as aql ro ())t qde8e.red -otv de)'pv xBl aulo?ul :papBdul! ,r\E l xsl

Jaruarl urrupads uo 5a)uemolle luaut5anu! lo uolpnPoJlul '9

'paulBpr aq ll!/r1 Vdl aqr ro (gDV6S
uoll)a5 'As^ rlr{l ul '(.Vdf,) lrv rarnpa)ord xel aql Jo V6g uorl)a5 Jo (8t) uolPatqnt
alalap ol sasodo.rd q)lqllt gzgl yo gg qdefued Jo uolplap aql asodo.rd arolaraql 

1

:1esodor6

'tpueq s.Jolrladr.uo> e ur dn pua Pue Paleal are slal)as aPeJl q)ns alaqm
ssauanlllladr-uor s.Auedr-uo: e a)npar otle plno) ll 'uotlnlrltuo) aql ul palpoqu.ra slq8p

uollrago.rd elep pue Arenud elep aql Jo uollua^eJluo) u! 5! luaurPuaule pasodo.rd aql

'rsaulrnq ,o asrno) aql u! papallo) Jo ilauJolrn) Jo Jleqaq uo
plaq ptep leuosrad ro a1en1.rd Pue tlal)as aperl rtaql o1 3ut1e1al eleP aleqt A1;eltuo:1ra;a

ot Ja^edxel e arlnba.r ol Jauolts!tutlro) aql molle llt/\ luauPuaule pasodold stql

'sraulrnq Jo asJno) aql ul Papallo) ro slaulolsn) Jo Jleqaq uo
plaq elep leuoslad lo a1en1.rd pue slar)ar apeJl raql ol Eurlelal etep l!utueJl A11e:tuor1>a1a

o1 .raAedxel e a.rlnbar ol Jauolsrlururo) aqt lrr.ulad lou saop Alluaun) (St)V6g uottras

A6gt'de) 'pV talnParcJ6 xe1 :papedull /nErl xEI

urafsAs tulUodal Pus luaulateueur
B1ep sJauoltttuttuo) aql qilm uta$As xel )tuorpala s..raAudxq e ;o uope.rtalu; '7

..'sauoqd allqour Jo arnpsrnueul to AlquatsB le2ol Jo, sln Palquratteun
Jo palquasie !O,, apnl)ur o1 (spoo8 ldu.raxa sra^o) rl)!qm) pV M aql ol alnPalps ltJll
arfl p I ued ro V uolpa5 ulr.lllm qde.r8ered mau e Jo uoll)nporlu! aqt asodo.rd aroJataql I

:;xodo.r6

'epua3e ;e1;81p s.guauulanoS
aql aloulo.rd pue eAua;1 u1 uol1e.r1auad auoqd altqou atear)u! o5le ll!/\A lnq ta)l^ap aqt

1o Alrlgqep.rolre a^lrp Aluo gou 111m sauoqd allqou ;o Surlqurasse le)ol aql io uollotuord



2. Refund of VAT paid on outstanding debts

Tax Law impacted: Value Added Tax Act. Cap 476- Sectlon 3l(lXa)

The VAT refund policy on bad debts currently mandates a three-year waiting period before
a business can apply for a refund, except when the debtor is underutatutory management.

Pending the refund, a business is many times forced to borrow to plug the gap created by
the debt thereby increasing the company's finance costs. By reducing the refund period to
12 months, Kenya would strike a balance between business support and effective tax
administration and ensure timely revenue collection while fostering economic growth.

The time reduction would also establish a reasonable timeline to be followed, avoiding
delays in administrative actions and promoting greater trust and fairness in tax
admin istration.

A recent holding in Hotpoint Appliances Limited v Commissioner of Domettic Taxes flax
Appeal 1526 of 2022) l2024l KETAT 487 (KLR) (19 April 2024) (Judgment), confirmed
that a business can claim a VAT refund on bad debts based on insolvency even before the
formal insolvency procedure are complete. The Court also reinforced the importance of
timely administrative actions and the need for fairness in processing VAT refund claims.

The FB25 has proposed an amendment which reduces the period within which a taxpayer
can lodge a VAT refund claim on outstandinS debt, from the current 36 months to a

proposed 24 months.

Proposal:

Itherefore propose the enhancement ofthe proposed amendment under Paragraph 33(a)
of the FB25 by deleting the words 'two years' and substituting therefor the words 'twelve
months' to achieve the intended impact on Section 3l(l)(a) of the Value Added Tax.

3. VAT rtatur of locally assembled dwices

Tax Law impacted: VAT Act, Cap. 476-First Schedule

The F825, propoiei an amendment to the First Schedule of the VAT Act to include the
exemption of VAT on the supply of locally assembled and manufactured mobile phones.
This proposal is welcomed and will work to mitigate the increased cost of capital borne
by local device assemblers due to the significant outstanding VAT refunds due from KRA.

On the flipside, exempting them from VAT means that the manufacturers will no longer
be able to reclaim input VAT costi, potentially leading to higher prices for consumerr. The
proposal will increase (by about 160lo) the unit coit of the assembled devices, and by
extension, the retail price of the disassembled or unassembled kits used to assemble the
devices (semi-knocked down units - SKDs) remain subject to l6olo VAT. This is because the
local assemblers will not be able to recover the input VAT on these SKDs.
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1.0 INTRODUCTION

The Honorable Members of Parliament,

Pursuant to Article ll8 (l) (b), Article 201 (a) of the Constitution. Standing Order 127(3)

of the National Assembly Standing Orders and Section 7 (d) of the Public Finance

Management Act, I hereby submit this Memorandum on the Finance Bil 2025
(National Assembly Bills No. 19 of 2025) for consideration and enactment by

Parliament.

The Finance B'il 2025 CFB25') seeks to give effect to the fiscal policies and revenue-

raising measures proposed in the Budget Statement for the Financial Year 2025/2026,
as presented by the Cabinet Secretary for the National Treasury. This Bill is critical in

ensuring the sustainability of public finances, fostering economic growth, and aligning

taxation and expenditure frameworks with the government's developmental agenda.

I have reviewed the provisions of this Bill to ensure conformity with constitutional

principles, rtatutory requirements, and national economic objectives. The proposed

amendments and new provisions are designed to enhance revenue mobilization,
promote equity in taxation, and streamline fiscal management while safeguarding the

interests of taxpayers and the public.

Further, I submit this memorandum in rerponse to the invitation for public participation

and submission of memoranda by the National Assembly dated l3'h May 2025.

This Memorandum provides a detailed analysis of some of the Bill's proposals. their
legal and poliry justifications, and their anticipated socio-economic impact. lt also

includes new proposals that should be introduced in the FB25 and for your

consideration.

I urge the Honorable House to scrutinize the proposals herein thoroughly and enact

them in the best interest of the nation.

Respectfully bmitted.

Peter n Wanjiku.

Advocate of the High Court of Kenya.

Addresr:

Ngugi Manda Residence.

Karura, Kiambu,

P. O. Box 1967 -00621.

Village Market. Nairobi

Tel +254 713 732 52O

Email: info@ mandaadvocates. com
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t,. Manda & Company Advocates
Ngugi Manda Residence, Kiambu,

P. O BOX 1967-0062l, Nairobi
Tel: +254T1373252O

i nfo@ma ndaadvocates.com
peter.ma nda@ma nd aadvocates.com

MEMORANDUM ON THE FINANCE BILL 2025

NAilONALASSEMBLY Bltrs NO. t9 OF2025)

PRESENTED TO

THE NATIONALASSEMBLY

THE THIRTEENTH PARLIAMENT

GOURTH SESSION 2025)

SUBMITTEDTO

CLERK OF THE NATIONAL ASSEMBLY

Email: cna@pa rliament.so.ke and financecommitteena@D arliament.so. ke

IN THE MAfiER OF CONSIDERATION BY THE DEPARTMEhITAL COMMIfiEE ON

FTNANCE Ai.lD NAIONAL PIANNING: Fll.lANCE BllI2025 (NAI]ONAIASEI\4BLY Bll.lJ

NO. 19 OF 2025)

26'h May 2025

SUBMI'I'TED BY:

Manda & Co Advocates
Ngugi Manda Residence/LG Floor. Jumuia Place. Lenana Road.

P. O. Box 1967 '00621.
Village Market, Nairobi
Tel; +254 713 732 52O

mail: info@ mandaadvocat e5. conr
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Advocates, Commissioner for Oaths, Notary Public
Trademark & Patent Agent
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Investment Signds: Reduced VAT recovery deters
future investment in local assembly lines and battery
infrastructure.

lndustrial Policy Hisalignmenfi The policy
undermines Kenya's EV industrial policy obiectives of
local manufacturing, job crearion, and supply chain
development.

a

!

t6 Clause 36 (o)
Amendment of the First
Schedule of the Act

New paragraph l6l
Addition of supply of solar
and lithium-ion batteries
into the YAT exempt status.

Retain as Zero Rated This proposal is based on the following justifications:

o This makes Lithium batteries more expensive as the most
expensive componenq thus eventually making the whole
EV more expensive.

o This proposal is based on the following justifications:

. The removal of solar and lithium-ion batteries from the
zero-rated column will increase the cost of production of
locally manufactured batteries, making our exports more
expensive.

Solar batteries
e Affordability for Low-lncome Households:
e Zero-rating VAT on solar lamp assembly ensures that rhe

final products remain affordable for low-income
households, facilitating wider adoption and contributing to
poverty alleviation.

o Economic Empowerment and fob Creation:
r The local assembly of solar lamps fosters the growth of

the treen enerty sector, creatint employment
opportunities and encouraging entrepreneurship.
Retaining the zero-rated VAT status reduces production
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Notice I l2 which acract VAT) shall part of their cost

they cant claim input.

lnput YAT claim: Limiting the ability to claim input

VAT means the cost will be passed over to the

consumer. ln the end, that slows down the uptake of
electric motorcycle

Discourages localization: Jobs and Local Content:
Assembly plants and component sourcing, especially

bameries, offer significant employment potential, which

is now at risk.

Minisry of induscry is implementing a mandatory list of
l4 component pursuant to legal Notice I l2(Motorcycle
regulations) starts to collapse. A few have also

developed local content above the l4 components. The

exemption status on electric motorcycle of HS code

871 I .60.00 will erode the gains the industry has accrued

since 2020
lnrao^noil LoGAL co0ftttlt

a

a

m il
o

o

I
o (D (D

I
Or

I
o

a Cost Competitiveness: Exempt status will encourage

the importadon of fully built units of motorcycles.
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manufacturers to plan and expand operations.
Alternatively, if VAT reform is necessary, we appeal to
the government to consider offsetting the impact by
exempting input components used in the manuhcrure
and/or assembly of mobile phones, so as ro protec local
manufacurers and consumers.
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l5 Clause 35 (o)
Amendment of the First
Schedule of the Act

New paragraph 159

Addition of motorcycles of
tarifr heading 871!.60.00 into
the YAT exempt status.

We propose amendmenc to retain the
supply of locally assembled electric
motorcycle in Zero-Rated

Further, introduce a 16% on fully built
electric motorcycles of tariff 871 1.60.00

This proposal is based on the following iustifications:
o Local assembly vs imported electric motorcycle

The VAT rreatmenr risk tilting the market in hvour of
Fully Built Units and discouraging local value addition. ln
order to stimulate MFG, we propose to zero-rate under
VAT. Under Dury Remission Scheme, no Tax refunds
are needed as with a bonded warehouse MFG companies
do not pay VAT upfronr

o Number of licenses local electric motorcycle
assemblerc: Ministry of industry has so hr licensed
over 20 electric motorcycle assemblers-the exempr
status will render them uncompetitive as local inputs
VAT (the l4-motorcycle requirement under Legal
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a

20,000 agents within a year, supported by a new

assembly line, already under conslruction. lf the
proposed VAT change is implemented, that line will not
operate at full capaciry. This will have ripple effects

across employmenc supply chains, and tax remittances.

lndustry-wide proiections indicate up to a 30% reducdon

in sales, a contraction in employment and a

corresponding decline in tax revenues across PAYE,

corporate tax channels and others.

Beyond economic impacc the increased cost of locally

assembled phones will consrain access for low-income

consumers, threatening efforts to bridge the digital

divide and undermining national digital inclusion goals.

Mobile devices are essential for accessing education,

financial services, healthcare and government protrams

- critical components of Kenya's Bottom-Up Economic

Transformation Agenda (BETA).

a Though shon-term VAT revenue from denied input

credic may rise, stalling local manufacturing growth will
reduce overall tax contributions (corporate tax, PAYE,

excise etc) from manufacturers, telecoms and digital

services. Digital devices are essential enablers of
economic participation and access to tovernment
services. We propose that the GoK retain the zero-

rated VAT status for locally assembled mobile phones to
maintain affordability, business confidence and

investment momentum and instead commit to a

minimum S-year policy stability period to enable

Page | 17



a

lnstability will halt the secror's trowrh, delaying

diversification of the economy.

The mobile phone assembly secror, and indeed the
broader ICT and digital device ecosysrem in Kenya,

remains in its infancy. lr has only recently begun to gain

momentum, in part due to goyernment incentives, such

as zero-rated VAT, which signalled a clear commirmenr
to nurturing local manufacturing. The abrupt removal of
such incentives undermines investor confidence, risks
halting expansion plans, delay new hiring and reduce
workforce capacity to remain viable and compel
businesses to absorb losses, in the long term reducing
ux revenues for the tovernment.
Kenya's enry into local smartphone assembly marks a

significant achievement on the continent. ln January
2023, the country launched its first smarcphone assembly
plang becoming one of only a handful of African nadons,

to take chis critical step toward technological self-

sufficiency. This milestone is nor only a beacon of
industrial potential but also a bold stride in enhancing

digital access, creadnt employment, and building
domestic manufacturing capacity. lt is a sraretic
adyanrage that must be protected, not undermined by

unpredictable policy shifu .

For context, the industry had proiected substantial

trowth under the zero-rared regime. One large

manufacturer, for example, had planned to grow its full-
time workforce at its assembly plant from 450 to 600
workers and expand its sales network from 14,500 to

a

a
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We propose to further exempt
from VAT imported inputs or raw
materials supplied to approved
mobile phone
assemblers/manufacturers in
Kenya lor local assembly and
manufacture of mobite phones.

We propose that the Government

expand the VAT exempdon on the

supply of locally assembled digital

devices, from just mobile phones to
specifically include the following items:

a) Routers;

b) Know Your Client and Point of
Sale devices;

c) Smart and lnternet of Things

devices such as smart meters,

smart watches and smart CCTV
cameras;

d) Customer Premise Equipment

devices:

e) Modems and My Wireless

Fidelity ("MiFi"); and

f) Laptops, desktops, and tablets.

manufacturers that work on titht margins with clear

social impact models. Since the VAT cannot be

reclaimed, there is a risk of the irrecoverable cost being

embedded in the final product price, reversing

affordability gains and making locally assembled phones

less competitive. Manufacturers responded in good fuith

to the GoK's prior incentives. However, the new

proposed amendments will force such manufacturers to
reassess or absorb unanticipated losses. This will

leopardise the sustainability of their operations. The
higher operational costs may slow down hiring or force
manufacturers to reduce worKorce size to stay afloat.

This will in-turn undermine their job creation efforts.

The proposed amendment may also result in finished

imported mobile phones (which may be under-declared

or undervalued at ports) becoming cheaper than locally

assembled ones, defeatint the GoK's purpose of
suppordnt local industry. Simultaneously, as the cost for
local assembly rises, mobile phones will become less

accessible to the masses. This will threaten efforts to
bridge the digital divide and will roll back gains made

under the BETA agenda.

The ICT and digital device assembly sectors are sdll in
their infancy. Frequent policy shifu discourage both
domestic and foreign investors from making long-term

capital commitments. Policy inconsistency also weakens

the foundation of trust necessary for stronger public-

private partnerships and discourages future cooperation.

a

a
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t4 Clause 36 (o)
Amendment of the First
Schedule of the Act

New paragraph 158

Addition of supply of locally
assembled and manufactured
mobile phones into the YAT
exempt status.

We propose to amend the clause to
read as follows:

"The supply of locally assembled and

manufactured mobile phones and
inputs or raw materials locally
purchased or imported and used
for the !oca! assembly and
manufacture of mobile phones."

Alternate Proposal

This proposal is based on the following luscifications:
o The amendmenr introduced by the Finance Bill 2025

proposes to make rhe supply of locally assembled and

manufactured mobile phones exempr from VAT.
Meanwhile, the componena imported for their assembly

remain standard rated. This mismatch will creare
netative fiscal and economic distorcions.

o Manufacturers will no longer be able to claim VAT
credits on imponed componenrs effectively raising

production cosrs by l6%. Non-recoverable VAT
burdens cash flow and reduces liquidity, especially for
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a Local manufacturers pay over 65% in taxes to import raw

materials for manufacture of packating while importers

of finished producB only pay 4.5%. This is a skewed

policy promoting impora rather than locally

manuhctured packaging.

The imbalance in duty for local manufacture of packaging

have significantly eroded the Kenya's Exports as shown

below:

a
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Eg. lf kshs
100/- was paid
as tax

Refund
position of
input VAT paid

Kshs 100/- can be

claimed back

Kshs 0/- can be

claimed back

Full refund of input
VAT paid ( 100%

refund posidon)

No refund of input VAT
paid (0% refund)

t3 Clause 36 (o)
Amendment of the First
Schedule of the Act

Paragraph 164

lnclusion of packaging materials

for tea and coffee in the exempt
catetorT.

We propose to amend the clause to
introduce a VAT exemption on
inputs for the manufacture of
packaging bags rather than on
finished packaging.

The proposed amendment seeks to inroduce a VAT exemption
on packaSing materials used for packaging tea and coffee.

a While the intention is to reduce packagint costs for rea

and coffee farmers and traders, the proposed measure
poses unintended consequences for local manufacturers.

Packaging bags, particularly those used in rea and coffee
packatint, are finished products manufactured locally in
sufficient volume.

Exempting them from VAT, without a mechanism ro
claim VAT inpuc would increase production cosrs for
local manufacturers. Under the VAT exemption status,

input VAT becomes non-recoverable and is absorbed as

parc of the production cost.

The raw material for manufacturing the packaging thar
government seeks to exempr VAT is a Kraft paper which
aEracts the following taxes. See table below:

a

a

a
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pharmaceutical manufacturers in

Kenya for manuhcturing

medicaments as approved by the

Cabinet Secretary in consultation

with the Cabinet Secretary for the

time being responsible for matters

relating to health.

o This will lead local manufacturers to ffansfer the higher

production costs to consumers, making local

manuhcturing disadvantageous and less competitive, in

both the local market and exports.

Difrerence between "zero rate VAT" to ttexempt

VAT" and its implications
o The difference between "Zero rate VAT" and "Exempt

VAT" satus is that where indusries and / or
commodities fall under "Zero rate VAT" status, lnput

VAT is claimable. However, where industries and / or
commodities fall under "Exempt VAT" status, the

manufacturers are not able to claim their lnput VAT and

as such the lnput VAT becomes part of the

manufacturing cost as illustrated in the tables below:

Table l: The impod of zero rote ond exempt is completely

rent os shown in the toble below:

Zero Rate Tax Exempt Status
status

Output YAT
Charged

0% 0%

lnput YAT
Charged

167" t6%

Amount of
input YAT
that can be
claimed back

Full amount (100%) Nir(0%)

Page | 11
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a

o This aligns with broader industrial policies aimed at
enhancing local automotive manufacturing

capabilities, including EV production

Competitiveness Against lmported Yehicles
o lf imponed EVs enjoy tax exemptions or lower

duties, locally manufactured vehicles should not
be at a disadvantage.

o Zero-ratinS ensures hir competition and

prevents market distortion favoring imports.

Economic & Employment Benefits
o lncreased local producrion will create jobs in

manufacturing, supply chains, and related

sectors.

o A thriving EV market can aftracr foreign direct
investment (FDl) in clean energy and auromorive

technologies.

t2 Clause 36 (o)
Amendment of the First
Schedule of the Act

New Paragraph 155

Addition of inputs or raw
materials for the
manufacture of medicaments
into VAT exempt status.

155. lnputs or raw materials

(either produced locally or
imported) supplied to

We propose the deletion of this clause

to reain inputs under zero-rated status

This proposal is based on the following justifications:

r Local suppliers of inputs & raw materials will nor be able

to claim back the VAT they have paid on rheir inputs and

thus will increase their cost which in turn will be passed

to the local pharmaceutical manufacturers (prices to
local manufacturers will increase up ro l6%).

o The amendmenc proposed in the Bill, moving the
importation and local procured inpus & raw and

materials from "zero rate VAT" ro "exempt VAT" for
the pharmaceutical indusrry will increase the cost of
medicaments in the country
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VALUE ADDED TAX
t0 Clause 36 (m)

Amendment of the First
Schedule that provides for the
Exempt Supplies

Deletion of paragraph 143

lnputs and raw materials used
in the manufacture of
passenger motor vehicles are

now vatable

Retain VAT at 07o or exempt on lnputs
and raw materials used in the
manufacture of passenger motor
vehicles

This proposal is based on the following iustifications:
o The electric vehicle industry demands a lot of upfront

investment. Limiting the ability to claim input VAT means

the cost will be passed over to the consumer. ln the end,

that slows down the up

r The automodve sector has iust gained momentum; there
is need sustain the indusry by having predictable policy
environment

o ln 2021 the government passed Session Paper I of 2022
on National Automotive policy which seeks to revive the
sector, the introduction of VAT on inpus will
disincentive investment in the sector

r lntroduction of VAT on input and raw materials will
render the locally manufactured parts and components
very expensive

il Clause 36 (n)

Amendment of the First
Schedule that provides for the
Exempt Supplies

Deledon of paragraph 144

Locdly Manufactured
p.rssenger motor vehicles are
now vatable

We propose Locdly Manufactured
Passenger Motor Yehicles be zero
rated.

This is based on the following justification:

e Promotion of Electric Vehicle (EV) Adoption
o Zero-rating locally manufactured passenter motor

vehicles (including EVs) will reduce their cosC making

them more affordable for consumers.
. Support for Local Manufacturing & lndustrial

Growth
o Zero-rating will boost demand for locally

manufactured vehicles, encouraging investment in

domestic production.
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The Tax Laws (Amendment) Act
2024 introduced a provision in the
lncome Tax Act mandating

importers ro pay 15% withholding
tax on the importation of scrap.

a) Delete section 35 ( l) (t) which

provides for withholdint tax on

payment to non-residen6.

b) Delete paragraph (w) of
subsection (3) under Head B of
che Third Schedule of the Act
which provides for the rate of
I .5% tor the sale of scrap ro non-

residents.

lmporters of Scrap metal pay several local taxes,

including VAT, lmport Declaration Fee, Railway

Development Levy, PAYE, and Corporare Tax, and

adding withholding tax on foreign scrap rhat cannor be

offset becomes a cost on the manufacturer.

Withholding tax on the payment ro a non-residenr
person for the sale of scrap is charged ar rhe rare of 1.5%.

This is provided under section 35 of rhe Act and under
the Third Schedule, Head B.

Unlike withholding tax on resident persons rhat can be

offset against the total rax liability, wirhholding tax on
non-resident persons is treated as a final tax, and

therefore cannot be offset. This is an extra cost to the
importer of the critical raw material, which in turn
increases the cost of the final output.

The Tax discourages investors who wish to invest in
Smelting activities.

Removal of the withholding tax on sale of scrap by non-

residens will create a level playing field for Smelters who
are doing captive production using Scrap Metal.

a

a

a

a

a

9 New Proposal

Section l2D - Minimum Tax

We propose the deletion of section l2D
that provides for minimum tax.

This proposal is based on the following justifications:

o Following the Court of Appeal ruling that determined
minimum ux as unconstitutional, the repeal of this

section of the lncome Tax Act would align our tax
legisladon to the orders as derermined by the Court.
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6 Clause 27

Removal of 150% lnvestment
Deduction Allowance

We propose the retention of the

lnvestment Deduction Allowance.

This is based on the following justifications:

This is an incendve for investors to invest beyond the

two major counties of Nairobi and Mombasa, leading to
better livelihoods of citizens residing in those coundes.

This will reduce the pressure on the transport sysrems

in these two major cities as there will be less migration
to these locations.

There will also be more social amenities (schools,

hospitals, recreadon facilities, religious institutions)
esablished outside these two coundes.

It will also be easier, cheaper and quicker to esablish
affordable housing in areas outside the two Counties to
house the people working in industries established

though this incentive.

a

a

a

a

7 Clause 28 (b) (ii) & (iii)

Deletion of paragraph (i) and O of
the Third Schedule that remove
the preferentid l5%Tax Rate
for the first 5 years for
investmenc in Consruction of
Residential Units & Local Motor
Vehicle Assembly.

We propose the deletion of this

proposal

This is based on the following iustifications:
o This will discourage large-scale housing development and

Local Motor Vehicle Assembly, making the proiects less

fi nancially attractive.
r This will also disincentivize investment in Kenya's focus

area for manufacturing sector trowth and local lob
creation.

8 New Proposal

Withholding Tax on Foreign
Scrap

Section 35, lncome Tax Act

We propose the removal of
Withholding Tax on
lmportation of Scrap as follows

the
the

This proposal is based on the following iustifications:
. Scrap metal is a key raw material used for the production

of semi-finished metal producs used in the making of
construction materials like steel rods (rebars), angles,

and channels.
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a

a

Further, it will impact companies that had significant

historical losses owing to past inefficiencies that have

since been restructured and are now on a profit streak.

For such companies historical losses should be allowed
indefinitely provided that no new losses are accrued.

The clause will impact curent and future start-ups given

that most businesses in Kenya break-even way beyond 5

years. This may discourage opening/running of new
business.

Furcher market distonion is broughr about by rhe hct
rhat in Tanzania, carry forward of losses is indefinite,

while in Uganda, its 7 years with the subsequent 5V/" of
the deficit being allowed indefinitely in succeeding years.

Capital intensive companies need this to recover their
investment cost. Curtailing it to 5 years will seriously

hamper businesses to survive and grow

Low profit margin businesses need a longer time to
recover losses

a

a

5 Clause 8 (d)

Deletion of subsection 15 (5)
that dlowed the
Commissioner to extend the
period of deduction beyond
l0 yearc.

We propose the deletion of this

provision.
This proposal is based on the following iustifications:

o Under the current economic environment, high costs of
production, high financing costs, rising labour costs,

rising power costs and intense competition from
imported products (some counterfeits and substandard

products), many businesses are struggling to break even.

o lt is therefore not right for the National TreasurT to
deny these businesses an opportunity to claim tax losses

against future profits.
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Deletion of section l5(2) Z will be counter-producrive
and have an adverse impact on sports funding from the
private sector in light of the consrained Government
resources.

a

4 Clause 8 (c)

Restriction of tax loss carry-
forward to 5 years.

We propose the deletion of this

proposal

Alternate proposal

Losses:
period

a) Trading (Operating)
Allow a carry-forward

of seven (7) years.

b) Losses Attributable to Capital
Allowances and Accelerated
Depreciation: Allow a carry
forward period often (10) years.

based on the following justifications:

While we understand the policy oblective of curbing

perpetual deferral of tax liabilities, a five-year blanket

restriction on the carry forward of all tax losses may

inadvertently penalize sectors with long gestation

periods and high capital intensity. This could significantly

affect investor confidence, especially in sectors such as

steel, cement, edible oil processing, infrastructure, and

other manufacturing industries

ln the current high-interest rate environment, many

businesses incur losses not because of weak operations
but due to substantial financing costs, especially during

stanup and expansion phases. A seven-year window
will dlow businesses to stabilize and achieve
profitability in a more realistic time frame.
Capital-intensive projecs often take longer to break

even due to significant upfront investment in plang

machinery, and infrastructure. Losses generated through
investment allowances reflect temporary timing
differences and should be given an extended horizon to
allow for proper recovery.

This will reduce taxpayers' ability to manate tax
liabilities, potentially increasing cash outflows especially

in capital intensive industries where recovery spans

longer periods.

This is

a

a

a

a

Page | 5



Significant
Presence Tax

Economic

Section l2E of the lncome Tax
Act is a ended-

(a) in subsection ( l), by insening
the words "the internet or an

electronic network including

through" immediately after the
words "carried out over (b) in

subsection (3), by deleting
paragraph (d).

a

a

Retaining the KES 5 million turnover threshold for the
Digital Service Tax (DST) will shield Micro, Small, and
Medium Enterprises (MSMEs) and reduce compliance
costs.

Protection of MSMEs- Many small digital businesses and
s6rtups operate on rhin, profit margins. Removing the
threshold would sublect even the smallest players to
DST, increasing rheir tax burden and potencially sriflint
innovation and growth in Kenya's digital economy.

MSMEs are key drivers of employmenr and economic
inclusion; overburdening them with taxes could lead to
reduced compedtiveness or business closures.

a

3 Clause 8 (a)(vi)

Proposes to delete section 15

subsection 2(Z) of the lncome

Tax Act (lTA)

Sec. 15 (2)Z - Provision
enabling tar deduction of
expenditure incurred in that
year of income by a person
sponsoring sports

Delete the proposal This proposal is based on rhe following justifications:

o Deletion of the clause goes against UDA BETA
commitmenc on youth and spors development i.e.

investment in sports infrastructure, including stadiums
and training facilities, promorion of sports as a career
path, with srrucrured 6lenr idenfification and
development programs and suppon for creative and
performing afts as parr of the creative economy pillar.

o The proposal will lead to a decline in sports sponsorships
especially those undertaken by corporares owing to
withdrawal of the tax incentive

. Sports are critical in society since they not only generate
income for the youth bur also prevenr them from
engaging in vices like drug abuse.
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KAt{ I'IEMORANDUM ON THE FINANCE BILL,2025
INCOME TAX

ClAUSE PROPOSAL JUSTTFTCATTON
Clause 2
Definition of Royalty

Amending the definition of
'roydQ/ to encompass software

distribution, specifically where

regular payments are made for the

use of software via a distributor

Delete the proposd seeking to
extend the definition of royalty
under the lncome Tax to include
use of software through a

distributor.

This is based on the following justifications:

o We recommend that the definition of "royalry" should

follow international best practice and the OECD

definidon where the right-based approach is used.
o Under the right-based approach, only payment for che

right of use, right to use and copyrighs qualify as

royalties.

o The proposed expansion of the definition of "royalry"

deviates from the globally accepted definition of
"royalty" that borrows heavily from the OECD's rights-

based approach under which only payments for the use

of, or the right to use, copyrights qualify as royalties.

Payments for copyrighted products (such as off-the-shelf

or prepackaged software) do not qualify as royalties

under OECD's righa-based approach.

. The OECD Model Tax Convention states that royalties

arise where paymens are for the right to use the

copyright in the program (i.e., to exploit the rights that
would otherwise be the sole prerogative of the

copyright holder).
o ln this regard, the inclusion of distribution of software as

royalty negates the whole principle of what a royalty is.

The OECD guideline specifically states distribution of
sofnrrare should not be regarded as royalty.

2 Clause 6 Delete the proposal This is based on the following iustifications

Page | 3



I.OINTRODUCTION
Kenya Association of Manufacturers (KAM) is the leading business membership organization in East Africa that plays a key advocacy role on behalf of
manufacturers in Kenya and the region through is strong linkages with all sectors of the economy. KAM has over 1000 members and represens
Kenya's manufacturing value-added industries.

KAM represented Kenya's manufacturing sector interests in the East Africa Trade integration process through the design, rarificarion, and

implementation of the Customs Union, and the Common Market Protocol. The integration process in East Africa has been successful wirh Kenya
Playing a critical role. The EAC region integration is expected to spur the manufacturing sector to enhance inra-EAC trade in value-added products
and thus Srow the economies of the region.

KAM has a membership of manufacturers across thirteen manuhcturinS sectors and Services ranging from Food and Beverage, Pharmaceutical;
Automotive; Chemicd and Allied; Metd and Allied; Paper and Paperboard; Leather and Apparel; Textile and Apparel; Plastics and
Rubber; Timber, Wood, and Furniture; Electric and Electronic; Building, Mining and Construction; Agro-Processing.

2.0 PROPOSED AMENDMENTS TO THE FINANCE BILL, 2025
ln response to the call for public participation in the afore-referenced Bill, we propose the following amendments to be considered before the draft
Bill is enacted:

I Paeeft
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KAM MEMORANDUM ON THE FINANCE BILL 2025

Submitted to

HR. SAMUEL NTOROGE
THE CLERK

NATIONAL ASSEMBLY
PARLIAI'IENT OF KENYA, PARLIAMENT BUILDINGS
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Presented By

TOBIAS ALANDO, CHIEF EXECUTIVE,
KENYA ASSOCTATTON OF T,TANUFACTURERS (KAM)
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cllusE t{uM8ER OOTITET|TOFTHE CTAUSE PNOPOcED AMETIOi'E IT RATPilAI.E AI{ D.lUsnFrcANOil
thc amncety, there shall be a foe-
year perlod for remlttance, but a
penatty of ten p€rcent shall be
levied on the remittance.
(4)The funds transfened under the
amnesty shall be exempt from the
prwlsions of Proceeds of Crime
and Anti-Money Laundering Act,
2(xx), the AntFMoney Laundering
(Amendment) Act of 2023 or any
other Act relatlng to reporting and
investftaUon of fi nancial
transactlons, to the extent of the
source of the funds exdudlng funds
derlved from proceeds of
terrorism, poadring and drug
trafficking.

30
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CI.AUSE ]tIUMBER GOI{TENT OF THE CIAUSE PROPOSED AME'IDMENT RATIONALE AIT D JUST]FICANON

any year of income ending on or
before the 31st Oecember 2024,

and from following up on the
sources of income under the
amnesty where -

(a) that income has been declared
for the year 2024 by a person

earning taxable income outside
Kenya;

(b) the returns and accounts for
the year 2024 are submitted on or
before the 3fth June 2027; and
(c)the funds declared voluntarily
have been transferred back to
Kenya.

(2) This section shall not apply in
respect of any tax where the
person who should have paid the
tax -
(a) has been assessed in respect of
the tax or any matter relating to
the tax; or
(blis under audit, investiSation or is
a party to ongoing litigation in
respect of the undisclosed income

or any matter relating to the
undisclosed income.
(c) has previously utilised the
amnesty for the period previously
prescribed.
(3)where no funds have been

transferred within the period of

for the government and the
country to receive funds from
abroad which can contribute to
bridginB the fiscal deficit,
currently projected at
approximately 5% of GDP for the
fi nancial year 2025 I 2026.

29
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CI.AUSE UMBER CO TENT OF THE CI-AUSE PROPOSED AMENDMENT RATIONALE AN D JUSTIFICATTON

(3) For the purposes of subsection
(2) -
b) the amnesty shall only be

Sranted once, if the person-
(i) applies for amnesty and pays all

the outstanding principal taxes not
later than the 30th June, 2026;

(4) Despite subsection
(2), where a person has paid part
of the principal tax due as on the
31st December, 2023, and has

been granted amnesty on the
unpaid principal tax, and interest,
penalties and fines thereon, any
amount that remains unpaid on
the 30th June, 2026, shall attract
interest and penalties for which no
amnesty shall be granted.

more time to regularize their tax
affairs, particularly in cases where
partial payments have already
been made-

a This extension would provide
relief to taxpayers who are
making genuine efforts to comply,
enhance voluntary compliance,
and improve the overall
effectiveness of the amnesty
proSram.

a Extending the period would also
help avoid the administrative
burden of processing penalties
and interest for cases that are
otherwise on track for resolution
such as implementation of
Alternative Dispute Resolution
(ADR) on iTax.

29
a New Provision for

lnclusion to the
Finance Bill 2025.

a Proposed new amendment
under the Tax Procedures Act

a Proposed amendment to Section
378 of the Tax Procedures Act
relating to repatriation of foreign
income. This is proposed to read

as follows with highlighted changes
in blue.

378. (1) Notwithstanding any other
provision of this Act, the
Commissioner shall refrain from
assessing or recovering taxes,
penalties or interest in respect of

o It is our view that the tax amnesty
on foreign income repatriation
introduced throuSh the Finance
Act 2018 did not result in the
expected response from the
public. The amnesty was not
actively taken up.

We propose a current dating of
the amnesty, to offer an avenue

a
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CI.AUSE NUMBER CONTENT OF THE CI.AUSE PROPOSED AMENDMENT RATIONATE AND JUSTIF]CATION

. Protect individuals' data privacy

with appropriate safeguards.
. Maintain clear accountability for

the use and disclosure of such

data.

Compliance with both the proposed

sharing of private data and trade secrets

regime with KRA and the Data Protection
Act would place banks in a legal and

operational dilemma. ln response, banks

would be forced to:

a Undertake a comprehensive legal

review of all existing customer
contracts.
Update terms and conditions to
include explicit clauses permitting
data sharing with KRA.

Develop new frameworks for
obtaining informed consent from
customers, potentially at
significant administrative and

a

a

legal cost

27
a Section 54 of the

Finance Bill Clause

repealing Section

77(2) of the Tax

Procedures Act

a lnclusion of weekends and

holidays in appeal timelines
Section 77 of Tax Procedures

Act is amended by repealing
subsection(2)

Retain Section 77(21|. "ln
computing the time prescribed for
making an appeal or objection
under this Act, Saturdays, Sundays

and public holidays shall not be

reckoned."

a Excluding weekends and public

holidays from appeal timelines
provides fairness by ensuring
taxpayers have adequate time to
respond, especially as many
offices are closed during these
periods.

28
New Provision for
lnclusion to the
Finance Bill 2025.

a
Proposed amendment of
Section 37 E (3)(b) (i) and

Section 37 E (4) of the Tax

Procedures Act.

Proposal for amendment of Section

37 E (3Xb) (i) and Section 37 E (4)

of the Tax Procedures Act to read

as follows as highlighted:

It is recommended that the
deadline of 30th June, 2025, be

extended by at least 12 months to
30th June 2026 to allow taxpayers

a
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CIAUSE IIUMBER COI{TET{T OF THE CI.AUSE PROPOSED AMENDMEI{T RANOilAT"E AN D JUSTIFrcANON

Xenya Revenue Authority (KRA), with
the following implications.

. Customer Trust Concerns. The forced
disclosure of personal data and trade
secrets to KRA will be perceived by
customers as a breach of privacy. This

erosion of confi dentiality undermines
one of the core tenets of the banking
relationship, trust.

. AccordinS to the Kenya Bankers
Association Customer Satisfaction
Survey Report l2024l, 32.67% ot bank
customers cited concerns over data
security as a reason for switching
banking services. This proposed
amendment is expected to exacerbate
those concerns, potentially leading to:

o lncreased customer attrition.
o A shift from formal banking

systems to informal financial
mechanisms due to perceived
risks around data exposure.

o A negative impact on financial
inclusion efforts, as

customers will opt to remain
unbanked to safeguard their
privary.

o Risk of Non{ompliance with
Data Protection Laws

The amendment conflicts with existing
provisions of the Data Protection Act,
2019, which mandates businesses to:

Obtain explicit consent before
sharing personal data.

26
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a

Section 59A (18) of the Tax

Procedures Act provides that;
(18) The Commissioner shall not
require a person to integrate or
share data relating to-
(a) trade secrets; and
(b)private or personal data held

on behalf of customers or
collected in the course of
business.

This clause ensures confi dentiality
of personal or private data and

trade secrets are safeguarded.

CTAUSE NUMBER CONTENT OF THE CIAUSE PROPOSED AMENDMENT RATIONATE AND JUSTIFICATION

tax overpayments within the
shortest time possible.

treatment and timely
recourse in cases of
overpayment.
Aligns with good
international practices,

where tax authorities are

encouraged to resolve
refund claims quickly to
avoid unduly retaining
taxpayer funds.

o25
a Section 50(c) of the

Finance Bill,2025

lncrease of the
timeline (120 to
180 days) for the
Commissioner to
determine a refund
or offset
application of
Overpaid Tax

where the refund
or offset
application is

subjected to an
audit.

Section 47(4A) of the TPA provides

thau

(4A) Where an application
under subsection (1) has been

subjected to an audit under
su bsection (4), the
Commissioner shall ascertain

and determine the
application within one

hundred- and twenty-days
failure to which, the
application shall be deemed
to have been ascertained and

approved.

ra Delete Section 50 (c) of the Finance

Bill,2025 that seeks to increase the
timeline for the Commissioner to
determine a refund or offset
application of overpaid tax from the
current 120 days to 180 days where the
refund or offset application is subjected
to an audit.

26
a Section 52 of Finance

Bill,2025 proposes to
amend Section 59A of
the Tax Procedures Act
by deleting subsection
(18)

Requirement to share
private or personal data
and trade secrets of
customers.

a We propose to continue safeguarding
and protecting customer personal data
and trade secrets by:

Deleting Section 52 of the Finance

Bill,2025

a The banking business is fundamentally
built on trust, security, and the
confidentiality of customer
information.
The proposed amendment to delete
Section 59A(18) of the Tax Procedures

Act, 2015(which currently protects
businesses from mandatory system

integrations that could expose trade
secrets or personal customer data)
poses significant risks to the financial
services sector.

lf enacted, the proposed deletion of
Section 59A(18) of TPA will compel
banks and financial institutions to
share sensitive customer data and
propraetary information with the

a

a
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24
a Section 50(b) of the

Finance Bill,2025

lncrease of the
timeline (90 to 120
days) for the
Commissioner to
determine a refund
or offset
application of
Overpaid Tax

section 47(2) of the TPA

provides that;
(2) The Commissioner shall

ascertain and determine an

application under subsection
(1) within ninety days and
where the Commissioner
ascertains that there was an

overpayment of tax-
(a)in the case of an

application under subsection
(1Xa), apply the overpaid tax
to such outstanding tax debts
or future tax liability; and
(b)in the case of an

application under subsection
(1Xb), refund the overpaid tax
within a period of six months
from the date of
ascertainment and, if the
Commissioner fails to refund,
the overpaid tax shall be

applied to offset the
taxpaye/s outstanding tax
debt or future tax liabilities.

o

a This section ensures that
Commissioner decides on an

application within 90 days to
ensure the taxpayer can

utilize or get a refund for valid

a Delete Section 50 (b) of the
Finance Bill that seeks to increase

the timeline for the Commissioner
to determine a refund or offset
application of overpaid tax from
the current 90 days to 120 days.

a Section 47(2) of the Tax

Procedures Act provides a clear,

time-bound framework within
which the Commissioner is
required to ascertain and
determine an application for a tax
refund or application of offset of
overpaid tax, specifically within 90
days. This provision is essential for
promotinB efficiency, certainty,
and fairness in tax administration.
Extending the determination
period from 90 to 120 days would
adversely affect taxpayers by
delaying access to legitimate
refunds or offset of overpaid tax
against outstanding or future
liabilities. Many businesses and

individuals rely on timely refunds
to manage cash flows. Retention
of the 90-day period will;

o Promoteadministrative
efficiency within the
Kenya Revenue Authority
(KRA), ensuring that
taxpayer claims are
processed promptly and

not subjected to
unnecessary delays.

o Supports taxpayer rights
by upholding fair

24
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CI.AUSE NUMBER CONTENT OT THE CIIUSE PROPOSED AMENDMENT RATIONATE AND JUSTIFICANON

decision of the Tribunal or
court.
Section 42(14)(e) of the Tax

Procedures Act ensures that
the Commissioner is barred
from issuing an agency notice
where a taxpayer has

appealed aSainst an adverse

TAT or Court decision within
the required statutory
timelines.

By maintaining Section 42(14Xe),

the law strikes a fair balance

between the enforcement powers

of the Commissioner and the
taxpayer's constitutional right to a

fair hearing. lt ensures that legal

processes are respected and that
enforcement measures are only
undertaken once all avenues for
appeal have been exhausted or

a

lapsed

23
a

a

Section 50 of the
Finance Bill 2025

Setoff
Overpayment/Set
off Advance

Payment on KRA'S

i-Tax portal

We request that
the i-Tax portal be

configured in a

manner that enable
taxpayers to utilize
valid Refund

Adjustment
Vouchers (RAVs)

("approved
refunds") to set-off
existing (current)

Withholding Tax &
Withholding VAT

liabilities.

Section 47 of the Tax

Procedures Act (TPA) as

presently drafted allows a tax
payer to elect to cash

disbursement on approved
refunds or set-off the
approved refunds against
present and futu re tax
obligations.

a The said provision states as

follows: "Where a taxpayer
has overpaid a tax under any

tax law, the taxpayer may

apply to the Commissioner in

the prescribed form-

(a) to offset the overpaid tax
against the taxpayer's
outstanding tax debts and

future tax liabilities including
instalment taxes and inPut
value added tax; ..."

We are of the view that Section 47

of the TPA allows all tax debt to be

offset against any tax
overpayments and the i-tax portal

should be configured in a way that
enables a taxpayer to offset their
present tax liabilities for wHVAT

and WHT in the same way as with
lncom€ Tax, VAT, PAYE, and excise

duty obligations.

This will enable seamless

application of Section 47(1Xa) of
the TPA and implementation of the

i-Tax system in a way that is

consistent with the Law as was

intended.

a

Tax payers are forced to settle
WHT and WHVAT debts through
direct remittance to KRA'S bank

account while offsetting other
monthly tax liabilities vide RAVs.

Our proposal will ensure
enhanced liquidity for businesses

since all tax obliSations qualify to
be outstanding debts as envisaged

under Section 47 of the TPA.

23
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section shall be exempt from the
provisions of the Proceeds of
Crime and Anti-Money
Laundering Act, 2009, provided
the source is lawfully declared.'

punishment

Aligns with reforms in other
emerging markets (e.9. Nigeria,
South Africa, lndonesia) that
implemented successful
offshore income amnesties.

22
o Section 47(v) of the

Finonce Bill,2025

thot seeks to delete
Section 42(74)(e) of
the Tox Prccedures

Act.
Agency notices to
be issued where a

taxpayer has

appealed against a

TAT or Court
decision.

Section 42 (14) of the Tax

procedures Act states;
(14) The Commissioner shall
not issue a notice under this
section unless - (a)the

taxpayer has defau lted in
paying an instalment under
section 33 (2);
(b)the Commissioner has

raised an assessment and the
taxpayer has not objected to
or challenged the validity of
the assessment within the
prescribed period;
(c)the taxpayer has not
appealed against an

assessment specified in an
objection decision within the
prescribed timelines;
(d)the taxpayer has made a

self-assessment and

submitted a return but has

not paid the taxes due before
the due date lapsed; or
(e)the taxpayer has not
appealed against an

assessment specified in a

a
a Delete Section 47(v) of the Finance

Bill, 2025

a Section 42(14)(e) of the Tax

Procedures Act plays a crucial role
in upholding the principles of
fairness, due process, and the right
to appeal within Kenya's tax
administration framework.
This provision ensures that where
a taxpayer has exercised their legal
right to appeal an adverse decision

by the Tax Appeals Tribunal (TAT)

or a court within the prescribed
statutory timelines, the Kenya

Revenue Authority (KRA) is barred
from prematurely enforcing the
decision through the issuance of
agency notices.
The issuance of agency notices,
especially during the pendenry of
an appeal, can lead to severe
financial and reputational harm to
taxpayers, including disruptions to
cash flow, business operations,
and banking relationships. lt can

also undermine confidence in the
dispute resolution process,

effectively rendering the right of
appeal mute.

a
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certainty, equity,
economic sustalnability

and

21
New Provision for
lnclusion to the
Finance Bil 2025

a a Reintroduction of a Tax
Amnesty on Foreign-
Sourced lncome
repatriated into Kenya.

ll lnsert a new section under the
Tax Procedures Act as follows

"Section 37F - Repatriation of
Foreign lncome Amnesty

(1) Notwithstanding any other
provision of this Act or the
lncome Tax Act, the
Commissioner shall refrain from
assessing or recovering taxes,
penalties or interest in respect of
income accrued outside Kenya
in any year of income ending on
or before 31st December 2023,
where the person who earned
such income -(a) declares the income for the
year of income 2024;
(b) submits returns and
accounts tor 2024 on or before
30th June 2026; and
(c) repatriates such income into
Kenya by 30th June 2026.

(2) This section shall not apply
to income -(a) already assessed or under
active investigation;
(b) derived from illegal activities
including terrorism, trafficking, or
corruption.

(3) Funds repatriated under this

a Kenya previously provided a
similar amnesty through the
Finance Act 2016, but uptake
was low due to insuflicient time,
uncertainty, and lack of clarity.

a The country is now facing fiscal
pressures and a growing
diaspora wealth base, making
this an opportune time to attract
capital inflows to support
economic recovery.

The amnesty would unlock
foreign funds, allowing
Kenyans abroad to bring back
income or assets without fear of
retrospective taxation or legal
exposure.

a Helps bridge the budget deficit
(estimated al -5o/o of GDP)
through voluntary repatriation
of resources.

a No cost to the Exchequer, but
potential billions in inflows,
investment, and liquidity in real
estate, bonds, stocks, and
enterprise.
Reinforces national unity and
trust, signaling that Kenya
welcomes diaspora wealth and

over

a

values trans ren
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"not later than the 30th June,
2026"

2. ln Section 37E(1) and
Section 37El2l, replace the
phrase:
'for any year of income
ending on or before the 31st
December,2022"
with:
"for any year of income
ending on or before the 31st
December, 2024"

and reconcile
inconsistencies, but the
workload and complexity
requlre more time to resolve
transparently and in good faith.

a KRA has already collected
substantial revenue through the
amnesty to date. An extension
will further enhance voluntary
compliance and revenue
performance.

a Expanding the covered period
to 3't st December 2024 reflects
the reality that many taxpayors
filed or regularized late and
now face demands for recent
years that fall just outside the
original cut-off.

a Extending the deadline to 30th
June 2026 provides a practical
12-month window for taxpayers
to fully clean up records,
engage in Alternative Dispute
Resolution (ADR), and settle
without penalty or interest.

a This fosters good faith,
restores trust, and supports
long{erm tax compliance and
cooperation.

Retains alignment
national tax policy

with the
qoals of

a
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wlthholdlng of value added tax
where -
(a) The taxpayer supplies goods or
services whose prices are capped

or controlled under any law,

regulation, or statutory
instrumenU
(b) The taxpayer operates on gross

margins of less than five percent;
(c) The taxpayer holds substantial
input VAT credit that is unlikely to
be offset within twelve months
under normal trading conditions;
or
(d) Any other reasonable cause

exists which, in the opinion of the
Commissioner, would render the
withholding administratively
burdensome or unjust.

(21 The exemption shall be subJect

to perlodic revlew and may be

revoked by the Commissloner ln
case of material change in
clrcumstances,,,

into cashflow distress

a where input vAT credits
accumulate for over 12 months,
refund timelines and vAT
neutrality are distorted.

ra This clause grants tar8eted
admlnlstrative flexlbility, while
allowing KRA to impose
safeguards, reviews, or conditions.

a Aligns with international best
practices and tax equlty, treatinB
firms according to operational
realities.

a Supports cash flow preservation,

tax fairness, and sectoral
sustainability in sensitive
industries.

a Ensures businesses aren't
punished by structural
inefficiencies beyond their control.

20.
a New Provision for

lnclusion to the
Finance Bil2025

Amendment to Section 37E
of the Tax Procedures Act
to extend the amnesty
period and expand the
coverage window.

a Amend Section 37E(3XbXi) and
Section 37E(4) of the Tax
Procedures Act as follows:

1. ln Section 37E(3Xb)(i),
replace the words:
"not later than the 30th June,
2025"
with:

KRA has issued a high volume
of assessments, many of
which relate to historical ledger
balances and unreconciled
accounts dating as far back as
1992.

Taxpayers have been invited to
clean up legacy tax ledgers

t
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issuance of VAT Refund
Bonds to securitise verified
and approved VAT refund
balances owed to taxpaysrs,
and for the trading of such
instruments at the Nairobi
Securities Exchange."

Such VAT Refund Bonds shall:
(a) Be issued to eligible
taxpayers with verified VAT
refund balances older than six
months;
(b) Be tradable on the Nairobi
Securities Exchange (NSE);
(c) Bear a maturity period of 3 to
5 years with semi-annual
interest payments;
(d) Be exempt from income tax
on interest;
(e) Be eligible as Tier 1 capital
for commercial banks and
acceptable as collateral.

creating a new asset class

Aligns with global best
practice: Similar mechanisms
have been used successfully in
lndia, Argentina, and Greece.

a Stimulates economic ac'tivity
by enabling reinvestment, job
creation, and industrial groMh.

a Supports Kenya's BETA
agenda and National Tax Policy
principles of predictability and
efficiency.

a Prevents loss of taxpayer trust
and potential litigation over
delayed refunds.

o Creates a win-win structure for
the taxpayer (liquidity),
government (cash flow
preservation), and economy
(qroMh).

19
a New Provision for

lnclusion to the
Finance Bill 2025

Empower the Commissioner
under the Tax Procedures Act
to exempt certain businesses

from WithholdinB VAT where
price control, thin margins, or
persistent VAT credits exist.

a lnsert a new subsection under
S€ction 428 of the Tax Procedures
Act or create a new stand-alone
section to read:

"(1) The Commissioner may, upon
written applicatlon by a taxpayer,
exempt such taxpayer, in whole or
in part, from the obligation to
withhold or be subiect to

o Withholdlng VAT on price-
controlled toods (e.9. petroleum.
electricity, pharmaceuticals) leads

to excessive input vAT credits and

working capital strain, threateninB
service delivery.

Businesses with thin margins (e.g.

24Yo gross margin) cannot absorb
2% VAT withholding without falling

a
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ethanol cooking to Kenyan

households, driving higher demand
and achieving targets for the green

energy transition set out in the
Kenya National Cooking Transition
Strategy.

t7
o New Provision for

lnclusion to the
Finance Bill 2025.

amendment of
Section 36 (O) (155)

PART lll of Value
Added Tax

a VAT Act section 36 (o), 155.

'lnputs or raw materials
(either produced locally or
imported) supplied to
pharmaceutical
manufacturers in Kenya for
manufacturing medicaments
as approved from time to
time by the Cabinet Secretary

in consultation with the
Cabinet Secretary for the time
being responsible for matters
relating to health.'

a The section is amended to read
'lnputs or raw materials (either
produced locally or imported)
supplied to pharmaceutical

manufacturers in Kenya for
manufacturing medicaments as

approved from time to time by the
Cabinet Secretary in consultation
with the Cabinet Secretary for the
time being responsible for matters
relating to health in consultation
with the Pharmacy and Poison

Board for the time being

responsible for matters relating to
pharmaceutical, medical products

and technologies

Cap 244 mandates the Pharmacy

and Poison Board the sole
mandate to regulate including
approval handling of raw material
and medical products in the
country

a

TAX PROCEDURES ACT

78
ia New Provision for

lnclusion to the
Finonce Bill 2025

a Proposal to address VAT
refund backlog by
securitisation through
issuance of a VAT Refund
Bond, tradeable on the
Nairobi Securities
Exchange (NSE).

a lntroduce a new section under
the Tax Procedure Act under the
the Finance Bill 2025 to read as
follows:

"The Cabinet Secretary may,
in consultation with the
Capital Markets Authority and
the Kenya Revenue Authority,
prescribe a framework for the

a Unlocks liquidity for
businesses owed billions in
refunds without requiring
immediate cash oumow from
the National Treasury.

Boosts investor confidence
and deepens capital markets by

ll
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achieve its climate miti8ation and
adaptation goals.

15
New Provision for
lnclusion to the
Finance Bill 2025.

VAT exemption on
inputs for
manufacturing local

of denatured
bioethanol for
cooking

. vAT Act 2013 provides a VAT

exemption for "the supply of
denatured ethanol of tariff
number 2207.20.00." This
exemption has already
resulted significant results to
Kenyan households, sugarcane
farmers, and the nation as a

whole.
o However, additional major

contributors to the cost of
ethanol cooking fuel also
include VAT on inputs used in
the manufacture of denatured
ethanol, including molasses,
transport, and electricity.

Because the output (denatured

ethanol) is VAT exempt, but the inputs
are non-exempt, local ethanol
producers are disadvantage at a versus
imported supply and are passing on
the non-claimable portion of their
input VAT as costs, which drives up the
retail price of ethanol cooking fuel to
Kenyan households.

We propose to amend Part 1,

Section A to the First Schedule of
the VAT Act 2013 by inserting:

a

"lnputs and raw materials locally
purchased or imported for the
manufacture of denatured
bioethanol for cooking"

ln Kenya, the sugar and sugar by-
products industries stand as

fundamental pillars of the
economy, contributing significantly
to employment, rural development,
and food security.
With a rich history dating back to
the early 2fth century, this sector
plays a pivotal role by offering
livelihoods to thousands of Kenyan
families and addressing the nation's
economic needs. Specifically
focusing on deriving ethanol from
sugarcane propels the growth of
the aSro-processing sector, aliSning
with the East African Community's
vision for value-addition within the
community. This approach ensures
a stable market for our sugar
producers, contributing to the
sustainability of the sugar industry
and improving farmers' livelihoods.
The extension of VAT exemption on
inputs used in the production of
denatured ethanol will support the
Browth of the local agro-processing
industry by allowing local producers
to recover input VAT. This reduction
in costs will improve the
competitiveness of local ethanol
cooking fuel and reduce the costs of

a

a

a
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a and Paragraph 30

and 32 of Part A of
the Second

Schedule

to the Value Added
Tax Act-

a

161. The supply of solar and

lithium ion batteries.

a 37. The Second Schedule to
the Value Added Tax Act is
amended in Part A-
(d) by deleting paragraph 30;
(f) by deleting paragraph 32;

a By deleting the proposed amendment
in Section 37(f) of the Finance Bill

electric bikes or mobility options
uncompetitive and reducing their
uptake.

a Applying VAT to this industry
impedes the wider adoption of
electric vehicles which is an

important objective for the country
to achieve its climate mitigation
and adaptation goals.

15
a section 37 (f) of the

Finance Bill 2025

Amendment by

deletion of
Paragraph 32 of Part

A of the Second

Schedule to the
Value Added Tax

Act.

a

Paragraph 32 of Part A of the
Second Schedule to the Value

Added Tax Act provides for
zero rating of:
32. The supply of solar and

lithium ion batteries.

a a we propose retention of ParagraPh

32 of Part A of the Second Schedule

to the Value Added Tax Act and

amendment of the paragraph by

inserting the words "by way of sale,

leasing, hiring, or swapping" after
immediately after the words "The

supply'' in paragraph 32;

The paragraph will read as follows

ra 32. The supply by way of sale.

leasing, hiring, or swapping of solar
and lithium ion batteries.

ra The proposed amendment to the
Bill would extend the current zero-

rating to include Battery as a

Service (BaaS) business models
where customers lease, swap or
pay for access to battery Power
rather than purchasing batteries
outright. BaaS models helP
promote the wider adoption of
electric vehicles by mitiSating the
high cost of lithium-ion batteries.

Companies operating Baas models

currently absorb the VAT cost as

passing the cost onto their
customers would make their
service uncompetitive and reduce
uptake of electric bikes.

Applying vAT to BaaS models
impedes the wider adoption of
electric vehicles which is an

o

tm ortant objective for Ken ato

15
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Cabinet Secretary responsible
for matters relatinB to
housing.

freasury, shall be zero.rated."

lnclude a transitional clause to deem
prior approved exemptions as eligible
for zero-rating going forward.

smoothens the compliance process

across the supply chain.

a Encourages investment and
participation by private developers,
suppliers, and contractors in the
housing value chain.

a Aligns with Kenya's BETA Plan and the
government's flagship Affordable
Housing Programme.

a Promotes predictability,
transparency, and efficiency in tax
treatment of public interest projects

a Ensures better cash flow for
conractors and developers, avoiding
VAT lock-up and enabling
reinvestment.
Facilitates compliance and audit trail
via eTIMS invoicing at zero-rated
status, while still safeguarding revenue
through project approval controls.

a

t4 Section 36 (o) and

Section 37 (d) and (f) of
the Finance Bill 2025

a Amendments to
Paragraph 159 and
161 of Part A of the
First Schedule

o 35. Section A of Part I of the
First Schedule to the Value
Added Tax Act is amended-

(o) by inserting the following new
paragraphs immediately aft er
paragraph 154-
159. The supply of motorc.ycles of
tariff heading 8711.60.0O.

By deleting the proposed paragraph
(159) appearing in Section 36(0) of the
Finance Bill

By deleting the proposed paragraph
(161) appearing in Section 36(0) of the
Finance Bill

By deleting the proposed amendment
in Section 37(d) of the Finance Bill

a

The proposed amendment as it
stands would result in entities
operating in e-mobility space and

other entities aligned with
reduction of carbon emissions

absorbing the VAT costs of their
inputs or passing the cost onto
their customers thus making the

74
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that is already capital-intensive
and heavily regulated. This

additional tax burden amounts to
multiple taxation, which is not
only redundant but also

counterproductive, as it deters
private sector participation,
delays project execution, and

undermines Kenya's

competitiveness as a clean energy
leader in the region.

L2
Section 36 (L) of
the Finance Bill

FIRST SCHEDULE

ls. 2(1)l ExEMPT

SUPPLIES Part I

GOODS SECTION A

a a 129. Weighing machinery
(excluding balances of a
sensitivity of 5 cg or better),
of tariff number 8423.10.00
purchased or imported by
registered hospitals upon
approval by the Cabinet

Secretary responsible for
matters relating to health.

129. weighing machinery
(excluding balances of a sensitivity
of 5 cg or better), of tariff number

8423.10.00 purchased or imported
by registered hospitals upon
approval by the Cabinet Secretary

responsible for matters relating to
health in consultation with the

Pharmacy and Poison Board

a Cap 244 mandates the Pharmacy

and Poison Board the sole

mandate to regulate including
approval handling of health
products and technologies in the
country

ll

13
Section 36 of the
Finance Bill 2025

Amendment to
Paragraph 109, Part

1 of the First

Schedule
Paragraph the First

Schedule to the
Value Added Tax

Act.

a The amendment proposes a

deletion of Paragraph 109, Part I
of the First Schedule Paragraph

the First Schedule which Provides
exemption on:

(109) Goods imported or
purchased locally for the
direct and exclusive use in the
construction of houses under
an affordable housing scheme

approved by the Cabinet

Secretary on the
recommendation of the

Amend Paragraph 109, Part I of the

First schedule to the vAT Act, 2013 to
delete the current exemption and

insert a zero-rating provision as follows

"109. Goods and services supplled
directly and excluslvely for use in the
construction of housing unlts under an

affordable housing scheme approved
by the Cabinet S€cretary responsible
for Houslng, subject to the
recommendation of the cabinet
Secretary for Housing and approval by

the Cablnet Secretary for the National

ia
Paragraph 109 should not be deleted

as this would result in an increase on

the cost of Soods used in the
construction of affordable housing.

The exemption should be retained to
incentivize persons undertakinS
construction of affordable housing.

This will in turn incentive the final local

consumers/purchases of the houses

under the affordable housing scheme.

zero-ratlng ensures input vAT is

clalmable, reducing the cost of
construction and supporting
affordability for end-users.lt

a

a

13
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before the deletion of
paragraph 113 came into
effect shall continue to apply
until 30th June, 2026;

ener8y energy, will signlfi cantly increase

operation costs and in turn the
cost of power in the country. The

report by the National Assembly

on the lnquiry of the High Cost of
Power, highlights several
recommendations that will lead to
a reduction in the power costs,

however, this proposal of removal
from VAT exempt status will go

against the efforts the report and
its recommendations therein are

tryinB to achieve.

11
a Section 36 (i) o By deleting paragraph 112:

Provided that an exemption
that had been approved
pursuant to paragraph 112

before the deletion of
paragraph 112 came into
effect shall continue to apply
until 3oth June, 2026;

o Deletion of the VAT exemption
relating to geothermal, oil or
mining prospecting or exploration

a Kenya's primary source of power
is geothermal energy,
contributing approximately 47%

of the countn/s electricity
generation. The proposed
imposition of 16% VAT on
equipment and services essential
to this sector will significantly
increase operational costs. This

will not only lead to higher
electricity prices for consumers
but also discourage investment in
renewable energy infrastructure,
thereby slowing the countVs
progress toward its goal of
achieving 100% renewable
ener8y.

Moreover, by subjecting critical
capital equipment to VAT, the
government effectively raises the
cost of doing business in a sector

72
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1 Where a person incurs capital
expenditure in respect of an item listed
in the first column of the table, an
investment allowance may be deducted
in computing the gains or profits of that
person at the corresponding rate
specified in the second column, for
each year of income-

Capital

expenditure
incurred

Rate of lnvestment

Allowance

(a) Buildings

(viii) lndustrial

Building
10% per year, in equal

instalments

(ix) Dock 10% per year in equal
instalments

8
a New Provision for

lnclusion to the Finance
Bill 2025.

a Proposed amendment under
paragraph 13 of the Eighth

Schedule of the lncome Tax Act by
addinB a new paraSraph d,

Amendment to Paragraph 13 of the
Eighth Schedule of the lncome Tax Act
by adding a new paragraph d, to read

as follows:

'73. No goin or loss sholl be included in the
computotion of income under section 3 (2)

ff) in the cose of o tronsfer of property thot
is necessitoted by a tronsdction involving the
i nco rpo ro ti o n, rc co p ito I izo ti o n, o cq u is itio n,

omolgomotion, seporotion, dissolution or

Owing to the introduction of taxation
on indirect disposals, it has become
expensive to redomicile investment
shares in Kenya unless in the context
of an internal restructuring.
Through the proposed amendment,
we propose a period of two years (up
to 30 June 2027) to allow for persons

to transfer shares/property in Kenya

without the burden of capital gains

tax,

a

10
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a

corporations enjoy lower tax
rates, has led general to
dissatisfaction.
Tax Avoidance and Evasion:

Further to this policy chan8e,

there is bound to be an increase

of cases of lndividuals seeking

loopholes or resort to tax evasion

strate8ies that may ultimately,
undermine tax compliance and

tax revenues.

Shift in Employment Preferences:

High personal taxes may

discourage formal employment
and lead to a rise in informal or
gig economy work, which often
lacks benefits (medical and
pension) and protections.

Global Competitiveness
Attractiveness to Global Talent:
High personal taxes make a

country less attractive to
international professionals,

investors, and expatriates
compared to nations with lower
rates.

a

ia

7
a New Provision for

lnclusion to the
Finance Bill 2025

a Proposed amendment under
the Second Schedule of the
lncome Tax Act.

Proposed amendment to
Paragraph 1 of the Second

Schedule to clarify the deduction of
investment allowances for an

industrial building and dock. The
proposal reads as follows,

The proposal will ensure
administrative clean up to ensure it is
clarity of how the allowances for
industrial building and dock are to be

claimed.

a

9



ff\
XEPSA
w

CIAUSE NUMBER CONTE]TT OF THE CI.AUSE PROPOSED AMEI{DMEIIIT RANONALE AND JUSTIF]CATION

On the first Ksh. 288,0@
to%
On the next Ksh. 100,000
25%

On the next Ksh. 5,512,000

30%
On the next Ksh. 3,6@,000
i2.5%
On oll income over Ish.9,600,000
35%

Monthly
On the first Ksh. 24,000
LO%

On the next Ksh. 8,333
25%
On the next Y\sh. 467,667

30%
On the next Ksh. i0O,0O0
32.5%

On oll income over Ksh. 80O,ON
3s%

7. The individuol rotes of tox sholl be-
Rote in eoch shilling

On the li6t Ksh. 288,NO
10%

On the next Ksh. 70O,0OO

25%

On the next Ksh. 5,672,N0
30%

o

category thus help to address the
youth unemployment challenge.
lncrease in taxes would lead to
collapse of these MSMEs financed
model through salaries of high-
income earners.

The net take home of employees
has already been significantly
reduced in the recent past due to
the increases in the National
Social Security Fund, introduction
of the Affordable Housing lew as

well as Social Health lnsurance
Lew.
Further, the reduction in the net
take home of this category of
employees has significantly
reduced their ability to service
bank loans and hence increased
NPLs.

The spending by upper-income
consumers creates local
employment in Kenya through
personal household services,
school fees, entertainment among
others that employ low-wage
workers. Taxing top earners more
has resulted in lower spending on
these categories, and less local
employment.
lnequity and Public Backlash

Perception of Unfairness: Citizens
have perceived high personal
taxes as unfair, especially when

o

a

8
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Provided thot "ProPertY" sholl not
include goods ond movoble property

already have other offline channels i.e
physical stores. WHT on goods will
push vendors to physical shops/social
media where their sales won't be

subject to wHT.

Reversal of MSME Digitization: WHT

on goods sold on digital marketplaces
could lead to mass exits from e-

commerce platforms, reducing diSital

economic activity while hindering the
tax base expansion strategy and BETA

objectives.
Unequal Competition: WHT aPPlies

only to digital marketplaces, creating
unfair competition with physical

retailers.
Tax Rate lnconsistency: The 5% WHT is

much higher than the current 1.5%

Turnover Tax, straining MSMEs' cash

flows and increasing tax
administration costs.

a

a

a

6 a New Provision for
lnclusion to the Finance

Bill 202s
PAYE Tox Bdnds of 35%

ond 32.5%

The Finance Act 2023 lntroduced
two PAYE tax bands to individual
rates of tax by amending
paragraph 1 of Head B of the Third

schedule of the lncome Tax Act.

The current lndividual rates of Tax

for PAYE are as below;

a

Annually
shilling

Rate in each

We propose that the Third Schedule of
the lncome Tax Act be amended to
ensure the highest PAYE tax Band is

30%.

a

O Wording in the bill
A new proviso be added in the Finance

Bill ,2025 immediately after section 28

(e) of the bill and read as follows; (f) by

deleting porogroph 1(Under Heod B'

Rdtes of Tox) ond substituting therefor
the following new porogroph-

a Employees and experts engaged

at this level are reverting to
consultancy engagements instead

of direct employment further
denying revenue to the exchequer
since the two PAYE band of 32.5%

& 35% are above the corporate
tax rate of 30%.

The upper earners in Kenya

contribute significantly to
employment creation through the
numerous MSMEs owned bY this

a

7
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4 a Section 28 (b) (ii & iii) of

Finance Eill 2025

Repeal of the
preferential tax rate

The Bill seeks to amend the Third
Schedule to the ITA to repeal the
preferential tax rate of 15%

applicable to: - Companies
engaged in the construction of at
least 100 residential units in a
year; and - Businesses engaged in

the local assembly of motor
vehicles.

o
We recommend: the retention of
paragraph 2U) of the Third Schedule of
the lncome Tax Act relating to
businesses engaged in the local
assembly of motor vehicles and the
construction companies engaged in the
construction of at least 100 residential
u nits
We also propose zero-rating supplies of
goods and services to affordable
housing projects, subject to the
recommendation of the CS for Housing
and approval by the CS for the National
Treasury.

a

a

a The proposal to repeal the preferential

tax rate would negatively impact the
countVs development blueprint,
specifically under the BETA plan to
propel Manufacturing to 20% by 2030
and ensure that affordable housing is

mainstreamed across the country.
Further, for an export-oriented
country, it is important that the
section is not repealed to reduce the
balance of trade and the
unemployment rate.

a

5
a New Provision for

lnclusion to the Finance
Bill 2025

Section 10(4), lncome Tax Act

"(4) Where o resident or o non-
resident oerson. being the owner
or ooerotor of o dioital
morketoloce or olotform. mokes or
focilitotes oovment in respect of
d igito I co nte nt monetisotion,

Blg@a or services, the amount
thereof sholl be deemed to be
income which occrued in or wos
derived lrom Kenyo."

o a

a

Amending Section 10(4) of the ITA to
exclude goods and movable property
under the definition of the word
property through a proviso providing
that "property excludes goods and
moveable property.

Specifically, we propose that the
section 10(4) of the ITA should read as

follows;

(4) Where o resident or o non-resident
person, being the owner or operotor of
o digitol morketploce or plotform,
mokes or facilitotes poyment in respect
of digitol content monetisotion, or
seNices, the omount thereof sholl be
deemed to be income which occrued in
or wos derived from Kenya.

. Contradiction to Parliament's
lntentions: The National Assembly
Departmental committee on Finance
and National Planning in December
2024 made an amendment to exclude
goods under Section 10(4) to promote
the e - commerce industry which is at
its nascent stage. The intention of the
National assembly was that
withholding tax should 49,! be
applicable to goods. The provision as is

therefore with the word 'property' has

the potential to cause uncertainties in

the interpretation given the broad
defi nition of "property''

o Negative lmpact on Digital Economy:
Most MSME'S use e-commerce
platforms as an additional distribution
channel market which means they

6
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CI.AUSE NUMBER CONTENT OF THE CIAUSE PROPOSED AMENDMENT RANONALE AND JUSTIFICATION

a ln Uganda, the taxpayer is allowed to
claim the tax loss for seven

consecutive year and any loss tax loss

that remains unutilised thereafter,
only 50% is considered claimable.

Our proposal would lead to a level
playground for potential investors
eyeing to make investments in any of
the three East African countries. We
are further cognisant of the fact that
players in the extractive industry may

require not less than 10 years for
exploration before making gainful

return on their investment. As regards

exemption of Agriculture activities,
Agriculture Sector is and remains the
key contributor to the country's GDP

and most importantly provides food
security for the citizenry as well as

being the source of key raw materials
for the manufacturing sector.

a

3
Section 11 of Finance

Bill 2025;

Country by country
reporting on behalf of
other related parties

The Bill proposes to delete the
words "as a surro8ate parent

entity" and replace with the
following words "to file a country-
by-country report and notify the
Commissioner by the last day of
the reporting financial year of that
group in such form as the
Commissioner may specify'

a We propose Section 18D (8) of the ITA

to be amended as follows: 1) Delete the
words "as a surrogate Parent entiv'
and replace with the following words
"to file a country-by-cou ntry report
notification with the Commissioner by

the last day of the reporting financial
year of that group in such form as the

Commissioner may specif/'

a We note that the provision as framed

may cause confusion regarding the
deadline of filing the country-by-
country report as provided for under

Section. 18D (2) of ITA which provides

for filing of the country-by-country
report within twelve months from the
financial year end.

Our proposal will ensure clarity,
consistency, and to avoid confusion on
the country-by-country comPliance

o

requirements

5
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CI.AUSE NUMBER COTTTENT OF THE C]AUSE PROPOSED AMEI{DMEilT RANOI{AIE AN D J USTIFICANOil
o It is our view that the five.year period

may be quite short for capital
intensive investments hence this
proposal stands to impact certain
taxpayers disproportionally and
negatively, particularly those in

capital-intensive sectors, such as

manufacturing and the extractive
industries, which often incur
substantial tax losses over extended
periods. This change may potentially
stifle future investment in these vital
sectors.

To protect businesses that incur bona
fide tax losses and require more than
five years to utilise the same, the
government should consider phased

out approach to utilization of tax
losses.

For comparison we note that Tanzania
has structured the utilization of tax
losses in a manner that allows for
eventual claim of all the losses but
also payment of taxes in a year of
income where the entity reports a

taxable income. Under this regime,
40% of the taxable profit reported is
taxed while 60% is utilized to offset
outstanding tax losses. Further,
Tanzania excludes key sectors of the
economy e.g. agricultural sector from
the restriction of utilization of tax
losses.

a

a

4
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CTAUSE NUMBER CONTENT OF THE CI.AUSE PROPOSED AMENDMENT RATIOITATE AN D' UST]F]CATION

o Further, we propose including
a transitional provision for
losses that may have arisen in

prior years. Accumulated
losses will be deemed to have

been incurred in the year of
income in which the provision

comes into force.
A provision that the limitation
on carrying forward losses will
not apply to taxpayers
engaginB in extractive or
agricultural activities.

o

until fully utilized, meaning the
company would pay corporate tax
only after it has truly recouped its
accumulated losses. However, with
a s-year cap, losses over 5 Years
vanish. By year 6, the losses from
year 1 would expire; by year 10, all
initial losses from years 1-5 would
be gone. The company would start
paying taxes on its profits long
before it has offset its initial
investment costs. This effectively
increases the real tax burden on
long-term projects and reduces
their net present value.
Loss-moklng componles' contrlbutlona

a A common misconception is that
crmpanies not paying corporate
income tax (because they are in a
tax loss position) are 'not
contributing" to the economy or the
fiscus. ln reality, even loss-making
businesses contribute substantially
economically and in other taxes
and fees, often in ways critical for
growth and stability. Policymakers
need to recognise these
contributions:
VAT, PAYE, WHT, lmport duties, levies,

county fees, economic outPut,
employment, R&D, capacity Srowth,
skills development, future tax

a

contribution, lifes e and wellbein

3
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CI.AUSE NUMBER CONTENT OF THE CTAUSE PROPOSED AMENDMEilT RATIONATE AN D J USTIFICATION

Limitotion of period to
corry forword tox losses

year of income in which they arise

and the succeeding five years of
income.

The Bill has not provided room for
extension of the period beyond
the five years. lnstead, the Bill
proposes to repeal the provision
that allowed the Commissioner to
extend the tax loss utilisation
period beyond 10 years pre-2O22

in section 15(5),

a

law, taxable profit is gross income
minus all costs incurred in producing
that income.

A tax loss occurs when allowable
expenses exceed revenue in a year,

meaning the business made a genuine
economic loss.

The loss carryforward mechanism
allows those ercess costs to be
recognlsed aSainst future profits, so
that a company ls taxed on its actual
net income (if it eventually becomes
profitable) over time.
From an economic perspective, tax
losses signal past investments or
operating costs that haven't yielded
returns yet.

ln the alternative to perpetual carry
forward, we propose: -

o

o

o

o The current section 15(4)

should be amended to allow
taxpayers to use tax losses in
phases until exhaustion, when
they revert to a payable
position. For instance, in a
particular income year, where
the taxpayer reports a taxable
profit, 50% of it should be
used to use loss carried
forward while the remaining
50% should be subjected to
corporate income tax.

energy projects, tech startups, etc. -
require large upfront investments and
may operate at a loss for a number of
years before turning consistently
profitable.

The return on investment (ROl) in such
cases is realized gradually over a long
period. For example, an investment
with only a modest 5% annual return
miSht take nearly 20 years to double
in value (i.e. to fully pay back the initial
capital and then double it).
ln other words, a project yielding -5%
per year would require on the order of
two decades to deliver "full" returns
to investors - far longer than a s-year
tax loss carryforward window.
lf losses are only usable for 5 years,

much of the early-stage losses from
such a project could expire before the
project ever generates enough profit
to utilize them.
To illustrate, consider a capital-
intensive venture that spends KES
100 million in its first 5 years
(accumulating a tax loss of KES
100M) and only begins generating
profits in year 6.
Suppose it then earns a modest
KES 5 million profit each year (SYo

of the investment). Under an
indefinite carMorward, the KES
100M of losses from the startup
phase would gradually offset the
KES 5M annual profits for 20 years

a

a

a

a

a

2
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MEMORANDUM SUBMITTED BY THE KENYA PRIVATE SECTOR ALLIANCE (KEPSA) ON THE FINANCE BILL, 2025 TO THE NATIONAL ASSEMBLY DEPARTMENTAL

COMMITTEE ON FINANCE AND NATIONAL SUBMITTED ON MAY 30,2025

CTAUSE NUMBER CONTENT OF THE CIAUSE PROPOSED AMENDMENT RATIONATE A'tI D JUSTIFICANON

1
Section 8(a)(vi) of the
Finance Bill, 2025.

Non-Deductibility of
Sports

a Section 15(2Xz) of the ITA

provides that;
o (z)Expenditure incurred in

thot year of income by o

pe rson sponsoring sqotts,
with the Prior oqProvol of
the cobinet secretory
responsible for sports.

a

a This section ensures that
taxpayers who sponsor sports
deduct such sponsorship when

computinB the gains or Profits
chargeable to tax for a year of
income.

To ensure businesses continue
sponsoring sports, we ProPose;
1. Deletion of Section 8(aXvi) of the

Finance Bill,2025

2. Amendment of section 15(2)(z) of
ITA to read as follows.

(z) Expenditure incurred in thot yeor of
income by o person sponsoring sports

Corporate sponsorship's role in the

development of sports in Kenya

cannot be overstated. Businesses have

consistently invested substantial
resources in identifying, nurturing, and

promoting talent across various

sporting disciplines.

These sponsorships facilitate access to
training, equipment, and exposure for
athletes and contribute significantly to
national unity, youth empowerment,
and economic development through
job creation and tourism.
The proposed Section 8(aXvi) of the
Finance Bill, 2025, if enacted, would
disincentivise corporate sponsorship

of sports by removing or limitin8 the
tax deductibility of such expenditures.
This would place an additional tax

burden on businesses and likely result

in reduced or withdrawn support for
sporting initiatives.

a

a

a

2
Section 8(c) and (d) of
the Finance Bill 2025.

Amendment of Section

15 (4) and repealing
15(5) of the lncome Tax

Act.

a
a The Bill proposes to reintroduce

limitation of the period of
utilisation of tax losses through

amendment of Section 15(4) of
the lncome Tax Act ("lTA"). As per

the proposal, tax losses shall onlY

be available for utilisation in the

We recommend that section 15(4) of
the lTA, which provides for the
indefinite carry-forward of tax losses,

be retained.
Tax losses represent unutilised
business expenses, not a tax-
avoidance scheme. ln accounting and

a

a

A strlct tlme llmlt on loss

carryforwards (like a S-year cap) can

have serious commerclal impllcatlons,
partlcularly for capital-lntensive and

long-horizon investments.
Many businesses - infrastructure
proiects, manufacturing plants, green

a

a

I
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x; Kapa Oil Refineries Ltd. Bright lcieas, Better I'rodrrcts

d. Stronger balance of payments position, lessening pressure on foreign exchange reserves

and the need for costly interventions by the Central Bank of Kenya.

e. Enhanced investor and global market confidence in Kenya as a stable, export-friendly

econ0my.

This amendment would encourage compliance by allowing taxpayers to offset overpaid taxes aoainst all types

of outstanding liabilities, rncluding VAT on imports, which is a major cost for corporations.

Encouraging set-offs rather than cash refunds would streamline the refund process and enhance liquidity for

businesses, many of which are ongoing concerns with significant tax obligations such as corporation tax,

instalment tax, import tax, and PAYE.

2. Proposed Amendment to Section 47 (2) and Seclion 47 (4A) of the Tax Procedures Act

Proposed Changes

Section 50(b) of the Finance Bill, 2025 seeks to increase the period within which the Commissioner

determines retund applications from 90 to 120 days while Seclion 50(c) of the Finance Bill,2025 seeks to

increase the period for ascertaining applications subject to audit from 120 to 180 days.

Recommendations

We strongly recommend the retention of the existing timelines of 90 and 120 days respectively

Justification

1. Cash Flow Crisis for Taxpayers: The existing refund timelines are already signiflcantly long, yet

practical experience shows that even these statutory periods are rarely honoured. Extending them

further would deepen the cash flow crisis for many businesses, forcing them to incur additional

borrowing costs.

2. Macroeconomic lmpact: Delays in refunds deny businesses critical liquidity, which, in turn, affects

their ability to pay employees, suppliers, and lenders on time, potentially triggering a ripple effect of

defaults and job losses.

3. Erosion of Taxpayer Trust: Extended refund timelines risk undermining the trust and goodwill

between the tax authority and taxpayers, further aggravating compliance risks and fostering an

adversarial tax environment.

4, Global Best Practice: ln competitive jurisdictions, refund processes are increasingly being

automated and accelerated. Kenya risks losing its investment attractiveness if it adopts policies that

make tax refunds even more cumbersome and uncertain.

This is therefore a call upon Parliarnent to uphold the current timelines and require Kenya Revenue Authority

(KRA) to enhance efficiencv in processing refund claims within the legally stipulated periods.

3. Proposed Deletion of Paraqraphs 1A and 1B of the Second Schedule to the lncome Tax Act

Proposed Changes

Section 27 ofthe Finance Bill, 2025 seeks to delete these provisions which grant a 150% investment deductron

for investments of at least KES 1 billion outside Nairobi and Mombasa counties.

Recommendations

We strongly oppose this deletion and urge Parliament to retain the provision as is.

am ?Kapa has been (ertifred to lS0 9001 and

150 22000 lnternational Standards

0, A signatory to the UNG( and the code ofethirs for business in l(enya
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Date: 15th May 2025

To The Clerk of the National Assembly,

Main Parliament Building,

P, O Box 4'1842-00100,

NAIROBI

E-mail: cna@parliament.oo.ke

fi nancecommitteena@parliament.qo.ke
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RE: MEMORANDUM IN RESPECT TO THE FINANCE BILL 202s

NATIONAL ASSEMBLY BILL NO. 19 OF 2025

We, submit this memorandum to Parliament regarding the proposed amendments in the Finance Bill, 2025,

with particular reference to Sections 27 and 50 of the Bill. The recommendations herein arm to enhance the

ease of doing business, support cash flow management for taxpayers, and promote balanced regional

development.

1. Proposed Amendment to Section 47 (1) (a) of the Tax Procedures Act
l^afii

Proposed Change

Section 50(a) of the Finance Bill, 2025 seeks to amend Section 47 (11 (al by deleting the phrase "and input

value added tax".

Recommendations

Rather than deletion, we propose the amendment should substitute "and input value added tax" with "including

VAT payable on imports".

Justification

'1. Business Sustainability: The ability to offset overpaid taxes against liabilities, including VAT on

imports, is essential for business continuity, especially in sectors that heavily rely on imported raw

materials and capital goods.

2. Enhanced Compliance and Administration Efficiency: Taxpayers are more likely to comply when

tax credits can be applied across multiple tax heads, eliminatrng the need for cumbersome and

protracted refund claims.

3. Liquidity Support for the Private Sector: Given lhe current economic challenges, businesses

require flexibility in cash flow management. Restricting offsets would strain their working capital, slow

down economic activity, and stifle growth.

4. Policy Coherence: The proposed deletion contradicts broader government objectives of easing the

cost of doing business and supporting local manufacturers. The deletion will undermine Kenya's

oblective of becoming an export-led economy under the Africa Continental Free Trade Area

(AfCFTA), Vision 2030, and the Bottom-Up Economic Transformation Agenda

5. Exports, Global Competitiveness, and Foreign Exchange Stabilig: Exporters are particularly

vulnerable to cash flow bottlenecks as they are required to pay VAT upfront on imported inputs, yet

exported goods are zero-rated for VAT purposes. Delays in recovering VAT through refunds increase

exporters' cost of production, erode their global competitiveness, and risk loss of export markets. By

allowing setoffs against VAT on imports, exporters can maintain liquidity, produce more

competitively priced goods, and increase exports. This translates to higher foreign exchange inflows

for the country, which support:

1 6 l,tAY 2025 
b

Stabllization of the Kenyan shilling, reducing currency volatility.

Lower import costs for the government and private sector.

Reduced debt service costs for the government on foreign-denominated loans

Kapa has been tertified to 150 9001 and

lS0 22000 lnternational Standards
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unavailable locally. Exemption ensures timely access
to quality inputs without inflating costs.
(3) Supportlng Reglonal Competftlveness and Trade
Pollcy Goals
Many peer countries in Africa offer tax exemptions
for materials and equipment used in public-interest
housing proiects. Without similar measures, Kenya
risks being seen as less competitive, which could
deter intemational housing developers and
financiers. Exemptions also align with Kenya's
commitments under the African Continental Free
Trade Area (AfCFfA) to facilitate intra-Africa trade
and reduce investment barriers.

9
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make a deduction for input tax with
respect to taxable supplies made to
Affordable Housing Proiects as may be

approved by the Cabinet Secretdry in

accordance with the First Schedule."

likely to scale production and invest in capacity

expansion. This drives innovation, employment, and

economic growth across the country, especially in

manufacturing hubs.

MISCELLANEOUS FEES AND LEVIES ACT CAP 469C
Sectlon/Paragraph as per
Mlscellaneous Fees and levles
ActCAP46gC

Currentdruic
(As ln thqEnance
Elll-:ors)

Sectto.nllo.
(As ln-the
Bnance-Blll
20:5)

Sr.
No

We propose to introduce Paragraph xxxii under
Part A (Cood exempt from the lmPort
Declaration Fee when imported or purchased

before clearance through customs) of the
Second Schedule of the Miscellaneous Fees and

Levies Act
Paragraph xxxii "inputs for the constructlon of
houses under an affordable houslng scheme

approved by the Cabinet Secretary, on the
recommendation of the Coblnet Secretary

responsible for matter retdtlng to housing."

New proposalNerv proposalN erv proposal

we propose to introduce Paragraph xviii under
Part B (6ood exempt from the Railway

Development Levy when imported or
purchased before clearance through customs )
of the Second Schedule of the Miscellaneous
Fees and Levies Act
Paragraph xviii which states "lnputs for the

construction of houses under an affordable
housing scheme approved by the Cabinet

Secretdry, on the recommendation of the
Cabinet Secretary responsible for matter
relating to housing"

Nerv propo sa INerv proposal2 Nerv proposal

Allgnment wlth National Policy Obiectives

The Kenyan government, through the Big Four

Agenda and the Affordable Housing Programme
(AHP) under the Bottom-Up Economic
Transformation Agenda (BETA), has prioritized the
provision of decent, affordable housing for low- and

middle-income households. ExemPting developers
from IDF (2.52) and RDL (t.52) on imported

construction materials directly supports this national

objective by reducing the cost of delivering
affordable units. This policy alignment ensures that
fiscal instruments are not in conflict with
developmental goals.

r. Reduction in Construction Costs

The IDF and RDL costs significantly increase the
landed cost of imported construction inputs. These

levies increase the material costs, undermining the
affordability of housing units. Exempting AHP-related

imports from IDF and RDL reduces costs and enables

developers to meet price targets for affordable units.

7



Secretdry rcs,o.nsible for mdtters
relating to housing." VAT on professional and construction-related

services (e.g., architectural, engineering, proiect
management) increases the overall cost of
affordable housing proiects. By exempting these
services, the govemment can attract more investors
and developers to participate in affordable housing
initiatives, thereby increasing the supply of housing
units for low- and middle-income eamers.

,. Reduce Cost Burden for End-Users

VAT is generally a pass-through cost bome by the
final consumer. Exempting VAT on input services
reduces the cost of construction, allowing
developers to price houses more affordably. This
makes housing more accessible to lower-income
households without compromising on quality.

) New
proposal

New proposal New proposal Reinstatement of subsection 6 of
Section 17 of the VAT Act that was
deleted by the Tax Laws (Amendment)
Act,2024 and introducing a new
subsection (8) that states -
"Seclton 17. Credlt fot tnput tdx dgalnst
output tox....Paragraph 7... lf the
froctlon of the formula ln subsectlon (5)

for a tax perlod -
(a) ls more thon o.9o, the reglstered
person shall be ollowed an lnput tax
credlt for all of the input tox comprislng
component A of the formula; or
(b) is less than o.to, the reglstered
person shall not be allowed any lnput
tax credlt for the lnput tdx compristng
component A of the formulo.

"Subsedion (8) Notwlthsto nding the
provislons of thls secllon, d reglstercd
person who ls a manufactutet may

t) Preventlon of VAT Accumulatlon (Blocked
vAr) -

Under the current system, when supplies to
affordable housing proiects are VAT-exempt, the
local manufacturers are unable to claim input VAT
on raw materials used to produce such supplies.
This creates "stranded VAT," where manufacturers
bear the tax cost and pass on the cost to Affordable
Housing Developers. Allowing manufacturers to
claim input VAT eliminates this deadweight cost
and enhances cash flow for both the Manufacturing
and Affordable Housing Sector. This results in lower
input prices for developers, enabling them to keep
housing unit prices affordable while maintaining
viability.

z) lncreased Productlon and lnvestment-

With VAT claimability, manufacturers are more

6
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LIST OF ABBREVIATIONS

AFCFTA African Continental Free Trade Area
AHP Affordable Housing Programme
BETA Bottom-up Economic Transformation Agenda
ctT Corporate lncome Tax
EACMMA East African Community Customs Management Act
FDI Foreign Direct lnvestment
IDF lmport Declaration Fee

ITA lncome Tax Act
RDL Railway Development Levy
VAT Value Added Tax
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13th May 2024

The Departmental Committee on Finance and National Planning

The Nationat Assembly

Parliament Buildings

Nairobi, Kenya

Dear Sirs,

RE: 6ALL FoR STAKEH9LDER ENGAGEMENI oN THE FINANcE BILL 2025 BY THE DEPARTMENTAL COMMITTEE oN FINANCE AND NATIONAL PIINNING

tn accordance with the request for public participation pursuant to Articte rr8 (r) (b) of the Constitution of Kenya, we are pleased to submit our proposals on the

Finance Bill u oz5 below for your consideration.

We thank you for the opportunity to Participate in this undertaking.

Yours faithfully,

Contents
LIST OF ABBREVIATIONS.......

INCOME TAX ACT CAP 47o .................

VALUE ADDED TAX CAP 475.................

MISCELLANEOUS FEES AND LEVIES ACT CAP 469C

EAST AFRICAN COMMUNITY CUSTOMS MANA6EMENT ACT,2OO4
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digitalasset" means
the gross falr
market value
consideratlon
received or
receivable at the
point of exchange
or transfer of a
digitalasset.

the gain derived from
trading of the asset
being the difference in
value between the
purchase price of the
asset and the sale
value of the digital
asset.

n contradicts the principles of
xing the asset instead of the gain
the investment.

The principle is discriminative in nature give
no tax is levied on acquisition of other asset.

Timeline of remittance is cumbersome and
will result in tax remittance every day. This is

much administrative burden for an

a

a

a

The provisio
taxation byta
derived ftom

stillin its infan
too
indu

we request that the law is amended to impose a tax on gains or profits of digita! asset at a rate of 0.5% andthat the remittance is done on a monthly or quarterly Uaiis.

3 Section {5,
subsection 4
of lncome
Tax Act is
amended by
llmltlng carry
forward of
tax losses to
five years.

(4) Where the
ascertainment of the
total income of a
person results in a
deficit for a year of
income, the amount
of that deficit shalt
be an allowable
deduction in
ascertaining the
total income of such
person for that year
and the frve'
succeeding years of
income.

Where the
ascertainment of the
total income of a
person results in a
deficit for a year of
income, the amount of
that deficit shall be an
allowable deduction in
ascertaining the total
income of such person
for that year and the
succeeding years of
income.

tart up businesses incur tax losses in the
initial years of operation in view of
administrative costs.
Tax losses arise from incentives by
Govemment to encourage businesses. The
incentive should not be limited to five years.
Despite corporate tax loss, businesses pay
other taxes that contribute to the exchequer.
The loss-making entities also contribute to
employment opportunities in the country.

a

a

a

S

We eu ts ffo ht ae em ndm nte ofreq th s ro reta n n t ehp posa rovis nio catoby forwas p rd eth xta osses nrry
eth r of ncome na d 3 cceedu n of nc!1S ome

- 
t- lJ 

- - - - - - - - - - - -
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THE FTNANCE BILL 2026
MEMORANDUM OF OBJECTS AND JUSTIFTCATTONS

The Clause
No.

Current Clause Proposed
Amendment

Rationale and Justification

lncome Tax
Act
Third
Schedule to
The lncome
Tax act under
Head B:
Paragraph 13
(page 344)

Deleting the words
3o/o and substituting
the word 1.5%.

Delete the rate of
1.5% and substitute
with 0.5% of gains or
profft from sale of
the asset.

Rate of lax of 1 .5o/o of transaction value is
greater than the income of all Virtual Asset
providers.
Some transactions are a form of payment for
goods or services that have already been
taxed eg payment of salaries and suppliers.
Thus, deduction of 1.5olo is additional tax to
the regular tax on such transaction
Tax is calculated on the transaction value of
the asset instead of gain or profit derived
from sale of asset. The average gain on sale
of digital assets is less than 1o/o and
sometimes results in a loss
Dfficult in determining the taxable value of
the digital asset due to volatility of the prices
on daily basis. The gains are also difficutt to

a

a

a

a

ascerta ifn eth sa e and rcu ha eS ha ne Sp pp
between hio chex c, es

NOT ON FINANCE BILL 2025

1

2 Clause 12 F
Digital Asset Tax
(d) "income derived
ftom transfer or
exchange of a

Delete Glause 12 F (d)
and substitute with
"lncome derived from
transfer or exchange of
a digital asset" means

The current provision is calculating tax on the
transaction instead of gain on the transaction.

a

- -
!2 Jf lf 

- - - - - -
t- t- t-

-
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EXECUTME SUMMARY
The Finance Bill 2025 has proposed changes to The Third Schedule to lncome Tax Act under paragraph 13 by reducing
the rate of tax in respect of digital asset tax from 3% lo '1.5o/o of the transfer or exchange value of the digital Lsset. We
welcome the reduction of tax rate and hereby reach out to Parliament to address otheipertinent issues with respect to
Digital Assets as follows:

1' The proposed tax is charged on transaction value of transaction lnstead of gains/profit from the assets.
Taxation should be on income and not value of transaction.

2. Digital Assets involved multiple conversions from the asset to Fiat cunency (Kenya Shilling). Taxation of transaction
value will lead to multiple taxation of the same asset at various points of exchange.

3. Taxing on gross investment could discourage involvement in digital asset hence hinder adoption and economic
growth of the industry.

4. The overall income/refum of Mrtual Asset providers is below the proposed new rate of l.So/o of the transaction value.
This tax can cripple the industry.

5. Volatility in exchange rates of digital assets complicates determination of taxable value of the assets.

6. Complex record keeping for both Virtual Assets Service providers and individual customers is required. This will
increase the cost of doing business.

7' Costly compliance for virtue asset providers in view of large number of transactions.

Our Reouest
We request for application of digital asset tax on qalns or proflt derived from the digital asset at minimal rate of 0.5%. This
tax should be considered as an advance tiax deductible against corporate tax by the MrtualAsset providers.

aJtJa-.t------ t- t-

- -

3
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Yours Faithfully

=dtp;.

Sebastine Odimma

Tax Director
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Our Ref:

l4thMay 2025

Mr. Samuel Njoroge
Clerk of the NationalAssembly
Parliament buildings
P.O Box 41842,00100
NAIROBI
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Dear Samuel,

RE: MEMORA NDA FORAMEND ING TH E FINAN CE BILL o25

I refer to the notice dated 13th May 2025 inviting the public for participation in amendments to the Finance Bill, 2025.

We aftach herein our Memorandum with respect to proposed changes affecting the Mrtual Asset Service providers and
taxation of Digitral Assets for your onsideration.

For additional information or clariftcation, you can reach us on email: tax@vellowcard.io or Telephone number 07g63053g7.

Thank you for your continued support.

TEL: +2547287 9 52OO Yellow Card Kanya Limited lkigai
Laving on 2nd FloorJGO Building

James Gichuru Road Nakobi

helloQellowcard. io
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presents a critical opportunity to realign our fiscal frameworks with the national values enshrined
in Chapter l0 of the Constitution: equity, transparency, accountability, and public participation.

Our analysis highlights provisions that, ifpassed without adequate safeguards. could erode
public trust, increase the cost of essential services like specialized healthcare, threaten economic
inclusion for youth-led enterprises, and weaken data protection and civic oversiglrt. We are

especially concemed about proposals that expand administrative discretion without
corresponding checks and balances.

As a youth-led civil society organization working to strengthen the capacity of yoirng people to
engage meaningfully in govemance processes, we urge the National Assembly to ensure that the
voices of youth and marginalized communities inform the final shape of this Finance Bill.
We therefore call on the National Assembly to:

o Reject or amend the provisions that threaten equity, transparency, and youth economic
participation;

o Champion a tax regime that is people-centered, youth-conscious, and dcvelopment-driven

This memorandum has been submitted in good faith, and it's our prayer that the

recommendations will be put into consideration.

Yours sincerely,

Mokaya L. Aquilla- Executive Director, WeCare Youth Organization



9 56 lntroduces subsection
5A to Section 89 of
The Tax Procedures
which shall allow the
Cabinet Secretary
upon recommendation
of the Commissioner
to waive the whole or
part of any penalty or
intcrcst imposcd undcr
this Act where thc
liability to pay thc
penalty or interest was
due to; an error
gencrated, delay in the
updating, a duplication
of a penalty or interest

[all caused by
electronic tax systems]
or the incorrect
registration of the tax
obligations of a
taxpayer.

While we recognize the
need for fairness and
administrative justice in the
tax system, we urge the
incorporation of clear
checks and balances to
prevent abuse, ensure
consistency, and uphold
public trust in tax
administration.
We, therefore, oppose this
amendmcnt in its current
form.

digital operations,
limit innovation. or
altogether avoid
investment.

Granting the Cabinet
Secretary discretionary
powers to waive
penalties raises

concems about
potential abuse,

favoritism, or
politically motivated
waivers.
To enhancc
transparency, every
decision to waivc
penalties or interest
should be documented,
publicly disclosed, and

forwarded to the
national assembly for
oversight and allow lor
public scrutiny. This
will further serve as

strong internal
controls.
Errors and delays due
to electronic tax
systems further
highlight the urgent
need to invest in
reliable, user-friendly
di gital infrastructure,
including taxpayer
education and prompt
customer support to
reduce reliance on
discretionary waivers
in the first place.

As WeCarc Youth Organization, we bclievc that thc Finance Bill is not just a technical tool for
raising revenue, but an instrument for shaping a just and inclusive society. The 2025 Finance Bill



integrate or share data
relating to trade secrets

and private or personal
data held on behalf of
customers or collected
in the course of
business.

Act, 2019, The
govemment can't
therefore override
privacy rights without
strict necessity,
proportionality, and
clear legal
frameworks.
Without clear
limitations, this
proposal could give
KRA unchecked
power to demand
highly sensitive
personal or
commercial data,
thereby raising risks of
surveillance without
oversight, violation of
confidentiality
agreements, and data
misuse/ leaks.
The current provision
reflects the data
minimization and
purpose limitation
principles found in
global data protections
like GDPR removing
these protections could
potentially place
Kenya at odds with
intemational data
standards, affecting
cross-border data
flows and partnerships.
The proposal would
affect Kenya's digital
economy as businesses
would fear that
customer data or
proprietary
information could be

accessed without
strong safeguards, and
they might scale back



component of a fair
tax system.
The Finance Bill
doesn't explain why
this extension is
necessary whether it's
due to staffrng
shortages, system
deficiencies, or poor
verification processes.

Rather than punishing
taxpayers and
businesses, the
govemment should
heavily invest in
digitization, process
automation, and
capacity building at

KRA.
This amendment
doesn't address the
need for interest or
penalties on delayed
refunds beyond the
proposed 120-day
period, as tax refunds
are not a privilege but
a legal entitlement.
Most progreisive tax
jurisdictions, such as

South Africa, process
refunds within 30-60
days, extending
Kenya's refund period
further to 120 days
would put it out of step
with intemational
deterring investors.

I 52 Amends Section 59A
ofthe Tax Procedures
Act by deleting
subsection lB, which
prohibited the
Commissioner from
requiring a person to

We oppose the deletion of
Section 59A[B] in its
current form as it removes
essential legal protections
for trade secrets and
personal data.

The deletion of this
clause weakens the
legal protections for
personal data
enshrined in Article 31

of the Constitution and

the Data Protection



additional cost to
patients, leading to
higher medical bills
and deepening
inequality in access to
specialized hospitals.
This amendment
undermines
govemment incentives
meant to attract health
sector investment
under Vision 2030 and
the Bottom-Up
Economic
Transformation
AgendaIBETA].
While the change
might generate
short-term tax revenue,
it will cause long-term
social and economic
costs, due to reduced
access, lower
investments, and
preventable health
outcomes,

7 50 Amends subsection 2

ofSection 47B ofthe
Tax Procedures Act by
extending the period of
claiming tax refunds
from 90 days to 120

days.

We oppose the proposal Many small and
medium enterprises
rely on timely refunds,
especially VAT, for
operational cash flow
Delaying refunds by
30 more days will
increase financial
strain, risk layoffs, and
ultimately stifle
Kenya's economic
growth.
This move has the
potential to erode trust
in the tax system and
reduce the motivation
of taxpayers to comply
voluntarily, as timely
refunds are a critical



5 9
Amends the Third
Schedule lo lhe Income
Iar, which seeks to
update the graduated
scale of tax rates

applicable to
lump-sum pension and
gratuity payments.
With thc Gratuity
exemption threshold
set at KES 1.5 million,
Pension payments
below KES 300,000
per annum remain
tax-cxcmpt.

We support this proposal

6 36c Amcnds Scction A,
Part I of the First
Schedule to the Value
Added Tax by moving
the taxable goods for
construction usc and
equipping specialized
hospitals with a
minimum bed capacity
of50 from being VAT
zero-rated to exempt.

Wc oppose this
reclassification as it has the
potential to increase
healthcare costs, discourage
private health investments,
and undermine our national
progress towards Universal
Health Coveragc.IUHC]

the administrative
burden and costs

associated with
lengthy audits and

litigation, allowing
KRA to focus its
resourccs on
compliance
enforccment.

Taxing lump-sum
retirement payments at
progressive rates

ensures faimess and
can contribute to
revenue without
hurting the vulnerable.
The exemption of
pension payments
below KES 300,000
per annum ensures that
retirees living on small
pensions, many ol
whom are

economically fragile,
are not taxed unfairly.

Under zero-rating,
these hospitals can

claim input VAT on
purchases,
significantly reducing
project costs; being
exempt would make
invcstments in the
sector more expensive.
Kenya urgently needs

specialized hospitals to
reduce the disease

burden in underserved
counties and rural
areas.

Developers will
eventually pass the



The proposal
contradicts Kenya
Kwanza's stated
commitment to
supporting SMEs,
promoting innovation,
and growing youth
entrepreneurship as

pillars of the country's
economic recovery
and job creation.
It reduces tax equity as

large corporations may
have tax planning
advantages that allow
them to absorb such
changes, but small
businesses will bear
the brunt. Limiting
carry-forward is
effectively a tax on
failure and never a tool
for fair tax
administration.

4 t2 Amends Section l8 of
the Income Tax Act by
introducing subsection
18G that will allow the
Commissioner to enter

into an advance
pricing agreement

valid for a period not
exceeding five

consecutive years, by a
person who undertakes

transactions
contemplated under

Section 18[3] or
Section l8A

We support this proposal It will strengthen fair
tax practices and
reduce profit shifting
as it will offer a

proactive mechanism
by ensuring that
multinational
enterprises pay their
fair taxes in Kenya. It
will also reduce the
manipulation of
transfer prices and
align corporate
taxation with actual
economic activity,
hence reducing the
manipulation of
transfer prices.
It will minimize
transfer pricing
disputes, hence reduce



3 8 Amends Section I5(4)
of the Income Tax Act

(Cap. 470), which
introduccs a limitation

that business losses

may be carried
forward for a

maximum of five
years for stsrtups and

other businesses.

We oppose the proposed
five-year limitation on the
carry-forward of business
losses and call for the
retention of the current
provision, which allows
indefinite carry-forward of
losses, or if need be, a

scctor-specific approach
that considers the nature
and maturity of different
businesses.

Procurement Opportunities

[AGPO] programme that
seeks to promote youth,
women and persons with
disability access to public
tenders.
-Without adcquate checks,
public officers or institutions
could misuse the withholding
process, or delay remitting
withheld funds to KRA,
creating discrepancies and

disputes for suppliers,
thcrefore, there should be

heavy penalties for
non-remittance by procuring
entities.

- Finally, this shouldn't
be applied uniformly
to promote faimess,
the proposal should
therefore allow tiered
rates or exemptions for
small or low-value
suppliers. Public
benefit organizations
and school-based
programs should also
be considered for
exemption where
appropriate.

Startups and SMEs
often experience losses

in the first 5-7 years

before achieving
profi tability, especially
in agriculture or tech,
which are mostly
youth-led startups with
limited economic
buffers. Limiting loss
carry-forwards to five
years will therefore
limit early-stage
groMh.



PROPOSALNO. CLAUSE DESCRIPTION OF
THE CLAUSE

I 3 Amends item (iii) in
Sub-Section 2(a) of
Section 5 of the
Income Tax Act by
expanding the tax-fiee
per-diem for private
employees from KES
2,000 to KES 10,000

We support this proposed

amendment

Amends subsection I

of Section l0 of the
Income Tax by
introducing
withholding tax on the
supply ofgoods to
public entities.

We propose reinforcing this
amendment with strong
safeguards to prevent cash

flow challenges, especially
lor SMEs and local
suppliers, and ensure
transparency, timely
remittance, and refund
mechanisms.

2 5

JUSTIFICATION

-Providing a tax-free per diem
streamlines reimbursement
processes, reduces
administrative burden. and
ensures e mployees are fairly
compensated flor travel-related
out-of-pocket expcnses
without increasing their
taxable income.
-This, however, must be

executed with lurther
rcgulations and safeguards
becatrse of the likclihood of
abusc. Employers might usc

the higher threshold to offer
disguiscd compensation. This
can allow for the introduction
of disparities among workers
and industries, potentially
incentivizing unnccessary
travel or abuse of the system.

-Publio procuremcnt is a
major area of economic
activiry, yet many suppliers
remain outside thc tax net.

This arnendment will ensure
early revenue capture, reduce
tax evasion, and
underreporting in government
contracts.
-lmposing withholding tax
without timely remittance or
offset mechanisms will create
serious liquidity problems,
especially for small and local
suppliers who are already
facing delayed govemment
paymcnts, this could
potentially discourage
participation in public
procurement as envisioncd in
thc Acccss to Govcmmcnt



WeCare Community-Based Organization is a registered youth-led organization in Kenya

working to cnhance and strengthen thc capacity of thc youth to meaningfully and effectively

participatc in thc govcmance processcs through public participation and driving public policy

innovation to help build a free, just, and sustainable community.

WeCare, in partnership with Community Led Solutions, co-convenes the Maseno University and

Great Lakes University of Kisumu Transparency and Integrity Clubs, which are sustainable

platforms for students in higher leaming institutions to engage meaningfully in the governance

processes.

BACKGROUND:

WcCare Youth Organization and the undersigned partners have reviewcd Thc Finance Bill,

2025[The Bill] as tabled before the National Assembly on the 6th of May,2025.

We have noted that The Bill contains several proposals relating to revenue-raising measures,

including liability to and collection of taxes, and it also proposes to amend various laws relating

to various taxes and duties, including the Income Tax Act[Cap 470], the Value Added Tax[Cap.

476l,thc Excisc Duty Act[ Cap. 472),theMiscellancous Fees and Levies Act[Cap.469C], the

Tax Procedures Act[Cap. 4698], and also amends the Stamp Duty Act to exempt from stamp

duty the transfer ofpropcrty by a company to its sharcholders as part ofan internal

reorganization.

We acknowledge that the Bill primarily focuses on closing loopholes and enhancing efliciency,

including addressing Ioopholes rclated to tax expenditures that have historically been exploited

to siphon funds from public coffers, such as through inflated tax refund claims. We are equally

cognizant that The Bill proposes a new legislative framework that seeks to enhance tax

administration efficiency by streamlining tax refund processes, sealing legal gaps that delay

revcnue collcction, and reducing tax disputes while minimising tax-raising measures.

Having reviewed the clauses within The Bill, especially those that will have a direct impact on

youth and women, we have the following justified recommendations to the proposed

amendments.
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2 52 Bill proposes
to delete
Section
59A(1B) of
the Tax

Procedures
Act
(Data

Management
and
Reporting
System)

Section 59A (1B) of the Tax Procedures Act currently safeguards against
arbitrary and unfettered access to sensitive personal data by KRA. lts
proposed deletion would open the door for KRA to demand extensive data
from businesses, potential ly encompassing sensitive personal information
of millions of Kenyans, without adequate safeguards or clear limitations.
This would provide KRA access to data far beyond what is strictly
necessary for tax assessment.

While there is legitimate need for the KRA to collect revenue, any
measure that limits a fundamental right must be proportionate to the
objective sought and demonstrably necessary in a democratic society. A
blanket power to demand data integration without safeguards risks
turning tax collection into a tool for mass surveillance.

The Data Protection Act 2019 was enacted to operationalize the
constitutional right to privacy provides that data must be collected for
specified, explicit, and legitimate purposes. While tax administration is a
legitimate purpose, the proposed amendment allows for the collection of
data that may not be directly relevant or necessary for tax assessment,
thereby exceeding the principle of purpose limitation. The Act also
requires that personal data collected be adequate, relevant, and limited
to what is necessary.

Retain Section 59A
(18)of the Tax

Procedures Act.

The National
Assembly must
uphold the right of
Kenyans to have
their data protected
in line with CoK
Article 37 and the
Data Protection Act
(2019)

Finally, we urge the National Assembly to conduct a thorough, rights-based review of the Finance Bill (2025) to ensure that
the Bill serves its legitimate purpose of revenue generation while simultaneously uplifting the financial condition, dignity and
rights of all Kenyans, and especially those grappling most with poverty and exclusion.

We thank you, honourable Members of Parliament, for the opportunity to submit this memorandum on the Finance Bill (2025)
and trust you will act on our views.

lr0ngi Houghton
Amnesty International Kenya Section Director

I



No Clause Biil
Provision

Analysis/ implication Proposal/Position

1 35&36 Bill seeks to
amend First
Schedule
(Exempt

Supplies) to
introd uce
liability to
pay tax for
exempt and
zero-rated
supplies

The proposal to apply Value Added Tax (VAT) to previously exempted and
zero-rated supplies will increase the costs of goods and services within
health, manufacturing, energy and mining, housing, and tourism sectors
leading toa reduction in the disposable income of the general population

For instance, introducing VAT on medicines and medical equipment wrll
further increase healthcare costs for millions. Rather than leading to the
progressive realisation constitutional right of all Kenyans to affordable
healthcare (CoK Article 43) it will increase the incidences of Kenyan
families facing medical catastrophe.

lmposing VAT on specialised equipment for developing and generating
solar and wind energy will increase the costs of accessing clean,
renewable energy. This will undermine Kenya's international commitment
to achieve 100% clean green energy.

lmposing VAT on inputs and raw materials used in the manufacture of
passenger motor vehicles and on locally manufactured passenger motor
vehicles would increase the cost of local manufacturing and reduce
productivity for an already declining sector.

Removing tax exemptions on a wide range of local or imported raw and
materials needed for medicine and animal feed, transportation of
sugarcane, locally made phones, motorcycles, electric bicycles, solar and
lithium batteries, and electrrc buses among others will inevitably lead to
these extra costs being passed to consumers and raise living costs for
millions.

Retain the zero-
ratrng of essential
goods in lhe 2025
Finance Bill by
deleting the 16%
VAT imposed on the
above products.

t2
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AMNESTY !NTERNATIONAL KENYA MEMORANDUM ON FINANCE BILL 2025
May 2025

Profile
Amnesty lnternational Kenya aspires to a Kenya where everyone lives with dignity, freedom, and
equality, enjoying all constitutional rights and responsibilities. Our 1,500 members, Kenyan board and
staff are committed to confronting injustice and human rights violations through research,
campaigning, human rights education and public interest litigation. More www.amnestykenya.org

Dear Honourable Members of Parliament,

Amnesty lnternational Kenya welcomes the opportunity to pronounce ourselves on the
Finance Bill 2025. The bill seeks to amend various tax laws including the lncome Tax

Act (lTA), VAT Act, 2013 (VAT Act), Excise Duty Act, Tax Procedures Act, 2015 (TPA),

Fees and Levies Act and the Stamp Duty Act.

The proposals being made in the Finance Bill 2025 come at a time when the poverty rate
for Kenya stands at 39.8%. Over 20.2 million individuals live below the poverty line and
cannot meet the cost of their basic needs. 17.4 million of the 20.8 million people in
employment last year were employed in the informal sector. Put another way, more than
83% of Kenyan workers today lack the protection offered by the Employment Act. Many
Kenyans work under poor employment conditions, have limited social or job security and
are very vulnerable to exploitative labour practises.

Kenya's debt repayments-projected at KES 996 billion in FY 2024125-remain the
largest budget item, limiting funds for essential public services. With a 335% increase in
debt since 2014, this burden poses a serious threat to economic and political stability and
the realization of constitutionally guaranteed human rights.

Given these conditions, the Government of Kenya must avoid retrogressive tax measures
that ultimately impact most on vulnerable and marginalised populations. The 2025
Finance Act must ensure that tax models adopted by Parliament and implemented by the
Executive are rights-compliant, protecting Kenyans from inequity and discrimination while
maximising available resources to ensure the maximum realisation of human rights,

Amnesty lnternational Kenya is specifically concerned about the following clauses in Parts
lll and Vll of the Finance Bill and makes the following recommendations
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Item/Clause Prevlous Provlsion Proposed Provislon lmpact/lmpllcatlon of the
Proposed Change

Justificatlon
Recommendations

and

circular cros-section measu ring

less thanl4mm in diameter,
other.

KEilYA HUh.ITI RIGHIS COMMISSION
84' AMBOSELI ROAD,

OFF GTTANGA RD

P,0
kl:

Eox (l07t.00100, NA|Ro8r, xENYA
t?5t,71126! t lllrtl6 ?!3 629034
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andlustification
RecommendationsProposed Chan e

lmpact/lmplication of theProposed ProvisionPrevious ProvisionItem/Clause

but this will be removed if
the Bill is adopted as is.

civil aviationcompetent
authority.

We therefore, recommend
lowering of the Export and

lnvestment promotion Levy

rate; the Sovernment
should also monitor local

availability of these
products and adjust the
rate upwards once the local

market is able to meet the
local demand.

Being intermediary
products, lowering the
Export and lnvestment
Promotion Levy will lower
the cost of production of
final products and suPPort a

struggling construction
sector.

This bill seeks to reduce

this rate from 17.5o/o lo
].0%.

Previously under the Third

schedule the following
products attracted an export
and investment Promotion levY

rate of 17.5% of the custom

va lue:
Part A: Semi-finished products

of iron or non-alloy steel

containing, by weight, <0.25o/o

of carbon; of rectangular
(including square) cross-

section, the width measuring

less than twice the thickness

Part B: Bars and rods of iron or
non-alloy steel, hot-rolled, in

irregularly wound coils of
circular cross-section

measuring less than 14mm in

diameter of cross section

measuring less than 8 mm

(both at 17.5%l
Part C: Bars and rods of iron or
non-alloy steel, hot-rolled in

ularly wounds coils oftrteS

Clause 59(aXbXc):
Export and

lnvestment
promotion Levy

\
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andJustification
RecommendationsProposed Chan e

lmpact/lmplication of theProposed ProvisionPrevious ProvisionItem/Clause

updates, duPlicated
penalfies due to
malfunctions of the system,

or incorrect registration of
tax obli ahons

by the KRA s electronic tax

system.

Remove all aircraft and

aircraft exemptions.
A stable tax environment is
more crifical in making

Kenya a regional aviation
hub than giving tax

incentives.

The Bill proposes

introducing a more limited
exemption that aPPlies

only to parts of Chapter 88
(aircraft, spacecraft and

parts thereof) and goods

falling under tariff heading

8802.30.00 and

8802.40.00, which are

aeroplanes and other
aircraft of an unladen

weight exceeding 2,000kg

and 15,000k9 respectivelY.

Further, for aircraft sPare

parts to be exemPted

from the import
declaration fee and

railway development
levy, the recommendafion
of the Kenya Civil Aviation

was required,Authority

Previously both Part A and Part

B ofthe Second Schedule to the
Miscellaneous Fees and Levies

Act provided exemPtions for
aircraft and related imPorts.

Specifically, paragraPh (xv)

under Part A and ParagraPh
(xiii) under part B exemPted
goods and parts classified

under Chapter 88 which covers

aircrafts , spacecraft and

associated comPonents. ln

addition, paragraPh (xva)

under Part A and ParagraPh
(xvi) under part B Eranted
exempfions for aircraft sPare

parts, including engines, bY

aircrafts operators or entities

engaged in aircraft

maintenance, subject to
recommendation bY the

Clause 58(aXb):
reduced IDFIRDL

exemptions for
aircrafts
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Item/Clause Previous Provision Proposed Provision lmpact/tmplication of the
Proposed Change

Justification
Recommendations

and

information, discouraging
investment, and increasing

the risk of industrial
espionage.

Clause 54

Deletion of Section
7712l ot the Tax

Procedures Act

Section 77.2l. provides that
when computing the timelines
for lodging tax disPutes-
whether objections to the

Commissioner or aPpeals to
the Tax Appeals Tribunal, High

Court, or Court of APPeal-
Saturdays, Sundays, and Public
holidays are excluded.

Clause 54 proposes that
Section 77 (21 is deleted.

Removing subsection l2l
means weekends and public

holidays will now count in
the computation of 6me
limits for filing objections
and appeals. This change

would reduce the number

of days for a taxpayer to
lodge an objection against

an assessment or appeal an

objection decision.

Retain the current
provision to give taxpayers
adequate time to lodge an

objection.

Clause 56 - Waive

of penalties and

interests based on

issues with e-TlMS.

Section 89 consists of general

provisions relating to Penalty.

Clause 56 proposes to
introduce a new

subsection (5A)

empowering the Cabinet

Secretary (CS), on the
Com m issioner's
recommendation, to
waive penalties or interest

arising from issu es caused

The Bill proposes Eranting
the Cabinet Secretary for
Finance powers to waive a

penalty or interest
on the recommendation of
the Commissioner, where
the taxpayer's liability arose

from: system-Senerated

errors, delays in system

Adopt with clarifying
regulations.
The amendment is

welcome and long overdue,
particularly in an

increasingly digi6zed tax
ad m in istra6on.
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Item/Clause Previous Provision Proposed Provision lmpact/lmplication of the
Proposed Change

Justification
Recommendations

and

non-com plia nce

established.

t5

Section 50
Extended
Timeframes for Tax

Refunds and Offset

Processing

Section 47 allowed taxpayers to
apply for refunds or offsets for
overpaid taxes, including inPut

VAI subject to sPecific

condi6ons.
It required the Commissioner

to process such aPPlications

within 90 daYs.

The Bill proposes

extending the period

within which the

Commissioner must

determine an application
for offset or refund of
overpaid tax from 90 days

to 120 days.

The proposed increased

amendment grants the
Commissioner more time to
assess applications, which
may ease administrative
burdens but could also

delay resolution for
taxpayers.

Retain the current
provision of 90 days

because extending this
period will lock working
capital for businesses.

Clause 52

Requirement
share private
personal data,

to
and

Section 59A(1B) of the TPA

currently prohibits the
Commissioner from requiring

taxpayers to inteS,rate or share:
(a) Trade secrets;
(b) Private or personal data

held on behalf of customers or

collected in the course of
business.

Clause 52 proposes to
delete Section 59A(18) of
the TPA, effectively

removing the legal

protection that currentlY
prohibits the

Commissioner from
requiring taxPaYers to
share:
(a) Trade secrets;
(b) Private or personal

data held on behalf of
customers or collected in
the course of business.

The proposed repeal of
section 59A(18) of the Tax

Procedures Act poses

serious risks to data privacy,

constitutional rights, and

business confi dentiality.
It violates Article 31 0f the
Constitution, which
guarantees the right to
privacy. lt undermines
internafional PrivacY

standards domesticated

under Article 2(5) and (6).

It threatens commercial

innovation by exPosing

proprietary business

Reject the proposal

This clause

surveillance
fundamental
u nde rmines

prioritizes tax
over

rights and

constitutionalism
provisions of the
protection Act.

and
Data
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Item/Clause Previous Provision Proposed Provision lmpact/tmplication of the
Proposed Change

Justification
Recommendations

and

Clause 44

Mandatory
Assessm ent
Reasons

Section 31(8) of the Tax

Procedures Act obliges the
Commissioner to notify the
taxpayer in writing of anY

amended assessment.

The notice must sPecifY the

assessed tax, penalties,

interest, the reporting period,

due date for payment, and the

objection procedure.

However, it does not require

the Commissioner to explain

why the assessment was

amended, leaving the rationale
unstated.

The amendment
introduces subsection
(8A), which requires the
Commissioner to include

reasons for the amended

assessment in the notice.

This change imposes a

statutory duty to justifY

the amendment beyond
just stating figures and

d ead lin es.

It embeds transparency
into the tax assessment
process, aligning notice
obligations with principles
of fairness and

accountability.

This requirement promotes

transparency, reduces tax

disputes, and builds trust in

the KRA's processes.

When taxpayers

understand the basis of
assessments, they are less

likely to ob.iect

unnecessarily, and

administrative efficiency
im proves.

Adopt the proposal

Clause 48

Deletion of
Conviction-Based
Penalty

Read strictly, Section 42Al4Cl

imposed a 1O% penalty on

persons who, without
reasonable cause, failed to
withhold or remit tax as

required. - upon conviction -
of tO% of the amount involved.

The Bill proposes

removing the requirement
for conviction before

imposition of a penalty for
failure to withhold or
remit withholding VAT as

required under section
42A.

The amendment is intended
to make it easier for the KRA

to enforce the 10%

penalty by removing the
procedural hurdle of
obtaining a conviction. lt
therefore strengthens the
KRAs ability to take swift
enforcement action once

Adopt the proposal
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lmpact/lmpllcation of the
Proposed Change

andJustification
Recommendations

Proposed ProvisionPrevious ProvisionItem/Clause

means a person outside
Kenya.

tap in taxing cross-border
digital services.

Adopt the proposalThe proposal will enhance

regulatory certainty by
providing a clear timeframe
for licensing decisions.

Amends Section 17(1) to
require the Commissioner
to process the license

applications within t4
days of receiving all

required documents.

Section 17 (1) does not specify

a processing timeline by the
commissioner after an

applicafion for a license.

Clause 41: lssue of
license for activities
requiring licensing.

Retain the current excise

duty rate to cushion
Kenyans from higher cost of
living.

This is a significant increase

in the minimum duty per kg

(from KES 75 to 200) and is
likely to raise the costs for
packaging materials, which
will impact the
manufacturing and food
and beverage sectors. This

will also ultimately lead to
an increase price and raise

the cost of living for
majority of Kenyans who
are already struSSling to
make ends meet.

The bill proposes an

increase in excise duty
rate to 35% of excisable

value or KES 200 per kg

and 25% of excisable value

or KES 200 per kg,

whichever is higher,

respectively

The applicable rate was 35% or
KES 75 per kg, whichever is

higher and 25o/o of excisable

value or KES 200 per kg,

whichever is higher on:

Clause 42: lncrease
in minimum excise

duty payable on

some items used as

packaging

materials, except

those originating
from EAC
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Item/Clause Previous Provision Proposed Provision
Proposed Chan e

lmpact/tmplication of the andJustification
Recommendations

Cabinet Secretary
matters relating
agriculture.

for
to

within the international
market and cheaper locally.

Section 5(1) of the Act
stipulates that excisable
services provided in Kenya by a
non-resident through a digital
platform are subject to tax.

The Finance Bill, 2025
proposes an amendment
by deleting the words
"digital platform" and
replacing it with "over the
internet, an electronic
network, or through a

digital marketplace."

The proposition expands

the scope of taxable
services that are offered by
non- residents to include all
electronic transactions, not
limited to specific
platforms.

The amendment aligns with
global efforts to tax digital
services (e.9., EU's VAT on
digital services) and could
generate substantial
revenue.

Adopt the proposalClause 39:
Expansion of scope

of digital services

offered by a non-
resident.

The proposidon seeks to
add a new subsection that
states that Services
supplied by non-residents
are deemed made in
Kenya if consumed locally
via the internet, an

electronic network, or a

digital marketplace

The proposal seeks to
expand the scope of the
services that are excisable
to include services offered
by non-residents over the
internet, an electronic
network or through a digital
marketplace. For
purposes of this provision, a

non-resident person

Adopt the proposal

because it aligns with
government's effort to
expand its tax base.

Clause 40: Place of
supply of excisable

services

Subject to this section, a supply
of excisable services shall be

deemed to be made in Kenya if
the services are supplied from
a place of business of the
supplier in Kenya.

This does not explicitly address
non-resident services

consumed in Kenya, leaving a
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Item/Clause Previous Provision Proposed Provision lmpact/lmpllcation of the
Proposed Change

Justification
Recommendations

and

manufactured mobile
phones

The supply of electric
bicycles.

The supply of
motorcycles of tariff
heading 8711.60.00.

The supply of solar and

lithium ion batteries.
The supply of electric
buses of tariff heading

87.O2.

lnputs or raw materials
locally purchased or
imported for the
manufacture of animal

feeds

Bioethanol vapour
(BEV) stoves classified

under HS Code

7327.72.@

a

a

a

a

a

a

and basic commodities
such as milk.

Paragraph

Exemption
Packaging
materials for
and coffee

154:
of

tea

New provision The bill proposes

exemption of Packaging
materials for tea and

coffee uPon

recommendadon by the

The provision is aimed at

reducing the cost of
processed tea and coffee to
im prove its competitiveness

While welcome, Kenya

needs a framework to
guide introduction of tax
incentives.
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!tem/Clause Previous Provlsion Proposed Provlslon lmpact/tmpllcation of the
Proposed Change

Justlfication
Recommendations

and

a Weighing machinery
(excluding balances of a

sensitivity of 5 cg or
better), of tariff number
8423.10.00 purchased

or imported by
registered hospitals
lnputs and raw
materials used in the
manufacture of
passenger motor
vehicles

Locally Manufactured
passenger motor
vehicles.

a

a

Clause 35:
Reclassification
from zero-rated to
exempt

a The below items were
previously zero.rated :

lnputs or raw materials
supplied to
pharmaceutical
manufacturers
Transportation of sugar

cane
The supply of locally
assembled and

a

a

a

The bill proposes that the
items be exempted.

This change is likely to
result to an increase in the
prices of the affected
commodities,

Retain lnputs or raw
materials supplied to
pharmaceutical
manufacturers and lnputs
or raw materials locally
purchased or imported for
the manufacture of animal
feeds in the list of zero-
rated supplies to avoid an

increase in the price of
pharmaceutical products
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ttem/Clause Prevlous Provision Proposed Provlsion lmpact/lmplication of the
Proposed Change

Justification
Recommendations

and

a

motor vehicles for
transportation of
tourists
Goods imported or
purchased locally for
the direct and exclusive

use in the construction
of houses under an

affordable housing

scheme
Taxable goods,

excluding motor
vehicles, imported or
purchased Jor direct

a

a

and exclusive use in

geothermal, oil or
mining prospecdng or
exploration
Specialized eguipment
for the development
and generation of solar

and wind ener8y

Discs, tapes, solid-state
non-volatile storage

devices, "smartcards"
and other media for the

a

recording of sound
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Item/Clause Previous Provision Proposed Provision lmpact/lmplication of the
Proposed Change

Justification
Recommendations

and

Clause

Reclassification
from exempt
vatable at
percent

34

to
15

The below items were
previously exempt;

. All goods and parts

thereof of chapter 88
(Aircraft, spacecraft and
parts thereof)

o Direction-finding
com passes,

instruments and

appliances for aircraft
. Taxable goods for direct

and exclusive use for
the construction of
tourism facilities,
recreational parks of
fifty acres or more,

convention and

conference
r Taxable goods for the

direct and exclusive use

in the construction and

equipping of
specialized hosPitals

with a minimum bed

capacity of fifty
. Specially designed

locally assembled

The Bill proposes to
subject these items to VAT

at the rate of t6o/o

We recognize the need to
reduce tax expenditures,
however, the government is

yet to develop a framework
that will guide introduction
and revies of tax incentives.
It therefore remains unclear
what guided this
reclassification.
ln addition, a stable tax
environment of more
crifical in protecting Kenya's

strategic sectors such as

tourism, aviation and

manufacture of motor
vehicles.

There is need for Kenya to
develop a framework to
guide introduction of tax.

Some of items (such as

Taxable goods for the direct
and exclusive use in the
construction and equipping
of specialized hospitals
with a minimum bed

capacity of fifty) have been
subject to frequent
amendments raising
questions on what informs
government policy.
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Item/Clause Previous Provision Proposed Provision lmpact/lmplication of the
Proposed Change

Jusfification
Recommendations

and

inconsistent with
the purpose of the
VAT exemption or
zero-rating

goods or services supplied
in a manner inconsistent

with the purpose for
which the Boods of
services were exempted
or zero-rated, the person

shall be liable to pay tax
on the goods or services at

the applicable rate at the
time of disposal or
inconsistent use.

were exempt or zero-rated,
it is likely to result in tax
disputes as it does not
define what constitutes
'inconsistent'use.

Clause 36: Section
A of Part t of the
First Schedule

Taxable goods, imported or
purchased for direct and
exclusive use in the
implementation of official aid

funded projects upon approval

by the Cabinet Secretary

responsible for the National
Treasury.

by inserting the words
"excluding fuels,
lubricants and tyres for
vehicles" immediately
after the words "funded
project";

It is difficult to ascertain
that consumables if exempt
will be used exclusively in

the implementafion of
official aid funded projects,

therefore this amendment
will safeguard against abuse

of exemption.

Adopt the proposal

Any other aircraft spare parts

imported by aircraft operators
or persons engaged in the
business of aircraft
maintenance upon
recommendation by the
competent authority
responsible for civil aviation

in paragraph 89, by

deleting the words "other
aircraft spare" and

substituting therefor the
word "aircraft";

A stable tax environment is
more critical in protecting
Kenya's aviation sector than
giving tax incentives

Delete paragraph 89 in its
entirety; aircrafts are a

luxury and a preserve for
high income earners.
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Item/Clause Previous Provision Proposed Provision lmpact/lmplication of the
Proposed Change

Justification
Recommendations

and

applying for excess credits.
This will take us back to
where some taxpayers were
in a perpetual refunds
position with no recourse.

Clause 33: Refund

of tax on bad debts
Where a registered person has

made a supply and has

accounted for and paid tax on

that supply but has not
received any payment from the
person liable to pay the tax, he

may, after a period of three
years from the date of that
supply or where that person

has become legally insolvent,
apply to the Commissioner for
a refund ofthe tax involved and

subject to the regulations, the
Commissioner may refund the
tax:

in paragraph (a), by
deledng the words "three
years" and substituting
therefor the words "two
yearc";

ca) the amount may be

used to offset any other
value added tax liability,

upon approval by the
Commissioner;

The Bill proposes to reduce

the timeline within which
taxpayers should apply for
refund of VAT paid if the
taxpayer has not received
payment from the buyer to
two (2) years from the date
of the supply instead of the
current three (3) years.

Adopt the proposal as a

shorter timeframe for VAT

refunds on bad debts and
allowing businesses to use

the amount to offset any

other VAT liability will
unlock working capital for
businesses

Clause 35: VAT on
the disposal or use

of goods or services

that are tax-exempt
or zero-rated in a

m anner

New paragraph Where a person imports
or purchases goods or
services which are exempt
or zero-rated and the
person subsequently
disposes of, or uses, the

Whereas the proposal seeks

to prevent abuse of tax

exemptions by ensuring

that exemPt goods and

services are exclusively used

for purpose for which they

Adopt the proposal to
safeguard against abuse of
tax incentives.
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andJustification
Recommendations

lmpact/lmplication of the
Proposed Change

Proposed ProvisionPrevious ProvisionItem/Clause

Reject the proposalThis reduction imPlies a

more favourable tax

environment for individuals
and businesses engaged in

digital asset transactions,

such as cryptocurrencies or

NFTs. Howevet it could also

lead to a short-term
reduction in Sovernment
revenue from this tax

source.

the bill therefore seeks to
reduce it from 3% to L5o/o

paragraph 13 Provides that the

rate of tax in respect of digital

asset tax shall be three Per cent

of the transfer or exchange

value of the digital asset.

Clause 28(d):

reduction oI the
digital assets tax

Reject the proPosal;

instead, retain the current
provision.

The current provision allows

taxpayers to aPPIY for
refunds against excess

withholding VAT and to
offset credits against other
tax liabilities owed bY the

taxpayer.

lf passed, removing this
provision will mean that
taxpayers can onlY offset

excess withholding tax

aBainst their VAT liabilitY,

and have the oPtion of

Deleted5 (c) such excess arising out of

tax withheld by aPPointed tax

withholding agents may be

applied against anY tax PaYable

under this Act or any other
written law or is due for refund

pursuant to section 47(4) of the
Tax Procedures Act, 2015;

lnput

Section 17

Clause 32

VAT
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costs, making locally assembled solar lamps

competitive and affordable.

more

t7 Clause 37 (e)

Paragraph 3l

Change of VAT status from Zero
rated to Exempt Electric
Bicycles

Amendment of
Schedule of the

remove electric

zero-rated goods.

the Second

VAT Act to
bicycles from

We propose amendments to retain the

supply of locally assembled electric

bicycles in Zero-Rated

Furcher, introduce a 16% YAT on fully

built electric bicycles

This proposal is based on the following justifications:
. Cost Competitiveness: Exempt status will encourate

the importation of fully built units of BICYCLES
. lnvestment Signals: Reduced VAT recovery deters

future investment in local assembly lines and battery
infrastructure.

. lndustrial Policy Misalignment: The policy
undermines Kenya's EV industrial policy obiectives of
local manufacturing, lob creation, and supply chain

developmenc
. fobs and Local Content: Assembly plants and

component sourcing, especially batteries, offer
significant employment potential, which is now at risk.

. Lega! notice I l2: 14 components is now at risk

t8 CIause 37 (g)

Paragraph 33

Change of VAT status from Zero
rated to Exempt for Electric
Buses

Amendment of the Second

Schedule of the VAT Act to
remove electric buses from zero-

rated goods.

We propose to retain the supply of
locally assembled buses in Zero-Rated

Further, introduce a 16%YAI on fully

built imported electric buses

This proposal is based on the following justifications:

o Loca! assembly vs imported electric buses: The
VAT treatment risks tilting the market in favour of Fully

Built Units and discouraging local value addition. ln order
to stimulate MFG, we propose ro zero-rate under VAT.
Under Duty Remission Scheme, no Tax refunds are
needed as with a bonded warehouse MFG companies do
not pay VAT upfront.

o Number of licenses local electric buses
assemblers: Ministry of industry has so hr licensed

over 4 electric buses assemblers (Roam Electric, Basigo,

lsuzu, AVA amonS others) -the exempr status will
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a

render them uncompetitive as local inpua VAT (the l4-
motorcycle requirement under Legal Notice I l2 which
attract VAT) shall pan of their cost they can'r claim

inpuc

Input YAT claim: Limiting the ability ro claim input
VAT means the cost will be passed over to rhe

consumer. ln the end, that slows down the uptake of
electric vehicles.

Discourages locdization: fobs and Local Content
fusembly plants and component sourcing, especially

batteries, offer significant employment potential, which
is now at risk.

Ministry of industry is implementing a mandatory list of
l4 component pursuant to legal Notice I l2(Motorcycle
regulations) stams to collapse. A few have also

developed local content above the l4 components. The
exemption status on electric motorcycle of Hs Code
87.02 will erode the gains the industry has accrued since:

Cost Competitiveness: Exempt status will encourate
the imporadon of fully built units of BUSES

lnvestment Signds: Reduced VAT recovery deters
future investment in local assembly lines and battery
infrastructure.
lndustrid Policy l,tisatignment: The policy

undermines Kenya's EV industrial policy obiectives of
local manufacturing, job creadon, and supply chain

developmenc

a

a

a

a
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t9. New Proposal

Amendment of the Second
Schedule to provide lor Zero
rating of locdly manufactured
buses

Amendment of the Second
Schedule to provide forZero rating
of locally manufactured buses

Or

Amendment of the First Schedule
to Exempt both the buses and inputs
for the manufacturer of buses

This proposal is based on the following iustifications

a To suppon the growth of the local vehicle body-building

industry between 1995 and 2014, the tovernment
implemented a YAT zero-rating policy. This policy

successfully spurred indusry expansion, increasing the
number of manufacturers from fewer than two to over
30.

However, in 2014, the government reinstated YAT on

buses, raising production costs. fu a result, industry

volumes plummeted by more than 50%. After peaking

at 3,500 buses in 20 l4 (the year VAT was

reintroduced), production dropped sharply to iust
!,590 buses by 2O21.

a

Data source: KABS

This will further:

a This will reduce the cost of buses and consequendy increase

industry volumes

It will increase compedtiveness and enable the sector to
reclaim and boost sales to EAC market

a
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a It will increase employment from current I ,500 people to
approximately 5,000 as was rhe case in 2014.

20 Clause 37 (a)
Amendment of the Second

Schedule on Zero Rated Supplies.

Deletion of Paragraph I I

Removal of inputs or raw
materials for the
manufacture of medicaments
from YAT zero-rated status.

I l. lnpua or raw marerials (either
produced locally or imported)
supplied to pharmaceutical

manufacturers in Kenya for
manufacturing medicaments, as

approved from time ro dme by the
Cabinet Secretary in consultation
with the Cabinet Secreary
responsible for mafters relating to
health.

We propose amending the clause to
read as follows:

lnpus or raw materials (either produced
locally or imported) supplied ro
pharmaceutical manufacturers in Kenya

for manufacturing medicaments

including cotton wool, diapers and
sanitary towels, as approved from
time to time by the Cabinet Secretary in

consultation with rhe Cabinet Secretary
responsible for matters relating to
health.

This proposal is based on the following justificacions:

. Sanitary Pads are exempq this implies that manuhcturers
cannot claim input VAT.

o fu such the cosr of input VAT is transferred ro the
consumer making the product expensive, which is against

tovernment agenda to promote menstrual health.
r Further, the finished products being imported are VAT

exempt and hence the cost of locally manufactured products
is very high.

o Exempting inputs for manufacture of medical cotton wool,
diapers and sanitary rowels will reduce the cost of
production making local manufacrurers competitive while
enhance access to this essential products by the low class.

The difrerence between "zero rate YAT" to "exempt
YAT" and its implications

o The difference between "Zero rate VAT" and "Exempt

VAT" status is that where industries and / or
commodities fall under "Zero rate VAT" status, lnput
VAT is claimable. However, where indusrries and / or
commodities fall under "Exempt VAT" status, the
manufacrurers are nor able to claim their lnput VAT and

as such the lnput VAT becomes pan of the
manufacturing cost as illustrated in the tables below:
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Table I : The impoa of zero rorc ond exempt is completcty

different os shown in the uble below:

Zero Rate
Tar statr.rs

Exempt Statu3

Output
YAT
Charged

0% 0%

lnput YAT
Charged

t6% t6%

Amount of
input VAT
thet can be
claimed
back

Full amount
(r00%)

Nir(0%)

Kshs lfi)/-
can be

claimed

back

Kshs 0/- can be claimed

back

Eg. lf kshs
vl00/- ms
paid as tax

Refund
position of
input YAT
paid

Full refund

of input

VAT paid

(r00%

refund
position)

No refund of input VAT
paid (0% refund)

21. New Proposal lntroduce provisions to allow for refund

of excess ax arising from zero rated

supplies adjusted/ assessed using the

The proposed amendments are based on the following
justilication:
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Credit adjustment vouchers
(CAYs)-Credit for input tax
against output tax

Outstanding Refunds arising
from zero rated supplies
adjusted/ assessed using the
formula before !7th fune
20 l9 under Legal Notice No.
86 published in the Kenya
Gazette Supplement No. 84
dated l Tth June 2019.

Regulation 8 (2) of the Value
Added Tax Regulations, 20 l7

formula before lTth June 2019 under
Legal Nodce No. 86 published in the
Kenya Gazette Supplement No. 84 dated

lTth June 2019.

The amendmena should read as follows

Amend Section l7 (5) to introduce new

sub-section (e) and provisio to read as

follows:

(f) such excess arose from the formula
before I 7th June 2019 under Regulation

8 (2) of the Value Added Tax

Regulations, 2017 and.

(g) such excess arose from the formula
before lTth June 2019 under Regulation

8 (2) of the Value Added Tax
Regulations, 2017 may be applied against

any tax payable under this Act or any

other wri(en law, or is due for refund

pursuant to section a7() of the Tax

Procedures Acq 2015; and

"Provided further that, notwithstanding

Section l7(5X0, a registered person

who prior to the commencement of
Section l7(5) (e) and (f), has a credit

A. To address outstanding Refunds Arising from the
previous YAT Formula under Regulation 8 (2) of the
Yalue Added Tax Regulations, 20 l7

o ln 2019, the National Treasury changed rhe VAT
Formula to address the concerns arising from the
Formula that disadvantaged exporters of raxable
goods since they could nor recover their input VAT
and led to perpetual refund position by export
manufacturers.

o The change was made by replacing the Formula that
determines che amount due as a refund to a

registered person who makes taxable supplies at
both the general rate and zero rate under
Regulation 8 of the Value Added Tax Reguladons,

2017. The new Formula has addressed the refund
concerns.

. Howeyer, the refunds arising from the old formula
have nor been addressed and have led ro
outstanding refunds.

. After deducting VAT Refund, persons are sdll in

refund position. When applying under the ltax
System, capial

expenditure, - Tax headings nor there that is why rhey
concentrate on exPort.
o This proposal seeks to:

(i). create a legal mechanism to facilitate paymenr of such

outstanding refunds owed to manufacturers.
(ii). Seek to have in place provisions recognizing refunds that

can arise from the old Formula.
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arisint from the formula under

Regulation 8 (2) of the Value Added Tax

Regulations, 2017, may make an

application for a refund of the excess tax
from the commencement date of the

Regulations.

(iii). lnclude retrospective provisions allowing for payments of
prior claims from the date of the commencement of the
application of the formula under the Value Added Tax
Regulations, 2017 to the date of the new Formula which
commenced in June 2019.

(iv). Provide for off set of refunds from the VAT Act and any

other tax law.

B. To address refund for ercess anput credit after YAT
refunds are paid under the VAT Formula

a There still exist outsanding refunds after Formula is
utilized.

The refunds are attributable to capital expenditure such

as machinery or spares. This is especially after VAT on
machinery was introduced in April 2020 under the Tax
Laws (Amendment) Acc 2020.

The ITAX system of KRA includes the requirement to
upload capital expenditure items such as machinery and

spare pars totether with other manufacturing inputs.

There are three (3) possible solutions to address
this chdlenge:

a

a

a

I

lntroduce legal amendments with provisions

recognizing refunds arising after the VAT Formula is

applied; or
Separate the capitd erpenditure items captured
on the KRA Itax system which causes an increase in

credit refunds; or
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Exemption of VAT on MachinerT to ensure it is not
captured under the lTar system as capital
expenditure input items. The removal of VAT on
machinery has benefits to the manufacturing sector such as

promoting long term investments.

22 New Proposal

Promotion
Manufactur.ed
Products

of Locdly
Tertile

Second Schedule of the Act,
Paragraph 154 - Eremption
of fabrics of tarifi heading
5407 and used clothing and
footwear of tarifi heading
6309

Taxable goods of Chapter 5407

and Chapter 6309 imponed as

raw materials for manufacture of
textile
products in Kenya upon

recommendation of the Cabinet
Secretary responsible for
investments, trade and

industry.

Revert Fabrics of Heading 5407 back

to VAT 16%

The Tax (Amendment) Act 2024 amended the VAT Acc to
exempt goods of Chapter 5407.

Fabrics of Heading 5407 are intermediate products used in
the manufacture of garments and are locally manufactured

by Textile Mills.

Notably, this proposal was not subiected to public
participation as it was not in the bill

The figure below shows that the quanriry being imported
into the country has been on a decline from 23,795MT in

2021 to 14,800MT in 2024. This implies growth in

consumption of locally manufactured fabric of chapter 5407.

Estimated local production capacity is 25 Million Square

Meters per year.

Exemption from IDF and RDL is therefore not a welcome
move as it will only encourage imports ro the deriment of
local manuhcturers.

o

a

a

a

a

a
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Source: Tendata

Revert Used Clothing and Foonivear of
Heading 6309 back to VAT l6%

a Used clothing, footwear, and other worn articles are

finished products and cannot be used as raw materials.

Data shows that Kenya has been imponing these

products malorly from Pakistan, lndia & China.

Exemption from RDL & IDF therefore, will encourage

importation of used clothing and as a result make Kenya

a dumping ground for worn footwear and clothing

ln addition, this will have adverse effects on the
environment as currendy the textile sector has been

flatged as a major contributor to environmental
degradation.

Mitumba has been a maior source of frustrarion for
domestic industries as in 1992, there were 54 textile
mills in Kenya and only four are remaining and 80
garment manufacturers but only 30 are remaining. This

has been attributed to the mitumba.

a

a

a

a
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23 New Proposal

VAT exemption on inputs for
local manufacturing of
denatured bioethanol for
cooking - 2207.70.00

We propose to amend the First

Schedule of the Act to exempt inputs
for local manufacturing of
denatured bioethano! for cooking
to read as follows:

"lnputs and raw materials locdly
purchased or imported for the
manufacture of denatured
bioethanol for cooking"

This proposal is based on the following justifications:

e VAT Act 2013 provides a VAT exemprion for "the

supply of denatured ethanol of tariff number
2207.20.00." This exemption has already resulted in

significant benefits to Kenyan households, sutarcane
farmers, and the nation as a whole.

o However, additional maior contributors to the cost of
ethanol cooking fuel also include VAT on inputs used in

the manufacture of denatured ethanol, including

molasses, transporg and electricity.
. Because the oucpur (denatured erhanol) is VAT exempc

but the inputs are non-exempt, local ethanol producers
are at a disadvantage versus imported supply and are

passing on the non-claimable portion of their input VAT
as costs, which drives up the retail price of erhanol

cooking fuel to Kenyan households.
o ln Kenya, the sugar and sugar by-produca industries

stand as fundamenul pillars of the economy, conrributing
significantly to employment, rural developmeng and food
security.

o With a rich history dating back to rhe early 20th century,
this sector plays a pivotal role by offering livelihoods to
thousands of Kenyan families and addressing the nation's

economic needs. Specifically focusing on deriving ethanol
from sugarcane propels the growth of the agro-
processing sector, aligning with rhe East African
Community'i vision for value-addition within the
commun ity.
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This approach ensures a stable market for our sugar

producers, contributing to the susainabiliry of the sugar

industry and improving farmers' livelihoods.

The extension of VAT exemption on inputs used in the
production of denatured ethanol will suppon the growrh
of the local agro-processing industry by allowing local

producers to recover input VAT. This reduction in costs
will improve the competitiveness of local erhanol
cooking fuel and reduce the costs of erhanol cooking to
Kenyan households, driving higher demand and achieving
targets for the green energy transition set out in the
Kenya National Cooking Transition Strategy.

a

a

EXCISE DUTY
24 Clause a2 (a) (iii)

Float Glass

Amendment of the First Schedule

of the Act to vary the excise duty

on lmported Float glass of tariff
7005 to 35% of excisable value
or KSh.200 per kg, whichever
is higher";

We propose as follows:

a) Amend the unit of measure to align

with the EAC CET tariff book to
read as follows: excise duty rate of
35% of Ksh. 300 per SQH,
whichever is higher for float glass;

This proposal is based on the following justifications:

. Float glass is a critical raw material for the glass processing

industry in Kenya.

o The float glass is used to produce safety glass ol tarifl 7007,
Multiple-walled insulating units of glass of tariff 7008, & Glass

mirrors of tariff 7009.

. The industry was taken by surprise in April 2025 when there
was the introduction of excise duty on float glass ol 35% or
Ksh. 200/kg, which was initially charged on 7Q07.

. The glass industry is looking for the differenrial between
those importing finish glass and misdeclaring raw float glass

to get low dury and those genuine processors who further
process float glass to produce toughened or laminated glass.

There is a thin physical difference berween the float glass of
tariff line 7005 and the safery glass of tariff line 7007.
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b) Erempt dl glass processors
sourcing float glass to produce
toughened and laminated glass

from the ercise duty. Tanzania
and Uganda have similar
exemptions since there is no
local producer of such.

Regiond Competitiveness
o The table below shows that Kenya is uncompetitive across

the region.

r Tanzania and Uganda have given DRS at 10"/o and 0%

respectively for the float glass used to manuhcture
toughened and laminated glass of tariff 7007, while Kenya has

introduced an excise duty on the entire tariff heading 7005

with no exemptions.

Kcy Kenya- KcntF-
After t|te
Excisa
Duty
Arncndm
ent Act,
2025
(Using

Uga
nda

Tanzan
Tax beftne la.

crs the Ercise
on Duty
Fl,oa Arncndm
t ent Act,
Glas 2025
3

35%
Excis Nil 35% o% 0%

e
duty

lmpo
ft

t0% l0% DRS
(0%)

35% and
DRs
to%du

0%IDF 2s% 2.5% 0%
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Misdignment with the unit of measure and its impacL
o The excise duty introduced in April 2025 of 35% or Ksh.

200/kt.
o The EAC CET ariff book has a unit of measure for ariff

heading 7005 in square meters, and therefore, subjecting it
to per kilo brings complications to the whole sptem of
clearance. The unit of measure should always align with the
EAC tariff book for ease of administration.

o The table below shows the impact of this misalignment of
the unit of measurement

o When applying 35%, the price of the imponed float glass will
increase from Ksh. 700 lt12 to Ksh. 945N2 on the flip side,

when applying the specific duty of Ksh. 200/kg imported float
glass will increase from Ksh. 7001112 to Ksh. 24fl)/M2, this is
based on the average that one square merer of float glass

goes for 12 kg. These discrepancies are caused by the
misalignment on the unit of measurement
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Delete the date in the Excise Duty
(Amendment) Act, 2.025

backdating to December, yet the
Act came into place last month.

This proposal is based on the following justifications:

o The Excise Duty (Amendment) Act, 2025 came into
force in April 2025. The Bill backdared the enrry inro
force on the proposals to December 2025.

o The High Coun in Petition 253 of 2018, Okiya Omatah
Okoiti v Cabinet Secretary, National Treasury & 3

others [2018] eKLR, held rhar rhe Provisional Collection
of Taxes and Duties Act was unconsriturional. ln finding

so, the Court stated rhat "A declaration that the
Finance Bil! 20!8, or .rny parts or provisions
thereof, including on taxation, cannot be
implemented before the Bill becomes the
Finance Act after it goes through the
parliamentary legislative process laid out in the
Constitution for approvd and adoption by
Parliament, and assent by the President."

o Consequently, the Excise Duty (Amendment) Act 2025,

in purponing to back date the coming into force of the
provisions of the AcC was unconsritutional.

o We therefore propose rhar the Excise Dury
(Amendment) Act 2025 come into force on the date

after its assent.

25 Clause a2 (a) (vi)

Spirits of undenatured extra
neutral dcohol of dcoholic

Change the rate from KES sh. 500 per

litre to KES 250 per litre
This proposal is based on the following justifications:

o We appreciate the govt's effon to change the excise regime

on undenatured extra neutral alcohol from ABV-based to
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strength exceeding 90%

purchased by licensed

manufacturers of spirituous

beverages.

Excise introduced at a rate of
Ksh. 500 per litre

a

volume-based and reducing the tax rare from KES 964/licre

to KES 500/lire
However, the taxes charged on Erhanol by both Tanzania

and Uganda is very low, which will still encourage smuggling

into Kenya. Please see the table below, where Kenya is at
KES 500/litre while Tanzania and Uganda is at KES 239.29
(Tsh5000) and KES 88.64 (Ush 2,500) per litre respectively

a Proposed excise rate for ENA is 5.6 times the Uganda rate
thus reducing cash flow and making local manufacturint in
Kenya uncompetitive.

Further excise rate reduction will reduce the incentive for
unscrupulous individuals from smuggling Ethanol into Kenya,

which has exacerbated the problem of illicit alcohol trade.

Alcohol Beverage Associadon of Kenya (ABAK)
commissioned Euromonitor to publish a 2025 illicit alcohol
repon which estimates Ethanol smuggling volume ar 81,455
hectolitres of pure alcohol (7% of tllicir alcohol volume in

Kenya) with a value of KES 23billion, with a fiscal loss of KES

a

a
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o

9 billion for gow. The study was done with the support from

Sovernment ministries, departmenc and agencies concerned

with escalating problem of illicit alcohol in Kenya.

Expected Outcomes
lncreased gow. revenue collection from reduction in illicit
ethanol which is used by counterfeiters

Reduced public health impact from manufacturers of sub-

standards spirits

a

26 Clause ,f2 (a)(vi)

lntroduction of excise duty on
polymers of tarifi 3920.43.90,
3920.10.90 and 3919.90.90 at
a rate of 25Y" or Kshs. 200 per
Kg, whichever is higher.

Delete the proposed introduction
of Excise Duty on polymers of tariff
3920.43.90, 3920.10.90 and 3919.90.90

at a rate of 25o/" or Kshs. 200 per Kg,

whichever is higher.

This proposal is based on the following justifications:

o Tariff 3920.43.90 is a generic tariff covering various

products including PVC laminates and PVC edge banding

not locally manufactured.

o PVC Edging and laminates are raw materials used in the

finishing of furnirure such as ables. The dury significantly

increases the cost of locally manufactured furniture.
o On PVC Edge banding, introduction of specific duty of

Kshs. 200 per Kg, increases the excise duty payable on

raw materials from 25% to 65% as illustrated below:
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a On PVC laminates, introduction of specific duty of Kshs.

200 per Kg, increases the excise duty payable on raw

materials lrom25% to 50%.
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Removal of excise duty on PVC edge banding will
enhance competitiveness of local furnirure
manufacturers through reduced cost of production.

Further, the HS Code covers raw materials used in
manufacturing packaging products such as Plastic-based

labels for bottles, food containers, cosmetics, and

pharmaceuticals, durable industrial labels and barcoding

solutions, Surface protecdon films used for packaging

electronics, glass, or metal surfaces, temporary adhesive

films applied during product transport

Removal of excise duty will reduce the cost of packaging

and labelling materials.

a

a

a

27 New Proposal

lmported Gas Cylinders
First schedule of the Excise Duty
Act.

Excise Dury on lmported gas

cylinders at the rate of 35%

Exempt lndustrial and Medical gas

cylinders of tariff code - 73 I 1.00.90

from the excise duty

This proposal is based on the following lustifications:
o lndustrial and medical gas cylinders are high-pressure

containers for storing and ransporting industrial gases.

These kinds of gas cylinders are critical for various sectors
of the economy, specifically rhe health secror. However,
they are not manufactured in Kenya or in the region.

o lmporting this kind of gas cylinder attracts a 35% excise dury,
which was inroduced in Kenya in 2019, primarily aimed at
promodng local manufacturing and reducint reliance on
imports for the LPG cylinders, which ar rhar rime, under the
EAC CET, has no distinct description from orher
compressed gas cylinders.

o ln February 2025, the EAC CET tariff on gas cylinders (73 I l)
was split to cater for LPG cylinders (73 I 1.00. 10, which are
manufactured in sufficient quanriries, and rhe other
compressed gas cylinders (73 I 1.00.90), which at the
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moment are not manufactured in the Country and the
region.

o This split allows the formation of appropriate policies to
guide the taxation part.

It is with this justification; the industrial and medical gas

cylinders should be exempted from the excise duty of
35%.

28 New Proposa!

lmported Printing lnk

First Schedule of the Excise Dury

Act

Excise Duty on lmported printing

ink of tarill 321 5. I 1.00 and

3215. 19.00 but excluding those

originating from East African

Community Partner States that

meet the East

African Community Rules of
Origin at the rate of l5%.

Amend the Excise duty Act to
remove excise duty on inks of
tarift 3215. I 1.00 and 3215. 19.00

This proposal is based on the following justifications:

o Printint inks are special products used in printing and

consist of pigment or pigments of the required color.
lnks are intermediate products used in the
manufacturing process to provide final finish to the
product description/labelling.

r The following inks are manufactured locally:

o Offset printing inks

o Solvent based printing inks

o Water based flexo inks

o NCPU inks

o Gravure inks.

o Screen printing inks

o Metal decorating inks & can coating

o Reverse printing flexo inks

o Anti-freeze inks

o The following inks are not locally manufactured:

o UV inks

o Heat transfer inks

o Security inks

o Metallic hot foil (liquid, paste forms etc)
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lnks not manufactured in Kenya are high speciality inks

used in cheque printing, anti-counterfeit labels among

others.

However, all inks are classified within the two HS codes

making it diffcult to distinguish between locally

manufactured and those not manufactured locally.

Manufacturers using specialiry inks therefore face

competitive disadvantage in the region ro high cost of
inks occasioned by excise duty. Since introduction of
excise duty on inks (quarter one 2025), label

manuhcturers experienced a drop in expors by 5% due

the high cost of production as shown:

I

a

a
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29 New proposa!

The First Schedule to the
Excise Duty Act

lntroduce excise duq/ on safety glass

7007.19 end 7OO7.29 at a rate of
35% ol Ksh. 500 per SQM, whichever
is higher. This is a product made locally

from float glass.

Calculation of the Specific Duty
on safety glass - Tarifi 7007

ctF Ksh I,130.00

lmpon duty Ksh I 13.00

Excisable value Ksh 1,243.00

Value of excise ducy Ksh435.05

This Proposal is based on the following justifications:

o Tarifi code 7007 is a linished product produced from
float glass.

. Currently, there are seven (7) glass processors in Kenya that
have a combined output of more than 500,000m2 a monrh.

Their production capacity for finished glass is more rhan

sufficient to meet the demand within our country
o Glass processors tenerate a lremendous amount of revenue

for the government through taxes and economic acrivity.
o Kenyan Glass Processors direcdy employ over 5,000

Kenyans and more than 10,000 indirectly. The final producr
produced covers a variety of safety glass types. This includes
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bulletproof glass, vehicle glass, balcony glass, and building

hcades, among other applications that protect Ken)ans'

lives.

Regiond Compedtiveness

a Uganda and Tanzania have sayed with the application of
EAC CET at l0% and are applying 25% nd 35% import
duties, respectively. Kenya, despite having massive

processing capacity, has maintained 107". The approach by

Uganda and Tanzania is an ideal tax policy to safeguard the
locds from cheap imports.

Based on the above justification, there is a need to introduce
ucise duty on safety glass 7007. 19 and 7007.29 at a rate of
35% of Ksh. 500 per SQM, whichever is higher. This is a
product made locally from float glass.

a
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30. New Proposal

Acry'ic Polymerc

First Schedule of the Excise Duty
Act

Excise Duql on lmported
Emulsion B.A.M of 3906.90.00 at
the rate of 20%

Amend the Excise duty Act to remove

excise dury on acrylic polymers of Hs

code 3906.90.00.

This proposal is based on tlre following iustifications:
o Tariff 3906.90.00 is a generic tariff covering various polymers

with different grades used in the manuhcture of
o ink,
o automodve paints,

o Paints

o Leather treatment
o KAM together with the Ministry of lndustry through a loint

verification established that the local installed capacity for
emulsion BAM (3906.90.00) is 2,400 tons/year against a

demand of 23,584 tons/year (Scc Rcslns Ycrificotion
Rcpoq 2023).

o The locally available capacity is limited to acrylic resins for a
limited range of ordinary paint The verification report
showed that acryllic resins for manufacrure of inks,

automodve paints and leather reatment are not
manuhctured locally.

o Further, B2B engagements between ink manufacturers and

local resin manufacturers have indicated that for acryllic
resins for manufacture of inks, automotive paints and leather
treatment cannot be manufactured locally due to the lack of
raw materials.

r Currendy manufacturers are forced to import this resin

making the manufacturing of inks, paints uncompetitive
leading a reduction in exports and an influx in imports of
finished paints.

o The excise dury makes the product expensive making local
exPor6 uncompetidve.
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To accommodate SMEs using the product in the leather

sector since the sector has many members in MSMEs

a

3l New Proposal

lmported
Polyester

U nsaturated

First Schedule of the Excise Duty
Act

Excise Duql on lmporced

Unsaturated Polyester of
3907.91.00 at20%.

Amend the Excise duty Act to remove
Excise Du$ on Unsaturated
Polyester of Hs code 3907.9 1.00 for
manufacture of powder coating painc.

This proposal is based on the following iustifications:
o Unsaturated polyester is a raw material used in the

manufacture of paina and inks. lt appears in

o Solid - used in the manufacture of powder
coacint painc not locally manufactured

o Liquid state - manufacture of liquid-based painq

locally manufactured for paint manufacturers.
o Local resin manufacturers only manufacture unsaturated

polyester in liquid form. B2B engatements have revealed that
local resin manufacturers are unable to manufacture

unsaturated polyester in solid state hence the need to
exempt them from excise duty.

o The current excise duty negatively impacts manufacturers of
powder coatint paints as well as ink manufacturers as they
are forced to pay excise dury, yet the product is nor locally

manufactured.

. As such, there is need to support the local powder coatint
manufacturers as the local resin manufacturer develops

capaciry to manufactures.

o This will allow the growth of rhe powder coating industry.

Currently, there are only two powder coating paint

manufacturers.

. Exemption from excise dury for the raw material will allow

Srowth in the industry and enhance competitiveness of local

manufacturing.
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32 New Proposal

lmported
Polyester

Saturated

First Schedule of the Excise Duty
Act

Excise Dury on lmporued

Saturated Polyester of 3907.99.00

at20%.

Amend the Excise dury Act to remove
Excise Duty on Saturated Polyester
of Hs code 3907.99.00 for
manufacture of biodegradable/

compostable and inks.

q, + n +

I'i{
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This proposal is based on the following justifications:

o Saturated polyester is a raw material used in the
manufacture of paints, inks and biodegradable products

such as planting tubing's/bags, bin-liners. lt appears in

o Solid - used in the manufacture of powder

coadnS paint, not locally manufactured

o Liquid state - manufaclure of liquid-based paing

locally manufactured for paint manufacturers.

lmpact on biodegradable products
o The Government through the National Environment

Management Authority (NEMA) issued directives ro
manufacturers of plastics plandng tubing/bags ro
transition to 100% biodegradable materials.

o To comply with the Government directive
manuhcturers, use saturated polyester as the key raw
material for manufacture of biodegradable products.

o Local resin manuhcturers have indicated inability to
manufacture saturated polyester forcing local plastic

manufacturer to impon the product.
. The imposition of excise duty on the saturated polyester

(pellets) increases the cost of production of the
biodegradable products such as planting tubings/bags.

o The price of a single seedling bag will increase by 20%,

this increase contradicts Kenya's commitment towards
100% transition in biodegradable products as well as the
commitment towards I 5 billion trees by 2032.

Impact on Powder coated Paint
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a Powder coated paint is an emerging industry in Kenya,

with only two investors in the country with a monthly
installed capacity of 50,000 rons. Since 2024, the industry
started exportint powder coated paints to various

countries including West Africa.

Saturated polyester is a major ingredient accounrint for
over 60% of the finished producc Saturated polyester is

not locally manufactured (see ottoched B2B
resolution)
Currently imported powder coating is cheaper
compared to locally manufactured, local manufacturers

have continued to lose market to imports.

Currently saturated polyester amracrs I 0% import duty,
addition of 20% excise further pur local manufacturers ar
a competitive disadvantage.
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33 New Proposal

First Schedule of the Excise Duty
Act

Amend the Excise duty Act to
Exempt ink and automotiYe
paints manufacturers from
excise duty on
- 3903.90.00 Polymers of styrene,

in primary forms.
- 3903.20.00 Styrene-acrylonitrile

(SAN) copolymers
- 3905.21 .00 Vinyl acetate

copolymers

- 3907.50.00 -Alkyd resins

2. Amend the Excise duty Act to
reduce the excise duty on the
following resins from 20% to
t0%:
- 3903.90.00 Polymers of styrene,

in primary forms.
- 3903.20.00 Styrene-acrylonitrile

(SAN) copolymers
- 3905.9 1.00 Vinyl acetate

copolymers
- 3907.50.00 -Alkyd resins

This proposal is based on the following iustificadons:
o The Nadonal Resins verification report established thar

there is no sufficient local capacity to manufacture resins.

Resins are used for various industries including:

o lnk manufaccuring

o Automotive paints

o Leather

o Normal paint

o Packaging and Biodegradable materials

o Adhesive for manufacturing rubber
o Currentl)r, there is local manufacturing of resins of tarift

3903.90.00, 3903.20.00, 3905.9r.00, 3907.50.00.

However, grades for ink manufaccuring and leather are

not locally manufactured hence the need for exemption.
o ln addition, imposition of 20% excise duty is significantly

high leading unintended increase in the cost of
production for paint manufacturers.

o This has led to significant level of diversion of trade as

paint imports have started increasing againsr rhe initial

trend before the imposition of excise duty. While the
sale of local resins has not increased.

r There is therefore need to reduce the excise duty to
l0% while exemptint ink and automative manufacrurers

as the resin is not locally manufactured.

o Rubber manufactures import Vinyl Aceate Ethylene

Copolymers. (VAE Copolymers) to manufacture

adhesives for industrial use.
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a VAE is a copolymer formed through rhe polymerizarion
of Vinyl Acetate & Ethylene in an aqueous medium. Since

Ethylene is a gas, it is liquified under high pressure and

pumped into the reacror ro facilicate the

copolymerization process with Vinyl Acetate. This
process involves sophisticated technoloty which is why
only a limited number of companies worldwide are

capable of producing this copolymer. Notably, rhere are
no companies undertaking this specific polymerization
process in the Middle East & Africa.

These VAE Copolymers are a base raw material for
making various type of adhesives locally which are used

in many different industries.

Excise duty on this base raw marerial heavily impacts the
local production of adhesives against imported finished

alternatives and also heavily impaca the industries using

these adhesives for manuhcture of their products.

a

a

34 New Proposa!

Articles of Plastic

First Schedule of the Excise Duty
Act

Excise on Articles of plastic of
tariff heading 3923.30.00 at the
rarte ol lO/"

Remove Excise Dury of l0% on Articles
of plastic of tariff heading 3923.30.00 and

3923.90.90

This proposal is based on the following justifications:

o The tariff heading 3923.30.00 and 3923.90.90 are for
packaging materials used in furthering manufacturing
processes eg food and beverage, agro-processing,
industrial packaging among others.

o Packatint materials are not finished goods in themselves,
but they are used as inputs in the manufacturing

Processes.
o lntroduction of excise duty on articles of plastics both

local and imports disadvantages local manufacturers and
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a

increases the cost of locally produced packaging

materials and finished packaged products.

The cost of locally manuhctured goods increases with
finished imports becoming more competitive in the local

market, as the packaging for finished imports does not
attract excise duty. Also exports from Kenya become

uncompedtive in the region as the packaging cost
increase is ransferred to the consumer.

lncreased prices have an impact on local start-ups

specilically SME's that will compete with established

companies, with the benefit of economies of scale, thus

the environment possesses a challenge. Further,
companies that have internal capacity to manuhcture
packaging materials will have an added advantage over
SM E's sourcing from commercial manufacturers.

The excise duty does not apply to imported finished

goods and to products manufactured by self-moulding

companies. This affects commercial blowers/moulders of
packaging materials, employment opportunities, leads to
loss of government revenue.

The prices for packaging for products will increase as

follows:

a

a
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35 New Proposd

Allowance lor spirits
processing and transit losses.

Section 12 (l) of the Excise Duty
Act provides as follows: This

section shall apply where the First

Schedule specifies a rate of excise
dury payable by reference to a

quantity measured by volume or
weight.

Under Regulation 36( l) "The

volume of spirits contained in any

container may be ascenained for
any purpose by weighg measure

or taute as the Commissioner
may direct."

Under Regulation 36(2)- "Where
the commissioner under
paragraph directs ascertainment

by weighing, the volume shall be

calculated : -

We propose as follows:
a) Amend the Excise Dury Act 2015

and Regulations 2020 to provide
for an allowance for spirits
processing and transit losses.

b) Delete Section 36 (2) and
replace it with: -

2) Where the Commissioner under
paragraph ( I ) directs ascertainmenr

by the volume shall be calculated-
a) by use of a mass flow meter
at twenty degrees centigrade
with an accuracy of +/-3% of the
measured volume in liters

This proposal is based on the following justifications:

o The process of measuring volume of Spirits sold by

distillers or received by manufacturers of spiria has

changed due to the introduction of mass flow merer
which are approved by Weigha and Measures for
custody transfer application. Temperature influences
ethanol volume readings. When the readings are taken
at warmer temperatures, the ethanol quandry is usually

higher as opposed to a colder temperature. This lack of
standardisation normally results in significant losses.

o Prior to 2015, the Cusroms and Excise tax law in Kenya

used to provide for a l% spirits process and transit loss

allowance on excisable raw materials.
o Retulations in other jurisdictions such as South Africa,

Europe, US and UK provide for allowances for spirits
processing losses.

Expected outcomes.
o Manufacrurers will be shielded from paying excess axes

due to variations in readings at ethanol source and

destination and due ro evaporarion, rhat happens in
transit.

. lncrease compeririveness of legally produced Spirirs
products which are under pressure from the threat of
illicit products

36 New Proposal

Removal of excise duty for the
leather sector

Remove excise duty on lmponed paints,

varnishes and lacquers of heading

32 r0.00.I0, 3208.90. r0, 3209.90.90

This proposal is based on rhe following justificarions:

o Used for processing finished leather. Leather secror is

one of the government priorities and is expected to
provide employment and support value addition.
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o To enhance competitiveness of leather in the local and

international markets.

o There is no local manufacturer for this product for the
leather sector.

o Leather Producrs will be available locally with fair prices.

o Job creation in leather industry
. Have fair competition with international leather markec

37 New Proposal

Promotion of Exports

We propose for Excisable
input/raw materials used in the
manufacture of excisable goods to
be exempt from excise duty.

This is based on the following iustifications:
The contribution of manufactured exports to GDP has

been on a decline over the years due to a myriad of
factors including unfavorable tax regimes and the costs

of doing business, inability to offset costs of inputs under
the excise act regime, cashflow challenges arising from
delayed refunds, access to finance among others.

Excise duty has been imposed on input and packaging

material used in the manufacture of export goods and is

not claimable nor is it zero rated for expors. This leads

to loss of export market, foreign exchange and reduces

utilization of spare capacity.

VAT and lmport Duty have provisions rhat support and

incentivize exports. They include amont others, zero-
ratint of expor6, Duty Remission Scheme, Manufacrure

under Bond and Export Promotion Zones.

a

a

a

38 New Proposal

Excise Duty on Cod

Remove the ercise duty on coal This proposal is based on the following justifications:

o Coal is a critical raw material used for the production of
clinkers, which is the key marerial used to make cement. lt
is also used by steel mills and the ceramic industn/.
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First Schedule of the Excise Duty
Act

Coal has an excise duty of 2.5% ol
the custom value

a Coal accounts for about 45% of the variable cost of Clinker
production and therefore forms a significant input in clinker
manuhcturing.

It is evident that counries in the world that have an

advanced industrial base heavily depend on coal to run their
factories.

Kenya impors coal lfi)% since there is no local mining of
coal despite is availability and restrictive environmenal
regulations.

Regiona! Competitiveness
Excise duty was introduced in the Tax Law Amendment Acr
of 2024, despite the industry strongly objecting due to the
unavailability of a substitute and the risk of becoming

uncompetitive.

The table below shows that Kenya's tax rate is 7% higher

than Uganda's and 5.5% higher than Tanzania's.

These differentials give Uganda and Tanzania an undue

advantage over Kenya.
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a The introduction of excise duty has increased the price of
coal by Ksh. 486 while atracting the highest duty in EAC

The figure below shows a price comparison among the
selected countries. There is an additional Ksh. 7.5 on the 50

kg cement bag with the excise duty on coal; however, in
2024, there were other regulatory measures introduced

mainly by the mining ministry, which have impacted the
sector. All hctors put together will tikely see the rise of the

cement prices increase by close to Ksh. 57 if not addressed.

a

a The sectors likely to be impacted is the construction

industry and, more so, the Affordable Housing protram.
With all the additional taxes, for every 100,000 housing

units, the cost of cement will go up by approximately l.l
billion.
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39 New Proposal

Cosmetics
Products

First Schedule of the Excise Duty
Act

Excise Duty on Cosmetics and

Beauty products of tariff heading

No. 3303, 3304, 3305 and 3307 at

the rate of I 5%

and Beauty

Amend the Excise Duty Act to remove
excise duty on cosmetics of heading

- 3304, 3305, 3306 & 3307

This proposal is based on rhe following justifications:
o lt should also be noted that most of the raw materials for

manufacture of cosmetics in Kenya are subject to excise
dury such glass bottles, resins and plastic tubes. This has

significantly impacted the manufacture of cosmetics leading
to some leading lirms to close, such as, wig manufacturers.

r Kenya has the highest excise tax rate in the region, which
makes our product uncompetitive.

o This has led to trade diversion while there has been an

increase in the imports of cosmetics products from the
region.

o lf this is no! revefted Kenya will become a net imponer of
cosmetics leading to massive iob losses as well as loss of
tovernment revenue.

o Medium term reyenue Strategy document proposed the
harmonization of excise taxes across the region.

TAX PROCEDURES
40 Clause ,17 (m) (v)

Amendment of section a2 (l$ by

deleting paragraph (e) that
restricts the Commissioner
from issuing a notice where
the taxpayer has appealed a
decision.

We propose the deletion of this
provision.

This is based on the following justificadons:

o This proposal, if passed, will give the Commissioner
powers to issue an agency notice after a tribunal or court
decision, without granrint raxpayer rime ro appeal. The

law provides 30 days to appeal after the decision is made.

o Wirh the proposal Bxpayers will be required to pay the
tax in dispute and then appeal. This denies a taxpayer's
right to full determination of their case before paying and

gives the Commissioner an unfair advantage to collecr
tax in dispute.

4t Clause 50 (a) We propose the deletion of this

proposal.

This proposal is based on the following justifications
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Amendment of section a7 ( l)(a) of
the Act to remove input YAT
as one ofthe taxes that can be
ofrset by overpaid tax.

Or

In the alternative, we propose to
substitute the phrase "and input value

added tax" with "including YAT
payable on imports."

This proposal will impact import input VAT for rhe
petroleum subsector who have been advocadng for the
operationalization of the offsets.

The alternative proposal seeks to enhance better
compliance by the taxpayers by capturing VAT payable

on imports.

To further support genuine taxpayers, KRA should avoid

cash refunds and allow set off of tixes thar are usually

payable by corporations that are going concerns e.t.
corporation tax, instalment tax, import tax, PAYE etc.

a

a

a

42 Clause 50 (b)

Amendment of section a7 Q) of
the Act by increasing the time
the Commissioner shall
determine an application for
offset of overpaid tax from 90

to 120 days.

Retain the

days.

current period of 90 This proposal is based on the following lustifications:
o The time period to refund is already long enough as it

is. Extending it even further will hurt the cash flows
for taxpayers.

o Currently it takes several months to even tet the
offset approval and even more time is spent to tet the
refund adjustment voucher.

. Taxpayers have quite often been compelled to obtain

bank loans to keep running, yet the), are legitimately

owed billions in refunds.

43 Clause 50 (c)

Amendment of section 47 (A) ol
the Act by increasing the time
the Commissioner takes to
ascertain an application for
ofiset where an audit has been
undertaken from 120 days to
180 days.

Retain the current period of 120

days.

44 Clause 52

Deletion of section 59A (lB)
We propose the deletion of this clause This is based on the following iustifications
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Remova! ol Data Privacy
Exception for Personal Data
and Trade Secrets

a The clause in the Bill conflicts with existing legal

framework, both local and international.

The clause goes against Article 3l - Right to Privacy of
The Constitution of Kenya (2010). KRA would have the
riSht to demand access to personal and private data,

which could infringe on the Constitutional right to
privacy.

Deletion of the clause violates several sections of the
Data Protection Act, 2019 including but not limited to
Section 25,26, 29, and 3l
Kenya, as a regional tech and financial hub, risks

undermining investor confidence and international data

transfer atreemens if it weakens ics data protecdon
framework

Forcing disclosure of proprieary business information
could violate intellectual properry righcs and deter
innovation and investmenc

Businesses may relocate data operations to jurisdictions

with stronger protection. This will of course be

preceded by retrenchment and increased

unemployment; a problem that Kenya is severely
grappling with.

The deletion could lead to constitutional petitions and

ludicial reviews, potentially invalidating tax assessments

based on unlawfully obtained data.

a

a

a

a

a

a

45 Clause 54
Deletion of section 77 (2)

We propose the deletion of this clause This is based on the following justifications:

o This shortens the window for filing objections and

appeals.
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Exclusion of weekends and
public holidays in
computation of days for
submission of objections and
appeals

46 New Proposa!

VAT Tax Refund Fund

lntroduce new provisions establishment

of a fund to cater for all refunds as

follows:

lntroduce a new Section 24 A to
the Public Finance Management
Act to read as follows:

Establishment of a Tax Refund
Fund

( l) There is established a fund to be

known as the Tax Refund Fund

which shall be administered by

the Cabinet Secretary of macers

relating to Finance.

(2) There shall be paid into the Fund

l% of the monthly tax-

a) Collected from any tax law

including, the Tax Procedures Act,

lncome Tax Acq Excise Duty Act,
Value Added Tax, and

Miscellaneous Fees and Levies Act;

and

This proposal is made on the following iusrification:
o A tax refund is the excess amount of tax that a axpayer

has paid to the Government arising from any of the
taxes. lt therefore should not be considered as

Government revenue and reimbursed upon

confirmadon of the same.

o The payment of refunds in the country has faced a lot of
delays and affected the liquidity of businesses, especially

for manufacturers. The delays have been acributed to
the process of reversing back the money once it has

been paid into the national consolidated fund.
o The Governmenr has acknowledged the challenges of

refunds and has over the years addressed backlogs of
refunds owed to manufacturers. However, the issue

continues to recur and there is a need for a sustainable

solution.
o This proposal seeks to address this issue sustainably by

having the amounts of refund paid promptly by the
Kenya Revenue calculated:

o lf this proposal is adopted, it will enhance cash flow for
businesses and reduce the cost of doing business.
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b) for the purpose of payment of
refunds arising from excess and/or

erroneous payment of tax under
any tax law including, the Tax

Procedures Act, lncome Tax Act,

Excise Duty Act, Value Added Tax,

and Miscellaneous Fees and Levies

Act
(3) Payment from the Fund shall be

made without undue delay to
cover all amouns owed by the
Government payable as refunds.

(4) Not later than three months after

the end of each financial year, the
National Treasury shall prepare

and submit to the Auditor-
General financial statemens for
that year in respect of the Tax
Refund Fund.

(5) The Cabinet Secreary may by

notice in the Gazette provide for
the mode of administration of the
Fund established under sub-

section ( l).
Or
Enact a dedicated Tax Refund Bill 2019

to provide for refunds of Tax under
powers given to the Cabinet Secreary
of the National Treasury under Section
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24 (3) of The Public Finance

Management.

47. VAT Special Table We propose an overhaul of the VAT
special table to protect compliant

companies.

The consequences of this law are as follows:
o Penalisint an innocent party in a transaction, even when

they have complaint with the VAT act and paid in full
o Reputational damage of the suppler especially where the

mistake was not purposely commined
o Cashflow constraints for businesses, which may lead to

adjustment of prices to cover for VAT not claimed. This

will lead to inflation and competitiveness of Kenyan

products impacting on taxes and employment
o Penalties and interest loaded automatically in the ledger.

6ffi procedures are not very friendly when it comes ro
correctint their own errors and takes years, triggering
unnecessary audits.

o Administrative burden to the business rhar are already

sruggling to be competitive
o No prior communication/notification and the system is

oPaque

o This situation has created uncertainty, unfairness and

inability to determine rhe cost of production for rhe
business.

MISCELLANEOUS FEES AND LEYIES

48 Clause 59 (a)
Amendment of the Third Schedule

to the Act

We propose to reduce EIPL rate on
Semi-finished products of iron or
non-alloy steel to 0%

This proposal is based on the following iustification:
o The Export and Promotion Levy Rate has nor brought in

the exports needed for the country and made the steel

products in the country less competitive, losing
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Imposition ol l0% EIPL on
Semi-finished products of iron
or non-alloy steel.

significant market share to neighbouring counrries
Tanzania and Uganda, where such rates do not apply.

a The proposal ro remove the levy altogether will still
allow the local manufacturers of raw material to be

competitive at 14.5%, i.e., imporr dury of l0%, IDF &
RDL at 4.5%.

Narn
eof
tax

Kenya:
Before the
introducti
on of EIPL

Kenya
before
the
Finance
BiII
2025

Kenya
After
Finance
Bit!
2025

U
ga

nd
a

Ta
nza
nia

Rw
an
a

Bu
ru
ndi

EIPL 17.5% t0%

lmpor
t duty

t0% t0%

(Stay)

t0% 0% 0% 0% o%

IDF 2.5% 2.5% )_.5%

RDL t.s% 2%

IDL 1.5
o/

t.5
/o

t.5

%

AUL 0.2

/o

QIF 0.2
o/

Total 11.5% 32% 24.5% t.
5

t.5 1.9 o%
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a Due to these 32% import duties, there has been a

serious netative impact on the Kenyan manufacturers,

amont the impacts are:

Loss oferport market There has been huge demand

of rebars, which is a product from billea in neighbouring

countries, and Kenyan industries are unable to supply

them because of the high price. The high prices of rebars

is due to that the prices of local Raw materials are equal

to the price ofthe finished goods in these countries. The
lmported Raw material (Billea) is approximately US$480

to $490, while the local one is approximately US$650. lf
the industry adds the production cosq the finished goods

come to approximately US$600 using lmported Raw

Materials, while it will be approximately US$770 using

local Raw materials. The market price of rhe finished
goods is approximately US$650 to US$680.

lncrease in the local prices of finished goods by
20%: the impact of this is that the consrucrion industry,

the affordable housing protram will be che hardesr hit.

Over the past few years, construction has shown a

decline due to the increased cost of construcrion
materials. This decline in construction activities is a bad

indicator for the economy.

Trade aSreements signed by the Kenyan
goyernment, such as AfCFTA & COMESA: The
Expon & lnvestment Promotion Levy is considered a

non-tariff barrier and therefore is illegal as per the
treaties signed. South Africa & Egypt have already raised

complains of the NTBs created by Kenya with regard to

a

a

a
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the EIPL and that they would reciprocate in a similar
manner to exports of products such as Tea & Coffee
from Kenya. Mauritius recendy lost a case in the
COMESA court for imposing a similar prorectionisr tax.

o Sinde supplien There is only I manufacturer selling

Billea. This practice is not good for industry as the same

manufacturer has a downstream production, hence

eroding fair competition in the industry. This is furrher
compounded by the fuct that our neighbours do not have

the duty & levy burden that Kenyan manufacturers have.

o Encouraging trading Most of the Kenyan

manuhcturers are becoming traders and are
contemplating selling products manuhctured in Uganda

or Tanzania. There are more than 25 Mills in Kenya that
are hcing this stark future. The rable below shows a case

example of rebars import trend from 2020 to 2024.
From the table below, it is clear that our EAC
counterparts, Uganda and Tanzania, are now entering
the Kenyan market, in 2023. On the other hand, Kenya
is also losing the exporr market, in 2023, Kenya

exported 48,679 tons of ariff line 7214 while in 2024
the exports declined drastically ro 17,767 tons, this is a
63% decline.

lmports - 7211 2020 202l, 2022 2023 2021
in Tons
EgyPt t4969
Uganda 6059 466 7644
China r33 638 2786

72tTanzania

35s 2U
r39 64
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lndia 4 6 il 5 l4
Others 384 714 t52 5 t5
Total 113 971 6,19

4

a,l7 26,149
8

a Concerns on quality: The manufacturers have raised

concerns about the quality of the local billets supplied,

and therefore forcing industry to source the billea
elsewhere, since the steel standard should not be a
subject of compromise. A few monrhs ago, KEBS flagged

several substandard steel products on rhe markeg which
was not a good indication.

Terms of payment: The industry has raised concerns

about being subiected to buying raw materials from the
local manufacturer in US Dollars and therefore, pucing
pressure on the forex despite operating in the inland

borders. Tanzania recently reinforced the decision that
all local sales should only be in Tanzanian Shillings.

Kenya should also do the same.

a

49 Clause 59 (b)
Amendment of the Third Schedule

to the Act

lmposition ol l0% EPIL on
Bars and rods of iron or non-
alloy steel, hot rolled, less

than l4mm in diameter.

We propose to reduce EIPL rate on
Bars and rods of iron or non-alloy
steel, hot rolled, less than l4mm in
diameter to 0%

This proposal is based on the following justifications:

o The Export and Promotion Levy Rate has reduced the
competitiveness of the wire rod coils markeq which has

again lost the country significant market share against

neighbouring countries where similar levies and duties

do not apply as shown in the comparative table below:
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rh re
the
Fina
nce
BiIt
2025

Bi! an
iaEIPL 02s

EIPL 17.5 t0%

lmpo 25"/.* 25% 0%(DR

s)

0%

(D
RS

)

0%

(DRS)

0o/"

(DRS)rt
duty

IDF 5% 2.5y" 2.5o/o

RDL 1.5% 7% 2%

IDL t.s% t.5 1s%

AUL 0.2%

QIF 0.2%

Tota
I

9% 17% 39.5% 1.5% I 5 1.9% o%

a The proposal to remove the levy altogether will still
allow the local manuhcturers of raw material to be

competitive at 29.5%, i.e., import duty of 25%, IDF &
RDL at 4.5%.

Due to these 47% import duties, there has been a

serious negative impact on the Kenyan manufacturers,

among the impacts are:

a
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a Loss of export market and encouragement of
trading: There has been a sharp decline in the export
market for some of the products manufactured by wire
rods. A case example, nails of chapter 73 17, shows that
in 2023, Kenya exported 18,820 tons, with more
than 60% being the EAC markec A year later, in 2024,
the exports declined to 13,504 tons, which is a 28%

decline in the export market. ln a similar period,

there was a gradual increase in impors, where Kenya

imported 297" more in 2074 compared to 2023 of the

same products.

Terms of paynent: The industry has raised concerns

about being subjected to buying raw materials from the
local manufacturer in US Dollars and therefore, putting

pressure on the forex despite operatint in the inland

borders. Tanzania recently reinforced the decision that
all local sales should only be in Tanzanian Shillings. Kenya

should also do the same.

Trade agreements signed by the Kenyan
governmeng such as AfCFTA & COMESA: The
Export & lnvestment Promotion Levy is considered a

non-tariff barrier and therefore is illegal as per the
treaties signed. South Africa & Egypt have already raised

complaints of the NTBs created by Kenya with regard to
the EIPL and that they would reciprocate in a similar

manner to expors of products such as Tea & Coffee
from Kenya. Mauritius recently lost a case in the
COMESA court for imposing a similar protectionist tax.

a

a

Page | 63



s0 Clause 59 (b)
Amendment of the Third Schedule

to the Act

lmposition ol l0% EPIL on
Bars and rods of iron or non-
alloy stee!, hot rolled.

We propose to reduce EIPL rate on
Bars and rods of iron or non-alloy
steel, hot rolled, to 0%

This proposal is based on the following justifications:

. The Export and Promotion Levy Rate has reduced the
competitiveness of the wire rod coils market, which has

again lost the country significant market share against

neighbouring countries where similar levies and duties
do not apply as shown in the comparative table below:

Nam
eof
tax

Keny
a
befor
e the
EIPL

Keny
a
befo
re
the
Fina
nce
BiI
2025

Kenya
After
F inanc
e Bill
202s

Uga
nda

Tan
zani
a

Rwan
da

Buru
ndi

EIPL 17.5% t0%

lmpo

rt
duty

25% 25%* 25% 0%(

DRS

)

0%

(DR

s)

o%

(DRs)
0%

(DRS)

IDF 2.s% 2.5% /--570

RDL 1.5% 2% 10/

IDL t.s% t.5% t.5%

AUL 0.2"/"

QIF 0.7%

Tota
I

79% 17% 39.5% t.5 I.
o,/

5 1.9% 0Y"

Pdge le4.



a The proposal to remove the levy altogether will still
allow the local manufacurers of raw material to be

competitive at 29.5%, i.e., import duty of 25%, IDF &
RDL at 4.5%.

Due to these 47% import duties, rhere has been a

serious neSative impact on the Kenyan manufacturers,

amont the imPacts are:

Loss of export market and encouragement of
trading: There has been a sharp decline in the export
market for some of the products manufactured by wire
rods. A case example, nails of chapter 73 17, shows rhat
in 2023, Kenya exported 18,820 tons, with more
than 60% being the EAC market. A year later, in 2024,
the exports declined to 13,504 tons, which ls a 28%
decline in the export market. ln a similar period,
there was a gradual increase in imports, where Kenya

imported 29% more in 2024 compared to 2023 of the
same products.

Terms of payment: The industry has raised concerns
about being subiected ro buying raw materials from the
local manufacturer in US Dollars and rherefore, purring

pressure on the forex despite operadng in the inland

borders. Tanzania recently reinforced the decision that
all local sales should only be in Tanzanian Shillings. Kenya

should also do the same.

Trade agreements signed by the Kenyan
government, such as AfCFTA & COMESA: The
Export & lnvestment Promotion Levy is considered a

non-tariff barrier and therefore is illegal as per the

a

a

a

a
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traties siped. South Ahica & Egpt have already raised

complaints of dre NTBs created by Kenya widl regard to
the EIPL and drat tlrey would reciprocate in a similar

manner to e:<ports of products such as Tea & Coffee
from Kenya. Mauritius recendy lost a case in the
COMESA court for imposing a similar protectionlst ax

5t. New proposd
Amendment of ttre Third Schedule

to dre Act

Delete lcaft paper of l0%
EIPL on paper and paper
board.

Amend dre Miscellaneous Fees And

Levies Act to remove kraft paper of HS

code:
.{8fi.21.00;
.+804.31.00,

4804. r t.00,

48ff.29.m
.l804.39.00

from dre list of producs aaracting EIPL

This proposal is based on dre following iustifications:

a The Government hes committed to reducing dre cost of
packaging especially environmentally friendly
packaging.

However, inpua for manuhcture of packaging remain

higher than imported finished packaging. Raw materials

for packaging manufacturing are not locally manufacurred

- they include bleached sack kraft, unbleached sack kraft,
bleached kraffiner and unbleached kraftliner.

The Table below shows dre tax comparison between

raw materials and finished imported packaging

a

a

hpiiafitl*ed
r lirt

lnt!.id nwn tithhr mnufranC
rrlIr

YAT hitr lfir (n*ltcovrnlh u.{.r sJlrilan)

hE+r ir, l.rr'r tfr
3?t Narrrfalh t0r
iDt il tt
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]f,Lt

The imbalance in duty for local manuhcture of packaging have

significandy eroded the Kenya's Expors as shown below:

lr?cllt ol ?r.llllnt
n

,aa

rla

t-

tra

rta

x

raffit.a.rtr*l.0 'ta
' oLLl Laar.a.ranh.

tr. 5nath'Lr,
lnt{rlnraa d ltrt t r r

ala.r*

I
I ltt..tfi.{ ..O.aa.O

tharra lt It
t octaE r qlltt{lllliO

Ital[ffitnlta{tqrw
. hcrr lacfiro!a Htt*tl-

a
TI

-atlr 
_tt0

I
rr-ocxl

T
rt-laQ -

Source: ITC Trode Mop, 2025

This trend has led to the downsizing of paper packaging

industries - leading to job losses and governmenr revenue.

52. New Proposal We propose to amend the
Miscellaneous Fees and Levies Act to
remove IDF and RDL exemptions on

secondhand clothes and hbrics of

This proposal is based on the following iustifications:
. The Tax Laws Amendment Act introduced IDF and RDL

exemption on secondhand clothes and fabrics, of headings

6309 and 5407 respectively.
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Promotion
Manufactured
Products

of Locally
Textile

heading 6309 and 5407 respectively, as

follows:

a) Delete paragraph
appearing in Part A
Second Schedule.

b) Delete paragraph
appearing in Part B

Second Schedule.

(xi)
of the

(xvii)
of the

a Used clothing, footwear, and other worn articles are finished
products and cannot be used as raw materials.

Data shows that Kenya has been importing these products
majorly from Pakistan, lndia & China.

Exemption from RDL & IDF therefore, will encourage

importation of used clothing and as a result make Kenya a

dumping ground for worn footwear and clothing

ln addition, this will have adverse effects on the environment
as currendy the textile sector has been flagged as a major
contributor to environmental degradation.

Mitumba has been a major source of frustration for domestic

industries as in 1992, there were 54 textile mills in Kenya

and only four are remaining and 80 garment manufacturers

buc only 30 are remaining. This has been attributed to the
mitumba.

Both the value and quantities of import under Chaprer 6309

have been on an upward trajectory:

a

a

a

a

a

Chapter
6309 2021 2022 2023

Quantity
(Tons) r83,S02 177,382

t97,82t

Vatue (USD) t72,676 t69,438 r88,428
Source: Tendata

a Fabrics of Heading 5407 are intermediate products used in

the manufacture of garmenc and are locally manufactured

by Textile Mills.

Notably, this proposal was not subjected to public

participation as it was not in the bill

a

) PrCp t,T



l. a 7 { '''l

a The figure below shows that the quantity being imported
into the counry has been on a decline from 23,795MT in

2021 to 14,800MT in 2024. This implies growth in

consumption of locally manufactured hbric of chapter 5407.

Exemption from IDF and RDL is therefore nor a welcome
move as it will only incentivize imports to the detriment of
local manufrcturers.

80000 63197

o

60000

40000

20000

0

'il 30975 3044'1 28190
1701I 'il 'il

2021 2022 2023 2024

I lmported Quantity (Tons) !Vatue (USD)

Source: Tendaa

a The figure below shows that imports of chapter 5407 have

been on an upward traiectoD/.
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Scenario of revenue for Government on VAT

Example of a Product where the Cost Price is Kshs 125.fl1 and the selling Price is Kshs 150.fi) for a certain product what ls the
VAT lmplicatlon on on 4 Scenarios.

Scenario 1 - 1%

Concessionary VAT rate of 1% on the Finished Product

Cost of
lmported
lnputs
(Kshs)

Cost of
Local

lnputs
where

16% is

Vatable
(kshs)

Labour

and Other
lnputs
(Kshs)

Margin
(kshs)

Selling

(kshs)

Breakdown 80 20 25 25 150
VAT Paid 0 3.2

VAT Charged 1.5

Therefore Nett VAT to be Paid to KRA by manufacturer -L.7

Overall KRA income -7.7

Manufacturer in Refund Position of Kshs 1.7 for every kshs 150.00 of
product sold

IIIIIII

Consldering 25% o, this will be Exported and 75i6 sold in the domestic Market then this
situatlon arises in this Scenario.

Domestic

Sale of
75% at the

above

Rate

(Kshs)

Export

sale at

Zero
Rated

(kshs)

Total
(Kshs)

I12.5 37.s 150 Sales

2.25 o 2.25 VAT Collected
1.2 VAT Paid on lnputs

-0.95 Nett KRA lncome

Manufacturer in Refund Position of Kshs 0.95 for every kshs 150.00 of product sold

III
ITII





Scenario of revenue for Government on VAT

Exampte of a Product where the Cost Prlce ls lGhs 125.q) and the selllng Prlce ls Kshs 150.fi) for a certaln product what is the
VAT lmplication on on 4 Scenarios.

Scenario 2 - 2%
Concessionary VAT rate of 2% on the Finished Product

cost of
lmported

lnputs
(Kshs)

Cost of
Local

lnputs
where

t6%is
Vatable
(kshs)

Labour

and Other
lnputs
(Kshs)

Margin
(kshs)

Selling
(kshs)

Breakdown 80 20 25 25 150

VAT Paid 0 3.2

VAT Charged 3

Therefore Nett VAT to be Paid to KRA by manufacturer -o.2

Overall KRA income -o.2

Manufacturer in Refund Position of Kshs 0.2 for every kshs 150.00 of
product sold

IIIIIII

Conslderlng 25% of this wlll be Exported and 75c16 sold in the domestlc Market then this
situatlon arlses in this Scenario.

Domestic

Sale of
75% at the
above

Rate

(Kshs)

Export

Sale at

Zeto
Rated

(kshs)

Total
(Kshs)

tt2.5 37.5 150 Sales

2.25 0 2.2s VAT Collected

3.2 VAT Paid on lnputs
-0.95 Nett KRA lncome

Manufacturer in Refund Position of Kshs 0.95 for every kshs 150.00 of product sold

III
IIII





Scanarlo ot rwanuG iof Gowmmnt on VAT

E.ltlPL o{. Produat ldrar! lha Coal Prka b lrta l:ls.m tnd rh. s.L[ ?rfat b ldra llo(p ior a aartah I.odlcf UlEt h dir
VAT hiptraatlon on oi 4 Saciarlo..

S..o.do 3 - 3X
Conaaado.rary VAT r.ta ot l* on thc FinislEd Prodwt

CooCd.rlq 2SX o, tib nI ba trDorrd and 75ta roH h dl. donl..dc Ma?ti f|..l drb
rlQrdo.t .rk . h 6h L.nlrfo.

Dom.nk
9L of
75* .t ttl.

tut.
lxshs)

&pon
S.h.t
Zero
fi.t.d
(kshs)

Tot l

(x3hrl

112.5 37.S 150 5.bs

3.375 o 3.375 vAT colbctcd
3.2 vAT P.id on lnptrts

0.17S

M.nulactur.r Not 1.1 Rrtund Po3tDn

cott of

lnputs

ll(thr)

Con of
Locrl
lnpJG

l5X it
vrLblc
(khrl

L.bour
.nd Othcr
lnputs
(rsht)

MarBln
(khrl

s.lllIts
(lrhr)

80 20 25 25 1S0

0 3.2

VAT Ol.rrcd 4.5

Thcr.ror. Lctt VAT to b. P.id to IRA h'y m:nur.<rur.r 1.3

olrlr.ll (RA inconE 1.3

Manul.ctur.r Not h R.tund Po.ltlon

IIII III

C-sllld.rLr3 l(,r ol6b t ri ba Eryo.td.nd TlrX rou ln tha dofi.rtk Marta drcn thlr
dludo.r .rE . h thk S..n rto.

x3hsl

0omcstic
S.h of
70ta .r rhr

nt.

Etport
salc at
Z2to
Rrt.d

{krhr)

Tot l

(Xihs)

105 45 150 5.hs

3.15 o 3.15 VAT Collcctcd
3.2 VAT P.id on lnput5

{.05 tactt XRA lr.om.

M.nuf.ctur.. Not rn R.lund Poilllon

II





ScCnario ot Gvlnue ior Goslmnrrn or VAI

Eralr|pL ot a Product u,tr.ra tha Con F'rlc. b l(ths tls.O .nd tba ralDnt Prka L xaha 150.0 lo. a acrtakr p.oduct what b th.
VAT lmpa..tloi on dl a Soaoa.toa.

Sc!n..lo 4 - 4t(
C.oc.atloo..y vAT r.t ot ata on th€ Finiih.d Product

Coi.lfunt 25ta of tik efl ba t4'orlad and 7t'( rou ln tha do.n66< M..t.t thcn thb
altr,attoo arkar h tib Scaoa.fo.

Domartic
S.lc of
75ta .t th.

Rata

(x5hr)

€xport
th .t
Zerc
R.t.d
(k5hr)

Tot l

(x5hsl

112.5 37.5 150 s.l.i

4.5 0 4.5 VAT Collcctcd
2.2

1.3 Nctt xRA lnco,nc

Mrnuf.ctur.. Nol rn R.fund Porltlon

cost of
lmport.d
lnputs

tX5h5)

con ot
Locrl

lnputi

15r is

v.t bh
lkshs)

.nd oth.r
lnput5

lxihs)
M.ryin
(ksh3l

sclling
(kshr)

80 20 25 2S 1S0

o 3.2

vAT Ch.q.d 6

Th.r.for. N.tt VAT to b€ P.idto XRA by m.nuf.cturcr 2.8

ol,...ll IRA ihcom. 2.E

Manuhdurar Not ln Ralund Por.ton

IIII III

Coi.ld.dia 3OX of thb sfl b. t4lo.td .nd 7lrX .old h 6. do.n.nk M..tct rh.Ir rhb
dt!.do.l sbaa h drb Laita.lo.

Do.i.rtic
s.h of
70( .t the

Rata

llchs)

Erpo.t
S.h.t
Zaro

Rrtcd
(trhrl

Tot l

(xshil

105 45 150 9lcs

1.2 o 4.2 VAT C.olLd.d
s.2

I

M.nufrclur.r Not rn R.lund Poillion
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EXECUTTYE SU]iI]TIARY

Resins are used as raw materials in various manufacturing processes including manufrcture
of paint, construction, leather, textile, plastics, automotive sector among others. The
Finance Act of 202 I introduced l0% excise duty on all resins except epoxies. Additionally,
KAM received a proposal from a local resin manufacturer to increase the import duty from
10"/o to 25% citing suflicient capaciry to produce and supply the industry; a position rhat has

been objected by the users across various sectors within manuhcturing.

To establish the hcts on local resin production and the impact of excise duty, Kenya
Association of Manufacturers (KAM) constitutd a National lndependent Resins Verification
Committee comprising of officers from the State Department of lndustry, Kenya Revenue
Authority, Kenya Bureau of Standards, industry representatives and the KAM secretariat.
The committee undertook the study between May and July 2023 to inform the indusrry
position on the proposal to increase import duty and establish the capacity to produce and

supply various types of resins and demand for the same in the industry.

During this study period, the excise duty for these resins was increased from l0% to 207"
vide the Finance Act of 2023. Six (6) resins are in dispute with respect ro the inrroducdon
of excise duty as contained in Table I .

Tdle I : Rrslrts frd bl dre tonff alrs,

Tarifi and description Current
CET rate

Excise
duty

Proposed CET
rate

3907.50.00-Alkyds t0% 20% 2s%
2 3905.9 I .00-Emulsions VAM t0% 20"/" 25%
3 3903.20.00-Emulsion styrene acrylic 0% 20"/" 2.5%

4 3906.90.00-Emulsions, BAM 100/" 20% 25"/"

5 3905. I 9.00-HomoDolymers 10"/" 20% 25"/"

6 3907 .9 1.00-U nsaturated polyester t0% 20% 25%
Source:4C CET (2022) & Finonce Act (2023)

The study eshblished that the national installed capaciry for production of the 6 resins is
38,920 tons/year with a production of 18,3 l0 tons/year representint urilisation ol 47"/o

leaving idle 53% capaciry. Thus, opportunity exists to enhance the utilisation of the installed
local production capacity. National demand for resins is 41,964 tons in 2022 which is nearly
equal to the available installed capaciry. However, the demand for locally manuhctured
resins remained low due to factors such low-quality consistency, unfavourable trade terms
and as well as lack of full product range. As such the local commercial resin manufacturer
only supplies up to l5% of the local al market while impors accounr for up to 62%, while
the balance of the capacity is satisfied through internal resin production by some painr
manufacturers for own consumption.

It was noted that local resin manufacturers have sufficient capaciq/ to produce four resin
types when suppofted to operate at optimal capacity. Local resin manufacturers have also
enhanced their quality controls with recent installation of automated tools to monitor
reactor processes, which provides confidence ability to produce high quality resin types.
However, it was noted that there was limited capaciry to produce polyester unsaturated
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and Emulsion BAM. The local installed capacity for emulsion BAM (3906.90.00) is 2,400

tons/year and currently operating at 142 tons/year against a demand of 23,584 tons/year.
Similarly, polyester unsaturated (3907.91 .00) has an installed capaciry of 1,500 tons/year and

is operating at 834 tons/year against a demand of 2,360 tons/year. Funher, the study
revealed that local resins manufacturers do not produce polyester unsaturated in solid form,
which is used in the manuhcture of powder coatings.

Further the commicee esablished that since the increase in excise duty, the local

manufacturer did not demonstrate increases in sales volume instead the volumes dropped
from 6,934 in 202 I ro 6462 in 2022. This implies that there are underlying factors that
require acention to promote local manuhcturing of resins. lt was reported that the
underproduction of resins was occasioned by the low demand for locally manufactured
resins as large resin users such paint manuhcturers preferred to invest in captive (own use)

production of resins. On the other hand, challenges in the international market for raw
materials remained a challenge for resin manufacturers to sadsry local resin demand

especially on short notices.

Resins users who are mostly paint manufacturers reported that locally manuhctured resins

remained high closely comparing with the laded cost of imponed resins hence eroding the
incentive to buy locally manuhctured resins. The committee observed that the proposed
increase in impoft duty and excise duty rate will compound the issues further. This is

because the incentive for importation of resins is not only influenced by pricing instead by

orher facors including quality and capacity. Notably, import duty increases will be overtaken

by the African Continental Free Trade Area (AFCFTA) as resins have been categorized
under category A product which requires all products to trade across Africa at duty rate to
progressively reduce to 0% by 2030. With the coming into force of AFCFTA" local resin

manufacturers will be required to compete with manufactures in Egypt and South Africa
without duty protection hence the need for broader incentive structure to suPPoft the
resins manufacture.

Currently Egypt is the largest source of imported resins in Kenya with a market share of
75%. Notably, Egypt is a member of COMESA who are allowed to expoft to Kenya duty
free, this implies that prorecrion under the domestic tax regime may lead to retaliatory
actions from Egypt hence compounding the challenges hcing the local resins manufacture.

ln view of the above, the committee provided the following recommendations to supPoft
the local resins manufacture as well ensure continuity of local manufacturers in the paint

industry, leather, inks among other others.

l) That reveft to l0% excise duty earlier introduced in 202 I for the affected resins and

a grace period of five years be given before any further increases is introduced on
excise duty and import duty. This will allow local manufacturers to be able to
develop all product ranges with sufficient qualiry and quantity. Further, industrywide
verification targetint local manufacturers be carried out to ascerhin capability to
produce and supply before increase or introduction of any other form of tax on
resins.

2) Exempt from excise duty:

a. Powder form polyester unsaturated (3907.91.00) this is not locally produced,

which will necessitate a tariff split.

b. Emulsion BAM (3906.90.00) since there is no sufficient local capacity.

t
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3) Undertake business-to-business engagement be$/een the sole commercial resin
manulracturer and users !o address identified challenges in the spirit of promoting
local sourcing of alkyds, emulsion VAM, emulsion styrene acrylic and homopolymers.
There is substantial capacity to manufacture these resins.

4) That the national standard KS I 52 l- l: 2001 that provides a method of test for resins
on determination of the content of non-volatile constituents or the solids contents
at elevated temperature, be reviewed to cater for other key parameters for resin
specification (solids conteng viscosity, densiry, pH value, particle size, film
aPPearance among others).

5) The pricing model of locally produced resins (commercial) should not be pegged on
prices of imported resins. ln light of promoting local conteng the prices of locally
produced resins should be based on generally accepted accounting principles which
will render resins to be more competitive nationally and regionally.

6) Government to develop appropriate resin value chain to ensure ease of access to
resin inputs through backward integration. Raw materials such as edible oils account
lor 35-47% of most resins locally manufactured and these can be grown locally in

sufficient quantities.

7) Grant dury remission on raw materials: provide duty remission on raw materials
imported for use in the manuhcture of resins this will increase the competitiveness
of resins manufacturing in the country.

8) That commercial resins manufacturers should take advantage of the emerging
markets under AfCFTA through exporu by being competitive. The preferential rate
for this product (resin) under AfCFTA will be 0%.

9) That, the State Depanment for lndustry, and lnvestment should prioritize
development of resin value chain to attract investors. This should be included in the
current eight (8) high prioriry value chains under the Bottom-Up-Transformation
Agenda by the Government. This will enhance competitive conditions.

I 0) Amend the description of the resins under the Excise Duty Act 201 5 to align the
tariff codes and the product description.

lv
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I BACKGROUNDOFTHESTUDY

I.I ]NTRODUCTION

The Kenya Association of Manufacturers (KAM) is an umbrella organisation with over 1000
members and represents over 407" of Kenya's manufacturing value add industries. The
resins sub-sector is part of the Chemical Sector membership of KAM. KAM also represenB
Kenya's manufacturing sector interests in the region and beyond such as in the East Africa
Community (EAC).

KAM prepares yearly National and EAC budget proposals in a bid to promote the
comPetitiveness of the manufacturing sector in Kenya and the region. Thus, it plays a critical
role in providing proposals to the Government on taxation of manufacturing value add. This
rePort is about a verification study on the resins sub-sector import regarding impact of the
impon (CET) and excise duty.

1.2 RATTONALE FOR THE STUDY

The Finance Act 2021 introduced a l0% Excise Duty on all resins except epoxies. The
excise duty has exposed several companies in the industry who have reported lack of
suflicient local capacity to produce and supply various grades of resins as per rhe industry
requirements.

Further, KAM received a proposal from a local resin manufacturer to increase the import
duty from lQ% to 25% citing sufficient capacity to produce and supply the right quality to
the industry. However, users in different sectors preferred retention of the prevailing CET
rate of 107". Under the EAC Common External Tariff, the resin grades in dispute attract
import duty in the range of 0%-10%.

During this study period, the excise duty for these resins was increased from l0% to 20%
vide the Finance Act of 2023. Six (6) resins are in dispute with respect to the tariffs as

contained in Table 2.

Toblc 2: Rcsins oflccud by thc torlff llnes

Tarifi and description Current
CET rate

Excise
duty

Proposed CET
rate

3907.50.00-Alkyds t0% 20% 25%
2 3905.9 I .00-Emulsions VAM t0% 20% 25%
3 3903.20.00-Emulsion styrene acrylic o"/" 20% 25"/"
4 3906.90.00-Emulsions, BAM to% 20"/" 25%
5 3905. I 9.00-Homopolymers t0% 20% 25"/"
6 3907.9 I .00-Unsaturatd polyester t0% 20% 25%

Source: UC CET (2022) & Finonce Aa (2023)

Against this backdrop, KAM, under the National lndependent Resin Verifications
Committee, undertook a verification exercise to inform the industry position on the
proposed increment of import duty for the affected Resins from l0% to 25% and to assess
the impact of the introduction of rhe excise duty on imported resins.
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The Commicee noted that there are anomalies in the tariff and product description of the

resins under review (Table 2), which may be an avenue for abuse.

I.3 THE SCOPE OF WORK

The Terms of Reference (TORs) were drawn by the Chemicals Sector. These TORs formed

the basis of the scope of work for the National lndependent Resins Verification Committee.
This scope included:

tv

vt

Establishing the national production capacity(supply) of resins.

a. lnstalled capacity for resins

b. Average running hours per year

c. Reasons for under/over production, if any

d. Projections for the next five years.

e. Production for the last five years or where applicable

Determining the national demand for resins.

a. Determine national consumPtion of resins across various industries

b. Examine the grades of resins being produced locally.

c. Examine the pricing structures of the producer(s)
Comparative analysis of imporced and locally produced resins

a. Determine cost of locally produced resins versus imported resins

b. Address the concerns of quality of locally produced resins.

Assess risks to local resin manufacturing. This will involve:

a. Determining possible existence of dominance in the local resin manufacturing

industry
b. Examining the possible risks and impact of any dominance to the industry

including significantly controlling the Price level, terms of delivery of resins,

competitive conditions, and violation of competition law.

Tariffs
a. Establish the risk to the investments made by the players in resin production

capacity with existing and proposed tariff on imported resins.

Markets
a. Examine if there exists alternative market within EAC for resins exports from

Kenya.

1,1 METHODOLOGY

The approach used involved collecting primary and secondary data. Various methodologies

including document review, survey, key informant interviews and field visits were used. The
information obtained from these various methods was triangulated and analysed to tenerate
the final report.

Document Review.' Secondary data on import of various categories of resins was obtained

through review of documents that included: industry reports, data from the Kenya National

Bureau of Satistics, and Kenya Revenue Authority and EAC Common External Tariff.

Survcy: A survey was conducted targeting players (manufacturers, users, imPorters) in the
resin sector. A questionnaire capturing the scope of the verification exercise was prepared

by the Commimee and administered to 20 manufacturers and distributors in the resin

2
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sector. Further, the data collection tool was circulated to
resins but these were unresponsive.

100 MSMEs trading and using

Additional information was obtained from agencies with specialised knowledge in resins sub-
sector. They clarified some of the responses provided in the survey. The key informants
were drawn from: Kenya Association of Manufacturers (KAM), Kenya Revenue Authority
(KRA), Kenya Bureau of Standards (KEBS), East African Business Council (EABC) and Kenya
National Bureau of Statistics (KNBS).

Yerificotion visits: Physical visits were made between May and July 2023 to a total of 14

industry players in the resin value chain comprising: manufacturers, users and importers of
resins to understand concerns along the value chain. The actors visited include: I leather
factory, 6 paint (liquid), 2 resins importers, I fibre glass (auromotive), I wood finishing
manuhcturing company, I powder coatings (metals/electrical), a commercial resin
manuhcturer (Liquid) and I printing ink manuhcturer. Out of the l4 visited, three did not
return the questionnaire (Table 3). A repeat visit was made to the commercial resin
manufacturer as well as virtual meetings with some industries to veriry data provided.

Tohle 3: lndustrics Vlsltcd, Moy, Juty, 2023

Company Sub-Sector Date Yisited
Alpharama Leather t U512023

2 Basco Paints Paint (Liquid) 2t5t2023
3 ldeal Paints Paint (Liquid) 2ts12023
4 Kansai Plascon Paints (Liquid) 3t5t7023
5 Maroo Polymers Paint (Liquid) 315t2023
6 Crown Paina (K)

Ltd
Paint (Liquid) 9t5t2023

7 Galaxy Paints Paint (Liquid) 415t2023
8 BASF East Africa Resins lmporter 415t2023
9 Polychem Resins lmponer 18t517023
t0 Sai Raj Ltd Fibre glass (Automotive) ta5D023
il CiandCi Paint -wood finishing) 915t2073
t2 Nationwide Ltd Powder coatinSs (Metals/Electricals ) t8tst2023
t3 Synresins Ltd Commercial Resin Manufacturer

(Liquid)
ll/5/2023 and
18t7t2023

t4 Faha Graphics Printing 2?Jst2023
Source: KAN r*in verificotion survey, 2023

Resin Quolity Dcterminotion.' The quality of both the imported and locally produced
resins were asceftained by requesting for product technical datasheets, and material and
safety data sheea (MSDS) for each type of resin used or manufacrured. Additionally,
information was obtained from KEBS on available narional standards for resins.

J



2 ABOUT THE RESINS INOUSTRY IN KENYA

2.I RESIN PRODUCTION HISTORY IN KENYA

Resins are chemical compounds having molecular weight more than 300. Manuhctured

resins are solid or liquid synthetic organic polymers used as raw materials in several

manuhcturing industries. Resins provide binding propenies to materials and these binding

properties depend on the right selection of resins. Some common synthetic resins include

polyester, epoxy, and acrylic. These resins are typically strong, durable, and resistant to
chemicals and weathering.

Resin manufacturing in Kenya was started before 1970 by Polysynthesis Ltd, a subsidiary of
Hoechst-Germany and a sister company, Robbialac. These companies have since closed

down later in 1982 Synresins Limited was established. Today, this is the only operating
commercial resin manufacturer in Kenya and the East African region. lt manuhctures liquid

synthetic resins for business-to-business. lt supplies in Kenya and exports to 7 other
countries.

Besides Synresins Ltd that is a commercial resin manufucturer, four companies undertake
production of resins for own consumption in the paint manufacturing. These include: Basco

Paints, Crown Paina, Galaxy Paints and Coatings and Maroo Polymers.

Meroo

^ Polvm€BBasco
n te g rated pro drctio n

Galary

Crown PainE

1982

Synresins Ltd

7970

Ro b b ialac co mme rcial p roduction

Before
r970

Polysynthesis Ltd

Fljure l: Rcsin industry catobllthmcnt poth

Source: KAlvl resin verftcotion survey, 2023
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2.2 RESINS PRODUCTION PROCESS AND USES

2.2.1 Rew mttorhlr for Mrkln3 Rorlnt

A resin is formed by a mixture of various compounds. Resins can be derived from polymers,
monomers, oils, htty acids and natural sources. The raw material inputs for resins
manufacture include: vegetable oils (such as soya, sunflower, palm olein, refined sunflower
oil), industrial kerosene, phthalic anhydride, xylene, glycols, acids among others (Iable 4).

Vegetable oils form a considerable agro-based component of resin manuhcturing of
between 3242%. Long chain alkyd resin, the mosr widely produced in Kenya, contains (35%)
atro and (30%) petroleum base raw materials (Kerosene) as compared to commercial resin
containint 5F70% petroleum-based products, which are imported. Medium oil alkyd
contains 42% agro component.

Tahlc 4: Row moterlol inputs ln Rcsin monufocturc

Type of Resin Name ol the raw
material

Estimated % share in the
Finished Product

l. Long oil alkyds Sunflower oil 35%
lndustrial kerosene 30%
Pthalic anhydride t8%
G lycerine 7%

2. Medium oil alkyd Sunflower oil 42"/"

White spirit 30%
fthalic anhydride t6%

3. Short oil alkyd Xylene 37%
Pthalic anhydride 25%
Coconut oil 22%
Gycerol 16"/"

4. Polyesters Glycols 35%
Acids 3%%

Aromatic hydrocarbons 3S%

Acrylic emulsion polymers on the other hand, are based on a troup of chemicals that are
true workhorses in the field of polymer chemistry. Known as acrylates, this group includes
acD/lic acid and its esrers - merhyl acrylate, butyl acrylate, ethyl acrylate and 2-ethylhexyl
acrylate. All of these acrylic monomers are highly reactive chemicals, which means they
readily combine with themselves or other monomers to form commercially important
polymers. One of the most important polymer reactions, occurring via emulsion
polymerization, involves acrylic-based monomers combining with monomer like sryrene to
form a styrene-acrylic emulsion polymer.

5
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2,1,2 Tho Productlon Procott

Resin manufacturing is a batch process. Batch production is a manufacturing method that
enables a troup of products to be produced simultaneously (rather than one at a time). The

manuhcrurer decides how big the batch will be, and how often these batches will be made.

Each batch goes through the required stages of the manufacturing process. ln batch

processint, it is common that a machinery can Produce multiple products on the same set of
equipment.

It takes long hours to produce a complete batch of resin as shown below:

)> Solvent based resin: l8-20 hours/batch
> Water-based resin: l2 hours/batch

Given the long time that a batch takes to produce (cure), means that if the size is not big

enough, it cannot service a big order at one 8o.

Figure 2 shows a typical process flow diagram for resin synthesis. The process of making

resins involves polymerisation. Polymerisation can either be the condensation

polymerisation type (step-growth) or addition Polymerisation (chain reaction).
Polymerisation process involves relatively small molecules, called monomers, combining
chemically to produce a very large chainlike or network molecule, called a polymer. The
monomer molecules may be all alike, or they may rePresent two, thre€, or more different
compounds in which case the resin is referred to as a copolymer.

Usually at least 100 monomer molecules must be combined to make a product that has

cerain unique physical properties ----such as elasticity, high tensile strength, or the ability to
form fibres-that differentiate polymers from substances composed of smaller and simpler

molecules. For instance, acrylic resin is formed from either addition polymerisation or co-
polymerisation of acrylic monomer. Many commercially available acrylic polymers are

copolymers of acrylic and methacrylic esters. Alkyd resins on the other hand, are made by

condensation polymerisation (release of water) between a polyhydric alcohol (glycerol) and

dibasic acid (or phthalic anhydride). Resin manuhcturing demands and uses high

temperatures. For most resins, temperatures to beyond 260'C for polymerisation. lt is an

intricate process of adding catalysts, monomers etc.

There are three steps in the polymerisation Process: initiation, ProPagation, and

termination. The initiation of addition polymerization requires caalysts, pressure, heat or
UV light. The growing polymer chain is a free radical in the polymerization. Termination of
the polymerisation process is important once the polymer is cured. A method of
termination that applies to all polymer reactions is the depletion of monomer. ln chain

trowth polymerization, ovo growing chains can collide head-to-head causing the growth of
both of the chains to stop. ln addition, polymerisation, terminal radicals (inhibitors) are also

used for ending the reacdon.

6
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Flgure 2: Prcccss flow dlojrom fot poln oll.boscd olkyd resln syntlcsls

1.2.1 Qurllty Contrll

There are important process parameters in resin production that need careful control.
These include: reaction temperature, reaction time, catalyst concentration, molar ratio (e.g.
phthalic anhydride-to-glyceride oil) and termination. These parameters musr be carefully
controlled to ensure that the quality of the resin is not affected. Termination is underaken
once it has been ascertained that the resin has been fully polymerised (cured).

Differential Scanning Calorimetry (DSC) is the industry-standard method for determining
the cure of a polymer. However, this is a labor-intensive method that is also hirly slow. lt
requires that there is consant sampling and ex-situ tesdnt to ensure that the product is not
under or over-polymerised. This method relies on human intervention.

ln advanced manuhcturing systems, in-situ vibrational spectroelectrochemical techniques
(Fourier Transform lnfrared (FTIR) and Raman Spectroscopy) are used for investigating
polymerization reactions by making it possible to:

F Monitor and proactively modify reaction conditions as required to ensure compliance
with intended end-product specifications

D Quantity residual monomer levels and confirm that they meet product and regulatory
requirements. Adjust charge ratios and other reaction variables to minimize the
amounts Present.

The in-situ system therefore affirms that tarSet chain length is achieved and termination
done thus enabling the designing of resins with specific, fit-for-purpose characteristics.
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tf the potymerisation process is not terminated, the chain reaction will continue
teading to changes in characteristics of the resin (molecular weight, viscosity,
appearrance, volume, performance among others). When used to formulate a
product such a paints, the quality of paint will change and incidences such as

gelling occur.

The committee was unable to establish the quality control system in place in the commercial

resin manufacturer production Process.

2.3 USES OF RESINS

Resins are used in a variety of industry sectors including: paing plastics, mattresses

adhesives, ink, varnishes, leather, textile, automotive, wood, metals/electricals, flooring

among orher products. The paint sector utilises approximately 60% of the resins produced

and imported into Kenya.

2.t.1 Prlnt

Paint is a material that is applied as a liquid/powder and dries by a variety of chemical

processes to a solid. Paint is applied for: decoration, protection, identification and sanitation.

Paint rypically consists of pigmeng resin, solvent and additives.

A pigment provides colour, hiding and controls gloss.

A resin is the binder that holds the pigment particles together and provides adhesion

to the surfuce painted. Water-based Paints most often use acrylic emulsion polymers

as binders. These come in a wide variery of types and combinations. Common acrylic
polymer types are based on monomers such as methyl methacrylate and butyl
methacrylate. Traditionally, lower cost paints have been formulated on Poly Vinyl

Acetate (PVA) binders.

Solvent-based resins come in a very wide range of rypes. The most common solvent-
based resins are 'alkyd resins' that are normally used in enamel paints. Urethane
alkyds are frequently used in clear varnishes. Protective coatinS resins include types

such as Epoxy, Urethane, Polysiloxane and Moisture Cured Urethane.

A solyent -acts as a carrier for the pigments and resin - the solvent may be organic
(such as Mineral Turps) or water.

An odditivc - enhances certain properties such as ease of brushing, mould

resishnce, scuff resistance, drying and sag resistance.

Paints are formulated according to their proposed use - primer, undercoat special finishes

(matt, gloss, heat resistance, anti-corrosion, abrasion resistance) and powder coatings. The

pigment powder (colour) is broken down into individual particles which are coated by and

dispersed in the resin - known as "wetting out". ln liquid paints, a solvent is added to give

the required consistency. Each batch of ingredients is thoroughly mixed in large, stirred

8
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containers with the requird additives. Figure 3 shows a typical content of alkyd and acrylic
paint.

t6 cont.nt ot.lkyd .nd .cryllc prlnt

Addltlv.r
5ta

Plamant
2 3tr

l.rln
l0x

Solvcnt
tl0t{

Fl3ure 3r Contcnts of o whtu jloss (olkyd) polnt ond o whlr mqtt emublon (ocryllc) polnt

Powder coatint is a type of paint that is applied as a free-flowing, dry powder. Unlike
conventional liguid paint which is delivered via an evaporaring solvent, powder coaring is

typically applied electrostatically and then cured under heat or with ultraviolet light. This
type of paint usually made from polyester / epory resin, is rypically used to creare a hard
finish that is tougher than conventional paint. Powder coatint is mainly used for coatint of
metals, such as aluminium extrusions, drum hardware, automobiles, household appliances,
and bicycle frames. lnnovations in powder coating rechnology like UV-curable powder
coatings allow for other materials such as plastics, composites, carbon fibre, and MDF
(medium-density fibreboard) to be powder coatd due to the minimum heat and oven dwell
time required to process these components.

2.t.1 Plutlcr

Plastics are high molecular weight organic polymers composed of various elements such as

carbon, hydrogen, o4€en, nitrogen, sulphur and chlorine. A plastic is made by combining a
resin with a hardening agent.

l.t.t lnkr

There are various types of ink. They can be water-based inks in which the carrier fluid is
water; solvent based inl<s which a solvent as their carrier fluid; latex inks; oil-based ink; UV
inks; hot melt inks. lnk ingrediens fall into three main categories: pitmeng vehicle, and
modifiers/additives. Because there are so many different types of printing processes and
print applications, the intredients used in these three categories may vary widely.

Resins are used in printing inks to provide bonding capacity - used as a printing ink
binder in ink vehicles to assist the ink pigment in adhering to the substrate. This
strong bonding capacity also improves durability and also determines the ink qualities

9
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of gloss and hardness. lnk resins are available in a variety of kinds, including alkyds'

polyamide, polyurethane and acrylics.

The manufacturers of ink resin must cooPerate closely with the manufacturers of
printing inks to undersand the exact requirements of ink resins and produce ink
resins accordingly. Water-based ink are made up mostly of acrylic resins or hybrid

blends of acrylic resin and polyurethanes. Polyurethanes are widely used for solvent-
based ink.

2.t.a Lorthrr

Resins have a "selective reanning effect" and help to produce leathers which are full and

mellow around the areas of the hides which are naturally more emPty and loose. The most
commonly used monomers are acrylic acid acrylonitrile, styrene and maleic anhydride. The
acrylic resin for this purposes should be soft and of non-tacky ProPerties. Some of them can

be used across a wide pH-range.

2.1.! Trrtlh

Resins are commonly used in the te)(dle industry to enhance the performance propercies of
hbrics. The most commonly used resins in textiles include acrylic resins, urethane resins,

and epoxy resins. These resins are used to improve the mechanical properties of hbrics,
such as tensile strength, tear resistance, and abrasion resistance. Resins can also be used to
provide water and stain resistance to textiles, nuking them suitable for use in applications

where the fabric is exposed to moisture or stains.

l0
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3 FINDING3 AND DISCUSSION OF RESULTS

This section covers the results of the findings of the verilication exercise by the Committee.
It follows the scope of the assignment in line with the TORs.

3.I INSTALLED CAPACITY VS PRODUCTION, LAST 5 YEARS

Out of the 14 companies visited, 2 are resins d istributors/importers, 4 rely wholly on
imports. Another 6 produce resins for internal consumption supplemented by imports and
to a smaller exteng purchases from the local manufacturer. The remaining 2 import and buy
from the local commercial resin manuhcturer.

3.1.1 Totrl Nrtlonel lnrtrlhd Cryrclty md Productlon

Total installed capacity for resin production is 38,920 tons/year with current
production of 18,3 l0 tons/year representing a utilisation is 47%. The installed
capacity comprises: commercial resin production by the single manuhcturer and production
for internal use by 6 paint companies who have integrated processes (Table 5).

Tohle 5: Summory of offeaed Rerins lnstolled Copodty vs Productlon, anslyeor, 2022

Trend in Resin Production, 2018-2022 is presented in Table 6. The breakdown in
production per resin type (internal use and commercial production) for the last 5 years
shows an increase from I 0,847 tons in 201 8 to 18,3 l0 tons in 2022. The total utilization of
47% leaving idle capacity ot 53%.

The breakdown of installed capacity versus production by resin type indicates that
3907.50.00-alkyds have the highest installed capacity at 25,470 tons/year with production
being 13,5 l0 tons (53%) in the year 2022. This is followed by 3903.20.00-emulsion sryrene
acrylic at 5,400 tons/year with a udlization of 26% (Table 6).
Table 6: lnstolled copodtl w productlon (tnurnol use & commerclol), tontlycor, 201 8.2022

I Captive consumption 16,210 9,499 s9%

2 Commercial production 22.700 8,8il 39%
Total 3E,920 r 8,3 r0 17%

Producdon (tons/ycer) %

Udlintlon
(2022)

No Xcrin HS Godc lmt ll.d
C.pacity

20t8 20t9 2020 202 r 2022

Alkyds 3907.50.00 25,470 9,027 9.911 t3,0 r2 t5.052 t3,5 t0 33%

7 Emulsions. VAM 3905.9 t.00 2.200 326 317 556 800 75t 31%

3 Emulsions,
Styrene acrylic

3903.20.00 5.400 498 40t 55 r r.200 | ,405 26%

4 Emulsion BAM 3906.90.00 2..r00 1t 31 ,t8 95 t11 5%

5 Homopolymers 3 905. t9.00 t.950 695 652 668 8 668 ,a%

6 Polyester
unsaturated

3907.9 t.00 t.500 280 r5t 16a 59t 83,f 56X

t8,920 t0,8a7 I t,199 t 5,29' t8,aa9 t8,3 t0 (t%

Source: KNtl resin verificot)on swvey, 2023
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t. t.2 ?rodur{on for lntrrnd Uro

The instatled capacity for resins production for internal consumption is l6'220
tons/year against a production of 9,199 tons in 2022 rcpresenting 58% utllisation

fiable 7). Alkyds have the highest installed capacity at 14,420 tons/year. Own consumption

is undertaken by 4 companies namely; Basco Paints, Crown Paints, Galaxy Paints and

Coatings, and Maroo Polymers.

Table 7: lntulhd copoclty for lntmol wc produdon of rut,ns, (unsilcor),2018'2022

Source: KF,M resin venficotion survey, 2023

Production of resins by companies for internal use Srew from 7,352 tons in 2018 to 9,499

tons in 2022 representing a 29% Srowth. The utilisation is 59% of the installed internal

capacity. There is therefore 4 l% underutilisation of available local caPacit/.

l. l.t Gommrrcld ftoductlon

lnstalted capacity for commercial production is 22,700 tons/year with a
production of 8,811 tons in 2022 representing 39% utilisation. The commercial

production is for sales to the Kenfan and EAC markets. Alkyds (HS Code 3907.50.00) have

the largest installed capacity of I I ,050 tons/year with a production of 5,01 I tons/year in
2022 representing45% urilisation. This was followed by emulsion styrene acrylic (HS Code
3903.20.00) with insalled capacity of 5,400 tons/year and a utilisation of 267" (l'able 8).

The commercial resin manuhcturer has reactors of 7m! to l0m3 barch sizes, which are

smaller compared to global manufacturers.

Table 8: lrculhd copodty ond prcducilon of rulnt for commuclol B2B utllbotloa (untlyca),
20t&2022

s9%9,294 8,978 8,,,19914,420 7352 73033907.50.00Alkyds
56%t,000r,8003905.9 r .00Emulsions, BAM

t.978 9,179 s?x7,352 7,303 9,29115,220

Rcrln HS Codc lnrtallcd
Capactty

Productlon, tonr/F.r I
Utlllcadon

Tonr/ycar 20 t8 20t9 2020 202t 2022 2022

Alkyds 3907.50.00 il,050 1,675 2,611 3,7 r8 6,071 5,0il 15%

Emulsions VAM 3905.9 t .00 2,200 326 317 556 800 751 31%

Emulsion styrene
acrylic

3903.20.00 5,,m0 498 ,l0l 55r t,200 t,,o5 26%

Emulsions, BAM 3906.90.00 600 2t 3rt .[8 95 112 21%

Homopolymers 3905. t9.00 t,950 695 652 668 8il 668 31%

Unsaturated
polyester

3907.9 t .00 r,500 280 t5t 161 691 83,,t 56%

Sub-total 22,100 3,4t5 a,t96 6,005 9,67t 8,E! I t,x
Sourcc: Klrlll resin veifrcotion survey, 2023
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l.l.tl Trond ln Commorclrl end lntornrl Rorln Productlon, 201E.2021

Figure 4 shows the trend in resins production between commercial and internal production
by the 6 companies.

There was general growth in commercial resins production from 3,495 tons in 2018 to
9,671 tons in 202 I but dropped to 8,811 rons in 2022. Similarly, production by the 4
companies for internal use has continued to rise, reaching 9,294 tons in 2022 surpassing the
commercial manuhcturer.

lfrllf(l fff r r r | | | | | l r , | ( r , I I . I r r r I l lr.l .tl tr,s t 1rr r xirrr ltotr, lr )trr, )ll lt1 1111 ,t
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Ftgure 1: Produdon tend ln commerclol vs lnternol resln prcduct)on

Sourccr Mlt1 rcsln vulflcotlon suwcy,2023

!. I .3 Rretont for Undor Productlon

As discussed in sections 3.1.1 and 3.1.3, the industry operating capacity is
estimated ac 59% end 39% for captive and commercial production respectively.
The overall national utilisation of installed capacity is low at 47%.

The following reasons were reported to explain the low utilisation capacity:

Low dcmond for locol resins.. For the commercial manufacturer, the
underproduction is due to low demand for locally manufactured resins. Except
for two large paint manuhcturers who buy consistently from the commercial
resin manufacturer, most of the clients served are MSME paint manufacturers.
The big paint manufacturers cited inadequate local commercial production
capaciq/ to service their orders as well as quality challenges. The commercial
resin manufacturer in Kenya has reactors of 7m3 to l0 mr batch sizes. Egypt,
from where most resins are imported, has larger batches size. Ninety percent

l3
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QA%) of the companies visited raised concerns that a large order cannot be

serviced at one go even after prior engagemeng leading to delays in delivery.

However, the commercial resin manuhcturer indicated that with adequate pre-

arrantements, these challenges can be overcome.

ii. Row motcrlol ruplty: Companies cited challenges in imPorting raw materials

such as monomers and additives for resin production include - often these are

not available at the time they are required due to delays in shipment'

To remain competitive, the large Paint manufacturerc are resortinS to captive
consumption of resins. This is leading to idle caPaciry on the Part of the commercial

resin manufacturer. Two of the paint companies have invested in bigger reactors of
60m3/batch.

3.2 PROJECTED LOCAL RESIN PRODUCTION

t.1.1 PFol.ct d Totrl Nrtlonrl Roln ?rcductlon

From the reportd figures by the industries surveyed, production of resins in the period

2073-2027 is proleced to rise from 20,090 tons in 2018 to 3l'970 tons in 2027

represendng a growth rate of 59% (Table ll). Alkyds (3907.50.00) are exPected to
contribute the highest from 16,060 tons in 2023 to 21,700 tons in 2027 (Table 9).

Tahle 9: Prolcalons on Locol Resln Produalon for C.ommcrclol ond tnumol Usc (anstpo),2023'
2027

Resin HS Code 2023 2021 2025 2025 2027

Alkyds 3907.50.00 r6,060 t7,650 r8,400 20,950 2t,700

Emulsion VAM 3905.9 t.00 800 8s0 900 950 t,000

Emulsion Styrene Acrylic 3903.20.00 r,500 2,900 4, r00 5,000 6,000

Emulsion BAM 3906.90.00 r50 2s0 300 350 370

Homopolymers 3905. t 9.00 680 730 800 850 900

Polyester unsaturated 3907.9 t.00 900 r, r50 t,500 t,750 2,000

Total 20,090 23,530 26,000 29,E50 3l,970
Source: KAM resin verficotion survey, 2023

!.2.2 Proloctrd Prcductlon ior Intrmd Uro

Prolections on resins production by paint companies for internal use was given for
3907.50.00-Alkyds only. Production for internal use is proiected to trow from 9,760 tons in
2023 to I 1,200 ton in2027 ffable l0).

Tahle l0: ProJealons on Rcslns Produdon for lnternol use (tonsl1eot),2023-2027
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9,760 t0, t50 r0,900 r0,950 I t,200
Source: KAM resin verificoton survey, 2023

t.2.1 ProlrcmdCommorchlProductlon

Commercial resin production is proiected to grow from 10,330 tons in 2023 to 20,770 tons
in 2027. The largest contributor to this will be alkyds that will see growrh from 6,300 tons
in 2023 to 10,500 tons in 2027 (Table ll). These projections are both for local sales and
exports to the EAC region by the commercial resin manufacturer.

Tahlc I l: Prolcoons on Commerciol Resin Produaion (tonslyeor), 2023-2027

Source: KAM resin verificotion suney, 2023

3.3 NATIONAL DE].IAND FOR RESINS

l.l.l Totrl Nrtlonrl Domend for tho Rorlnr, 2018.2022

The demand for the resins saw an increase from 35,892 tons in 201 8 rising to 44,282 tons in
2020 then dropped to 41,964 tons in 2022 (Table l2). These resins are consumed by
various industry sectors with paint consuming up to 60%.

Tabla I 2: Totol dcmond for the Rcsins, 201 8-2022

Source: KAJ,/I resin verifico on survey,2023

The results show that local production (lnternal and commercial) is not sufficient ro meet
the total demand. The deficit is met by imported resins which in 2022, roralled 26,201 tons
compared to the local commercial sales of 6,264 tons.

Alkyds 3907.50.00

HS Code 2021 2021 2025 2025 2027

Alkyds 3907.s0.00 6,300 7,500 9,000 r0.000 r0.500

Emulsion YAM 390s.9 r .00 800 850 900 950 r,000

Emulsion Styrene
Acrylic 3903.20.00 t,500 2.900 4, t00 5,000 6,000

Emulsion BAM 3906.90.00 t50 2S0 300 350 370

Homopolymers 3905. r9.00 680 730 800 850 900

Polyester unsaturated 3907.9 r .00 900 I, r50 t,500 t.750 2,000

Total r0,330 r3,380 t5,600 rE,900 20,770

20r8 2019 2020 2021 2022
lmpons 26,226 27,244 30,706 26.676 26,20t

lnternal generation 7,352 7,303 9,294 8,978 9,499

Local sales

manufacturer
by commercial 2,3t4 3,075 4.282 6,934 6.264

Total Demand 35,892 11,522 41,2E2 42,588 4,,961
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Figure 5 is a further analysis of the results of Table I 2 whereby the national demand for

resins in the period 2018-2022 has been trended to show the percentage contribution of

imports, commercial production, and internal Seneration. ln 2022, oaly 15% of Kenya's

demand for resins was met by commercial production, 23% by internal Seneration and 62%

by imports.

There was a general decrease in imports of resins over the last live years and a gradual

increase in local production. lmports decreased from 73% in 2018 to 62% in 2022, this is

auribuable to the increasing competidveness of local manuhcturing as well as the imPac of

COVID l9 which neg.atively impacted on importation, a sharp decline was witnessed in 2020

before the introduction of excise duty. Demand for internal resin generation remained high

at 19-23%. Contribution of commercial production to the national demand increased

incrementally lrom 6% in 201 8 to I 5% in 2022. However, commercial production continues

to be lower than the internal production and below the amount of resins imported in the

country.

Flgurc 5: Perccnuge demond for local ond lmqoftrd rctlnt

Source: KAlrl resin verftcotion survey, 2023

t.3.1 Drmurd lor lntrrnrlly G.n.rrt.d R.rlnr

Demand for internally generatd resins is summarised in Table 13. Data was obained only
for 3907.50.00 - alkyds and 3905.91.00 emulsions BAM. Alkyds were the most demanded
for internal consumption.

Table I 3: Dcmond for lntcrnollylentrotld rus,ns (anslycor), 2018-2022

3907.50.00 7,352 7303 9,294 8,978 8,499Alkyds

l6



Emulsions, BAM 390s.9 r .00 t,000

7,352 7,303 9,294 8,978 9,499
Source: KAM resin verificoion survey, 2023

1.1.3 Domend for Locelly Mrnufecturcd Commcrclrl Rorlnr

Local demand by resin type from rhe commercial manuhcturer is presented in Table 14.
There was an increase in sales to the local market from 2,3 14 tons in 20 I 8 to 5,264 tons in
2022. Alkyds (HS Code 3907.50.00) constituted the highest contribution which was 3,632
tons in 2022.

Although the company produced homopolymers, the same was not sold to the local Kenyan
market.

Tahle I 1: Resins solcs to the locol morket by thc commerciol monufocurer, 201 8.2022

Source: l:AM resin verificotjon survey, 202j

3.1.4 Domend lor lmport.d Rorln by Typo

lmports by resin type is provided in Table 15. Resin impofts reached a high of 30,706 tons in
2020 but dropped to 26,201 tons in 2022. Emulsion BAM contributed the highest
throuthout the five years reaching a peak at 22,215 tons in 2022.

l'ahle l5: lmponcd resin (tons), 2018.2022

Resin

Source: KF"4, 2023, KNBS, 2022

An analysis of the results in Tables 12, I 3 and 14 indicates there is increasing demand for
internally generated alkyds (HS Code 3907.50.00) which reached 9,499 tons in 2022

HS Code 20tI 20t9 2020 2021 2022

Alkyds 3907.50.00 t.2t9 2,t55 7.873 4.579 3.632

Styrene acrylic 3903.20.00 4 4 t0 43 49

Emulsion. VAM 3905.9 r .00 494 419 614 196 |,406

Emulsion. BAM 3905.90.00 347 347 352 469 369

Polyester - unsaturated 3907.9 r .00 255 t50 433 647 808

Total 2,1t1 3,075 1,282 6,93,1 5,251

HS Code 2018 20t9 2020 202', 2022
Alkyd 3907.50.00 7.052 6,607 7,224 2,646 r,896

Emulsion. BAM 3906.90.00 t2,696 t4.499 t5,992 2t,728 22.2ts
Emulsion styrene acrylic 3903.20.00 350 294 503 t03 23s

Emulsion, VAM 3905.9 r .00 2,633 2.489 3.723 98 t7t
Homopolymer 3905. t9.00 t,689 |.376 t.33 I 59 r32
Polyester unsaturated 3907.9 r.00 r,806 |,979 t,933 2.M2 r,552

Total 26,225 27,244 30,706 26,576 26,20 t

t7



a

compard to demand from the local commercial resin manufacturer that stood at 6,264

tons. ln contrast, imports of alkyds witnessed a drastic reduction from 7,052 tons in 201 8

reaching 1,896 tons in 2022, indicating increase in internal Seneration capacity for the

companies rhat have integrated backwards. On the other hand, there was an increase in the

importation of Emulsion BAM (HS Code 3906.90.00) reaching 22,215 tons in 2022-

t.!.t Countrlor of Orl3ln for ioln lmportt lrcludlni IAG

The biggest source markets for imported resins in 2022 was EgypC followed by South Africa

andUAE. Outof the26,20l tonsthatwereimportedtoKenyain2022' atotal of 19,65 I

rons were imported from Egypt representing 75% of the imports. Because of the l0% excise

duty, Egypt is now competitive since it is a member of COMESA that aftracts 0% import
duty. However, lndia, Germany, UAE ltaly, Britain, Tunisia among others, are no longer

competitive (Figure 6).

t( Mrrk.t rh.r. of R.rln lmpo?tr, :021

IU

UAI

lnpl

Ffiurc 6: Morketshore of lmportcd rcsins

Source: KAI'|I resin verficotion suney, 2023

3.1.6 Concornr on H3 Codo by lmportm

lmporters of resins raised concerns on lack of distinction between long-, medium- and short
oil alkyds in tariffs. Both share the HS Code 3907.50.00. Mainly long oil alkyd is produced in

Kenya with medium and short oil alkyds being largely imported. The tariff applies across the
board even for those not manufactured locally. Similarly, for polyesters unsaturated (HS

Code 3907.91.00), powder resins and liquid resins are treated as same in terms of tariffs.
There is no distinction between the liquid saturated polyester that is manufactured locally

and therefore duty-protected and the powder that is not manuhctured locally. As such

manufacturers of powder coadng (powder paint) are forced to pay excise duty on products
which are not locally manufactured hence the need for a tariff split becomes aPParent.

3.{ TYPES OF RESINS PRODUCED LOCALLY

Manufactured

l8
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A limited number of required resins are commercially manufactured in Kenya. These are
mainly the liquid form (water- and solvent-based) alkyds and emulsions. Alkyds and
emulsions form a sizeable input in the paint industry. Demand for alkyds is being met to a
greilter extent by internal generation (Table 15) and commercial production (Table 16).
Emulsion BAM is largely being imported as can be seen in Table 17.

Alkyd resin is a key ingredient of all surface-coatint products like paints, primer, adhesives
and printing ink. Alkyd resins are polyester polymer of famy acids and are responsible for
the mechanical properties, drying speed and durability of surface coating materials.

Not manufactured
Resins for powder coatings are not manufactured. However, one company, Nationwide Ltd,
manufacturers saturated polyester - epoxy resin powder for making powder coatings for
internal use. Synthetic resins, which act as the binding agent, form the main component (up
to 60"/" of the mixture) of powder coatings. Powder coatings are used for consrruction,
laminate, auto-repair of fillers, skis, fishing rods, plane and ship components, metal coatints,
decorative accessories, and bottles.

The printing sector is also not provided for in the local resin production. Although alkyds
and polyester resins are commonly used, they must be of a grade that allows manuhcture of
food grade inks to be used in printing packing materials.

There is also no fit-for-purpose locally manufactured resins for the leather sector. Resins
are used as finishing chemicals in leather processing, which needs medium-to-fine particle
sizes to produce very sofr, medium, and hard films. Acrylic resins, largely, of colloidal
pafticle size about 20-30 nm and solids content of about 25% are used as sealer and base
coats to add high-performance leather protection for a range of upholstery, garmeng shoes
and leather goods and automotive applications.

3.5 QUALITY PARAMETERS FOR RESINS

Resins being raw materials, there are no specific national Kenyan standards for analysing the
quality parameters. The standards available at the Kenya Bureau of Standards focus on two
aspects of resins; non-volatile constituents and solids content.

The national standard KS 152 l-l: 2001 provides a method of test for resins on
determination of the content of non-volatile constituents or the solids contents at elevated
temPerature. National standard KS ISO 325 I :201 9 specifies a method for determining the
non-volatile-matter content by mass of pains, varnishes, binders for paints and varnishes,

Polymer dispersions and condensation resins such as phenolic resins. National standard KS
1273:.1995 provides specifications for unsaturated polyester resin for body fillers.

Most of the values testd in a resin, mainly by the suppliers, are focused on its performance
and physical properties using international srandards: ASTM F1635, ASTM D6493, ASTM
D4l42and ISO 16402, ISO 24024, ISO 19699, ISO 4586. Key parameters tested for include:
solids content, viscosity, density, pH value, parricle size, film appearance among orhers.
Sample parameters in analytical results can be seen for emulsion BAM (HS Code
3906.90.00) and emulsion styrene acrylic (HS Code 3903.20.00) respectively (plates I and
2).
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No similar test results were given to the Resins Commimee by the local resin manuhcturer.
Technical data sheets were also not tiven. The manufucturer determines the degree of
polymerization through the manual withdrawal of samples and testing them. This process is

laborious, not real-time and relies on staff to do the right thing. Quality of resin will depend
on degree of polymerization which will determine various characteristics like viscosity film
formation and applicability among others.

3.6 COMPARATIYE ANALYSIS OF IMPORTED AND LOCALLY PRODUCED

RESINS
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!.6.1 lndlcetlvo Cort of Locelly Producod vr lmportod Rorlnr

Eighty percent (80%) of the industries surveyed indicated that the price of locally produced
resin is not competitive. That the excise duty has not helped make locally produced resins
price - competitive.

From company invoices, the Committee observed price differences in long chain alkyd,
unsaturated polyester and emulsion BAM for locally produced resins and imports. The price
of locally produced long chain alkyd was Ksh. 265,000/ton while the landed cost of import
was Ksh. 220,000/ton. The locally produced alkyd was therefore l7/" more expensive. The
cost of locally manufactured saturated polyester was Ksh. 630,000/ton while the landed cost
of imports was Ksh. 394,000/ton. This means that the local saturated polyester was 37"/o

higher. They argue that the price-performance ratio of the locally manufactured resins is

low. lndicative prices per ton for locally produced and imported resins is provided in Table
t6.

Tcthlc 16: lndicotive pnces pcr ton for locollyqroduccd ond lmponed reslns,2022 -lvlorch 2023

Type of resin HS Code Cost of Resin (Ksh./ton) Difference

Local !mported
(landed) ("a,

Long chain alkyd 3907.50.00 265,000 220,000 t7%
Polyester unsaturated 3907.9 t.00 630,000 394,000 37%
Emulsion BAM 3906.90.00 206,000

Source: KA/ii resin verificoion survey, 202j;
Company inwices

1.6.2 Conclrnr on Qurllty of Loctll, Producod Rorlnr

A number of concerns were raised with respect to quality:

Batch consistcncy.' Some manufacturers used to buy homopolymers from the local
manuhcturer but stopped 5-6 years ago. They cited inconsistency of batch to batch
guality. Resin manuhcturing is a batch process and replicating rhe same quality 100%
requires high end technology and skills. lf a supply order is big, it cannot be serviced
using one batch production.

) Solids contcnt.'The other quality challenge cited by the local resin consumers was
and still is rhe solids contenr. ln such a case, adjustments in solids content is
undertaken. ln 2022, one paint company was supplied an order at 60% solids content
as opposed to 70% for alkyds. Thus, he had to add more resins to the batch ro brint
the solids content to 70%. This increases rhe cost of production for paint
manuhcturing hence the preference for impors.

Technicol chollenge: Another paint manufacturer indicated that 5-6 years ago, he
was supplied with a batch whose polymerisation reaction had not been terminated.
This meant that once rhe paint product was formulated, the resultant finished painr
in the vessels/tanks continued reacrint and therefore altering paint quality.
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Another company indicated rhat he bought resins from the local manufucturer but

after using it to formulate paint, it started gelling in the machine or in the container.

'/ Product guoronteea companies indicated that there is no assurance that the local

resin quality can give a tuarantee for the product.

Conversely, those currently buying from the local manufacturer confirmed that quality has

improved but there are srill gaps in product consistency and delivering products in "juo koli"

drums. Most of the quality challenges have been there for years and paint manufacturers

who can afford to impon their resin requirements do so.

The commercial resin manufacturer acknowledged that those challenges were there 4-5

years ago but most of them have now been addressed. They now have a strong quality

control system in place. However, the verification committee did not obtain any records

supporring the quality complaints from users and local resins manuhcturer. The companies

that import particularly from Egypt, aftirmed that the resins imported from Egypt are

consistent in quality such as solids content and meet the performance standards expected

after use.

3.7 RISKS AND IHPACTS TO LOCAL MANUFACTURING

3.7.1 Poslblo Erlrt.nc. of Domlnencc ln Locel Rorln Mtnufrcturlng

The fact that there is only one commercial resin manufacturer implies that there is

existence of dominance and therefore monopolistic tendencies including:

(i) Significontly controlling prices.' lt is the only commercial resin manufacturer in Kenya and

East Africa. Users have reported that the landed cost of imported resins were
generally lower than prices for locally manufactured resins. This implies that increased

protection will funher increase prices for locally manufactured resins making linished
products more expensive.

(ii) Determining terms of delivery of resins; The study revealed that there was a change in

delivery terms from local manuhcturer of resins after imposition of excise duty.
However, there was no records to support the stated increase.

(iii) Influencing competitive conditions: commercial resin manufacture in Kenya is only done
by a single manufacturer. lmpors are therefore the only source of competition.
lncreasing excise duty effectively erodes the perfect competitive conditions, which may

significantly affect downstream resin users. As such, there is need for moderate
taxation to ensure no violation of the competition law by creating a monopoly.

3.E ENHANCING PRODUCTION AND CONSUT{PTION OF LOCALLY
PRODUCED RESINS

Out of the 14 companies visited, the 12 that use resins in their manufacturing process
preferred imported resins over the locally-produced one. This notwithstanding, wo of the
companies indicated that they do buy locally manufactured resins from dme to time. Others
averred that they turn to the local source as a stop-Bap measure when imports are delayed.
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They suggested ways in which the production and consumption of locally produced resins
can be enhanced:

a. Quality improvement
The quality concerns that need to be addressed range from inconsistency in batch to barch
supplies, a challenge with the solids content of the resins, technical issues that can be traced
to technology issues on the polymerisation process termination, and lack of tuaranree on
product performance made from the local resins.

b. Consistency of supplies

Sufficient quantities in a timely manner was cited as a big challenge. One paint manufacturer
reported that 5 years ago, he made a purchase order and it could not be supplied even after
2 months of waiting. However, the local commercial manufacturer indicated that for in-
stock resins, the order can take 7- 10 days to deliver. An LPO delivery to a leather company
took one month to service even after prior engagement. This introduces unceftainty in the
users and others leading to down time.

c. Price issues

Although 8 out of the l2 companies raised issues with the price, saying that in most cases, it
is higher than imports. They however, indicated that they are willing ro pay even up to 5%
higher prices than impofts if the product quality can be guaranteed.

d. Concerns on delivery terms
After the introduction of the I 0% excise duty in 202 I , the commercial resin manufacturer
reduced the credit period from 90 to 60 day for some industries. Others are asked to pay
cash before delivery or pay within l5 days. Before this, the buyers could have 90 days' credit
period. For some resin users, this change did not fit into their business model so rhey
stopped buying from rhe local manufacturer.

e. Concerns on product range

The local commercial manufacrurer has a narrow range of products, making only liquid
resins for paints. Powder coatings, no fit-for-purpose resins for inks (e.g. food grade) and for
textile are not manufactured hence the need for consideration to exempt from excise duty
products, which are not manufactured locally.

f. Customer Concerns

Buyer concerns on supplies and quality were not addressed by the local commercial resin
manufacturer in a timely manner. The commercial resin manufacturer does not compensate
for poor quality resin supply.

3.9 TARIFF SCENARIOS

3.9.1 Terlfl Trortm.nt of Dlff.r.nt Rorlnr ln thr EAC Prrtnor Strtot

Table 17 shows tariff treatment of different resins in the EAC Panner States. The data shows that
Kenya has the highest duty structure for all types of resins at 30% which includes l0% import duty
nd 20% excise duty. On the other hand, EAC Partner States do not charge excise duty on resins.
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Product CET
Rete

EfiGCtlvG duty
Kenlz Usendr Tanzanie Rwande Bunrndl

3907.50.00-Alkyds t0% 30% t0% t0"/" DRS O% Suy 0%

2 3905.9 1.00-Emulsions VAM t0% 30% t0% t0% DPS O% t0%

3 3903.20.00-Emulsion styrene
acrylic

0% 30% Suy 0% Stay 0% t0"/" Stay 0%

4 3906.90.00-Emulsions, BAM t0% to% t0% to% t0% t0%

5 3905. I 9.00-Homopolymers t0% 30% 10"/" to% DRS O% to"/"

6 3907.91 .00

Dolyester

unsaturatd t0% 30% t0% t0% DRSO%I t0%

Tu h I e I 7 : FAC T o riff T re otnocnt of Resins, 20 2 3 -20 2 I

DRS: Duty Remission Scheme

Tanzania and Utanda continue to apply the CET rate which is l0% for most of the resins

and 0% for Emulsion Styrene Acrylic (3903.20.00). Rwanda on the other hand, has Sranted
duty remission in many of the resins at 0% except for emulsion styrene acrylic and emulsion

of VAM (3906.90.00). This implies thar manufacturing of paints and other resin-based

products in EAC Partners States is cheaper compared to Kenya. This is expected to
accelerate importation of finished products into Kenya under the EAC and COMESA

arrangements, while shrinking the manuhcturing of similar products in Kenya.

1.9.2 EAC Trrdo ln Pdnm end Vrrnlrhor

Paints and varnishes are the largest consumers of both imported and locally manufactured

resins. ITC Trade map data shows that importation of paints and varnishes of tariff heading

3208, 3209 and 3210 have been generally decreasing over the last five years. However,
there was a slow increase in 2022 indicating a potential shift in the market. On the other
hand, export of paints and varnishes from Kenya have been growing over the last five years

with a drop in 2022 indicating a downward trend has set in. This is attributable to the
changes in the uxation structure which does not favour local manufacturint of paints for
export (Fiture 7).
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Notably, over 90% of paints and varnishes o<port market for Kenya is EAC. This implies
that Kenya has traditionally had competitive advantage in paint manufacturing over other
EAC Partners States. However, the trend is likely to shift considering that all EAC Partners
States introduced lower taxes on raw materials for manufacture of paints including resins.

It should be noted that excise duty introduced on imponed paints and varnishes do not
apply to paints manufactured in EAC as such manufacturers in EAC will be more
competitive in the manufacture of paints compared to Kenya. This will effectively lead to a
drop in Kenya's export market of pains and instead promote importation of the same as
seen in Figure 7.

t.t.t Rl*t to lnv.rtm.nB by phyom ln rorlnt rub.t.ctor undor thr
1012.2011 lmport duty of l0t( rnd rrch duty ol l0t6

A number of sectors made significant investments that rely on resins as a raw material. The
paint industry constitutes 60% of these investmens. lndustries indicared that although they
have not been able to compete favourably in Kenya and in the EAC market as some resins
such as s[yrene acrylic and alkyds have been on dury remission in Uganda, they have
nonetheless settled into this tariff regime. That the constantly changing policy environment
is hurting their business operations.

Companies indicated that there was no benefit passed on to the industry by the commercial
manuhcturer when l0% excise duty was applied. The local commercial manufacturer
adiusted prices to compare hvourably with prices of imported resins and even made them
higher.

Companies also appealed that the l0% excise duty should not be imposed on a raw material
under COMESA that attracts 0"/" tax.
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3.r..t Rlrkr to lnv.rtm.ntt ln rorlnr tub-roctor lf lmport duty of l0!( lr
lncrortod to 2t!( rnd oxclr duty ol I 0X melntrlnrd

Kenya imports 75% ol her resin requirements from Egypt, a member of COMESA as is
Kenya. lmports from Egypt do not attract import duty. ln practice, prices of resins including

those that are locally manufactured will go up since they are usually pegged on landed costs

of imported resins. Further, increment in duty will affect even those resins not locally

manuhctured due to non-tariff split.

This will make those sectors urilising resins, in particular, the paint industry, uncompetitive.
Moreover, according to the EAC|, in 2023-24 financial year, several resins are on duty
remission: emulsion VAM (3905.91.00) in Rwanda; alkyds (3907.50.00) in Rwanda and

Burundi; emulsion styrene acrylic (3903.20.00) in Rwanda, Burundi, Tanzania and Uganda;

unsaturated polyester (3907.91.00) in Rwanda. Kenya will therefore witness resins being

imported into the country from these countries making the country a trading hub.

Under this scenario, companies indicated that they would explore various options available

to them including:

Relocotion: four paint companies who manufacture resins for internal consumPtion
indicated that they would explore favourable destinations and relocate their resin
manuhcturing plants and export finished products (paint) to Kenya for
reconstitution. Uganda was mentioned as one of the favourite destinations since it is

cheaper to produce there due to the presence of locally-produced vegetable oils,

cheaper power and cheaper white spirit - despite the fact that it is imporced through
Mombasa yet it is cheaper in Kampala. One paint manufacturer indicated that he has

already moved his Thinner plant to Uganda that is now l6-17% more profitable than
in Kenya.

I Toll monufoauring: five of the companies indicated that they will explore toll
manuhcturing. They will reduce workfo rce by 90% and retain I 0% of the workforce.

t Lock of row moteriols: Kenya does not have the raw materials for resin manufacture;
kerosene, white spirit, vegetable oils among others. They argued that it is risky to
put duty on raw materials as there will be no trowth in the paint industry as well as

others. The paint industry feels that it is too early to consider the resin market alone
without the paint industry, which is a big revenue earner and employs more
Kenyans.

Exit Morket: Companies like big chemical importers and distributors will exit the
Kenyan market as it will not be competitive.

lmporting finished produa: Players in the printing and paint sub-sector indicated that
they will bring finished products (ink) from Egypt. Egypt gives exporters l0% export
compensation although approximately 2% is passed on to buyers as a benefit. Under
this scenario, the leather sector will stop processing at the wet-blue stage to
minimize use of resins.

I tiast Aliican Community Gazetle Vol. A'f l-No. l l, 30'h June 2023
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vt Expensive credit Finance costs will go high. Businesses will be struggling get loans -
borrowing money to pay tax that one cannot claim back. Production of paints and
other products using resins will drop.

vI Shrinkoge of the Point lndustr'l: The paint industry will shrink. The resins will become
too expensive for the local industry except for those large manufacturers that have
backward integration and produce resins for internal use. But even for them, the
biggest producer for internal consumption meets only 40% ol its resin requirements,
with the rest being imported.

3.10 EXSTENCE OF ALTERNATIVE MARKET WITHN THE EAC

The Committee established that an alternative market within the EAC for resins exporc
currently exisu. According to lTC, in 2022, the CET region had a total demand of 80,000
tons of resins. Table 18 shows that exports by Kenya to Tanzania and Uganda rose from
404 tons in 2016 to I,217 tons in 2022. Sales to the Kenyan market by the local commercial
resins was 6,264 tons in 2022.

Tahlc 18: Rcsin Exporu to the 846 Rcgion (tons), 201 6-2022

Tanzania Uganda Totals

20t6 t89 2t5 404

7017 t5t 96 217

20 t8 t85 s3 238

20 t9 94 90 t84

2020 99 4t7 5t6

202 r 236 927 t. t63

2022 435 782 |,217

hportr to Utrndr .nd frnr.nla, 2016
202r

lt)l0m

so0

0
1016 l0l7 2018 2019 2020 2021 ,022
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Source: lG{,i}4 resin verificot)on survey, 2023

3.I I THE AFRTCA CONTINENT FREE TRADE AREA

Kenya is a signatory to the African Continental Free Trade Area (AfCFTA). The AfCFTA is

the world's largest free trade area that brings together 55 countries of the African Union
(AU) and eight (8) Regional Economic Communities (RECs). The mandare of the AfCFTA is
to create a single continental market with a population of about 1.3 billion.

Under the EAC Provisional Schedule of Tariff Concessions for the African Continental Free
Trade Area (AfCFTA) for Category A Producs, all the affected resin tariff lines are under
catetory A. Products in this category are required to arrracr 0% import duty by 2030. This
implies that regardless of the current treatment of resins, by 2030, resins from other
African countries including South Africa will be imported to Kenya duty free. Therefore,
duty protection is not a sustainable framework for supporting growth of this sector as there
will be unrestricted access across the continent.
It is therefore expected there will be an influx of imports from South Africa and as well as
the EAC region.
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a coNcLustoNs

The section provides Commimee observations and conclusions drawn from the findings of
the verification exercise. The section is categorized in four broad areas, which include local

supply capacity, demand, quality, and comPetitive environment for resins manuhcturer in

the country.

..I RIS]N INSTALLID CAPACITY, PRODUCTION ANO O!}IAND

Table l9 below shows the situation of resins production and importation in Kenya in 2022.

The table shows that local commercial manufacture of resins only accounts for about l5% of
the national demand. Local production for internal use was higher at 23% which implies that
there is significant integration in the resin value chain. Results also reveal that nearly 62% ol
locally consumed resins were from imports, indicating a huge gap between local demand and

supply.

Tuble I 9: Rcsins Produaion ond lmportotion tD Kenyo (tons), 2022

The Table 20 below shows that there was a total deficit of 26,201 tonnes in 2022 at 47%

utilisation capacity, hence the imports. Specifically, emulsion Bam and unsaturated polyester
formed the largest deficit.

Tahle 20: Dcficit in Resins locol suplly (tons),2022

Product Supply by locd
manufacturer

Own use
Production lmporbd Totd

Dcmand
Alkyd 3.632 8,499 t,896 14.077

Emulsion, BAM 369 r000 22,2 r 5 23,584

Emulsion styrene acrylic 49 0 235 284

Emulsion, VAM t,406 0 t7t I .577

Homopolymer 0 0 t32 t32

Polyester unsaturated 808 0 | ,552 2,360

Total 6,2U 9,499 26,20 r 41,9U
% of total demand t5% 2l% 52% t 00%

Resin HS Code Total
lnstalled
capacity

Total
locd
supply in
2022

Total
demand
ln 2022

Dcficit
at 17%
Utilized
capacity

Dcficit at
t00%
Utilized
capacity

Alkyds 3907.50.00 25.470 t2.t3t 14,027 - 1,E96 I1,11,.

3 Emulsions, VAM 3905.91 .00 2.200 I ..+,06 577 -t7t 623

4 Emulsions, Styrene
acrylic

3903.20.00 5.400 49 284 -235 5,il6

s Emulsion BAM 3906.90.00 2,,rco 369 23,584 -22,215 -2 t, tEa

6 Homopolymers 3905. r9.00 r.950 0 132 -r32 I,E tE

I Polyester unsaturated 3907.9 t .00 t,500 808 2,360 - t ,552 -850

Total 38,920 t 5,763 11,961 -26,201 -3,044
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lf local manufacturing utilisation capacity could be 100%, there would be a deficit on
Emulsion BAM (21,184 tons/year) and unsaturated polyester (860 tons/year). There is need
to give support to local manufacturing to ensure sufficient supply while supporting users.

1.1 RAW }IAT!iIAL FOi R!3IN MANUFACTUR!

Local manufacturers rely largely on imported inputs to manufacture resins. These include
agro inputs such as vegetable oils. lf these ego-inputs can be grown locally in sufficient
quanfities, they can suppoft and cushion the industry from fluctuating international factors
such as forex and logistics which affect overall cost of locally-produced resins.

1.1 |M?ACT O; tXCtS! DUTY tNCilAS!3 0N i!3tN3

Duty increases on resins will see an increase on cost of production in the manufacturing
sectors that use paint. This is because the price of locally manuhctured resin is pegged on
the landed cost of the imported one. This increase will likely witness a shift in the balance of
trade within the EAC region. Other EAC Partner States have provided for stays of EAC
CET on some resins and duty remission on others to support local manufacturing. This
reality will lead to resins being imported to EAC Partner States and in some instances
transferred to Kenya illegally.

Further, local resins users (manufacturers) will find it easier to migrate their resin
manufacturing plants to the EAC Partner States and export finished products to Kenya. For
instance, paint exports from Kenya was on a rising trend up to 2021 but has since dropped
as imports increased. This indicates a potential trend in the future if taxes on resins will
continue to increase.

Under AfCFTA the other hand, resins currently attract impom duty ol 7% dropping to 6% in
2024. ln 2030, this will be 0%. Thus, resins from other African countries including South
Africa are finding their way into Kenya.

1,4 TAittt CLASSIHCAT|ON

The verification exercise showed that alkyds, (long-, medium- and short-oil) are classified
under HS Code 3907.50.00. Long oil alkyds are the most produced locally while medium
and short oil alkyds largely being imported. Excise duty application does not discriminate
between the locally-produced and those imported. Further, Polyester unsaturated (HS Code
3907.91.00) has both liquid and powder resin. Local resin manuhcturers do nor
manufacture the powder resin. ln addition, speciality resins such as for printing sector, and
leather processing are not produced locally as there is therefore no sufficient local capaciry
to manuhcture all grades of resins used in Kenya. Consequently, a blanket application of
excise on a HS Code negatively impacts importers of powder resin users not made locally. a
differentiation needs to be made on those resins locally manufactured and those imponed.
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a,t QuaLlTY PAiAl{lrli3 loi iltlNt

The Committee noted there is no national standard for resin specifications. Standard KS

I 52 I - I : 2001 is not holistic. lt only provides a method for determinint the content of non-

volatile constituents or the solids contents in a resin. There is a general atreement among

the industry players thac solids content, viscosity, density, pH value, particle size' film
appearance among others are key Parameters crucial in determination of any quality of
resins. They however, differ on the thresholds.

Companies that import resins were able to give the Committee product technical data

sheets as well as test results from suppliers that indicated testing usint international
standards: ASTM F1635, ASTM D6493, ASTM D4142 and ISO 16402, ISO 24024, ISO

19699, ISO 4586. No rechnical data sheets and test results were availed to the Committee
by the local resin manuhcurer.

Concerns raised on locally produced resins include quality inconsistencies, insufticient solids

content, technical challenges on termination of polymerisation, and quality guarantees

particularly, on external paint or coatint. However, those currently buying from the local

manuhcturer confirmed that quality has improved but there are still gaps in product
consistency. To address some of these concerns, process automation has been enhanced

using a SCADA system for process optimization and quality improvement.
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5 RECOMMENDATIONS

From the foregoing analysis and conclusions, the National Resin Verifications Committee
recommends the following:

l) That revert to l0% excise duty earlier introduced in 2021 for the affected resins and
a grace period of five years be given before any further increases is introduced on
excise duty and import duty. This will allow local manufacturers to be able to
develop all product ranges with sufficient quality and quantity. Further, industrywide
verification tartetint local manufacturers be carried out to ascerrain capability to
produce and supply before increase or introduction of any other form of tax on
resins-

2) Exempt from excise duty:

a. polyester unsaturated (3907.91.00); and

b. emulsion BAM (3906.90.00) since rhere is no sufficient local capacity.

3) Undertake business-to-business entatement between the sole commercial resin
manufacturer and users to address identified challenges in the spirit of promoting
local sourcing of alkyds, emulsion VAM, emulsion styrene acrylic and homopolymers.
There is substantial capacity to manufacture these resins.

4) That the national standard KS l52l- l: 2001 that provides a method of test for resins
on determination of the content of non-volatile constituents or the solids contents
at elevated temperature, be reviewed to cater for other key parameters for resin
specification (solids contenq viscosit/, densiry, pH value, particle size, film
aPPearance among orhers).

5) The pricing model of locally produced resins (commercial) should nor be pegged on
prices of imported resins. ln light of promoting local content, the prices of locally
produced resins should be based on generally acceptd accounting principles which
will render resins to be more competitive nationally and regionally.

6) Government to develop appropriate resin value chain to ensure ease of access to
resin inputs through backward integration. Raw materials such as edible oils account
lor 35-42% of most resins locally manufactured and these can be grown locally in
sufficient quantities.

7) Grant duty remission on raw materials: provide duty remission on raw materials
imported for use in the manufacture of resins this will increase the competitiveness
of resins manufacturing in the country.

8) That commercial resins manufacturers should take advantage of the emerging
markets under AfCFTA through exports by being competitive. The preferential rate
for this product (resin) under AfCFTA will be 0%.

9) That, the State Department for lndustry, and lnvestment should prioritize
development of resin value chain to attract investors. This should be included in the
current eight (8) high priority value chains under the Bottom-Up-Transformation
Agenda by the Government. This will enhance competitive conditions.

I 0) Amend the description of the resins under the Excise Duty Act 20 I 5 to align the
tariff codes and the product description.

3l
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l. East African Community Gazette Notice No. I I (the Gazette), 306 June 2023
2. ITC Trade Map 2023
3. Keqra Rerrenue Authority lmport Data 2023
.t. KNBS, Economic Survey, 2022
5. Trade Revenue, and Welfare Efrects of ArcFTA on EAC: An apy'ication of WITS-

Srnart Simulation Model. Business Strategy and Dwelopment Vol.4 lssue l: Sustainable
Agriculture and Food Systcms in Africa

6. Resins Technical Daa Sheets from Supplierc
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Terms of Reference
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TERMS OF REFERENCE(tors)

CONSULTANCY FOR AN EXPERTS IN FIELD OF RESINS
MANUFACTURING AND USAGE/APPLICATION TO SUPPORT THE

NATIONA INDEPENDENT RESINS VERIFICATION CO}'IMITTEE

Organization Kenya Association of Manufacturers (KAM)

Project NATIONAL INDEPENDENT RESINS VERIFICATION COMMITTEE

Position type Consultancy

Duration 30 days

Reporting to Policy Research and Advocacy (PRAU) Unit

Starting date 6d March 2023

I SUMMARY OBIECTIVE OF THE ASSIGMENT

The Kenya Association of manufacturers (KAM) in its bid to inform the industry position on
proposal to increase import duty for Resins from l0% to 25% and assess the impact of the
introduction of l0% excise duty on imported resins, wishes to undertake industry wide
verification mission to establish the capacity to produce and supply various types of resin
and demand for the same in the industry. The primary receips of the verification mission
outcome are various Government Agencies and private sector players in the industry.

2 ABOUT KAM
Kenya Association of Manufacturers (KAM) established in 1959, is the representative
organization for manufacturing value-add industries in Kenya. KAM plays a key advocacy role
on behalf of manufacturers in Kenya by providing an essential link for cooperation, dialogue
and understanding with the Government and related agencies. KAM has over 1000
members and represents over 40/" of Kenya's manuhcturing value add industries. KAM also
represents Kenya's manufacturing sector interests in the region and beyond e.g., East Africa
Community (EAC). To achieve the core mandate of policy advocacy, KAM:

. Promotes trade and investment

. Upholds standards
r Encourates the formulation, enactment and administration of sound policies that

hcilitate a competitive business environment and reduce the cost of doing business.
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ln pursuit of these mandates, KAM prepares National and EAC budget proposals wirh the
aim of promoting the Kenya manufacturing sector competitiveness both in Kenya and at the
EAC level every year. The budget proposals are in line with Kenya's Vision 2030 and Kenya
lndustrial Transformation Programme (KITP) that seek transform the country into an
industrialized Nation by the year 2030.

3 BACKGROUND OF THE EXERCISE

Under the EAC Common External Tariff, the resin grades in dispute attracts import duty in
range between 0%-10%. Resins are used as inpus in various industries including paint,
construction, leather, automotive sector among others. The Finance Act 2021 introduced a

l0% Excise Duty on all resins except epoxises. Table I below shows the affected tariff lines
are:

Source: EAC CET (201 7) & Finance Act (202 I )

The excise ducy has exposed several companies in the industry who have reported lack of
sufficient local capacity to produce and supply various grades of resins as per the industry
requirements. Further, KAM has received proposal from a local resin manufacturer to
increase the import duty from l0% to 25% citing sufticient capacity to produce and supply
the indust4/; a position has been obiected by the users across various sectors within
Manufacturing.

It is against this background that the Associations seeks to under a National lndependent
Resin industry verification to inform the industry position on proposed increment of import
duty for Resins from l0% to 25% and assess the impact of the introduction of l0% excise
duty on imported resins

4 Objective of the assignment
The objective of the consultancy is to provide technical suppoft to the National
independent Resins verification committee; Specifically, the expert will be responsible of:

a) Providing technical support to the verification excise
b) Provide analytical input to data collected and verifications visits; and
c) Writing the report under guidance of the committee

Tarifr and description Current
CET rate

Excise
duty

Proposed
import duty

3 907.99.00-Polyesters-satu rated
unsaturated

& t0%

2 3907.50.00-Alkyds 10"/" t0% 25%

3 3905.9 I .00-Emulsions VAM t0% to% 25%

4 3903.20.00-Emulsion styrene acrylic 0% l0y" 25%

5 3906.90.00-Emulsions, BAM t0% to% 25y"

6 3905. I 9.00-Homopolymers t0% t0% 25%

7 3906. I 0.00-Acrylic
plant

lor automotive t0%

8 3907.9 I .00 unsaturated polyester l0y" to% 25%
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5 SCOPE OF THE ASSIGNMENT
The scope of work will cover the following areas

b) Design data collection tools for exercise

c) Collection, collation and analysis of information and data on resins manufacturers

and users in Kenya to inform the following:
a. The national production capacity(su pply) of resins'

i. lnstalled capacity for resins

ii. Average running hours Per Year
iii. Reasons for under/over production if any

iv. Proiections for the next five years.

v. Production for the last five years or where applicable

b. Determine the national demand for resins.

c. Examine the grades of resins being produced locally.

d. National consumption of resins across various industries

e. Pricing structures of the producer(s)
f. Determine cost of locally produced resins versus imported resins

g. Address the concerns of quality of locally produced resins

h. Assess the impact of local resin manufucturing capacity being resident
amontst a minority of user's players and whether this Presents any risk of
dominance to the industry, in terms of.

Significantly controlling the price level or terms of delivery of resins

lnfl uencing competitive conditions
Violation of competition law

i. Establish the risk to the investments made by the players in resin production
capacity with existing tariff on imported resins.

i. Confirm if there exiss alternative market within EAC for resins exports from
Kenya.

d) Prepare a report a report on the outcome of the verification exercise with clear way
forward for adoption by the Committee.

6 EXPECTED OUTPUTS
a. lnception Report to demonstrate his understanding of the scope of work and

b. A desktop review brief on the resin industry in Kenya and a set of data

collection tools (targeting various stakeholders within the value chain) for
adoption and use by the committee during the exercise

c. A draft report with clear recommendation from verification exercise for
validation and adoption by the committee

Technicd Data Sheets

<ottoched>
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Key wins for the economy and the private sector ,rrbG.__ ,_

. Expansionary
monetaq/ policy to
reduce the cost of
credit

. Stable exchange rate

. Sinde-ditit inflation
rate regime

. Reducing interest
rates

. Appreciate
SOVernment
commitment to
revitalize the
manufacturing
sector. Relatively stable

growtheconomrc
rate

Stable
macroeconomic
environment

Monetary Policy Appreciation

3

Economic Grouth Rate (%) 3r*qo
,-

8 7.6

6
5.7

/ Economic growth rate declined from
5.7% in 2023 to 4.7% in 2024

{.9 1.1

{
/ Accordint to a World Bank report

released on Tuesday this week (27th
May 2025) titled 'Beyond the budget
Fiscol policy for growth ond jobs'

economic growth in Kenya has been

driven by hard-to-ox sectors such as

agriculture and services which are

largely informal

7

0

2mt Nl} 202J+ Nll'

Doto source: Economic Survey 2025
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Kenya's Manufacturing GDP ,#0.
t-

/ The share of manuhcturing
(easy to tax sector) to GDP has

been reducing over time

/ Key contributors of decline:

o Taxation of industrial inputs

o Accumulation of VAT

refu nds

o Tax policy uncertainty due
to frequent changes in tax
laws

/ KAM to propose some
remedial measures in today's

Presentation

Shrc of tnenrfrcorrirl to GDP(I),2l l a-212{

l{
r2

t0

E

6

I
2

0

il3 ]lt ll toJ t0! 9.{ 9J u ar l.g 75 7.q 7J 75 6

O-itl!rlar\OOO-^a!tt
61 6aF.a{ Yoocro<rooooooooo.\r

ltl 
^a,ra 

aa .tl ,\l .rl .tl ar 
^l 

.ra,tl al .\l o

Doto source: Econornk Surveys

5

Contribution of the manufacturing sector to employment J'* qo
,sa

ks

LT

AtEt

ln 2024, total wage employees (both public and private sector) was 3. l4 million of which
2.2 million Kenyans were employed in the private sector

Wage employees in the manufacturing sector was 369.2 thousand in 2024, accounting
for I I .8% of formal wage employees

lf the declining manuhcturing GDP is reversed, there will be an increase in wage

employees in the sector and consequently lead to an increase in direct tax contributions
such as PAYE and indirect taxes such as VAT through increased consumption

6



30t05t20i

r

Manufacturing G DP contribution ,or(x\._ .=,
Kenya's manufacturing GDP contribution (%)
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Contribution to exports J'A qo
t-

-I--

Jtlanufactu rc3 Gr of mcrchandlsc rtg 20 r 9-2023

Doto source:Vhrld Development lndicotors
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Contribution to exports J,,J,IJG.___

. Textiles exports in 2fltwere valued at US$ 44 billion I
t

. Cost competitiveness

. Skilled and young workforce

. Well-developed infrasructure

. Enhanced market access

. Supportive government policies

Vietnam is the 3d leading expofter of textiles and apparels in the world
after China and Bangladesh

. lt's mobile phones and phones accessories exports were valued at US$ 52.38 billion in 2023

Whlr flcrors nrtke Vreintnr ,tn Jttr .'tcnvLa rn!csurcrt loc.ttron for
busrncsscs)

9

lndustrial competitiveness in Kenya 3-2*q0
t-
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Cost impact of illicit trade on Kenya's revenue 3A*q0
t-

Estimeted tax loss due to illicit trade (Ksh
billion). three sectors onl

l
-

Estimated fiscal deficit in the
fiscal year 2025126 of Ksh 876
billion can be reduced to Ksh 50

bn by eradicating illicit trade in
Kenya.

T.fr

aEffr-b.b..
rdt-(r-.bI

r---a5.dt
tt tL t

oto source: ACA

Ktlr
$$n

I()3Billion a26Billion74A4

11

High cost of electricity ,2* o0
t-

Comparative analysis of the cost of power in Kenya and other

iurisdicdons

I I
ti'-uI

. HiEh cost of power

. Availability of consistent
energy Power

. High cost of alternative
sources of ener$/t -lv

! b

?t I
farr/a W E re. Irurra tJlrdt

Doto source: KAM

Data source:
h npsJ/www.Slcbalpeuolprues. corrVehctnc rryJrr es./:.b I 7 5

Key energy chellenges
faced by nranufacture,'s
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Revivi ng manuf,actu ri ng growth

Public-Private Dialoguc
y'February 2025 engagement with the Finance & National Planning Committee

/Follow-up meeting with MlTl, KRA and the NationalTreasury

Data-driven decision making
/Use of verification repons to inform outcomes

/Daa from recently released Economic Survey 2025 should act as a useful guide to
tovernment policy prescriptions to not only influence the econorny but also other
sectors such as manufacturing

A predictable business and tax environment
r'AdherinS to the NationalTax Policy 2023 in the Finance Bill 2025 discussions
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Proiected irnpect of,taxes on material used fur manrfactrcr U
Bes ':fil&T___ ._

The price of ungo bogs will
increose by opproximotely

55% from khs. 6.96 to
lGhs. 10.8 per zkg
cmpt), pkt

Price in 2022 Rice in 2023 Finance Bill 202,t (3% EIPL)

Tlpc ofbeg kh t&h Prlcc

(l&hr)

Prlcc
Dfrorcncc

(rGhr)

Xlncrcesc

2 kg packet 6.96 l0.,t t t0.8 3.84 55%

2 lg bailer s2.2 75.4 77.7 25.5 48.9"/.

Dato *ua: EAC Ca.eac 2023 ort F rurc Al 2024

Rccommaodadoo:

Ercmpt tha rrw mlt dala tor manuracfrrro of ba aaclc and othcr prck glne trom EIPL -
. So&. kroft uscd for thc maufodtre of Po&oging sudt 6 t o so&s

. kauncr wd for nonuf@)rc of po&d8frt8 cottotts"
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lmpact o,f EIPL on Krdiner br mensfecore of Corrugated Cartols
,tt0a. I 1.0O, {C013 l.0O

Kenya rernains uncompetitive in the r€Eioo in the manufacture of comrgated cartons used in the
expon of horticulture products.

Doto soorcar KArl sor(cs

THE ISSUE: The Finence Bill 2024 proposes the introduction of 3% Export lnyestment and promotion Levy on knftliner of Hs

code ,18(X. I 1.00 used in dre mrnuhcturer of high performance cartons ior expon of honiculturel products.

l(cy Tarc(r)
kreft pepor

on Kanyr Ugenda fhnzenle COI,IESA

2022 2025

&port
and lnvestment promotion
lew

to% 3% 0 0 t0%

IDF 7.5% 3% t.s% 0 2.5%

RDL 2% t.5% 0 t.5% t.5%

lmpoft Duty (Stay of
application)

35% 35% o% 2s% 0%

Toal 19.5% 12.3X t.5x 25.5% la%

2A

RcddEl aE r* lnrgect on S.cf !r* for mzr*ettrc oa llrrSerrnilf
pcAgir6-atloa.2r.00,{t0a.2!.00,|t0a3r.00 U*

Kenfa is uncomp€dtive in tie r€gion in the manufacture of secks and bags used in packatint of
ungr/milk packeging rnd othr products such as cement and tea.

Dou murcc KNtl *urca

qo
-,THE ISSUE: Sack kraft attncts Expon lrwestment and pmmotion LevT at a rate of l0%,.9ck knft is used frcr the

manufacture of unga/milk rnd other food grrde packeging

Ugrnde Tanzrnh col.tEsAlby Terc(s) blcachcd
kraft p.pcr of
HS codc 4t0a.29.00(
Nchhcr locelly
nor rcjlondly manufr
cturud

l(sn e,
2022

lbnyr,
Currrnt
(202r)

t0% 0 0 l0%Export
and lnvestment promoti

on levy
IDF t.5% 7.5% t.s% 0 2.5%

t.5% 2% 0 t.5% r.5%RDL

lmpoft Duty (Say of
application)

r0% 3S% o% 25% 0%

t3x 19.5% r.5x 25.5% tax,Total

1
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Reverse trade efiect on the finistred products - Case s6dy Rebar}lll!{fi
.*_ ._

--

The imports have significandy increased from 2023 to 2024. The increase sitnifies a2,llfl" increase from 2023
to 2024. Expons from Uganda haye sitnificantly increased over the same period. On tJre other hand, exports
declined drastically by 63% over the same period.

Note:

. lnvestor in the downstream production will hvour lo/rer-rrte countries e.g., Utanda,Tanzania, and Rwanda

lmports - 721 4 in Tons 2020 2071 2022 2023 7021
Egvpt t4969
Urenda 6059 466 7644
China 355 204 r33 638 2786
Tanzania t39 u 771

lndia 4 6 lt 5 t4
Others 384 7t4 r52 5 t5
Total 713 921 5,494 !, t78 26,t49

26

Tax Comparison within EA6 on Xey Rew materids for the Steel ra*h)=: af,,
Sactor
!. Wlre rods -7213.91.10 &7213.91.90

Narnc of t .r X.ftF bcforc
thc EIPL

Kenya bcfore the
Finen.o Bill 202S

K.nya Aftcr Fi'\,rncc
BiI 2025

Ulrnd. Tenzenie Rv.nda Burundi

Export a invest r€nt pronrotion leyy

(EIPU

r7 s9" t0

lmoort duty 7S% 0{(DRS) 04 (DRs) 0x (DRs) ots (DRS)

lmDor! dc<l.r.tion Ee (lDR 2.s% 1,5

Raih.ray devcloDrn€nt levy (RDL) t.5% 2',. 1

lnfrrrtructura d6.aloprnent lsry
(IDL)

r.5t r.5z r.5%

Nrican Union Leyy (AUL) 0.2%

Oualiry lntoection Fee (OIFI 0.7%

Tot l 29% 17"t; l9 5' r.5* t.5x t.t* 0x
Note:

. Kenya has DRS at 0% on select wire rod trades

. lnvestors will hvour lower rates in countries such as Uganda andTanzania.

' HiSh tax in Kenfr has let to increase in dte cost of production of essential steel product such as nails, barbed wire, galvanized wire
etc.

EAC-wide dutv remission exisrs for rhose lndes thet are not manufadur€d within the EAC.
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lmpact of Export and lnvestment Promotion Levy
(ErPL)

24

Tax Comparison within EAC on Key Raw materids for the Steel qcSector ,-'ff
,-l. Stccl Blllets - 7207.1 1.00

Notc:
. lnvestor in the downstream production will hvour lovrer-rae countries e.t., Uganda,Tanzanir, and Rwanda

Name of
tzr

lGnf.: Beforu thc
lntroduction of

EIPL

Kenya before
the Finance Eill

2025

Xenye After
Finance Bill

2025

Ugand
a

Tanzani
a

Rwana Burund
I

EIPL t 7 .5?. t0"a

lmport duty t0% 109" (Stay) t0% 0% 0% 0% 0%

IDF 2.5% 7.5i" 1.5%

RDL t.5%

IDL 1.5% t.s% t.5%

AUL 0.2%

QIF 0.2%

Tot l t a.5% 37"/" 21.t% t.5x t.5% 1.9% 0%

I
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],!arket Share rr*oG.__ r_

o

!

o

5.80

5.60

5.,10

5.20

5.00

4.80

4.60

4.40

1.20

Kenya imports cosmetics worth Kshs. 5.6

Billion implying existint potential for local

manufacturing.

actuflng.

1.7 6

Kenya is also the leading cosmetics
manufacturer in the region with EAC
Parcner States accounting for over 70% ol
Kenya's Expons.

lmpon Expon

22

llr.rh Ii l, ,r: , ,ri . '

22

Regulation of Cosmetic Products JA*qo
.x

Th. hr.nc.
A.t 2011.
lndtra 6a
ard.a dut, on

frEm lox r.
t5x

Ercprot rx
o, rtuArit lor
coamatkr

dalllopnidit
rD..hl

Th. &clr. Duty
(Am.ndn nt)Act
lnElduca! axcba duty

KRA Su.p.nd.
hpl.m.iotlon ol rh. &d..
&od nr.Irqtrn .lt .Empa oo

A itd tal[i/t ndw,1 c d
!t!d!E!4!.,,#awat

on coamadat at a aat.
oi IOX

7022 ,ulr 202l 2023 Norrmb.r 202a

2020 luiy 2022 Oct- 2023 707a

IAC tuDeh..
di. EAil ,t6
SErArd l-lrt
or|l rD.dl
aodliatka

KM tuU.t'.. ntuLdo.l.
r..ldq 6 haodu.. &d!r
poda ll[,l.tamart atarnpr oar

P?B rdara. tnld.{tr-
FoFt{ to !lltf..
raluhdon o,cosn dca
D.odoct ioni l(ElS to P?8

hAnE|t trrtldr.d dt
f.qr Hrlt r Prodn<o rn
tdlloh'h. R{lf.o.,
Au6orttr lS lor p{bfc
FrddFthn
. ltt lIl!dd..

,odl.r

Rccommendatlon: Remove excise duty on cosmedcs to enhance sector growth and increase exports
23
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negional Comparaaive Tar Anatysis on Float Glass ,*t,&

D.t Sourc.3 KAl.l SurYGy

Ksh.200/kg ls equivelent to 3,13X of the product yilue which is sitnifcentry hiSher thrn the rd valorem nte of 35%.

35f .xcise duty is oqul\alent to Ksh.300 per m2.

Rccommcndetlon
. W! recommGnd drangc of units from Kgs to SQM to apply excise duty of 351 or Ksh.300/m2 whichei€r is hither.
. Ercmpt ell 3let3 prrocG$oE rour.lng Iloet 3ler' o producc touthened .nd hminrtcd glass from the orcise duty.Trnzenia and

Utanda hevc simil.r scrnpdons since there is no local producer of such.

20

lbyTrrr on
Flo.t Gh$

brfe, brb't tto
_ -Erch. Dut,
Atirarng;trct,
..*-nqn - .

IryL.rrf.
E6.h,

. Aar-nctlcq
1Jr3Gr-!rtl)

Pricr 7N )19trr2

20

Ydue orf l(enya's Cocrnetics Export, 2IO2G2O21(l{illion USB}ISG:, "=l-r-

60
c
Eso
:40tt ^,

iE soxot!€
ts20
C)2lo
s

2020 2021 2022 2023 2024
tun(r' lfc ftodc ltot, 2025

Owr USo 50 mllllon r,\or$ of blsign exdrangs hmugh o,@rt3. Loading dostnatong balng EAC r6gioo end US
21
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!mF.t of,qcirc frrty on @l ad verirxrsTcs end kvinr i*r'otrccd
i 2;02a hry oo Fiidrod ccmGnt ,*&

Prices per 50kg ba of cement in Kshs. by different countries

Odrr orcr, hdudlrE mk'riry lcvi€s,
roplocs ln Apnrn. rccour 6r
Kth. 50 prkc kxrca:c

Cod accorrtr for r Kth
7.5Xprkchcrrat.

(2021- Ulrda Trnz.nh Soudr
2025) Afkr

lco.l OdEr anrt lntroduc.d ln 202,1

r0o0

800

@

a00

2m

0
!

7077

g
Eopt2023

Dou Sutca KAhl Cofiiputotion

Wth all the additional axcs, for arcrT 100,000 housint units, dre cost of cemcnt will to up by approxim.toly I .l billlon r8
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Re$ornl CompartiveTaxAnaffiis on Float Glass

Drtr SouG.: KAH Surr.,
One ( l) squarc macr of f,oat gl*s is rpproximately l2 l1gs

Thc prlce of onc quere mGtcr is appmximeoly Ksh.700

Thc o<cisc duty amendmGnt ect of 2025 introduccd e)die dury on lloat glass at an efiective nte 3.137 making KurTe'r eppllcablc
thc Hghcct in the rcglon. The inrnce bill 2025 will fufther lncrcas€ the epplicabh duq by chrngng thc basc from custorns nlue
to oxds:bh vduc.

't9

ll(ryIb.
orioe
ci..

lOnFt*rrdto
ldc. Dut,

ArnrhotArtr
,nlt

lt.t;e,4ft." dr.
E!.f. Dll.,

Am.tctt..rtA.g
2023 (Urrtt t3r)

Ut rd. Ibuub

Exci* duty Nil 35.r 0r 0r

lmport duty t0r at* DRs (0x) 35X end DRs lOt

toF 2.SA L'A 0x 0%

RDt 2X 7Z 0x r.5x

c

1
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lmpact of Ercise Duty on Resins - Case of Powder coated Paint JA"-oc
,-

Resrns are essential raw materials used in the

production of variout products, includint parnts,

inks, leather treatments, powder coatinSs, rubber
adhesives, and biodeSradabla items.

i!

;z_

xl] :o

)Bt :o

b) 46

,lol :o

st i6

Dl J)

.,t):,t)

:,( I

::c n:
Exemplc: Seturrtcd Polyartcr RGiin
This type of resin is used in:
. Powd.r co.tinti (5olid form) - Applied in

the manufacture of powder coatant paint5,
. Nor <urrcot, monufoctutad b<ollf.

LT6 CC 5:! r

Liquid-b.r.d p.intt (liquid form)
$e produclion of liquid paint..

. Monufodutad lo<otl for utc

Used in

by Pont

- E.t. as

1

I

lnka and biodGtr.d.blG productt
plantin8 tubes/ba$ and bin liners.

*114 F.rrEr gtt !O5 &.r Fr.Y(. Ba :a:1

t r'Fazc r L.r<.i{.) t Jlrt}:rr.<l

Nine (9) different resins are currently subiect to excise duty. Only 4 of the resins are manuhctured locally in
sufticient quantitres.

i l Lf. - ,r. .!i., r\l lPl fr,l, rt,!' rrF lrFl I .r. h!1 i. !,17 !t.,: i.rrr

16

Regional Comparative tax analysis on Coal JA* (r0
,-

Coal is traded as a commodity in the international market, introduction of excise duty pus Kenyan

manuhcturers at a competidve disadvantaSe.

lntroduction of excise dury has increased the pric€ of coal by Kshs. {86 while attractinS the highest
duty in EAC ffimfr:;-Domertlc

tiueg
2023

lntroduced
excised

duty on
coal

Uganda TanzanlaKcy Taxe(s)

7022

2.5% of the

excisable

value

0% o%Excise duty

00/"I .5"/" 7.5% 1.5 0%IDF

0"/" 1.5"/"RDL 1.5"/" I .50/" 2

0% t.s%Total tv 4.5% 7"/"
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Erports of sweets in tonnes - l70rf.9O.0O ]_!i6.G'-- ,-
CoYid 19 recoYerl

lntroduction of o(cise duty
of Ksh. 5/kg on sugar for

EAC member stetes

denlnt member slates
prefer€ndal tariffs
because of duty
remission

for industrial

lncrease of Excise duty from
Kshs. 5/kg to Kshs. 7.5/kg on

25.000

20.000

I 5.000

r0.000

5.000

202 r 20242020 2022 2023

0

t4

lmpact of Excise Duty on PYC Edge Banding rzrl{r=: ii:,
. PVC Edge is a raw material used in the finishing

of furniture such as tables.

. The product is not manuhctured locally

Excis! duty on PVC edgs banding wa3 introduc€d throwh ths Financs
Aci 2022. Ths duty signific€nt y incrossos ths cost of locally
manufactur€d fumiture.

lntroduclion of specilic duty of Kshs. 200 p3r K0, tu.thcr inc,€aloe tho

oxciso duty payable lrom 25ok to 557o as demongtral€d bolow:

cfR Untt W.lthv lrnport

unh (tt) outY e
23*

&clr!
duty e
23t6

&cb! rot,l outY

.nd tuclsa

l'ataof
CFR

Coat duty C
((th) (th

Prlm.d PVC 9 Pcr

M.t
0.023 2.25 2.81 4.53

-sov"

6.78

-75%Edt brndlnt
rt

Prlntld PvC

hmlnat6
555 Per

sq
2.120 163.75 2M.69 424 587.75

_qoti;
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lrdustrid sutar (White retrned sugar) -Taxes 2O2l - lrrroG=: |L202S

FinrnceAct 2023:

Excisc Duty at Ksh Ukg
SugarAct 2025

lntroducas 4X sugar Dcrclopment Ls/y

2024 202s

2023 2021

Trx bws rmmdmotAct 2023

Exdsc duv Ksh 7.5kt

IDF incra3cd from l.SX to 2X

8iosrftry Arthorlty
lnooducce Ksh 55fi) pcr .OM
Tonnes

L2

lmplications on Kenyra's Export Competitiveness ,|rfoG.__ ._
Kenya's Exports of Sugar Confectionery

80

70

60

Ps0
o

E10

3ro
20

t0

0

Erpont dc.lln6d in
2023 lollowlit
lntroducdon of .-rcL.
duty (Srtl/fd

20 t9 2020 202 t 2022 2023 2021 2025
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Excise Dr,ty Principles -Tax onTax rr*orit==-.= lL
Excise duty is a consumption tax
(finished products) historically
charged on specific goods and
services, considered harmful,
luxurious, or non-essential

. Excise duty ofiset - Section 14

of the Excise Duty Act allows offset of
excise duty paid on raw materials for
manufacture of excisable goods.

. Excise input on export goods not
allowed for offset

Note: Excise duty on rcw moteriols which connot be oflset erodes Kenyo's competitiveness locolly ond in the region. Kenyo

should oflset of excise poid on pockoging os well excise poid on row moteriols for exported goods.

Excise paid on inputs such as
packaging materials

Excise duty paid on raw materials for
the manufacture of non-excisable

Products

Excise duty paid on raw materials for
the manufacture of Exports==-t ;.;1.)

10

l* a,-

lndustrial fugar, Excise Duty

11
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Zero'Rated toYAT Exemption (eg, ttobile Phones) t8{)-u,----

LtsT
Ehr

l-
d

aatlx

1trt
aa.gt6

2.5D

-ls,l,

tr,tl'

The Fin.ncc Bill tccks to m.kc locdly .$omblcd or m.nuf.ctuEd mobllc phont' comp.tltlvc. Howa.r. axcmptlnS
thG fnd product whlb tarlng lnputs for m ufacturr or.$ambly of mobllG phooGr leadt to unrccovcr.ble VAT.
infirtinr Droducdon co$l" rlirirll consumer Driccs and ruoorr$inr dcmand.

lrbrrho
IIG

Aft:rHarpall
tal5

tcrlrl:tF
roF!-
Eq.

c+d.
tbtJtha

Ca.riPiiari6 vdL.
?td!- araat?a

C.{- f 

-
arV ti-

IrtCrr
vat lt.Ux I t.695 la,lx
Il-VAT-

--
ttrt t.87 t

\3rfdtrlEG- )t.ar5 t 3.557

O-v^l

-varCE ts

,at 1 ta,ra !arra
Itftb(-
h{hf -

8

,dtt)

EXCISE DUTY
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lmpact o,fYAT Exemp'tion on FinishedTea and Coffee
Pacla3ing

The Fifth schedule to the EACCMA o(empts packagint

mtterial for tea and cofiee to anract 0X import duty,

lmponed finished tea sack will be more competitiye
compared to locelly manufactured ones due to th€ t:x
burden on local manuhcturers.

Z*b.G
The intention is to reduce packaging costs for tea and coffee hrmers and traders. However, input VAT
will become pan of the production cost for local packaging manuhcturers.

Thc Bill doct not Grcmpt nw m.tcriab for
m.nuf.cturr of peckeging from YAT

The raw mrterial for manuhcture of tea s:cls is sack

kaft which attracts - 351 import dutI, lof EIPL,
l6f YAT, 2X RDL and 2.5X IDF

a+ta---l!

The c1lmuladve tax on imported nw mrterials (Sack

kraft) is -65% of the custom vrlue while cumuladve tax
on imported finish€d tea sacks is .1.51.

4
E-trc{Xlt
k

a.E

i.rJ--tb
ftrJ:trr
(f,r]-f,irl-rIr

18l-{r--nr
It-t-t E

' -irrII
o, rI

;--raE -ar -- l- ra[-aa E

RGcommcnd.tion: Exempt imported sack kraft and kraftliner from VAT for use in the manufacture of prcka$nt

5

---
,E$._

Ct-!.rhqh

Kenp has been gradually losing
the market for packaging
within the EAC and COMESA

-

-

--t--

b-l--E-,
SJAi--

ln the past 3 years, three paper
converting comPanies shut
down

I
!

T
l,t-tEta--t.a

--:-'-i---+all.-CGTCEI
3^-(EgtrIl
-aF-.t--,
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4

'-eTqG'---

Case study l: Medicine

ZeruRated toYAT Exemption (eg !.ledicine). ta*60
,-

Comparison between VAf exemption & zero rating Locally manufactured inputs for use in

the manuhcture of medicaments

Item Zero-rale Exemption

Cost of inputs & raw materials lo manufacture medicaments 1,000 1,000

Cost of business expenses sub.iect to VAT at 16% e.g. electricity,
rent of warehouse etc.

500 500

total cost of lnputs & businoss costs 1,500 1,s00

l6% input VAT incurred on business expenses (500.16%) 80 80

nput VAT recovered by supplier (80)

fotal cost to supplier 1,500 1,s80

Sale to consumer @12% mark-up 1,680 1,770

% lncrease ln price 5lo

5
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lnboduction toYAT ,;gr'Ofi----
Tlcre arc ftcc TgIatlrVAf ret:t h l:rrFa daffiad lcb
Finishedproduct lmplication I Case examples

Agro-chemiols &
Antmal fecds
Motorcycle &
Elccrric buses
Adult diepers
Locally rssemble
mobile phoncs

Exempt

I . Orcrfiead VAT/peckagingVAT is not claimable and b€c6mes a cost to the business
2. lncreases the cost of the final product -

1 Fayourr thc lmgortotbn d thc finbhcd ,rDdu<tr or lnDotl! b ,l.t ,rc
IteurVAT.

,t. ln thh cds. drl in}rs should o6o bc crcrnp fro.mVAT to co,7l/!rl.r oldlinn imfr,ft

l. Allows chiming of inputVAT for both r.w meterials as udl ls oterhead/padagin8
Manuhcture of
packaging

Paint

VAT costs
2. V[f b eoft of dtc final consumcr pticc

I . Best scenario as it lowers the cost production
2. Allows chiming of all inputVAT including packeging and overheads
3, Fa'rours exports

Export produca
LPG

Z€ro rated

2

Key Changes-VATAct ,ra6n'
Product

Sugarcane transpodation

Current Statu3 Proposad

Zero rated Ex€mpt

Alfocted Secto6

Sugar millers

BEV Sbv.3
lnpuE b,r manufacture of modicemonts

Z.ro nf.d
Z€Io rat8d

Eiempt

Erempl Pharma

Pad(aging for t3a and cotlb.

Supply ol slactric molorc},cle

WtBblr

Zsro rat6d

Esmpl

E(Bmpt

PapGr & Ag1o

Automotiva

irobilc phon E

lnputr for rranuhcturc of .nirt.l lccd3 l.cludinS fihlshcd rnirnl fus
Zoro rrbd
Zero ratod

Exampt

Exempt

Eloclronlcr

Agro

Elccrlc bulei Motorr).clar ofadfi87l 1.60.00 rnd qlcdric blclclcr Zaro Etcd

Sp.cirllz.d .quipftEnt for dlc ds/clop.n nt rnd !.n.rrtion o, solar and wind encrty Erompt

Ex6mpt

Vatable

Aubmotv!

Eleclrical

Locelt t+anufaco,ld Flrclrlcr lrlotor Ehklrr

lnFrtt and raw nEt€riali utcd in tha .renuhctuG qf patscntlr .notor vehkles

E(.mpl

Exompt

wtebh
Vatable

Aubmo0vo

Automotive

Sohr and lithlunFioo brttc.lGa Zam rehd Ercmpt Electtcal

3
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The Departmental Committee on Finance and National Planning,
The National Assembly,
Parliament Buildings,
Nairobi, Kenya.

13Vlfi r. "*:'\( 04,

\ '"Q:r

aY 2024

Dear Committee

CALL FOR STAKEHOLDER ENGAGEMENT ON THE FINANCE BILL 2oT5 BY THE DEPARTMENTAL COMMITTEE ON FINANCE

AND NATIONAL PTANNING

ln accordance with the request for public participation pursuant to Article 118 (r) (b) of the Constitution of Kenya, we are

pleased to submit our proposals on the Finance Eill loz5 for your consideration.

Key Recommendations:

Retaln lndefinite Carry Forward of Tax Lois€ir We propose to delete the amendment in Section 8 (c) of the
Finance Bill 2025 that seeks to restrict the carrying forward of tax losses to five years, lnstead, we recommend
retaining the current provision that allows tax losses to be carried forward indefinitely. This encourages long-
term investment in capital-intensive sectors and aligns with global best practices.

Maintain rooZ Capltal Allowance: We propose to delete the amendments in Section :Z (a) and (b) of the Finance
Bill 2025 and retain the loo1 rate of capital allowances as per the current provisions. This is crucial for making
capital-intensive proiects viable and maintaining the competitiveness of Special Economic Zones (SEZs).

l. Exempt Certaln lncome for Resld€nt Person5: We propose an amendment to Paragraph 73 under Part I of the
First Schedule of the lncome Tax Act to exempt royalties, interest, management fees, professional fees, training
fees, consultancy fees, agency, or contractual fees paid by SEZ developers, operators, or enterprises to resident
persons in the f irst ten years of their establishment. This promotes equity and faimess in tax policy and aligns
with Kenya's industrialization and job creation goals. Notably, it will also encourage residents to invest in SEZs

and attract resident professionals and businesses to these zones.

Pleasc se. thc toble ATrACHED tor an in-dcpth analysls.

We thank you for the opportunity to participate in this undertakin

2
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w
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N,\ I'l o N 4L ASS EM BLYRE C L-,VED
t3 MAY 2025

Yours fafthfully,

M kt,
Chairman,
Nakuru County lrwestment Board.
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I
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,ilslxr. Governor, Nakuru County Government
z, Chief Executive Officer, Special Economic Zone Authority
3. Chief Executive Officer, Kenlnvest

Nakuru County lnvestment Board lCounty Govemment of Nakuru | e.O. aox rOTo-zotoo, Nakuru
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INCOME TAX ACT CAP {70

St.
llo

scdon t{o. (As
in Fln n<t aU
2025)

Orr6t cLura (Ar h
thc FlnI<c lU
rors)

Currat Scctlon/P.r{r{h r5 Fr hcorDc Tar Aat

I 6 (() Section 15 ol the
ln(ome Tax A(t ii
anrended -
8 (() in 5ub5ection
(4), by insening the

immediately after
the word
"su(ceeding"

Subse(tion 4 oI Se(tion r5 of the ln(ome Tax Act !tates that -
(4) - r'Where the d5(ertoinment of the totd, in<ome of a person
.esults in o deticit lot n yeot of inaotne, the omount ol thot deti.it
sholl be on ollowoble deduclion in oscettoining the totol in.ome ol
suchperson fot thot yeor ond the suaaeedintyeors of incorne".

we propose to delete the proposal a5 pe. Se(tion 8 (c) of
the Finan(e Bill2o25 that seeks to restri(t (arrying
forward ol tax lo55es to five years and we propose to
retain the (urrent subte(tion 4 oI Section ,5 of the ITA

that allows Tax losses to be carried forward indefinitely.

This encourages lonB-term investment in
capitalinteDsive se(tor5 and aligns with
global best pra(ti(es.

2 The Second Schedule
lo the lncome Tax

A(t is amended in
paragraph 1-
27 (a).by deleting
subparagraph (rA);
27(b)-by deletang
subparagraph (18).

Paragraph (rA) "Notwithstdndihg poragroph r, the inve5tment
deduction sholl be one hundred pet cenl wherc -
(d) tlft cumuldtive investment value in the p.e.eding three yeo6

outside Nditobi City County ond Momboso Coun ty is dt least one
billion sltillitlgs:

Provided thot where lll€ .umulative volue of investmeot tor the
preceding three years ol in<one wot one billion shillings <h or beforc
the 25th April,2o2o, dnd the opplicable rate o, investment dedu(t,on
wos one hundrcd ond lilty pet cent, thot rote sholl connnue to opply

fot lhe inv€slrnent fiode on q before the )sth Aptil,2o2o q the
investment dedu(tion thdll be one hundted ond filty pet cent where
the aumuldtive rirvertnenl volue lot the precedhry four yeors from
the ddte thot th,s provision comes into lorce or the auntlolive
investment ror the suc.eedinEthreeyeors outside Nairobi City Couhty
ot Mornboso Cdrnty is dt ledst one biJlion shillings;

(b) the investment volue outside Nairobi Cily County ond Momtu)so

County in thot year ol irome isot leosl twohundted ondtitty nillion
shillings; or
(c) lhc D€f;son hdt ln wted investn na ln o so€cld,l .(onorn,k zooe.

Paragraph (tB) - Porogroph (1A) sholl apply to items listed under
potuEtophs 1(1)(a)(i) dnd (ii), ond (1)(b)(i)

This is cru(iallor making capital.intensive
proiects viable and maintaining the
competitivenes5 of Spe(ial E(onomi( Zones
(sEzs).

l

27 (a) and (b)

New proposal N elv proposal New proposal

We propose to delete the proposal as per Section 27 (a)
and (b) of the Finance Bill zo25 and retain the looX rate ol
(apitals allowan(es as per the current Subparagraph rA
and rB ofthe Se(ond S(hedule of the lTA.

We propose an amendment to Paragraph 7l under Part I

(ln(ome A(crued in, derived from or re(eived in Kenya
whi(h is (,r(empt {rom tax) of the First S(hedule of the
lncome Tax Act.
Paragraph 1, "Royolal6, intcr6a, .nonogcfi.nt tcet,
prof..tlonol lccs, atdnlnr f.cs, con,l.ltot1.y tee, ogcncy or
.onlrdatuol le(5ynldby o tgcclol e(.onomlc.on d.velopeL
ooEolor, or ena..prl'e, in tlr€ tirtt ten ycott ol il'
6tdblirhmant, f e{s-FarldaalrEiro.r.

This promotet equity and Iairness in tax
poli(y and alagns with Kenya's
indu!trialization and iot, (reation 8oals.
Notably, it willalso encourage residents to
invest an SEZs and aftract resident
prolessionals and bu5iner5e5 to these zones

Proposcd .rmendmcnt R.r t ion J le rnd JustiI i(.rtion
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22May 2025

Clerk of the NationalAssembly

Main Parliament Buildings, First Floor

Parliament Road

P.O. Box 41842 - 00100
Nairobi

By email: cna@parliament.go.ke

Dear Sir,

Memorandum: ln the matter of consideration by the National Assembly on the Finance Bill, 2025

(National Assembly Bill No. 19 of 2025)

We, SC Johnson & Son, lnc. and its affiliated subsidiaries (collectively "SO" or'The Company"), refer to

the above subject matter where you invited interested members ofthe public and organizations to

submit any representations that they may have on the Finance Bill, 2025 ("the Bill"). These

representations have been made pursuant to Article 118 (1) (b) of the Constitution and the National

Assembly Standing Order 127 (3).

We have enclosed as Appendix 1to this letter our detailed proposals

1. Company Background

SO is a fifth-generation family company headquartered in Racine, Wisconsin, USA. Our 13,000 global

employees empower SO to be a category leader that manufactures and distributes pest control,

household cleaning, home storage, air care, and shoe care products. SO's high-quality products and

iconic brands include Raidc, Gladeo, Windex', Mrs. Meyer'so, Autano, Baygono, Mr Muscleo, Duckc, and

Lysoformo, among many others.

Since 1948, SCJ has been active in the Kenyan market. Establishlng a subsidiary in 1968 and launching the

"lt" brand mosquito coil, SO is a leader in malaria prevention and addressing public health issues in

Kenya. SO has been manufacturing in Kenya from its Nairobi facility for domestic and export

consumption for almost four decades. SCJ has received numerous awards in Kenya for being a great place

to work and we take pride in the value we add to the Kenyan economy and the contribution our

employees make in their communities.



2. Malaria

2.1. Malaria disease problem

Despite the concerted efforts by the Government of Kenya ("GOK" or "the Government") to reduce its
prevalence, malaria remains a public health and socioeconomic crisis in Kenya. Fhe Kenya Malaria
lndicator Suruey 2020 Repoftt("KMlS 2020"), authored by the Kenya National Bureau of Statistics, notes

that more lhan 70o/o of the population is at constant risk from malaria. Most disturbingly, those most
vulnerable to the disease, specifically children and pregnant women, could die from this preventable and

treatable endemic. Despite efforts to date, the elevated risk of malaria infection prevails in Kenya, as

noted in 2017 by the World Health Organisation. They report 70o/o of lhe country's 46 million population,

at the time, was at risk of being infected2.

Even today, malaria remains a public health threat to Kenya's population and results in preventable

fatalities. KMIS 2020 indicated an infant mortality rate of 39 per 1,000 births between the period 2014 to
2019 due to malaria.

2.2. Cost of treating/preventing malaria infection
Malaria morbidity and mortality carries significant societal costs and burdens on the public healthcare
system. Treatment, control, and prevention pose a substantial economic burden on the government and

individual households, impeding economic growth by reducing the size of the labour force. Moreover,
malaria treatments significantly increase health care spending at private and public levels.

The economic costs of malaria can be classified into direct and indirect costs. The direct malaria costs

comprise of household and government expenditures on treating and preventing malaria. Household

expenditure on malaria treatment consists of individual or family spending on consultation fees, drugs,

transport, and the cost of subsistence at a distant health facility, and costs of accompanying family
members during hospital stays.

Household expenditure on malaria-related prevention includes costs of buying preventive means, such as

mosquito coils, aerosol sprays, bed nets and mosquito repellents. Government expenditure on malaria-
related treatment, control and prevention includes spending on maintaining health facilities and health
care infrastructure, publicly managed vector control (e.g., insecticide-treated bed nets, indoor residual

spraying, larvicide to kill mosquito larvae, community-wide campaigning, etc.), education and research.

The indirect costs of malaria consist of losses in productivity or income due to illness or deaths. Losses

due to sickness can be measured as the cost of lost workdays due to illness or caring for sick family
members. Losses due to deaths can be calculated as discounted future lifetime earnings of those who die.

According to Mdnico V. Androde et olin their Journal litled The Economic Burden of Malaria: A Systematic
Revievt',6.5% of household income in Kenyan homes is committed to malaria treatment. The Journal

further estimated the total cost of malaria treatment and prevention, including costs associated with
productivity loss due to death in Kenya, amounts to more than USD 300 million (KES 39 billion).

I The Kenya Malaria lndicator Survey 2O2O Report
2 httos://www.who.rnt/news room/feature storles/detarl/rn-ken va'the'path-to-elrmlnatron-of malana-rs-lrned wrlh.Rood

Orevent ron5l.
I The economrc burden of malaria:a systematrc revtew



According to the U.S. President's Malaria lnitiative l"PMl") Kenya Malaria Profile, the GOK is committed

to improving health service delivery and places a high priority on malaria prevention and control with

eventual elimination listed as one of the strategic objectives of the Kenya Health Policy. The GOK Kenya

Malaria Strategy (KMS) 2019-20234 and its Monitoring and Evaluatlon Plan aim to reduce and ultimately

end malaria incidence and deaths. To achieve this target, the GOK announced its intent to spend KES 61.9

billion (USD 479 million) on malaria control and elimination programmes as highlighted in the KMS

strategy.

The Parliamentary Budget Office's publication titled Unpacking Estimates of Revenue and Expenditure for

Financial Year 2023-2024 and the Medium Ierm s indicates a gross allocation of KES 4.8 billion (USD 37

million) for malaria-related expenditure in Financial Year 2023-2024. This clearly underscores the high

cost of addressing malaria.

2.3. Current intervention measures for malaria

The main interventions highlighted in the KMS aimed at controlling and eliminating malaria include vector

control (long-lasting insecticide-treated nets, indoor residual spraying, and larval source management);

prevention of malaria in pregnancy; malaria diagnosis and treatmenU monitoring, evaluation, and

operational research (including epidemic preparedness and response); malaria social and behaviour

cha nge; and programme management.

These interventions require significant resources at a time of significant GOK budgetary constraints. lt is

in the best interest of the citizens of Kenya and the Kenyan Sovernment to seek support from all available

sources, including private commercial enterprises like SCJ, to augment the support being received from

partners like The Global Fund and The Gates Foundation.

SO has a history of partnering and supporting the fight against malaria in Kenya. We formerly partnered

with the Pyrethrum Board of Kenya and launched community cleaning services in Kibera and Nairobi.

Most recently, SCJ has partnered with the Kenya Medical Research lnstitute (KEMRI) and signed a multi-

year Memorandum of Understanding with End Malaria Council of Kenya. We have also partnered with

KEMRI to deploy spatial repellents manufactured at SCJ-Naircbi in Busia and Turkana Counties.

2.4. GOK'S blueprint in reducing healthcare cost

The GOK in its Sottom tJp Economic Transformation Agenda 2022 - 202y'highllghts that domestic

pharmaceutical manufacturers have capacity to manufacture a bigger share of pharmaceuticals and

consumable medical supplies competitively but are hampered by the high cost of doing business and the

tax regime. The GOK further notes that donor funded healthcare pro8rams, including Malaria prevention,

are key donor funded programs and the gains already realized as a country must be safeguarded. The

GOK notes that it will work with the pharmaceutical industry to address the tax regime and cost of doing

business; leverage Universal Healthcare Care to identify and scale up manufacturing of essential supplies

competitively; and leverage human capital to work towards a regional pharmaceutical manufacturing

hub.

a Kenya Malaria Strategy (KMS) 2019-2023
s Unpacking Estamates of Revenue and Expenditure for Ftnancial Year 2023-2024 and the Medium Term
6 The Bottom Up Economic Transformation ASenda 2o22 - 2027



3. SCJ's proposed contribution to reducing malaria prevalence in Kenya

3.1 lnvestment
Over the past 10 years, SCi has invested approximately USD 100 million (KES L2.9 billion) in developing
and testing low-cost spatial repellents it believes are crucialto the prevention of mosquito-borne
diseases. ln line with the KMS'vector control intervention, SO has invested USD 22 million (KES 2.8

billion) to expand its existing Kenyan manufacturing facility and purchase equipment to manufacture
these low-cost spatial repellents designed to reduce disease transmission, with the goal of getting them
into public health channels to help protect more families. lt should be noted SCJ will not generate any net
profit associated with this initiative.

3.2 lntended purpose of investment and public health model
The spatial repellents will not be sold to the Kenyan public but instead will be channelled to global health
partners, such as The Gates Foundation or the World Health Organization, who willthen distribute the
repellents to the Kenyan population at no cost to the end user. SCJ may also consider donating the spatial

repellents directly to the Kenyan population without charge. The global health partners will reimburse SCJ

solely for the costs incurred ln manufacturing the spatial repellents.

3.3 Product name and capacities

The spatial repellent being manufactured in Kenya is Guardian". The product is a purpose-built tool
designed solely for limiting mosquito-borne disease without requiring electricity or a flame to work and

can be used during times when bed nets may not be used. Based on recent and ongoing clinical trials, the
results of which can be shared upon request, Guardian'" will provide protection for up to one year.

Guardian'" will provide lon8-term protection to families living in lake and coastal endemic zones that have

the highest prevalence of malaria and other endemic zones that experience seasonal malaria

transmission, especially during the rainy seasons.

3.4 Cost Estimations

The Company's recent and continuing investments in its manufacturing facility can be summarized as

follows:

a. Significant up-front investments to expand the manufacturing facility to accommodate up to
three high-speed manufacturing lines (USD 2.7 million (KES 349 million).

b. Purchase and installation of two high-speed lines (October 2024 and February 2025; USD 2.1

million (KES 271 million)) with capacity to purchase and install another line.

c. Significant annual operatinB costs ranging between USD 15 million (KES 1.9 billion) and USD 34

million (KES 4.4 billion) depending on total manufacturing capacity and expected output (e.9.,

whether the manufacturing facility will run two or three shifts).
d. Raw materials to be used for manufacturing the spatial repellents are expected to be sourced

primarily from lndia, China, Kenya, and the US.

e. Notably, SO has invested capital of USD 19 million (KES 2.5 billion) since December 2023 in

su pport of th is initiative.

SO expects the supply of spatial repellents will significantly reduce costs incurred by both local

households and the Government relating to the treatment and prevention of malaria. Further, the

4



Company aims to create significant jobs for local residents and boost the local economy by manufacturing

in Kenya.

4. Our request for tax exemptions

4.1. lmminent hurdles to SCJ'5 contribution to reducing malaria prevalence

A key obstacle to SO's contlnued contribution to reducing malaria prevalence in Kenya is the immense

tax burden that SO will bear in the process of manufacturing spatial repellents in Kenya. These taxes,

which are further discussed in Appendix 1 to this letter, include:

t

Value Added Tax

lmport Declaration Fee (lDF) and

Railway Development Levy (RDL)

To reach scale and maintain a long-term supply of spatial repellents, SO must receive tax exemption on

this non-profit making initiative. Paying the above taxes on the raw materials purchased locally or

imported for the manufacture of the repellents and in the production process would not only reduce the

funding available for SO to be able to maximize production of the repellents but would also subsequently

hamper efforts of reducing the population exposed to the risk of malaria infection. These direct taxes

would also reduce the number ofjobs that could be created by the increased production levels.

Similarly, subjecting the repellents up-front to the ultimately refundable VAT at the standard rate of 16%

will limit the funds available to the global health partners to acquire more repellents from SO and limit

the reach to the larBer Kenyan population. This is because the funds used to pay for the VAT up-front and

passed on by SO to the global health partners could be used to acquire more repellents and distribute to

broader populations.

4.2. Our tax proposals in reducing malaria prevalence in Kenya

4.2.1. Proposals considered in Fina nce Bll, 2024

SO had extensive consultations with various stakeholders including the NationalTreasury, Ministry of

Health, Kenya Revenue Authority and the Parliamentary Committee on Flnance and National Planning

regarding the cost of reducing malaria prevalence in Kenya. As a result of these consultations, SCJ's

request for exemptions from VAT, IDF and RDL on plant and machinery, raw materials used in the

manufacture of spatial repellents, and the spatial repellents were granted and included in the Finance Bill,

2024 under the following Paragraphs:

i4.The First Schedule to the Volue Added Tox Act is omended -

(o) in Port l-

(i) in Section A-

(lJ) by inserting the t'ollowing new porogrophs immediotely ofter porogroph 147-



148. lnputs and row moteriols used in the monufocture of mosquito repellent on

recommendotion by the Cobinet Secretory responsible for motters reloting to
heolth.

149. Mosquito repellent

46.The Second Schedule to the Miscelloneous Fees ond Levies Act is omended-

(o) in Port A -
(ii) by inserting the following new porogroph immediotely ot'ter parogroph (xxx)-

(xxxi.) inputs, row moteriols ond mochinery used in the monulocture of mosquito repellent on

recommendotion by the Cobinet Secretory responsible lor motters reloting to heolth;

(b) in Part B -
(ii) by inserting the following new porogroph immediotely ofter poragroph (xvi)-

(xvii.) inputs, raw moteriols ond mochinery used in the monufocture of mosquito repellents
on recommendotion by the Cobinet Secretory responsible for motters reloting to
health;

4.2.2. Our request
ln light of the aforementioned, we kindly request your favourable consideration and support of our
submissions to amend the relevant tax laws to exempt VAT, IDF and RDL. The exemption of the above-
mentioned taxes represents a significant step toward making spatial repellents available to the majority
of Kenya's most susceptible population exposed to malaria infection at no cost. We have enclosed as

Appendix 1to this letter our detailed proposals.

Please feel freeto reach out to the undersigned should you require additional information or clarification
regarding our submissions.

Yours faithfully,

For: SC .lohnson

Signature:tre_
Todd Grlson:
Senior Director - lnternational Tax

6
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Appendix 1: Proposals for consideration by the National Assembly on The Finance Bill (National Assembly Bill No. 19 of 2025)

inputs used in the
manufacture of
mosquito
repellents

imported into Kenya. Further, the Company will
incur indirect manufacturing costs, such as

machine repair and maintenance, packaging

material, electricity, and utilities, to run the
production facility.

'lnputs, row materiols ond mochinery used in

the monufocture of mosquito repellents on

recommendotion by the Cobinet Secretory
responsible for motters rcloting to heolth."

result in the repellents being more

expensive to the global health
partners who will distribute them
in the endemic areas where they
are most needed.

All the aforementioned goods and services are

subject to 16% when supplied in Kenya.

GOK should consider exempting
from VAT, machinery, inputs and

raw materials used in the
manufacture of repellents used in

the fight against malaria. The

recommended change will ensure

affordability of the repellents for
public health partners distributing
the repellents to Kenyans in the
endemic regions.

Additionally, VAT exemption will
ensure additional cash flow to be

used to expand production and

reach more people in the endemic

areas in need of the repellents.

GOK has already implemented

similar reprieves for the
prevention of plant and human

diseases where VAT is exempted

under Paragraph 90 and 145 of the
First schedule to the VAT Act.
These provisions read as follows:
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Appendix 1: Proposals for consideration by the National Assembly on The Finance Bill (National Assembly Bill No. 19 of 2025)

3 VAT on services

supplied to
manufactu rers of
mosquito
repellents

IDF and RDL on

inputs, raw

materials and

machinery used

in the
manufacture of
mosquito

repellents.

SC.J Kenya will incur costs on services, such as

transport, warehouse, and consultancy
services, during the manufacture and

distribution of mosquito repellents.

All the aforementioned services are subject to
VAT at 15% when supplied in Kenya.

lnputs, raw materials, and machinery are
subject to IDF and RDL at the rate of 2.5% and

1.5% of the customs value, respectively.

The Second Schedule of the Miscellaneous Fees

and Levies Act (MFLA) does not provide for
exemption of IDF and RDL on inputs, raw

materials and machinery used in the
manufacture of mosquito repellents.

Amend Part ll of the First Schedule to the VAT

Act,2013 to introduce a new paragraph as

follows:

"foxoble services supplied to monufocturers

of mosquito repellents on recommendotion by
the Cobinet Secretory responsible for motters
reloting to heolth."

Amend Part A of the Second Schedule of the

MFLA to introduce the following paragraph:

al "lnputs, row moteriols ond mochinery

used in the monufocture of mosquito
repellents on recommendotion by the

Cobinet Secretory responsible for motters

reloting to heolth."

lmposition of VAT on services

supplied to SCJ will result in the
repellents being more expensive to
the global health partners who will
distribute them to the vulnerable
people in the endemic areas who

are in need of the repellents.

GOK should consider exempting
from VAT taxable services supplied

to manufacturers of repellents

used in the fight against malaria.

The recommended change will
ensure affordability of the
repellents d istributed to Kenyans

in the endemic regions.

Additionally, VAT exempt jon will
ensure additional cash flow to be

used to expand production and

reach more people in the endemic

areas in need of the repellents.

We note that the Government
introduced similar incentives

through the Finance Act 2022 to
encourage investment in the
construction of human vaccines

facilities.

The MFLA exempts the following
goods from IDF and RDL:

4
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we lre deased to srrbmit our proposals on tfrc Finan(c &ll 2025 fa pur conslleitjon.
l(?y Rccommc[datloni:

1. Retaln ln.letlnlla clrtY Forward of rrx LoJr.!: lve propose to @tete the tflEndment m Secton g
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Thir encouruges
longFterm
im€stment in
caital-intensive
sectors and aligns
wi$ glob.l best
practices.

Section lS of the
IncoflE Tax Act is
amended -
I (c) in subsection
(4), by inserting
the rryord 'five"
imrnediat+ after
the rrYord

'srceeding'

Subscrtion 4 of Section
15 of th€ lncome Tax
Act states that -
(4) --W,ere tl,P-
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total in<?oo,F- of a Fst
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ttle proposal as per
Seoon I (c) of the
FmrEe Eill 2025
that seeks to rEtrlct
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tax losses to ,ir€
years and we
propos€ to retain the
crrent subsecton 4
of secoon 15 0f ttle
rIA that allours Tax
loss6 to b€ canicd
brward indefinitely.

I 8 (c)
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We propose to d€lete
the proposal as per
Sectio{r 27 (a) and (b)
of the Finance Bill
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d.[Tent
Subpara graph lA ard
18 0f the s€cond
Sdedule of the ITA.
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Spechl Economic
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2 27 (a)
and (b)

The Sec$d
Sd|edule to the
lncome Tax Act ls
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paragraph l-
27 (a)-W
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subparagraph
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27(b) - by deletirE
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(rB).
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3 New
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a accounts@gulfcapre.com

I Merchant Square. Block A sth Floor, tlverside Dnve

a P.O. Box 76652- OO5O8. Nairobi, Kenya

@ www.gulfcapre.com

oSth May 2024

The Departmental Committee on Finance and National Planning,

The NationalAssembly,

Parliament Buildings,

Nairobi, Kenya.

GulfCap
Real Estate

oc
o, 

r t rlzr
Dear Committee,

CALL FOR STAKEHOLDER ENGAGEMENT ON THE FINANCE BILL TO25 BY THE OEPARTMENTAL COMMITTEE ON FINANCE AND
NATIONAI PI ANNINC

ln accordance with the request for public participation pursuant to Article l18 (r) (b) of the Constitution of Kenya, we are pleased to
5ubmit our proposals on the Finan(e Bill 2o25 for your consideration.

Key Recommendations

Retain Corporate lncome Tax Rate at r5z for Afford3ble Housing: we propose to delete the amendment in Section 28 (b) (ii)
of the Finance Bill 2025 that seeks to increase the corporate tax rate from r5Z to JoZ for companies engaged in the
construction of affordable houses. Instead, we recommend retaining the corporate tax fttte at 152 for these companies. This
will enhance investment incentives, support job creation, and align with the President's Bottom-Up Economic
Transformation Agenda ( BETA).

Maintain VAT Exemption for Affordable Housing lnputs: We propose to delete Section 36 (i) of the Finance Eill 2o25 that
seeks to impose VAT on imported and locally purchased goods used under the Affordable Housing Scheme. Maintaining the
VAT exemption supports the govemment's Affordable Housing Programme, encourages local manufacturing, and ensures
consistency with social equity goals.
Exempt VAT on Services for Affordable Housing: We propose to introduce Paragraph 36 under Part ll - Services of the First
Schedule of the VAT Act to exempt taxable services for the direct and exclusive use in the construction of houses under an
affordable housing scheme. This supports government policy obiectives, promotes investment, and reduces the cost burden
for end-users.
Reinstate vAT lnput Tax Credlt for Manufacturers: We propose to reinstate subsection 6 of Section r7 of the VAT Act and
introduce a new subsection (E) to allow manufacturers to claim input VAT on supplies made to Affordable Housing Proiects.
This prevents VAT accumulation, increases production, and supports investment.
Exempt IDF and ROL for Affordable Housing lnputs: we propose to introduce Paragraph xxxii under Part A and Paragraph
xviii under Part B of the Second Schedule of the Miscellaneous Fees and Levies Act to exempt inputs for the construction of
houses under an affordable housing scheme from the lmport Declaration Fee (lDF) and Raillvay Development Levy (RDL)
respectively. This aligns with national policy obiectives, reCuces construction costs, and supports job creation.
ExemPt lmPort Duty for Affordable HousinS Goods and Equipment: We propose to introduce Paragraph lo under Part B -
Ceneral exemptions of the East African Community Customs Management Act to exempt goods and equipment for use
under the Affordable Housing Scheme from import duty. This advances the govemment's affordable housing agenda,
bridges Iocal capacity gaps, and supports regional competitiveness.
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Please find the attached table with an in-depth analysis

We thank you for the opportunity to participate in this undertaking.

Yours faithfully,

Chris

c.E.o
Culfcap Real Estate

Principal Secretary, State Department of Housing and Urban Development
Chairman, Affordable Housing Developers Association
Chairman, Kenya Property Developers Association
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MEMORANDUM ON THE FINANCE BILL

202s

Submitted to the Departmental Committee on Finance and National Planning

By: Kenya We Want

Date: May L4,2025

TO:

The Clerk of the National Assembly

P,O. Box 41842 - 00100

Nairobi, Kenya

Email: cna@parliamenLgo.ke | fi nancecommitteena@parliamenlgo.ke

CC: programmes@mzalendo.com

Subject: Public Participation Submission on the Finance Bill 2025 (National

Assembly Bill No. 19 of 2025)

From:

Kenya We Want
Vincent Kidaha - National Coordinator
Email: vkidaha@gmail.com
Phone:0700L77375

1. lntroduction
Kenya We Want is a civil society organization committed to promoting democratic

governance, economic justice, and citizen empowerment We welcome the opportunity to

participate in the ongoing public consultation on t}re Finance Bill 2025, in keeping with

Article 118 of tle Constitution on public involvement in legislative processes.

We acknowledge the necessity for robust revenue-raising measures, fiscal consolidation,

and tax system reforms to ensure sustainable public finance managemenL However, we also

believe that taxation must be fair, inclusive, and sensitive to the socioeconomic realities

faced by ordinary citizens.

2. General Observations
- Regressive Tax Measures: Several proposed amendments are likely to disproportionately

affect low- and middle-income households, exacerbating the cost of living. These include

increased excise duties on essential goods and services, which may be inflationary.



- Lack of Impact Assessment: The bill introduces multiple changes without publicly
available socio-economic impact assessments, making it difficult for stakeholders to gauge

long-term implications.

- Administrative Burden on SMEs: New compliance requirements and tax adjustments may
add bureaucratic and financial pressure on Micro, Small, and Medium Enterprises (MSMEsJ,

a sector still recovering from pandemic-era economic shocks.

3. Specific Concerns and Recommendations
. a. Excise Duty Adjustmens

The proposed increase in excise duty on mobile money transfers, internet services, and

digital content will likely raise transaction costs for ordinary Kenyans and small digital
entrepreneurs.

Recommendation: Reconsider these increases or introduce progressive thresholds to
protect low-income users.

b. VAT on Bread and 0ther Basic Commodities

Should the zero-rating of essential goods be removed, the net effect would be higher prices

for basic necessities, negatively impacting food security and household welfare.
Recommendation: Retain zero-rating for bread, sanitary products, and other daily
essentials.

c. Tax Administration Reforms

a

a

We appreciate efforts to streamline tax laws and remove outdated provisions. However,
clarity is needed on how the proposed enforcement powers will respect taxpayers' rights.
Recommendation: lntroduce safeguards against arbitrary penalties and ensure due process

in audis and compliance checks.

d. Stamp Duty and Land Transactions

Increased stamp duty on land transfers could further complicate land access for youth and
women, undermining housing and agribusiness initiatives.
Recommendation: Exempt first-time land buyers under affordable housing or agribusiness
initiatives.

4. Conclusion

Kenya We Want urges Parliament to strike a balance between fiscal responsibility and
socioeconomic equity. The Finance Bill 2025 must be people-centered and development-
conscious. We call for more public forums, better data transparency, and phased reforms
that do not overburden citizens already facing economic hardship.

We remain open to engaging with the committee further and thank you for facilitating
public input into this vital legislative process.



Yours faithfully,

Vincent Kidaha

National Coordinator
Kenya We Want
Email: vkidaha@gmail.com

Phone: 0700177375
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Notaries Public
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COLLINS MBATIA
LL.B (UoN) (Hont, Ps.Dip (KSL)

PASCALINE IIBURU
LL.8 (KU) (Hons), Pg.Dip (KSL)

Offlce:
Westem Heights,

10d Floor,
Karuna Road,

P.O. Box 100645-00101,
NAIROBt.

Tcl: [+254) 724 422 414

nlo@mnlow.ke

The firm's areas of
practicc experi€nce
include thc following

. Cavrl Litigadon

. co[stitutional Law Litigation

.lluman RiBhLs Law

. Famil!, Law & Strccession

. Commercial Dcbl Collection

. Employment & Labour Rclations

. ConveyancinS

. Property Transactions

. Commarcial Transactrons

lVhen r{:plyrng Please quote our

rPaarence

Our Ilcf: MM/IiIiG/0525
l9'h May 2025

[o: '[hc Clcrk of thc National Asscmbly
Main Parliament Building.
P. O. Ilox 41842-00100.
NAIROBI.
ll-mai I :cna@oarl iament.eo.ke

RE:

fi nancecornm itteena@parl iarnent. so. ke

MEMORANDUM IN RESPECT TO TIIE FINAI\CE, BILL
2025 NATIONAL ASSEMBI,Y BILL NO. 19 OF 2025)

Wc. Muhia Mbatia Advocatcs submit this rncmorandum to Parliamcnt
regarding thc proposcd amendments in thc L'inance llill, 2025, spccifically as

they pcrtain to Sections 27 and 50 of the Bill. Our rccommcndations arc
premised upon enhancing Kenya's casc of doing business, safeguarding
taxpayers'cash flow. and lostering balanccd rcgional dcvelopmcnt.

l. Prorrosed Amendmcnt to Scction 47 (l) (a) of the Tax Procedures
Act

A. Bill Proposal

Section50 (a) ofthe Finance Bill,2025 proposes delcting the phrasc "and

input value added tax" from Section4T (l) (a).

B, Our Rccommcndation

Rathcr than omining thc phrasc, wc proposc substituting "and input valuc
added tax" with "including VA'l'payablc on imports".

C. Lcgal Justification
L Continuity of Commcrcial Entcrpriscs: l'inabling taxpaycrs to offset
overpaid taxes against liabilities-including VAT on imporls-is
indispcnsable for busincsses that dcpend significantly on imported raw
matcrials and capital goods.

2. Strcamlincd Tax Administration: Permitting sct-offs across divcrsc
tax heads will elirninatc the procedural cornplcxity associatcd with rclund
claims, thcreby' rcducing administrativc burdens on both KRA and taxpaycrs.

3. Liquidity Prescrvation: ln thc currcnt economic climate, busincsses
rcquire adcquatc liquidity to prcservc operational continuity. Rcstricting
o flset options would cxaccrbatc rvorking capital constraints, stiflc cconomic
activity, and undcrminc groMh.
4. Coherent Fiscal l'olicy: 'l'hc dclction undercuts broadcr govcrnmcntal
objcctivcs to facilitatc busincss opcrations and suppon local manufacturcrs.
Such a step would conflict with Kenya's aspirations under Alc*l'-l'A,
Vision 2030. and thc Bottom-Up liconomic 'l'ransfonnation Agenda.

Pcrmitting sct-of[s. rathcr than cash rcl'unds, will casc thc rclund mcchanism,
thus lorf illing liquidity lor busincsscs that arc ongoing conccrns with
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. (i)mlnercial Trnnsnctions

When replying plcase quote our

,

multiplc tax obligations (c.g.. corporation tax. instalmcnt tax. import dutics,
PAYri).

2. Proposed Amendment to Section 47 0l and Scction 47 (4A) of the
Tax Proccdurcs Act

A. Bill Proposal

Scction 50 (b) aims to cxtcnd thc rcfund dctcrmination pcriod liom 90 to 120

days while Scction 50(c) secks to clongate thc audit ascertainmcnt window
lrom l20to l80days.

B. 0ur Rccommcndation

We strongly urgc retcntion of thc cxisting statutory timclinc namcly. 90 days

for refund determinations and 120 days lor audit asccrtainmcnt.

C. Legal Justification
I . Com mercial Solvcncy Risks: l,cngthcning an alrcad)' protractcd

rcfund timclinc *'ill cxaccrbatc taxpaycrs' cash llow challcngcs. compelling
thcm to sccurc altcrnativc financ ing at clcvatcd costs.

2. Mecroeconomic Fallout: l)efcrring relunds dcnics busincsscs vital
liquidity, negatively impacting their ability to rcmuneratc cmplolccs, rcttle
supplicr invoices. and scrvice lendcrs--.thcrcby crcaling systcmic risks ol
defaults and potcntial job losscs.

3. Erosion of Taxpayer Confidencc: Prolongcd refund pcriods fostcr
distrust bctwccn KRA and thc taxpaycr community', aggravating compliancc
hesitancy and contributing to an adversarial tax almosphere.
4. Divergcnce from Intcrnrtional Standards: Jurisdictions compcting
for forcign dircct invcslmcnt havc adopted automatcd, expcditcd rclund
processing. Kcnya's movc to impcdc rclund timclincs would crodc its
invcslmcnt attracti vcncss.

Wc thcrclorc implorc l)arliamcnt to uphold thc currcnl timclincs and dircct
KRA to optimizc its rc fund-proccssing workflows to cnsurc statutory
compliancc.

3. Proposcd Delction of l)aragraphs lA and lll ofthc Sccond Schcdulc
to the Incomc Tax Act

A. Bill Proposal

Seotion 27 ol'thc l"inancc Bill, 2025 proposcs thc dclction ol- Paragraphs lA
and lll, rvhich conlcr a l50Vo invcstmcnl dcduction lirr capital invcstrncnts
of at lcast KIS I billion in countics outside Nairobi and Mombasa.

B. Recommcndations

Wc vchcmcntly opposc thc proposcd dclction and advocate lor rctcntion of
thcsc provisions in thcir currcnt lbrm.

C. Lcgal .Iustification
l. tsalanccd Rcgional Dcvclopmcnt: 'l'his

lundamcntal in rcdirccting large-scalc industrial
inccntivc has provcn

invcstnrcnts to ct'runtics
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beyond Nairobi and Mornbasa, underpinning thc Govcrnmcnt's decongcstion
and equitable devclopment objcctivcs.
2. Employment Gcneration and Socioeconomic Adyanccment: 'l'hc

incentive has incrcased job creation and the development of critical
infrastructure-schools, hospitals, and roads--{hcrcby clcvating living
standards in undcrscrvcd arcas.

3. Alleviating Urban Congestion: By inccntivizing industries to
dcccntralizc, thc prcssurc on urban transport. housing. and social amcnitics
in Nairobi and Mombasa is mcasurably rcduccd.

4. Alignment with the Boftom-Up Economic Transformation Agcnda:
-fhe incentive directly supports county-level industrialization. stimulatcs

SMEs, and invigorates local economies in alignment with Kenya's Bottom-
Up [iconomic Modcl.
5. Meintaining Invcstor Confidcncc: Rcpcal of thc inccntivc would
signal fiscal instability. potcntially deterring futurc invcstments, stalling
industrial growth, and reversing developmental gains in non-metropolitan
counties

Accordingly, we besecch Parliamcnt to safeguard this critical inccntive so as

to preserve momentum in regional dcvclopment, broadcn industrialization.
and promotc inclusive economic growth.

Conclusion

Wc rcitcrate that thc amendments, as currently drafted, will significantly
disrupt busincss opcrations. underminc voluntary tax compliance. and
jcopardizc thc Covcrnment's regional cconomic growth stratcgies. Wc

respectfully urgc Parliamcnt to considcr thc rccommendations citcd abovc.

Yours faithfully,
For: Muhi tia Advocatcs

Muhia Mbatia
Manasing Partner
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Hon. CPA Francis Kuria Kimani, MP

Chairperson, DepartmentaI Committee on Finance & National Ptanning, The Nationat Assembty

Partiament Buil,dings, Parliament Road, Nairobi

26May 2025

Dear Hon. CPA Kimani,

Greenlight Planet Kenya Limhed
Memorandum to National Assembty on Finance Bitt, 2025

We submit this memorandum in response to the Finance Bil.t, 2025, to respectfutty urge the retention of key

provisions. Specificatty, we advocate and ptead for Retention of Section A Part 1, Paragraph 113, of First

Schedute of the VAT Act which exempts from VAT Specialized equipment for the development and generation

of solar and wind energy, including photovoltaic modules , direct current charge controllers , dired current inverters

and deep cycle batteries that use or store solar power, upon recommendation to the Commissioner by the Cabinet

Secretary responsible for matters re{ating to energY.

As we outtine in the fotl,owing sections, the proposed remova[ of this provision risks reversing critical gains in

electrification and private investment and atso risks undermining Kenya's broader economic goats in terms of job

creation, revenue growth, and access to e[ectricity. Retaining these provisions is critical to:

o Sustain jobs and government revenue: Sotar lndustry estimates indicate that reintroducing VAT on Sotar

equipment coutd shrink the consumer market by 15%, teading to job losses and reduced corporate income

tax, PAYE, and VAT revenues - undermining broader national economic growth'

Protect progress towards Kenya's energy-access targets: VAT exemptions have catatyzed a surge in

access to etectricity via sotar energy, contributing to an increase in the nationa[ el,ectricity access rate from

29% in 2013 to 75% by 2023, with over 3096 attributed to off-grid solar sotutions.

Ensure affordabitity for off-grid communities: VAT exemptions make sotar systems affordable, especiat[y

in underserved KOSAP (Kenya Off-Grid Sotar Access Project) regions. This exemption hetps bridge the

etectricity access gap, improving the quaLity of tife of low-income peopte, and empowering rural enterprises

and communities that are disproportionate[y impacted by grid etectricity deficits.

We tabulate in the fotl.owing pages the relevant Finance Bitl.2025 provision and our proposatfor your

consideration.

a

a

Clause of the
Finance Bitt

Purpose of
ctause in the
Finance Bitt

Proposed
amendment
to the Bit[

Justification for proposed amendment

Ctause 36 (i)

"by deteting
paragraph

113: Provided

that an

exemption
that had been

approved
pu rsuant to
paragraph 113
before the
detetion of
paragraph 113

The clause

seeks to detete
paragraph 113

of the First

Schedute, Part 1

of the Vatue
Added Tax Act,
which exempts
the fottowing
from VAT,
"Speciatized

equipment for
the
devetopment

Detete
ctause 36(i)

a

a

The ctause is projected to resutt in the loss of at least

1,450 jobs in the off-grid sotar sector, as increased prices

and demand contraction force companies to scate down
operations, further straining [ive[ihoods and undercutting

the government's efforts to promote emptoyment and

inctusive economic growth.

The resutting price hike in sotar products from the addition

of VAT woul.d stash non-VAT taxes coltected by KRA from

the off -grid sotar sector by more than KES 600 mittion
(USD 4.5 m) including losses to PAYE, import duties,

corporate income taxes, and more. This is without
inctuding the indirecVunquantified downstream tax
revenue losses from lack of access to energy (e.9., lost

Kenya. Rwanda. Ethiopia. Uganda. Tanzania

P.O. Box 7284 - 00100 Nairobi, KenYa

ichrban@ichrban co.ke
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Ctause of the
Finance Bitl

Purpose of
clause in the
Finance Bilt

Proposed
amendment
to the Bill

Justr'fication for proposed amendment

came into
effect shatt
continue to
appl.y untit the
30th June,

2026:

and generation

of sotar and
wind energy,
inctuding
photovottaic

modutes, direct
current charge
controtIers,

direct current
inverters and
deep cycte

batteries that
use or store
sotar power"

mobite network operator revenueltaxation when phones

are left uncharged, and lost fuet revenue/taxation when
sales agents lose jobs, reduced agricuttural
outputltaxation when farmers are forced home from work
due to lack of power/tight at home and reduced sotar-
powered irrigation in their fietds). This ironicatly
undermines the Finance Bitt's goal. of boosting government
revenues. The vatidity of these projections is underscored
by the 2020/2021 experience, which saw a 2096

contraction in sates fottowing etimination of VAT
exemptions.

a Criticatty, it witt statl, electrification efforts for Kenya's
poorest and most underserved communities: those meant
to benefit from public subsidies for etectricity access under
initiatives like the Kenya Off-Grid Sotar Access Project
(KOSAP). Areas most criticatty affected inctude Turkana,
Baringo, Garissa, Hota, Kitifi, Lodwar, Marsabit Moyate,
Wajir, Mau Narok, and Narok - detaying progress on
energy access for those who need it most.

Conclusion and Request

1. We request that the Committee detetes the proposal to standard rate specialized equipment used in
generation of solar and wind energy to save jobs, sustain consistent revenue over the long term, attow the

renewable energy sector to grow, and support energy access for low-income people.

2. lntroducing VAT on sotar equipment witt especiatty negativety affect Kenya's marginatized and underserved

communities, uttimatety leading to lower access to energy, lower economic output from lack of access to
energy, and revenue loss for the government.

3. Attowing businesses to continue operating under a sustainable and certain tax environment witl translate into

additionaI taxes over the coming years by boosting the devetopmentaI targets under the government's

Bottom-Up Economic Transformation Agenda (BETA), Kenya's SDG goats and Vision 2030.

4. We are avaitabte to make a presentation on this matter and took forward to your invite to further engage on

this matter. ln the meantime, we trust that our submission is ctear and thank you in advance for supporting the

contents of this submission.

On behatf of Greentight Planet Kenya Limited,

Yours sincerety,

Robert Waruiru
Partner - lchiban lax & Business Advisory LLP

Kenya. Rwanda. Ethiopia. Uganda. Tanzania
P.O. Box 7284 - 00100 Nairobi, Kenya

Lchi ban@Lchiban.co-ke
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Toble 1: Bottom 10 electrification rotes by county (Census 2019) ond contribution of solor to electrificotion

ln many counties, roughly half of the population (specifically, people with the least ability to afford

additional taxes) depend on off-grid solar energy products for power and light in their homes and

businesses.
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Groph 2: Jobs creoted by the Off Grid Solor sector (GOGLA 2025)

Job cuts due to the application of VAT to off-grid solar energy products is expected to reduce sector jobs by
20o/o or more, based on the prior experience of application of VAT in 202012027.
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Y ou r Ref : NAI DDC I F &NP I 2025 I 0 30

27th May 2025
Cterk of the Nationat Assembly
P. O. Box 41842 - 00100
NAIROBI.

I\P.TICNAL A.SSEMBLY
RiCEiVED

CLIHK ) U4! i.LE
P O lir,:, -i1842, NAIROBI

10252?t{AY

Dear Sir,

RE: SUBMISSION OF MEMORANDA ON THE FINANCE BILL 202s

The Kenya Property Developers Association ("KPDA") was established in Nairobi in 2006 as the representative body of the residential,
commercial, and industria] property development sector in Kenya. A Business Member Organization that works in proactive
partnership with poticy-makers, financiers, and citizens to ensure that the property development industry grows rapidty but in an
organized, efficient, economical, and ethical manner.

One of our key mandates as an Association is advocacy, where we engage government and other stakeholders in policy dialogue to
stimulate the property sector.

Betow are our comments on the Finance Bitt, 2025, for your consideration
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I Clause 28 (b) (ii) Amending the Third Schedule

to lncome Tax Act (Cap 470)

in Head B, paragraph 2, by

deteting subparagraph (i).

This proposal seeks to remove

the 1 5% Tax Rebate availabte

to a company that has

constructed at least one

hundred residentiat units

annually, subject to approval

by the Cabinet Secretary

responsibte for housing.

We recommend that this

proposal is dropped and

that the current provision

of the lncome Tax Act (Cap

470) is retained.

We opine that the solution
is not to repeal the tax
incentive, but to streamline
its administration by
increasing access to the tax
incentive, by considering
the foltowing:

a) ,rtake it accessible
to Limited Liability
Partnerships
(LLPs). ln some
instances,
developments are
undertaken under
LLPs as the legat
vehicle. The
quatifying tegat
entity now is only a
company; and

Firstly, Kenya being an emerging market, the
housing sector is a critical devetopment agenda for
the Government due to the following reasons:

1. The housing deficit stands at over 2 mil[ion
units, with an annual shortfall of nearly
200,000 units. Meanwhite, over 60% of
Nairobi residents live in informal
settlements, where access to ctean water,
sanitation, and decent shetter is limited.

2. The muttipte value chain potential for mass
job creation, urban planning and
infrastructure development and
enhancement of social welfare (access to
housing, education, and healthcare).

Over the years the Kenyan Government has provided
tax incentives and exemptions to support
government programs and projects.

The 'l 5% corporate income tax rebate introduced
under the Finance Act, 2016, was specifically
targeted at companies constructing at teast 400
residential units annually which was later amended
to '100 residentiat units annually in Finance Act,
2023.

The history behind this tax rebate is that it was
introduced to address the huge housing deficit in
Kenya and support the Government's constitutional
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Reduce the threshold from

at least '100 units to at

least 50 units.

mandate to reatize the right to housing under
Articte 43(1)(b).

The tax rebate's purpose is to make targe-scale,
residential housing financiatty viable to attract both
local and foreign investment (private sector) due to
the Government's budget deficit in its
developmentaI budget.

The Government, through its BETA. aims to increase
the suppty of new housing to 250,000 units annuatty
and raise the percentage of affordabte housing from
2% to 5O%.

Repealing the tax rebate now would be pre-mature
as it is yet to materiatize its purpose as a fiscal
policy tax incentive.

Arguments to retain the 1 5% Corporate tax
rebate:

1 .Alignment with lnternational Best Practices

Gtobatty, tax incentives for housing rest on the
principte that the state must create an enabting
environment for private devetopers to detiver
affordable housing. Governments often cannot meet
housing needs alone, so tax rebates reduce the cost
of production for devetopers and make housing more
accessibte to citizens.
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ln many countries, housing-related tax incentives
are used to address affordability, urbanization, and
housing deficits. For instance: -

1. lndia - Provides interest deductions on
housing loans and tax hotidays for affordabte
housinS projects under the Pradhan Mantri
Awas Yojana.

2. South Africa - lmptements tax altowances for
inner-city redevelopment and Social Housing
Regutatory Authority incentives.

2. Economic contribution by the real estate
industry

The real estate and construction industry is among
the largest contributors to Kenya's GDP,
contributing over 7% as of the most recent economic
survey. The sector supports a vast vatue chain
including:

o Steel, cement, timber, and hardware
manufacturing

a Transport and togistics

a Skitted and unskilled employment (f rom
masons to engineers)
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a Professionat services (surveyors, architects,
quantity suryeyors, engineers, tawyers,
Environment consuttants, vatuers, and
financiers)

Tax incentives like the 15% corporate tax rebate
stimulate demand across this value chain. Removing
the tax rebate coutd discourage investment,
increase property prices, and stow down housing
development. The government should retain the
incentive or introduce a scaled tax relief based on
project sizes to be able to accommodate att tevels
of devetopers.

With approximately 60% of project costs spent
localty, each project can inject over KES 180 miltion
directly into the economy, with multiplier effects
pushing total GDP contribution even higher, making
the incentive a powerful tool for both affordabte
housing and economic growth.

3. Government Policy and Real Estate Developers
working as strategic partners

Under the BETA housing is one of the five (5) key
priorities for the Government. The government has
acknowtedged that delivering 250,000 units annuatly
cannot be achieved without robust private sector
invotvement. The tax rebate recognizes real estate
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developers as strategic partners in national
development.

By removing this tax incentive, the Government
undermines its own poticy goal. Developers will have
less capital to scale up housing production, white
new entrants will be discouraged by reduced returns
on investment. Retaining the tax rebate ensures this
balance is preserved.

4.Promotes socio - economic goals

Kenya's housing deficit stands at over 2 million
units, with an annual shortfatt of nearly 200,000
units. Meanwhile, over 60% of Nairobi residents tive
in informal setttements, where access to clean
water, sanitation, and decent shetter is timited.

As of 2020, about 5l% of Kenya's urban residents
lived in slums. ln Nairobi alone, approximately 2
mittion people inhabit informaI settlements,
hightighting the urgent need for increased
affordable housing development to address urban
housing deficits and improve living conditions.

The tax rebate is not merety a fiscal matter; it is a
constitutional too] to operationatize the right to
adequate housing under Article 43. lts removal
disproportionatety affects the low- and middte-
income segments of the population. Scating down
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affordabte housing devetopment due to higher taxes
woutd exacerbate urban poverty, deepen inequality,
and derail efforts to formalize the housing market.

5. Lack of actualisation of Tax lncentive Benefit

Repeating the tax rebate now woutd be pre-mature
as it is yet to materiatize its purpose as a fiscal
poticy tax incentive.

Notabty, the reduced corporate income tax from
30% to 15% has led to increased participation by
quatifying locat and internationat developers in the
housing sector.

By improving return on investment (ROl), the
incentive made residential housing projects more
financially viable, increasing the number of units
built however the private sector is still far from
assisting the Government to bridge the housing gap
of 250,000 units annually. ln summary, there are
significant advantages for having the current law in
ptace as hightighted betow:

1. The housing shortfatl in the country is still
high and supply is needed to fitl this gap.

Large scale residential development is the
best way to achieve this.

2. Devetopers are incentivized by this tax
rebate as it boosts the post-tax performance
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and improves the attractiveness of the
industry when analysed on a post-tax basis
as compared with other industries or
markets.

3. lncentivizes devetopers to remain in the
industry and to expand into much larger
projects, as the current tax regime does the
fottowing:
a. Cushions against rising global

construction costs
b. Cushions against currency fluctuation
c. Attows for higher expenditure within the

project on infrastructure that benefits
the wider community

4. Reat estate is one of the largest contributors
to GDP, and incentives for players in the
industry will ensure it remains robust as a
GDP contributor

5. The current tax regime improves the
attractiveness of Kenya as an investment
market for foreign investors.

We are aware that only a handful of the real estate
developers have received the 1 5% Corporate Tax
Rebate. Developers made investment decisions
based on the existence of this tax relief; to
withdraw it now injects avoidabte uncertainty into
an already capitat-intensive sector.



KPDA
(D* rlW *ff t/tingb 9a, clop unt

We believe that the tax rebate is critical in
enhancing pubtic - private partnerships necessary to
deliver targe scale housing and the proposat to
remove the tax rebate witl adversely affect the
potential investment by both local and international
players in the market.

Real Estate devetopments are capital intensive, and
developers plan projects over 5-7-year horizons,
Repealing the tax incentive now, just two years
after the operational threshold was clarified,
creates an unpredictable tax environment. This
viotates investment expectations and risks capital
ftight, especiatly from foreign developers and
housing financiers.
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2 Ctause 36 (h) This proposal seeks to remove

tax incentive for goods

imported or purchased tocalty

for direct and exctusive use in

the construction of houses

under an affordabte housing

scheme approved by the

cabinet Secretary on the

recommendation of the

Cabinet secretary responsibte

for matters retating to

housing;

We recommend that this

proposa[ is struck out and

that the current provision

of the Vatue Added Tax Act

(Cap 476) is retained.

We propose that the VAT

exemption framework be

atigned with the corporate

tax incentive model.

Specificatly, we

recommend that:

. The VAT exemption

on housing inputs

be retained;

. The approvat

process be

decentratized by

removing the

National Treasury as

Affordable housing has been one of the key arms of
not just the current government's BETA but also its
predecessors and the UNs SDG 11 on making cities
and human setttement s inclusive, safe, resitient
and sustainabte by etiminating slums.

Specificatty in Kenya, the goal of creating affordabte
housing was to address the significant housing
deficit especialty in urban areas where the demand
outweighs the suppty of housing units.

To attract private sector participation and reduce
the cost of construction in order to realize one of its
agenda, the government introduced incentives in
this sector and specifically the exemption from VAT
vide the Section 21 of the Finance Act, 2019.

The VAT provision lowers the cost of inputs such as
steet and cement for developers who participate in
the construction of government approved affordabte
housing units.

Pursuant to Article 43(1Xb) of the Constitution,
every Kenyan has the right to accessible and
adequate housing. Article 21(2) further mandates
the State to take tegistative and policy measures to
progressively realize this right. Partiament, as the
chief tegistative organ, has a pivotal role in ensuring
that fiscat policy reflects and supports these
constitutionat imperatives.
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the approving

authority;

The Kenya Revenue

Authority (KRA) or the

State Department for

Housing be designated to

administer and verify

exemption claims based on

ctearly defined etigibitity

criteria.

Retaining the VAT exemption on affordabte housing
inputs is a concrete, non-cash contribution by the
State towards realizing this right and addressing
Kenya's housing deficit.

According to the 2023 / 24 Kenya Housing Survey
Basic report by the Kenya National Bureau of
Statistics, Kenya faces an acute housing shortage.
The annuat demand stands at over 250,000 housing
units, yet only about 50,000 units are delivered,
leaving a persistent shortfatl of over 200,000 units.
Additionatty, over 60% of Nairobi residents live in
stums and informal setttements, reflecting the
urgency of increasing affordabte housing suppty (UN-
Habitat, Kenya Urban Housing Sector Profile, 20221.

Subjecting housing inputs to VAT would raise
construction costs, making homes less affordabte
and thereby further widening the housing gap.

Beyond the constitutionat and humanitarian
concerns, the housing sector is a key economic
driver. According to the Kenya Nationol Bureau of
Stotistics, Economic Survey 2023, it contributes
more than 7% to Kenya's GDP and supports a wide
array of industries in the vatue chain-such as steel
and cement manufacturing, transport and
logistics, and professional services incIuding
architecture, engineering, quantity surveying, and
legal services.
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The sector also generates thousands of jobs, both
skitled and unskilted. Maintaining VAT exemptions
for housing inputs therefore seryes not just a social
good but also an economic imperative.

However, despite the VAT exemption's importance,
its effectiveness has been significantty undermined
by a comptex multifaceted approval process.
Currently, developers must seek approval from the
National Treasury, a process that is widely reported
as bureaucratic, slow, and opaque. Consequently,
according to the (enyo Property Developers
Association, Policy Brief 2024 very few developers-
estimated at less than 5% of those eligible-have
successfutty accessed the benefit. This undermines
the incentive and creates uncertainty in the market.

ln contrast, the 15% corporate tax incentive for
affordabte housing-administered under the lncome
Tax Act-has proven more accessible, with ctearer
etigibility criteria and a more streamlined
implementation.

This change will ensure that tax incentives are
predictable, accessible, and effective-thereby
increasing uptake, reducing housing production
costs, and encouraging more private se€tor
participation. Moreover, this witt foster investor
confidence and facititate long-term planning in the
capital-intensive housing sector.
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lmpact

Support for Affordable Housing: Retaining the VAT
exemption is cruciat for reducing construction costs,
thereby making housing more affordable for low-
and middte-income earners.

Alignment with Government lnitiatives: The
Affordabte Housing Act,2024, which introduces a
1.5% tevy on gross income to fund affordabte
housing, comptements the VAT exemption.
Removing the exemption could undermine these
efforts,

Encouragement for Private Sector Participation:
The VAT exemption incentivizes private developers
to invest in affordable housing projects, increasing
the suppty of such units.

Economic and Social lmpact: Affordabte housing
projects contribute to job creation and economic
growth. Removing the VAT exemption could slow
down these developments, negatively impacting the
broader economy.
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3 Clause 36(d) This clause proposes the

deletion of paragraph 1A and

18 of rhe ITA which

incentivize investments made

outside Nairobi City County

and Mombasa County as we[[

investments made in a Special

Economic Zone (SEZ)

We propose that this

deletion be removed from

the Bilt. Paragraph 62

should be retained in the

First Schedule of the VAT

Act that provides for VAT

exemption.

These spatially focused incentives are designed to
foster regional devetopment, alteviate urban
congestion, and foster more equitabte economic
distribution.

ln the Kenyan context, such measures are atigned
with the strategic objectives of Vision 2030 and the
Bottom-up Economic Transformation Agenda
("BE[A"), both of which emphasize inclusive growth
and regional equity.

According to the Kenyo Notionol Bureau of
Stotistics, Gross County Product Report 2022,
Kiambu County demonstrates the efficacy of
regional tax incentives, having attracted substantial
private-sector investment that boosted its GDP to
over KES 550 bittion, second onty to Nairobi County.
These investments have driven urbanization,
employment, and infrastructure development.
Repeating the incentive risks reversing this growth
and redirecting investment to already congested
urban centres.

lnternational Practices in Regional lnvestment
lncentives

o Within the East Af rican Community, member
countries inctuding Uganda, Tanzania, and
Rwanda have instituted targeted regional
incentives aimed at promoting
geographically batanced economic
development.
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Alignment with Global Best Practices
. lnternationat institutions-i ncluding the

World Bank, the United Nations Conference
on Trade and Devetopment ("UNCTAD"), and
the OECD-advocate for spatiatty targeted
fiscal incentives as a means of achieving
inclusive and sustainable development.

These practices are widely recognized for
their role in addressing regionat disparities
and enhancing national economic cohesion

lmpact
Removing this incentive undermines regional
equity and contradicts Kenya's own
development agenda under Vision 2030 and
the BETA

Additionatty, removal of the provision witl greatly
impact companies' willingness to invest in areas
outside the Nairobi and Special Economic Zones
("SEZ"), thus stagnating development as companies
witt be less witling invest outside the traditional City
Centres.



KPDA
{)e a c lqu t eit rNt it t g t r)t a e Qt n a t

4 Ctause 36(e) Deletion of paragraph 63 of

the First Schedule which

provides for exemption of

taxable goods for the direct

and exctusive use in the

construction and equipping of

speciatized hospitals with a

minimum bed capacity of

fifty, approved by the Cabinet

Secretary upon

recommendation by the

Cabinet Secretary responsible

for health who may issue

guidelines for determining

etigibility for the exemption

We recommend the

removal of this deletion

from the Bitt. Paragraph 63

should be retained in the

First Schedule of the VAT

Act that provides for VAT

exemption.

Access to quality heatthcare remains a national
priority as outlined in Kenya's BETA and Vision 2030
through the Universal Hea]th Coverage ("UHC")
whose goal is ensuring that att individuals and
communities have access to essentiat heatth
seMces without financiaI hardship

Specialized hospitats serve as referrat centres and
are often the only providers of critical care for
serious conditions. Such hospitals include the Spinal
lnjury hospitat and Mathari Nationat Teaching and
referrat hospitats.

A joint report on the state of Kenya's heatth market
published in 2024 by Kenya's Ministry of Health and
the USAID's pubtic sector engagement program
hightights the need for more speciatized hospitals
and care centres such as oncology centres for
cancer patients.

VAT exemption on construction and medical
equipment for these facilities directty reduces
capital costs, enabting more institutions to scate and
improve the quatity of heatthcare offered.

Additionatty, removal of this exemption in Kenya
would increase the cost of buitding specialized
hospitals, undermining UHC goals which forms part
of the government's BETA.
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lnternationally, VAT exemptions for heatthcare align
with WHO recommendations and the UN's SDG 3.
Further IAS 20 supports government assistance for
public health infrastructure.

lmpact
a Medical services are currentty exempt from

VAT which makes them accessible and
affordabte to the citizens. Charging VAT at
the standard rate of 16% on the input used in
construction of specialised hospitats witl
increase the cost of construction of the
hospitals. Since the provision of medical
services is exempt from VAT, the cost of
construction woutd indirectty be passed on
to the consumers, increasing the cost of
access to medica[ services.

Given the significant disease burden in
Kenya and the growing demand for
specialized care (e.9. oncotogy, cardiotogy),
removing the VAT exemption would increase
the cost of care, limit investment in
underserved regions, and contradict the
nation's UHC goats.

Further, Article 43('l Xa) of the Constitution
of Kenya, 2010 provides that it is the right of
every person to access heatthcare services.
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Also, and as part of atigning with the United
Nations SDG 3.

Deletion of the VAT exemption to standard rate the
input used in construction of specialised hospitals
witt ultimatety increase cost of construction of these
facilities which will be passed onto the consumer.
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5 Ctause 36(j) Detetion of paragraph 113 of

the First Schedule which

provides for exemption of

speciatized equipment for the

devetopment and generation

of solar and wind energy,

inctuding photovottaic

modutes, direct current

charge controllers, direct

current inverters and deep

cycte batteries that use or

store solar power, upon

recommendation to the

Commissioner by the Cabinet

Secretary responsible for

matters retating to energy.

We recommend that this

proposed detetion be struck

out. Paragraph 'l 13 should

remain in the First

Schedute of the VAT Act

that provides for VAT

exemption.

The renewable energy sector constitutes a
cornerstone in the pursuit of national energy
security and the mitigation of climate change
impacts. According to the Energy ond Petroleum
statistics for the fiscal year ending June 2024,
pubtished by the Energy and Petroleum Regulatory
Authority ("EPRA"), Kenya has achieved an
impressive renewable energy penetration rate of
79.89%.

ln a communiqu6 by the Kenya Power and Lighting
Company ("KPLC") in February 2025, the Managing
Director disctosed that the national etectricity peak
demand currentty stands at 2,316 MW during peak
consumption hours.

When juxtaposed with EPRA's tongitudinal data
referenced to above, which indicates a progressive
escalation in electricity demand from 2,000 MW in
2020 to present [eve[s, the trend underscores a
consistent upward trajectory in national energy
consumption.

Notabty, the KPLC's February statement hightights
an average monthty increment in etectricity demand
of approximatety 14.5 MW for the 8 months
preceding February 2025, reflecting sustained
growth in demand for electricity.

Given the ongoing expansion of Kenya's economy, it
is anticipated that etectricity demand will continue
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to rise. This trajectory necessitates the strategic
incentivization of energy generation initiatives and
the deployment of requisite infrastructure and
technotogies to support scatabte, sustainabte power
production.

VAT exemptions on solar and wind equipment
reduce the initial cost burden for both private and
public sector projects, particularly in off-grid and
marginatized areas where energy poverty is high.

This exemption was curated to bolster the uptake of
renewabte sources of energy and reduce reliance on
fossil fuets, whose net impact is to reduce gtobal
warming. This is also in line with the united Nation's
SDG 7.

Further and in accordance with Articte 5 of the Paris
Agreement, Kenya agreed to incentivise the energy
sector to encourage uptake and adoption of
renewabte sources of energy as a way of mitigating
climate impact.

Additionatly, Kenya's renewabte energy sector,
particularly sotar and wind, is actively supported by
Pubtic-Private Partnerships (PPPs) to achieve a goal
of 100% renewabte etectricity by 2030. The country
boasts a robust portfotio of renewable resources
including geothermal, wind, solar, and hydropower,
with nearly 90% of its electricity atready generated
from these sources. The Pubtic Private Partnerships
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Act of 2021 provides a framework for procuring
public proiects, including utitity-scale power
projects, f urther incentivizing investment in
renewabte energy.

VAT incentives in exempting from VAT of specialized
equipment for the devetopment and generation of
solar and wind energy, including photovottaic
modutes, direct current charge controtlers, direct
current inverters and deep cycle batteries that use
or store solar power is aimed at:

a) lncreasing investments through PPP in the
renewable energy sector with an effort to
meet the increasing electricity demand in
the country from renewable source;

b) Providing atternative sources of energy that
are renewabte and sustainable.

lmpact
Etiminating the exemption would
significantly increase equipment costs (by
'16% as a result of standard rating the
inputs), discouraging investment, slowing
down electrification targets, and negatively
'impacting Kenya's commitment under the
Paris Agreement.
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The proposed change also contradicts the global
shift towards green fiscal policy, where taxation is
used to incentivize clean energy and discourage
fossil fuels.

Data from devetopers on the reduced cost of
etectricity owing to use of alternative and
renewable energy such as sotar (Acorn Hotdings
Limited)
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The tourism sector is a cornerstone of Kenya's
economic strategy, contributing ove|l0% to GDP

and employing over 'l mittion Kenyans directty and
indirectty. The tourism sector remains to be one of
Kenya's top foreign exchange (forex) earner
alongside diaspora remittances and agriculturat
exports.

Tax incentives in this sector ptay a catalytic rote in
attracting both locat and foreign direct investment
The VAT exemption under Paragraph 62 has been
instrumental in lowering entry barriers for
developers of large-scale tourism and conference
facitities, which also support ancillary sectors tike
transport, hospitality, and agriculture.

lmpact
Maintaining the exemption aligns Kenya with
internationaI devetopment strategies and
makes the country more competitive as a

regional tourism and convention hub.
Removing this exemption woutd likety stow
down capita[-intensive tourism projects that
are vitat to regional devetopment, cuttural
promotion, and economic diversification.

We propose that this

detetion be removed from

the Bitt. Paragraph 62

shoutd be retained in the

First Schedule of the VAT

Act that provides for VAT

exemption.

Deletion of paragraph 62 ot

the First Schedule which

provides for exemption of

taxable goods for direct and

exclusive use for the

construction of tourism

facitities, recreationaI parks

of fifty acres or more,

convention and conference

facilities upon

recommendation by the

Cabinet Secretary responsible

for matters retating to

recreationaI parks

6 Clause 36(d)
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7 Clause 8(c) by inserting the fottowing new

subsection immediately after

subsection (4) -

'(4A) A person shalt be

allowed to carry fonrrard a

loss under subsection (1) for a

period not exceeding five

years immediatety succeeding

the year in which the loss was

first made. '

We opine that this proposat

shoutd be deteted from the

Bilt to retain the indefinite

carrying fonvard period for

trading [osses.

The government shoutd

consider drafting

comprehensive provisions

guiding on how the tosses

are carried fon,rard and

against what can the tosses

be utitized. This can be

benchmarked from section

45-47 0f the uK',s

Corporation Tax Act, 2010

in order to curb entities in

fatse perpetuat loss-making

positions from tax

avoidance without

This approach serves to safeguard enterprises
operating within tong-term'investment horizons,
particularly those in capitat-intensive industries,

By allowing the deferral of trading losses, tax
systems avoid imposing undue burdens on businesses
during periods of initial capital outlay or cyclical
downturns, thereby promoting economic resitience
and sustainabte growth.

lnternational Practices in the Treatment of
Trading Losses

o ln the United Kingdom, sections 45 through
to 47 of the Corporation Tax Act, 2010
permit trading tosses to be carried fonryard
indefinitety, atlowing businesses to offset
these tosses against future profits without
temporaI timitation.

Within the East African Community, both
Uganda and Tanzania adopt a similar stance,
permitting indefinite carrying forward of
trading losses, contingent upon the
continuity of the business entity.

a

Alignment with Global Best Practices
. The indefinite carrying forward of trading

losses is endorsed by both the Organisation
for Economic Co-operation and Devetopment
("OECD") and the lnternational Financial
Reporting Standards, specificatty under IAS
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negatively impacting those

in genuine [oss-making

positions.

'12 This atignment ensures that tax poticy
reftects the economic realities of business
cyctes, fostering fairness and consistency in
globaI tax administration.

lmpactl
. This change would disproportionately affect

capitat-intensive and start-up businesses,
which often take longer to become
profitabte going against Articte 201 (b)(i ) of
the Constitution Kenya, 2010 which provides
that the tax burden be fairly shared among
the citizenry.
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8 Clause 8(bXii) The bitt proposes detetion of

section '15(3)(f ) of the lncome

Tax Act, CAP 470 which

provides that losses from

taxabte gains under section

3(2)(f) can only offset similar

gains in the same year, or

future years if not futly used.

We propose that this

proposal shoutd be deteted

from the Bitt and Section

1 5(3)(f) be retained as is in

the lncome Tax Act.

The allowance for capital toss deductions seryes a
duat purpose. Firstty, it upholds the principte of
equity in tax by ensuring that taxpayers are not
disproportionately taxed on net gains without
recognition of corresponding economic losses.

Secondly, it fosters a more conducive investment
climate by acknowledging the inherent risks of
capital ventures and providing a mechanism for
mitigating financial setbacks through the tax
system.

lnternational Practices in Capital Loss Treatment

ln the United Kingdom, the taxation
f ramework permits capitat tosses to be
offset against capital gains, with any
unutilized tosses eligible for indefinite carry
forward, as stiputated under Section 2A of
the Taxation of Chargeabte Gains Act '1992.

Simitarly, jurisdictions such as Tanzania and
Uganda adopt a comparabte approach,
allowing taxpayers to offset capital losses
against gains and to carry foruvard these
losses into future tax periods.

Alignment with Global Best Practices

lnternationalty, the recognition of deferred
tax assets arising from capitat losses 'is
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supported under the lnternationaI Financial
Reporting Standards, specificatty
lnternational Accounting Standards ("lAS")
12. This standard underscores the
importance of symmetricaI tax treatment,
which is widety regarded as both equitable
and efficient.

Such atignment with gtobat norms reinforces
the integrity and competitiveness of national
tax systems.

lmpact
Stemming f rom the foregoing, detetion of this
provision would greatty discourage investment in
Kenya's economy. The change increases tax liabitity
seeing as companies reduce their taxabte income by
deducting the losses it incurs on disposal of
property. Removal of this makes this an absotute
expense to the company which is far from ideal for
business.
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Thank you for giving us the opportunity to engage in this process.

ln case of further comments or inquiries, please reach to the KPDA lnterim Chief Executive Officer, Rose Kamau, by emaiting
ceo@kpda.or.ke or on telephone 0708323496.

Yours faithfully,
For and On Behalf of the Kenya Property Developers Association

Lr,rra.
Kenneth Luusa
KPDA CHAIRMAN




