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This TvrainingManualhas beendevelopedtoserveas
a guide fov Trainers of Trainers in IPF's University
PFM Beot Camp Program. Specifically, it focuses on
policy. legal and regulatery aspects of taxaticn at
the internaticnal. naticnal and subnaticnal levels:
opportunities for public participation; analysis of
tax policy: as well as evidence-infermed aduccacy
skills, including the development of submissicns like
memoranda on taxation to government agencies.
ToTs are encouraged to use parvticipatory
methods, techniques, and teels. such as group
discussions, brainsterming, case studies, exercises,
video shows. and rele-plays.

This manual aims te equip university students with
relevant PFM knowledge and skills for effective
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participation in gevernance and tax pelicy-making
processes.

To provide a standavd training tool that enhances
the capacity of the trainees to be efficient and
effective in participating in gevernance and tax
policy-making processes at the wational and
subnational levels.

The training sessicns comprise eight (8) medules
which cover cress-cutting issues in pelicy, legal and
regulatory aspects of taxation at the international,
national. and subnational level.
For questions cor clavifications, please contact
communications@ipfglobal.or.ke.
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Session Objectives

Develep a foundaticnal understanding of
taxation, including its definition, histovical
ovigins, and fundamental purpese.

ii. Explore key debates on taxation. including moral

arguments, points of contention, and areas of
disagreement.

Examine the core principles of taxaticn as
established in the Constitution of Kenya 2010
and their significance in fiscal policy.

. Gain insight into the fundamentals of taxation,

including who is taxed, What is taxed. and the
concepts of tax impact and tax incidence.

Icebreaker Activity: The Taxation Challenge
Instructions:

v. Identify and analyze the different types of taxes

in Kenya. as cutlined in the Constitution, and
their rele in revenue generation.

Ui. Understand the characteristics of taxation laws,

including theiv structure. application, and legal
implications.

Resources Needed
+ The Ceunstitution of Kenya 2010
+ The Tax Laws in Kenya: The Inceme Tax Act, The

Value Added Tax Act and the Excise Duty Act

- The Naticnal Tax Pelicy
+ The Medium-Term Revenue Strategy

How to Run the Session

Divide participants inte small groeups and give each group a balleon.
- Ask them to form a circle and held hands, ensuring they maintain this connecticn threugheut the

activity.

- Asateam. they must keep the balloon in the air, preventing it from teuching the greund—all while

keeping their hands linked.

* Reflection:

After the activity. facilitate a discussion en how this exercise relates to the purpese of taxation:
+ Just like the balloon represents essential public sevuices. taxation ensuves they remain

supported.

Keeping the balleon afleat requires teamwork and shared responsibility, much like how taxes

functicn when everyene contributes fairly.

- If one group member fails te pavticipate effectively. the ballocen may drop—just as inadequate

taxation can weaken public systems.

1.1.1 What is Taxation?
Taxation can be understeed from three key
perspectives:

1

Taxation as the Price of Civilization: fAis
Oliver Wendell Holmes Jr. famously stated.
“Taxes are what we pay for civilized society.”
From this perspective, taxation is a financial
cbligation levied cn individuals and businesses
to fund essential public services, maintain
infrastructure, and upheld sacietal well-being!
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Taxation as a Shared Sacrifice: Reflecting on
the inevitability of taxation, Benjamin Franklin
remarked, “In this world. nathing can be said to
be certain, except death and taxes.” This view
frames taxation as an unaveidable yet essential
contribution from all members of society.

+ Taxation as a Burden or a Necessity A

move critical perspective is offered by Chief
Justice John Marshall. whe in McCullech
U Maryland cauticned that “The power
to tax involues the power to destroy” *
This View acknowledges taxation as a legal teol



for revenue cellection but alse highlights the
risks of excessive o mismanaged taxation.

1.1.2 How did the concept of taxation develop
historically?

1.1.2.1 The Ancient and Medieval Origins of

Taxation

Threugheut histery, governments have relied on

taxation te fund public services. infrastructure,

and. in seme cases, to sustain the lifestyles of ruling
elites. Inancient sacieties, taxes weve primavily tied
to agriculture, the backbone of most economies.

Before colonial vule, taxation in African societies

was largely informal. It teck the form of tribute,

labor contributions, and agvicultuval levies. which
supported lecal governance and community
welfare. Chiefs and kings-imposed taxes in kind

(e.g. livestock, grain, or services) to sustain their

courts. wmilitary, and infrastructure preojects”

ey colonial taxes in  Kenya included”

* Hut Tax (1901): A direct tax cn African
households, pushing men inte wage labor,

* Poll Tax (1910s): Levied cn adult males.
ensuring African participation in colonial
industries.

+ Land Tax: Aimed at disceuraging indigencus
farming in faver of European settlers.

After independence in 1963, Kenya restructuved
its tax system to fund naticnal develepment. The
gevernment intreduced:

+ Progressive income taxes. cnsuving higher
earners centributed move.

+ Value Added Tax (VAT) in 1990, brrcadening
revenue collection

+ Excise duties cn goods like alcohel and fuel.

Teday. Kenya's taxation is governed by the Kenya
Revenue Autherity (KRA), with frameworks cutlined
in vavricus Acts such as Inceme Tax Act. Value Added
Tax and Excise Duty Act.

1.1.3 What is the Purpose of Taxation?
Taxation plays a crucial rele in shaping the
ecenemic, secial, and political landscape of a
country. Its purposes include:’

* Raising revenue for public services:
Governments rely on taxes to finance essential
services such as defense, law enforcement,
education, healthcare, infrastructure
development, pensicns, and sccial welfare
programs. These services are critical to
maintaining a functioning society, ensuring
that citizens have access to basic needs and
protection.

+ Economic regulation and stability: Taxaticn
is an impovrtant instrument for econcmic
regulation and stability. By adjusting tax pelicies,
governments can control inflation, stimulate
econemic growth, and wmitigate the effects of
econemic downturns.

* Reducing inequality: Ancther key functicn of
taxaticn is reducing income inequality threugh
progressive tax systems. Progressive taxation
ensures that high-inceme eavners contribute
a larger portion of their inceme, while lower-
income individuals benefit from veduced tax
burdens and social programs.

+ Influencing consumer behavior: Taxation is
alsc used as a policy teel te influence consumer
behavior, encouraging respensible cheices and
discouraging harmful activities. Governments
impose higher taxes on geods such as alcohel,
tobacce, and sugary beverages te reduce
consumption and promete public health.

+ Taxation for political and strategic interests:
Although taxation is generally implemented
for the public goed. it can sometimes be
manipulated for political and strategic interests.
Governments may use tax policies to favor
certain social groups, protect domestic
industries from foreign competition, or even
suppvess political cppesition.

* Redistribution of wealth: Lastly taxation
plays a significant role in redistributing wealth
to proemete ecenemic fairness. This principle
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is based on the concept of diminishing mavginal
utility. which suggests that additional income
is less valuable te high earners than to lower-
incemeindividuals. By impesing higher taxes cnthe
wealthy, gevernments can fund secial programs
such as healthcare, education, and unemployment
benefits, ensuving a more equitable distribution
of resources. For example, in Kenya, taxation
supports the Naticnal Hospital Insurance Fund
(NHIF), making healthcare move accessible to low-
inceme households.

1.1.4 Criticisms of the Purpose of Taxation”
The wmoval dilemma of coercicn in taxation:
One of the primary criticisms of taxation is
that it is inhevrently ceercive. Unlike veluntary
transactions, taxes are imposed threugh legal
mandates. with non-compliance leading to
penalties, fines, or even impriscnment.

Taxation and individual autonomy: Ancther
critique veuclues around taxation's impact on
individual frreedom. Taxes reduce pecple's ability
to use their earnings as they see fit. limiting
their capacity to provide for their families, invest
in personal aspirations, or suppert charvitable
causes of their choosing.

Crowding out of charitable giving: In high-tax
envircnments, individuals and businesses have
fewer disposable rescurces to contribute to
philanthrepy. social enterprises, and veluntary
initiatives.

Government inefficiency and conflicts of
interest: Critics argue that government
spending is often wasteful. bureaucratic. and
prone to corvuption. Unlike private individuals
or  businesses, governments lack direct
accountability for financial efficiency, leading to
overspending, mismanagement, and the funding
of ineffective programs. Additionally, taxation
often serues political interests rather than public
necessity. Public funds may be allocated net based
on need or efficiency, but rather on political
alliances, election strategies. and lebbying
pressures.

Taxation and economic distortions: Excessive
taxaticncandisceurage work, savings.investment,
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and entrepreneurship. When tax rates ave too
high. individuals may work less. retire earlier. or
move their wealth to lower-tax juvisdictions—
leading to reduced pvroductivity and eccnomic
stagnation.

Milten Friedman explained this inefficiency by

categorizing spending inte four types:™

+ Spending your ocwn money on yourself — You are
careful abeut both cost and quality.

+ Spending your awn money on others — You focus
on cost but less en quality (e.g. buying gifts).

+ Spending other people’'s money on yourself —
You focus on quality but not on cost (e.g. company
expense accounts).

+ Spending other pecple’'s money on others — You
ave caveless about beth cost and quality (eg.
government spending).

Since government taxation falls inte the fourth
category. critics argue that public funds ave often
spent inefficiently, without the incentives for
inncvation. accountability, ov cost-effectiveness
that exist in the private sector.

+ Taxation and Social Division: As taxation
increases, different interest groups begin
competing for gouernment funding. leading to
political conflicts and secial divisicns. The mere
revenue that flows threugh the political process.
the move opportunities arise for favoritism,
corruption, and power struggles. Additicnally,
when taxes are used for redistribution, seme
gvroups may feel unfairly burdened. while others
may become cuerly dependent on state support.

1.1.40.1 The Question of Whether Taxation is
Justified

At its core, taxation raises a prefound ethical
questicn: Is taxation a form of theft? While the
term is contenticus, critics argue that taxation is
fundamentally different frem veluntary exchange. as
it invclues the forced transfer of wealth under the
threat of punishment. Unlike theft. taxation is legally
sancticned and (in demcciratic sacieties) determined



by elected representatives. Howeuver, critics question
whether the consent of a majority is sufficient to
justify the forcedexpropriation ofaminerity'swealth.
As Calvin Ceolidge put it. “Collecting more taxes than
is absolutely necessary is legalized rabbery.™"

1.2.1 Worldwide Principles of Taxation

To ensure that taxes acquire acceptance by
the pecple. and foster compliance with taxes
imposed. governments in the world seek to base
their tax wmeasuves on various principles. The
Kenyan constitution 2010 has vrecognized some
of these principles such as equity and the need
for taxation to be grounded on socund legal
framework. In addition to these. other taxation
principles that guide the gouernment include:™

+ Certainty and simplicity-Tax rules should be
clear and simple to understand. so that taxpayers
know wWhere they stand. A simple tax system
makes it easier for individuals and businesses
to understand their cbligaticns, making it more
likely for business to make informed decisions and
respond to policy choices.

+ Efficiency=- The compliance costs fer business and
administration costs for gevernment should be as
minimal as possible. For instance, the gevernment
should not use a higher propertion of its revenue
generated to collect taxes encugh to meet fiscal
targets.

* Flexibility — Tax systems sheuld be flexible and
responsive encugh to ensuve that they keep pace
with techinelegical and commercial develepments.

* Human Rights Compliance — Taxaticn should
net lead to viclation of human rights. Tax policies
should ensure that they adept a human rights-
based appvroach in the impesition of tax measuves

by adhering to the principles of tax law.

+ Transparency—taxpayersmusthaveinformation
regarding the design and implementation of taxes.

* Accountability — the State must manage the tax
system vesponsibly and ensuve that affected
parties can raise theiv concerns and seek redress.

+ Participation - there wmust be preoactive
participation of the public before. during and after
the designing and implementation of taxation

1.2.2 Constitutional Underpinning of Principles of
Taxation in Kenya

The Ceunstitution of Kenya 2010 establishes varicus
essential elements that are crucial towards the
imposition of taxes in Kenya.

+ Equity in taxation: Thircugh article 201(b)(i) the
goverament is bound to ensure that taxation
promotes equity by ensuving that the burden
of taxation is shared fairly. The principle can
be understoed through twe wmain concepts:
horizontal and vertical equity. Horizontal equity
implies that taxpayers in similar circumstances
should beav a similar tax burden. Lertical equity.
on the other hand. suggests that taxpayers with
higher incomes should pay a greater proportion
of their incomes in taxes.

* Authority to levy taxes at the national and
county Levels: To avcid any conflicts in the
imposition of taxes between the wational and
county governments, article 209 cutlines varicus
taxes which the vrespective gouvernments may
impose. The naticnal gevernment is empowered
te levy income tax, value added tax, custom
duties and other duties en import and exported
goeds, and excise taxes. Conversely, county
governments are authorized to impose property
taxes, entertainment taxes and any other taxes.
outlined by an Act of Parliament.

+ Taxation Based on a Legal Framework — Article
210 of the Constituticn emphasizes that all taxes
must be grounded in a clear legal framework,
ensuring that the power te tax is net impesed
arbitravily orabused.Italsc provides that waivers
and exemptions to those taxes must be based cna
sound legal framework.

Taxation Module I.|.



fAictivity: Engage in a debate on “Should taxation be based on vealth rather thanincome, and is it moral
to tax the vealthy at higher rates to address inequality?’



Activity: Exciting Trivia Challenge to Enhance
Understanding of Direct and Indirect Taxation.
Through the division of groups. the trainees
Taxation is breadly classified inte direct and indi- Vill be divided into groups vwhere they vill each
rect taxes, each with distinct implications fer tax- participate in ansvering interesting questions
payers and economic policy. Direct taxes are im- on direct and indirect taxes. It vill contain three
posed directly on individuals ov businesses and rounds: round one on general classification of
cannct be transferved to ancther party. These taxes as direct or indirect: Round two which will
include income tax., corporate tax. property tax. in- look into certain life problems and ascertain
heritance tax. and capital gains tax. They are often vhetherthetax appliedshallbe directorindirect
progressive, meaning higher earners pay a larger and Round Three a Tax Auction Challenge which
shave, aligning with the principle of taxation based vill help participants understand hov tax
on the ability to pay. Indirect taxes. on the other revenue is allocated. the impact of tax evasion,
hand. are levied on goeds and services and are ul- and the importance of strategic fiscal planning.
timately borne by consumers. These include Value

Added Tax (VAT). excise duties cn alcehel and to-

bacco. import taviffs, and sales taxes. Unlike divect

taxes, indirect taxes can be shifted frem businesses

to consumers through price adjustments.
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ThetaxationsysteminKenyaisgovernedbyseveral
key institutions, each playing a critical rele in the
development, administration, enforcement, and
oversight of tax pelicies. These institutions ensuve
that tax laws ave effectively implemented. revenue
collection is efficient. and fiscal pelicies align with
Kenya's econemic geals. The primary institutions
involued in taxation include The Naticnal Treasury,
Kenya Revenue Authority (KRA). and Parliament.

1.4.1 The National Treasury

The Naticnal Treasury is the central gevernment
body vresponsible for formulating fiscal pelicies,
managing public finances, and ouverseeing tax
administrationinKenya. Its volein taxationincludes:

- Tax policy fermulation: It develops and reviews
tax poelicies to align them with Kenya's ecenemic
cbjectives and revenue needs.

Budget preparation: It prepares the Annual
Budget Statement. cutlining revenue cellection
strategies. tax amendments, and fiscal pricvities.

- Tax legislation & amendments: It drafts tax-
related laws, such as the Finance Act, which
introduces changes to existing tax laws and
creates new tax measures.

Revenue allecation: Distributes tax revenue te
varicus levels of gevernment, including ceunty
governments under the develued system.

1.4.2 Kenya Revenue Authority (KRA)

The Kenya Revenue Autherity (KRA) is the primary
tax collection agency, respensible for ensuving
compliance with Kenya's tax laws. Established
under the Kenya Revenue Autherity Act (1999).
KKRA cperates under the superuision of the National
Treasury. KRA's core functions include:

- Tax collection & enforcement: KRA administers
taxes such as Income Tax, VAT, Excise Duty, and
Customs Duties te meet revenue targets.

- Taxpayer education & suppert. It provides
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taxpayers with guidance on compliance, filing
returns, and understanding tax cbligations.

-+ Audits & compliance menitering: KRA cenducts
tax audits and investigations to detect tax
evasion and ensuve compliance.

Dispute Resclution: It handles tax disputes
through internal reviews and refers unresclued
cases to the Tax Appeals Tribunal (TAT).
Custems & Border Contrel: KRA manages
import and export taxes, ensuving compliance
with trade regulaticns.

1.4.3 Parliament

Parliament plays a legislative and cuversight role
in taxation, ensuring that tax policies are fair,
transparent, and aligned with Kenya's ecenemic
geals. Parliament's role in taxation includes:

-+ Approval of Tax Laws: Pavliament reviews and
passes tax-related bills. including the Finance
Act. Which sets cut tax rates and policies for the
fiscal year.

Oversight of KRA & Naticnal Treasury: Thrcugh
committees such as the Public Accounts
Committee (PAC) and Finance and Planning
Committee, Parliament monitors the efficiency of
tax collection and expenditure.

Revenue Allecation te Ceunties: The Senate
and Naticnal Assembly determine revenue
distribution between the wnational and county
governments.

A well-defined tax pelicy frameweork is essential
for ensuring predictability. stability. and efficiency
in revenue collection. In Kenya, taxation policies
are guided by the Naticnal Tax Policy (NTP) and
the Medium-Term Revenue Strategy (MTRS). both
of which play a crucial rele in shaping tax laws,
enhancing cempliance. and driving ecenemic growth.
NTP prevides the cuerarching principles of taxation,
while the MTRS ocutlines structured revenue
mobilization strategies cuer a specific pericd.



Together, they contribute te a fair. transparent,
and predictable tax system, essential for business
confidence and ecenemic planning.

The Naticnal Tax Policy (NTP) establishes clear
guidelines for tax administration, aiming te mobilize
revenue, promote equity.and reduce tax complexity.
It ensures that taxation is progressive, stable, and
aligned with economic cbjectives such as wealth
distribution, investment incentives, and social
welfare. The policy alse emphasizes broadening the
tax base, minimizing distortions, and addressing
challenges of compliance to reduce the tax gap.

Complementing the NTP, the Medium-Term
Revenue Strategy (MTRS) 2022/2023 — 202612027
provides a structured veadmap for vreuenue
moebilization, enhancing predictability in  tax
administration. The MTRS focuses on expanding
the tax base. improving compliance, and leveraging
technology tc medernize tax collecticn. Under
this strategy. Kenya has implemented digital tax
selutions like iTax and eTIMS, expanded VAT
coverage, and strengthened measures against tax
evasion and illicit financial flows. Additicnally. the
MTRS aligns Kenya's tax policies with internaticnal
best practices. such as the OECD's Base Eresion and
Prefit Shifting (BEPS) framewerk, ensuving that
multinaticnal corperations contribute their faiv
shave of taxes.

By integrating the NTP and MTRS, Kenya ensures
that its tax policies are stable. predictable, and
responsive te econemic changes. Businesses and
investors benefit from long-term tax certainty,
While the gevernment secuves sustainable revenue
streams for naticnal development. This structured
approach fosters a transparent and equitable
taxation system. balancing econemic growth with
fiscal responsibility.

The Ninth Corperate Plan (2024/25 — 2028/29)
serves as Kenya Revenue Autherity's (KRA)
strategic roadmap for tax planning and revenue

mobilization cver the next five years. It aligns tax
administration with Kenya's naticnal development
geals, including Vision 2030, the Feurth Medium-
Term Plan (MTP 1V). and the Bottem-Up Econemic
Transformation Agenda (BETA). The plan fecuses
on expanding the tax base. enhancing compliance,
and leveraging technelogy for efficient tax
collection, ensuving a fair contributicn from all
sectors.

ey strategic pricrities include simplifying tax
processes. improving taxpayer education, digitizing
tax administration, and strengthening enforcement
against evasion. It emphasizes breoadening VAT
colerage, optimizing inceme tax cellection, and
modernizing custems and bovder management to
enhance revenue sustainability. Additicnally. the
plan incorporates a monitering and evaluation
framework to track progress, ensuring tax policy
reforms contribute te national fiscal stability while
balancing ecenemic grewth and taxpayer buvden.
By setting annual revenue targets and integrating
digital tax systems, the plan shapes Kenya's tax
policy by driving veforms that enhance veluntary
compliance, reduce administrative inefficiencies. and
improve cverall tax fairness and efficiency.

Tax law is a distinct and complex avea of legal
regulation that differs frem cther branches of
law due to its fluid natuve, broad applicability,
time-seunsitive enforcement, multiple gouerning
statutes. and intricate administrative procedurves.
Unlike criminal or civil law, tax law is highly dynamic,
constantly eveluing te align with econemic policies,
government revenue needs, and international
tax cbligaticns. Additicnally, tax law must balance
equity. efficiency, and enforceability, ensuring
compliance while minimizing leopheles that could
lead to tax evasion o avcidance. Below are the
key reasons tax law stands apart from cther legal
frameworks.
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1.6.1 Yearly Change of Law

One of the defining characteristics of tax law is
its frequent amendments, often through annual
finance laws, budget statements. or tax reforms.
Unlike other legal demains that remain largely
stable ocver time tax legislation is regularly
updated to address wnew economic realities,
close loopheles, and enhance revenue cellection.
Changes may include adjustments to tax rates, new
deductions and exemptions, expansion of tax bases,
or intreduction of entirely new tax regimes.

For instance, in Kenya. the Finance Act is passed
every year, bringing vevisicns to inceme tax,
VAT, excise duties. and corporate taxation.
Similarly. global trends such as the OECD's Base
Erosion and Prefit Shifting (BEPS) initiative have
led to international tax law reforms, vequiring
multinational corporations te comply with new
taxaticn standards. These annual changes increase
the complexity of compliance for taxpayers and
professionals. necessitating continucus legal and
financial education te stay updated.

1.6.2 Uniformity under Tax Law

Unlike other legal framewerks that distinguish
between individuals and corporations in terms of
rights and cbligations, tax law applies unifermly
acress diverse taxpayers. including individuals.
businesses. partnerships, trusts. and multinaticnal
corporations. Regavdless of eccnomic status
or sector, taxpayers ave beound by the same
fundamental tax ocbligations—filing returns,
reporting inceme, and paying taxes due.

However, uniformity dees wnot always wmean
equality in taxation. Tax systems often implement
progressive, proporticnal. or regressive tax
structures that differentiate cbligaticns based on
income levels or transaction types. Additicnally,
tax authorities ensure compliance threugh uniferm
enforcement mechanisms, such as audits, penalties,
and legal proceedings for wnon-compliance.
The principle of unifermity in tax law ensures
faivness, predictability. and neutrality. preventing
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preferential treatment or discrimination between
different taxpayers.

1.6.3 Prescription of Time

Tax law is heavily governed by strict timelines
for assessment. filing, and dispute resolution,
ensuring legal certainty fov both taxpayers and
tax autherities. The prescription of time, ov statute
of limitations in tax matters, defines how long
tax authorities can assess or audit a taxpayer's
liability and how long taxpayers can challenge tax
assessents ov claim refunds.

For example, in Kenya, the Tax Procedures Act
stipulates a five-year limit for the Kenya Revenue
Autherity (KRA) to review tax returns and issue
additional assessments. Beyond this pericd, tax
authorities generally lose the right te demand
unpaid taxes, unless fraud or misrepresentation is
invelued. Similarly, taxpayers must adhere to strict
filing deadlines—such as 30th June for annual
individual tax veturns—failing which they face
penalties and interest cn cuerdue taxes. Strict time
limits promote efficiency. prevent indefinite liability,
and safeguard taxpayers froem retrospective
enforcement. ensuring that tax disputes are
resolued within a reascnable timeframe.

1.6.4 Multiplicity of Statutes

Tax law is net confined to a single legal decument
but is instead regulated through multiple statutes.
subsidiary regulations, and international treaties.
This complexity arises because taxation intersects
varicus eccnemic sectors, revenue streams, and
international cbligations, necessitating separate
legal frameworks.

In Kenya, tax law is gouerned by several key

statutes. including:

- Income Tax Act — Governs perscnal and
corporate inceme taxation.
Value Added Tax (VAT) Act — Regulates
consumption taxes on goods and sevvices.
Excise Duty Act — Imposes taxes on specific
goeds such as alcehel, tebacce, and fuel.



- Tax Pracedures Act — Establishes the
framewerk for tax administration, compliance.
and enforcement.

East African Community Custems Management
Act — Regulates cross-border taxation within
the EAC vegion.

Additicnally. Kenya is a signatery te international
tax treaties and agreements, such as Double
Taxation Agreements (DTAs) and OECD BEPS
measures, Which further influence its tax landscape.
The multiplicity of statutes means taxpayers must
navigate different regulatery frameworks based
on the nature of their income, transactions, and
international cperations.

1.6.5 Administrative Procedures

Unlike other areas of law that rely soclely on
judicial processes for enfercement, tax law is
heavily administrative, meaning tax authovities
play a central reole in assessment, collection,
compliance enforcement. and dispute reseclution.
These proceduves are designed to ensuve efficient
tax collection while reducing the need for lengthy
court proceedings.

Key administrative precedures include:
Self-Assessment and Tax Filing — Taxpayers
are required to calculate and declare their tax
liability, ensuving veluntary compliance.

- Audits and Investigations — Tax authorities
conduct randem or targeted audits te verify
taxpayer accuvacy and detect non-compliance.
Penalties and Interest — Late payments. under-
declaration, or misreporting of taxes attract
fines. interest. and legal enforcement actions.
Dispute Resoclution Mechanisms — Taxpayers
can challenge tax assessments through
administrative appeals. tribunals. ov courts.

In Kenya, the Tax Appeals Tribunal (TAT) serves as
the primary ferum for reseluing disputes between
taxpayers and the Kenya Revenue Autherity
(KRA) before cases escalate to higher courts.
Furthermore, alternative dispute resclution (ADR)
mechanisms, such as negotiations and settlements,
are encouraged to reduce litigation and expedite
tax resclution.

The adwministrative nature of tax law net only
ensures that compliance is managed efficiently
and systematically. but it alse places a significant
burden on taxpayers te understand. file. and pay
taxes accurately.

Key Takeaway:

- Taxation remains a central pillar of governance,
yet its moval implications wavrvant cngeing
scrutiny.

While taxation may be necessary for maintaining
order, security, and essential seruices,
governments must be cauticus not te cverstep
ethical boundaries.

Coevrcion, inefficiency, political faveritism, and
econemic distortions must be minimized through
faiv and transparent tax policies.

Ultimately. the challenge lies in striking a
balance- ensuring that taxation serves the
public goed without undermining personal
freedom, econemic incentives, or sacial harmeny.
Governments must acknewledge that taxationis
not merely an economic toel, but a moral issue
that requives caveful. principled. and responsible
application.
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Objectives of the session + Relate the concept of income taxation to the
Understand the concept of income taxation and broader concept of taxation and principles of
the geverning legal framewerk in Kenya taxation
Understand the different forms of inceme
taxationin Kenya Resources needed

- The Naticnal Tax Pelicy
+ The Medium-Term Revenue Strategy (MTRS)
- Income Tax Act Cap 70,1974

How to run the session
Prepare a PowerPoint presentation on the
overview of income taxation in Kenya, governing
legal framework, different forms of income
taxation.

Deliver the presentation te the trainees in
45 wminutes while linking income taxation to
principles of taxation.

- Instruct the trainees te leg in to the Kenya Law
Referms Commission website and access the
Income Tax Act. 1974.

- EBngage the trainees in a 20-minute group

)N MODULE B discussion during which they will discuss

| . distribution of the tax burden and identify

Cﬂrpﬂrate Tax | different forms of taxation of inceme guided by

case studies.

Give each greup S5 minutes to present their

findings in plenary

Conclude the session by recapping the key

takeaways. emphasizing the importance of

undevrstanding income taxation and how it
relates to principles of taxation.

Definition of key terms

a. Income

Income refers to the menetary gain or financial
benefit received by an individual, business, ov entity
over a specified period. usually as a result of work,
investments. or business activities.

b. Person

‘Person” includes a company, asscciation ov
other bedy of persons whether incorporated ov
unincerporated.

Taxation Module 12




Institute of Public Finance (IPF)

¢. Resident

Companies incorperated in Kenya are treated
as Kenyan tax vesidents. Additicnally. companies
incerporated cuerseas are alse treated as Kenya
resident if their ‘management and contrel is
exercised in Kenya in a particular year of inceme
under consideration. A company may alsc be
declared a tax vresident in Kenya pursuant to
a declaration in a legal nctice by the Cabinet
Secretary for the Naticnal Treasury.

d. Non-resident

A non-resident is an individual or entity that dees
not meet the residency criteria for tax purpeses
as defined under the Income Tax Act (Cap 470)"
of Kenya. Legal Definiticn Under the Income Tax
Act (Cap U70). Section 2.

A ncn-resident is:

+ Anindividual whe is present in Kenya for
less than 183 days in a tax yeav (January to
December).

- Acompany incorporated cutside Kenya and
managed from ancther country.

- Atrust or partnership that is not domiciled in
Kenya.

e. Permanent establishment (PE)

A fixed place of business through which business
is whelly or partly carvied cn and includes a place
of management, a branch, an office. a factory. a
workshop. a mine, an cil or gas well, a quarvy ov
any other place of extraction or expleitation of
natural rescuvces, a warehecuse in relation to
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a person whose business is providing sterage
facilities to others, a farm, plantation ov other place
wheve agricultuval. forestry plantation or related
activities are carvied on and a sales cutlet:

A business carried onin Kenya through a fixed place
of business gives rise to a PE. as does a building site,
or a construction cr assembly preject. that has
existed for six months or more. The definiticn of
PE is extended to include a dependent agent that
habitually concludes contracts en behalf of others.
The Finance Act. 2023¢
expanded the definition of PE to include a sevuice
PE concept. The new definition alse excludes certain
activities that ave pveparatory and auxiliary in
nature from creating a PE. In addition, the new
definition of the fixed place of business PE lacks
a thresheld as to how leng a business must be
opevating in Kenya to create a PE.

f. Tax relief

Tax relief refers te a reduction in the amount of tax
payable by an individual or business, granted by the
government to suppert taxpayers and encourage
specific ecenemic activities. It lowers the cuerall tax
burden by deducting a specified ameunt from taxable
income ov divectly from tax liability.

Under Section 30 of the Income Tax Act (Cap U70) of
Kenya, tax reliefs are deductions granted to eligible
taxpayers to reduce their final income tax liability.



Group Activity 1: Are Kenyans Overtaxed? (15 mins)
Instructions:

Form 2-3 groups

Debate the question: ‘Do you think Kenyans are cuvertaxed?”
Each group presents their argument (2 mins each)

Group Activity 2: Case study
Divide the participants inte 3-U groups in breakout rooms.
Give each gvroup a short case study- It could be of scmecne like a salaried werker, a landlovd, a small
business, etc.
Let them discuss the case study for about 15 mins
What type of tax applies to this person or business?

(Is it PAYE, Rental Inceme Tax, Turncuer Tax, or Digital Services Tax?)
How much tax should they pay? De a simple calculation using the information
Each group will explain their case and answer in 5 minutes.

2.1.1 What is Income and vhy do ve tax income?
Income refers to the financial gain received by
individuals or entities. typically in the form of wages,
salaries, profits. interest, rent, and dividends. Seme
reasons for taxing income include:

Revenue Generation: The primary reason is to
generate revenue for the government, which is
then used to fund public geeds and services such as
education, healthcare, infrastructure. and defense.
Redistribution of Wealth: Income taxes can help
reduce econemic inequality by vedistributing
wealth. These with higher incemes typically pay a
higher percentage in taxes, which can then be used
to suppert secial programs.

Economic Stability. Taxes can help wmanage
econemic cycles by adjusting the amount of meney
circulating in the economy. During inflaticn, higher

taxes can reduce spending: duving vecessions,
lower taxes can stimulate spending.

Encouraging certain behavior: Certain tax policies
can encourage ov discourage specific behaviors.
For example. insurance and mertgage vrelief

2.1.2 Types of income subject to income tax in
Kenya:

Income tax is a tax charged for each year of income,
upon all the income of a persen whether resident
o nen-resident, which is accrued in or Was derived
from Kenya. Income Tax is imposed on; (Section 3)

Business income firom any trade ov profession
Employment income
Rent income
Dividend and Interests
Pension income
- Income from a Digital Mavketplace
Natural rescuvce income ameng others
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Figure 1: A snippet of the Income Tax Act (Section 3)

3.Charge of tax

(1) Subject to. and in accerdance with, this Act, a tax to be knewn as inceme tax shall be charged
for each year of inceme upen all the income of a persen, whether resident or nen-resident,

which accrued in or Was devived from Kenya

(2) Subject to this Act. income upen Which tax is chargeable under this Act is inceme in respect

of-
(a) gains or profits from-

(i) any business. for whatever peviod of time carvied on;

(ii) any employment or services rendeved:

(iii) any right granted te any other person for use or eccupation of property;

(b) dividends or interest:
(c) (I) a pension. charge or annuity: and

(ii) any withdrawals from, or payments cut of a registered pension fund or a registered
provident fund or a registered individual retirement fund; and

(iii) any withdrawals from a registered home cwnership savings plan;

(ca) inceme accrruing firem a business carried cut cuer the internet or an electrenic network

including threugh a digital marketplace
(d) deleted by Act No. 14 of 1982, s.17;

(e) An ameunt deemed te be the income of any persen under this Act or by rules made under

this Act;

() gains accruing in the circumstances prescribed in, and computed in accordance with, the

Eighth Schedule;

(9) subject to secticn 15(5A). the net gain devived on the disposal of aninterest in a person, if
the interest derives twenty per cent or more of its value, directly or indirectly, from immeuable

property in Kenya;
(h) a natuval rescurce inceme; and

(i) gains frem financial derivatives, excluding financial devivatives traded at the Nairebi

Securities Exchange.

A company is considered resident in Kenya if
it is incorporated under Kenyan Law or if the
management and control of its affairs are exercised
in Kenya for any given year of income. It is alse
considered vesident if the Cabinet Secretary,
Naticnal Treasuvy & Planning declares the company
to be tax resident. for a particular year of inceme in
a notice published in the Kenya Gazette.

Resident companies ave taxable in Kenya cninceme
accrued or devived from Kenya. Wheve a business
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is carvied on or exercised partly within and partly
outside Kenya by a resident person, the whole of the
gains or profits from such business shall be deemed
to have accrued in or te have been derived from
Kenya; thevefore, taxable in Kenya. Non-resident
companies are subject te Kenya corperate income
tax (CIT) only on the trading prefits attributable
to a Kenyan PE. There are special rates for certain
resident and nen-resident companies as set cut in
table 2.



Table 1: Preferential CIT rates

eatity _____________________________aTreet)

Export processing zone (EPZ) entevprises:

First tenyears

Next ten years

Thevreafter

Registered unit trusts/Collective investment schemes

Companies listed on securities exchange

Special economic zone (SEZ) enterprises. developers. and opevators

Local meter uehicle assembly companies

Cempany epevating a carben market exchange ov emission trading
system that is certified by the Nairebi International Financial Centre
Authority

Company opevating shipping businesses

Rates on gress inceme of nen-residents devived from Kenya:

0

25

30

Exempt (subject te conditions)
15 (first five years)

10 (first ten years):

15 (succeeding ten years)

15 (first five years);

15 (succeeding five years, subject to condi-
tions)

15 (first ten years from the year of com-
mencement of its cperations)

15 (first ten years from the year of com-
mencement of its opevations)

Transmission of messages 5
Ownership ov operation of ships and aivcraft 15
Demurrage charges 25
2.1.3 Allowable Deductions Donations:  Contributions  to  charitable

Under Section 15 of the Income Tax Act (Cap 470)
of Kenya, corperations are permitted to deduct
specific expenses from their gress inceme te
determine their taxable income. These allewable
deducticns include:

ovrganizations, subject to conditions cutlined in
the Act.

Interest Expenses: Interest on berrowed
funds used in the preduction of income, within
prescribed limits.

Expenditure Whelly and Exclusively Incurred in
Production of Income: Expenses divectly velated
to the generaticn of taxable income.

Capital Allewances: Depreciation of qualifying
assets. such as industrial buildings. machinery,
and equipment, as specified in the Second
Schedule of the Act.

Bad Debts: Debts that have become uncollectible,
provided they were previcusly included as
taxable income and all reascnable steps to
recover them have been taken.

Rent and Rates: Payments for property used in
the business cperations.

Repairs and Maintenance: Costs incurred for the
repair and maintenance of property. machinery,
ov plant used in the business.

Research and Deuelopment: Expenditure on
scientific research related te business.

Legal and Professional Fees: Fees for services
directly related te the business eperaticns.
Employee Remuneration: Salavies, wages. and
benefits paid te employees.
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Figure 2: A snippet of Safaricom’s financial report

2(A) INCOME TAX EXPENSE GROUP

Curvent income tax

Adjustments in respect of currrent income tax of previcus year
Deferved income tax (Note 17)

Adjustments in respect of deferred income tax of previcus year

Income tax expense

Profit before income tax

Tax calculated at the applicable income tax rate of 30%

Tax effect of.

- Inceme net subject to tax

- Expenses not deductible for tax purposes

Adjustments in respect of deferired income tax of previcus year
Adjustments in respect of currrent income tax of previcus year
Defevred tax not recoguised in the year

Inceme tax expense

Income tax expense

2.1.3.1 Deductions not alloved

Under Section 16 of the Income Tax Act (Cap 470)
of Kenya, certain expenses are disallowed as
deductions when calculating taxable income for
corpovations. These include:

Nen-Preduction  Expenditure: Expenses not
whelly and exclusively incurredin the preduction
of taxable income.

Capital Expenditure: Costs related tc the
acquisition, improvement, or vestoration of
capital assets.

Personal Expenses: Expendituves of a private or
demestic nature.

Income Tax Payments: Taxes on income or
profits paid or payable under the Act.
Unapproved Pension Contributions:
Contributions to pension, provident, savings, ov
similar funds not approved by the Commissioner.
Fines and Penalties: Payments for legal
infractions, including fines and penalties.
Entertainment Expenses: Unless incurred wholly
and exclusively in the preduction of inceme.
Donations: Except those made te approved
charitable crganizaticns or causes.

Club  Membership Fees: Subscriptions to
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COMPANY
2023 2022 2023 2022
KShs'm KShs'm KShs'm KShs'm
(41.113.5) (39.146.8) (39.422.7) (38.706.8)
(172.9) (12.1) (172.4) (12.4)
5.194.6 44720 5.195.6 44734
233.6 (30.4) 233.6 (30.5)
(35.862.4) (34,7112.3) (34.170.6) (34.276.0)
87.500.9 102.213.4 109.110.2 106.065.3
(26.250.3) (30.664.0) (32.7334) (31.819.6)
21742 283.2 3.424.6 1,635.0
(4.984.1) (4.112.6) (4.918.6) (4.048.8)
233.6 (30.4) 233.6 (30.5)
(1714) (12.9) (1714) (124)
(6.858.7) (181.4) - -
(35.862.4) (34.7112.3) (34.170.6) (34.276.0)

clubs. unless related to the business's income
production.

Depreciation:  Accounting  depreciation  is
disallowed; instead. capital allowances as
specified in the Act are deductible.

Reserve Fuwnds: Allecations to vreserves or
provisions, except as allowed by the Act.
Dividends: Distributed prefits te sharehelders
are not deductible.

General Prouisions for Bad Debts: Only specific
bad debts that have beceme uncollectible are
deductible.

Excessive Interest Payments: Interest paid on
lcans exceeding the prescribed limits, especially
in cases of thin capitalization.

Expenses Recoverable Under Insuvance ov
Contract: Costs for which reimbursement is
receivable.

21.41Instalment Tax

Installment Tax is a form of advance tax payment
made by taxpayers whose inceme is net subjected
to Pay As You Earn (PAYE) or withhelding tax. It is
required under Section 12 of the Income Tax Act
(Cap u70) and applies to businesses, self-employed
individuals, and corperations to ensuve tax



compliance before the end of the financial year.
Installment tax is applicable to:

Businesses and companies that expect te pay
inceme tax of KSh 40,000 or mave per year.
Self-employed individuals whose inceme is not
subject to PAYE.

Professicnals, consultants, and
earning taxable income.

landlords

21.4.1 How is Instalment Tax Calculated?

The tax is computed using either of the following
methods:

Prior-Year Basis:

Taxpayers estimate 110% of the previcus year's tax
liability and pay it in equal installments.
Current-Year Basis:

Taxpayers estimate their current year's taxable
inceme, apply the tax rate, and pay in equal
installments.

2.1.4.2 Instalment Tax Payment Schedule

The Kenya Revenue Autherity (KRA) vrequires
installment tax te be paid in four equal installments
during the year, based cn the financial year-end:

Table 2: Installment tax due dates and percentages

Percentage of Total Tax Due

20th Apvil 25%
20th June 25%
20th September 25%
20th December 25%

For businesses with accounting years different frem the
calendar year. payments are made on the Uth, 6th, 9th,
and 12th menth of their financial year.

2.1.4.3 Exemptions from Installment Tax

- Individuals whese employment income is fully
taxed undev PAYE.
Businesses with a tax liability belew Ksh 40,000
pev year.
Persons taxed under Tuvncuer Tax (TOT)
instead of corporate tax.

2.1.5 Pay As You Earn (PAYE)-

PAYE is a method of collecting tax at source firom
individuals in gainful empleyment. Gains ov Profits
includes wages. causal wages. salary. leave pay,
sick pay. payment in lieu of leave, fees, commission,
bonus. gratuity. or subsistence. travelling,
entertainment or other allowance received in
respect of employment or services rendered.
Companies and Partnerships with employees are
required te deduct tax accerding te the prevailing
tax rates firom their employees’ salaries or Wages
on each payday for a month and remit the same te
KRA on ov before the 9th of the fellowing menth.

Individual Income Tax is charged for each year
of income on all the income of a persen, whether
resident or non-resident, which accrued in or
was devived frem Kenya. Individual Tax Bands and
Rates, with effect frem 1st July, 2023.

Table 3: Individual Tax Bands and Rates, vith effect from ist July. 2023

Tax Bands Annual

On the first Shs. 288,000
On the next Shs. 100,000
On the next Shs. 5,612,000
On the next Shs. 3,600,000

On allinceme in excess of Shs. 9.600.000

Monthly Rates
Shs. 24,000 10%
Shs. 8333 25%
Shs. 467,667 30%
Shs. 300,000 325%
Shs. 800,000 35%
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2.1.5.1 Tax Relief under PIT

Tax relief is an incentive that reduces the amount
of tax that a persen has to pay. Every resident
individual is entitled to a personal relief of Ksh.
28.800 per year (Ksh. 2400 per month) effective
from 25 April 2020. In addition, resident individuals
are entitled to an insurance velief equal to 15
percent of the premiums paid for themselues, their
spouse, ov their child, subject to a maximum of
Ksh. 60.000 per year. This insurance relief applies
to life insurance policies, education pelicies with a
maturity period of at least ten years, and health
insurance policies.

2.1.5.2 Employment Income not subject to PAYE
Meals provided by the employer up to a maximum
of Ksh 5000 per menth or Ksh. 60.000 per year.
Night-cut of Ksh.2.000 per day

+ Medical Cover by employer

+ In the case of non-Kenyan citizens whe are in

Kenya solely teo serve the employer, expenditure
on passages between Kenya and any place
cutside Kenya berne by the employer.
Pewnsion contribution made by an employer, who
is a person chargeable to tax. te a registeved or
unregistered scheme that is within the allewable
limit of Ksh. 30,000 per month or Ksh 360,000 per
year.

- Gratuity or similar payment paid by an empleyer
in respect of employment or services rendered
which is paid under a public pension scheme not
exceeding Ksh. 360.000 for each year of seruice.

2.1.5.3 Allovable deductions

These are the amounts deducted from an
employee’s emoluments in order to avvive at the
amount which will be subjected te tax. Amounts
deductible in determining the taxable employment
income shall include:
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- Amount deducted as Afferdable Housing Leuy
pursuant to the Afferdable Housing Act, 2024

- Contribution to a post-retirement medical fund
subject to a limit of Ksh. 15,000 per menth.

- Contributions wmade to the Sccial Health

Insurance Fund (SHIF).
Mortgage interest. not exceeding Ksh. 360.000
pevr year (Ksh. 30,000 per month). upen money
borrewed by a persen from cne of the first
six financial institutions specified in the Feurth
Schedule te the Inceme Tax Act, to purchase ov
improve premises occupied by the pevrsen for
residential purpeses.

- Contribution made to a vegistered pension
or provident fund or a vegistered individual
retivement fund up te a limit of Ksh. 360,000 per
year (Ksh.30.000 per month).

2.1.5.4 Exemption from PIT

The Perscns with Disabilities Act 2003 and the
Persons with Disabilities (Income Tax Deducticns
and Exempticns) Order 2010 previde for inceme tax
exemption for persons with disabilities. allewing
those who meet set criteria—such as having a
disability assessment veport from a gazetted
hospital. vregistration with the NCPWD. receipt
of taxable income, and successful vetting by a
designated committee—te apply to the Cabinet
Secretary for Finance for exemption on the first
Ksh.150.000 per month or Ksh. 1.8 million annually. In
addition, diplomats and consular staff frem foreign
countries are exempt frem paying income tax on
their official earnings in Kenya, while employees
of certain international crganizations may also
enjoy tax exemption based on agreements between
the Kenyan government and the respective
organizations.




Table 4: PAYE calculation for someone earning Ksh 2.1.6 Withholding Tax (WHT)
50.000 This is a methed of tax collection whereby a payer

m of certain incomes deducts tax upon payments

Gross Pay 50.000 of certain incemes to payees and then remits the
NSSF Contribution - 2160 tax deducted to the Cemmissioner of Demestic
SHIF -1375 Taxes Department within 5 working days after the
Housing Levy 750 deduction is made. The percentage deducted vavies
Tavable income U5 715 between incemes and is dependent on whether you

PAVE (less pevsonal velief of 609785 are a resident or non- resident. WHT is deducted
Ksh 2400) at source frem the fellewing scurces of inceme:
Total deductions 10382.85 Interest. dividends. vouyalties, management or
Net Pay 3961715 professional fees (including consultancy. agency

o contractual fees). commissions, pensicns, rent
received by wnon-residents. and other specified
payments.

PAYE CALCULATION — o g&
—INCOME : KSH som
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Table 5: Withholding Tax Rates

Non Resident

Artists and entertainers - 20%
Management fees 5% 20%
Professional fees 5% 20%
Tiraining fees (inclusive of incidental costs) 5% 20%
Winnings firom betting, gaming, prize competition, gambling) 20% 20%
Rouyalties ov natural rescurce income 5% 20%
Dividends (nil fov resident companies with sharehelding>12.5%). (5% resident 10% 15%
qualifying dividend and citizens of EAC)

Equipment (movable) Leasing NIA 5%
Interest (Bank) 15% 15%
Interest (Housing Bend HBI) 10% 15%
Interest on at least twe year government bearer bonds, (issued cutside KE-7.5%)  15% 15%
Other bearer bonds interest 25% 25%
Beaver bonds with maturity of ten years or more 10%

Rent - buildings (immcuable) 10% 30%
Rent - others (except aircraft) N/IA 15%
Pensions/provident schemes (Withdrawal) 10-30% 5%
Insurance Commissions - brekers 5% 20%
Insurance Commissions - Others 10%

Censultancy and agency (frem 1 July (censultancy fees te EAC citizen — 15%) 5% 20%
Centractual (frem 1 July 2003) 3% 20%
Telecommunication services/Message transmission - 5%
Natural Rescurce Inceme (we f 15t January 2015) 5% 20%
Digital content monetization (we f 1t July 2023) 5% 20%
Sales prometion, marketing and aduertising services 5% 20%
Withholding on rental income tax by tax agents (We f 15 January 2024) 75% NIA
Gains frrom financial devivatives NIA 15%

Geing  forward,  cwnersioperators  of  digital
marketplaces or platforms (both resident and wnon-
resident) will need to withhold on payments for digital
content monetization. property or services madel/
facilitated through their platform. "Platferm’ has been
defined as a digital platform or website that facilitates
the exchange of short-term engagement. freelance or
provision of a service, between a service providers whe
is an independent contracter or freelancer, and a client
or customer. The WHT rate shall be 5% for residents
and 20% for non-residents. This affects the likes of
Uber, Netflix etc.
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2.1.6.1 Withholding Tax Exemptions

Dividends veceived by a company resident in
enya from a local subsidiary or associated
company in which it controls (divectly or
indivectly) 12.5% cr more of the voting power.
Royalties, interest. wmanagement fees,
professicnal fees. training fees. consultancy
fees. agency or contractual fees paid by a
Special Econemic Zone developer, operator
or enterprise in the first ten (10) years of its
establishment, te a nen-resident persen with



effect frem 1st July, 2023.

Marketing commissions and vesidue audit fees
paid to non-resident agents in respect of export
of flowers, fruits and Vegetables.

- Interest payments to financial instituticns
stated in the fourth schedule of the Income Tax
Act.

Payments made to tax-exempt bodies.

Resident management. professicnal. training
and contractual fees whese aggregate value is
Ksh 24.000 and below in a menth.

+ Air travel commissions paid by lecal air
operators to non-resident agents.

2.1.6.2 Is vithholding tax a final tax?

There are a few instances where withhelding
tax is the final tax. Withholding tax is final when
deducted in relation to a payment made te a non-
resident person with ne permanent establishment
in Kenya. Regarding payments to resident persons,
withhelding tax is a final tax when it relates to
winnings, qualifying interest, qualifying dividend
and pensicn. In every cther case, withhelding tax
is NOT a final tax. The taxpayer is required to
declare their income(s) and withhelding tax details
Whewn filing their annual tax returns and to pay any
balance of tax due.

2.1.7 Advance Tax

This is a tax paid in advance before a public service
vehicle, or a commercial uehicle goes for the annual
inspection. This is a tax paid in advance before

a public service uehicle or commercial Uehicle is
licensed at the applicable rates. Aduance tax isnot a
final tax. Individuals whe have paid any aduance tax
are requived to declave the same in their individual
income tax returns submitted yearly and pay any
additicnal tax due.

2.1.7.1 What are the tax rates for advance tax?

- Forvans, pick-ups. trucks. prime movers, trailers

and lorvies; Ksh. 1,500 per ton of lead capacity
subject te a minimum of Ksh. 2400 per year of
income:
For saloens, staticn-wagoens, mini-buses, buses
and ceaches:; Ksh. 60 per passenger capacity per
month subject to a minimum of Ksh. 2,400 per
year of income.

2.1.1.2Is advance tax a final tax?

Advance tax is net a final tax. Taxpayers who have
paid any advance tax ave vequired to declare the
same in their income tax returns submitted yearly
and pay any additional tax due.

21.7.3 Whenis it due?
It is due on 20th of January or before transfer of
cwnership of vehicle.

2.1.8 Rental Income Tax
Rent wmeans payments received from a vight
granted to another persen for use or eccupation
of immovable property which includes premium
o similar consideration received for the use or
occupation of property.
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Figure 3: A snippet of the Income Tax Act (Section 3)

6f. Imposition of residential rental Income Tax

(1) Netwithstanding any ather prouisicn of this Act. a tax te be knewn as residential rental inceme tax shall be payable with effect
from 1st January, 2016 by any resident persen frem inceme which is accrued in or devived frem Kenya for the use or eccupation
of residential property, and which is in excess of twe hundved and eighty-eight theusand shillings but dees net exceed fifteen

millien shillings during any year of inceme.

Provided that this section shall nat apply where a person who would atherwise pay tax under this section, by netice in writing
addvressed to the Commissioner, elects net te be subject to residential rental income tax. in Which case the ather prouisicns of

this Act shall apply to such a persen.

(2) The Cabinet Secretary may. by natice in the Gazette. prescribe regulations for the better carrying cut of the preuisions of

this section.

A simplified tax regime on residential vental income
known as Residential Rental Income Tax (pepularly
known as Monthly Rental Income o MRI was
introduced through the Finance Act 2019 and
came into effect on 1st Jan 2016. MRI is payable by
a resident person (individual or company) on rental
income accrued ov devived in Kenya for the use ov
accupation of residential property. The rate of tax
is 7.5%, effective 15t January 2024, en the gross rent
received and is a final tax. No expenses, losses or
capital deducticns are allowed for deduction from
the gross rent.

Follewing the enactment of the Finance Act 2020
MRI is applicable to persens eavning rental income
which is in excess of twe hundred and eighty
thousand shillings but does not exceed fifteen
million shillings during any year of inceme with
effect from 1st January 2021. Preperty cwners
with rental inceme abeve Ksh. 15 millicn per year
ave required to declave the rental income tegether
with incomes frem other scurces (if any) while filing
their annual income tax retuvns.

Exemptions from MRI include:
Rental income from commercial property
Nen-resident landlords
Landlords whe earn rental income in excess of
15,000.000 per year-.

The Finance 2023 Act*" has intreduced a provision
for appeintment of vental income tax agents for
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the purpaoses of cellection and remittance of rental
inceme tax to the Commissioner (effective 15t July
2023) The tax shall be charged at 7.5% effective
15t January 2024 and rewmitted by the fifth werking
day after the deducticn was made. Further, the
Commissioner may revcke this appeintment at any
time.

2.1.9 Turnover tax (ToT)

Turncver Tax is a tax charged on businesses
whese gress turncuer is meore than Ksh. 1,000.000
but dees not exceed or is not expected to exceed
Ksh. 25,000,000 during any year of Income. TOT
is chargeable under Secticn 12 (C) of the Income
Tax Act (CAP U70). It is a simplified regime for small
businesses, because it is difficult for them to comply
with the standard CIT regime. It is payable at the
rate of 3% on gress sales effective 19 March 2024
Turnover Tax is charged on the gross sales and
is a final tax. A Turncuer Tax registered taxpayer
dealing in vatable supplies and has a turncuer of
Ksh. 5,000.000 and aboue is required to register for
VAT as well.

A person eligible fer Turncuer Tax (TeT) can
choose to opt cut by notifying the Commissicner in
writing (Secticn 12C (2)). If they cpt cut. they will
be taxed under the nermal income tax regime. This
option benefits businesses with low prefit margins
or high-deductible expenses. The fellowing incomes
are exempt frem ToT



Rental income
Management or professional or training fees:
and

+ Anyinceme Which is subject te a final withhelding
tax under the Income Tax Act such as qualifying
dividends ovr qualifying interests

Note: No expenses are alloved for deduction.
2.110 Significant Economic Presence (formerly
Digital Service Tax)

The Tax Laws (Amendment) Act. (TLAA) 2024x*

Table 6: Difference betveen DST and SEPT

Digital Service Tax

(DST)

repealed the Digital Services Tax (DST) which was
applicable at the rate of 1.5% and replaced it with
Sigwificant Econemic Presence ("SEP”) tax whose
effective rateis 3%. Further, whilst the Act exempts
non-residents with an annual turncver of less than
Smillien Kenya shillings (KES) firom SEP tax. it does
net anticipate significant econemic presence te
arise from either the number of users in Kenya ov
the level of sales in Kenya and as such the SEP tax
appears to be very similar te the DST. Belew is an
overview of the key differences between DST and
the now applicable SEP:

Significant Economic Presence Tax
(SEP)

Tax rate 15% on gross turncver, without taking inte
account expenses ov prefits.

Due date DST was payable monthly, cn or befere the
20th day of the menth fellowing the menthin
which the service was offered.

Revenue Ne thresheld.

Threshold

2.1.10.1 Significant Economic Presence Tax
Exemptions

SEP tax shall not apply to the follewing:
non-resident persons who offer digital services
through a permanent establishment in Kenya
non-resident persons whe carry on the business
of transmitting messages by cables, radic. optical
fiber, television, breadcasting, internet, satellite,
ov other similar methods of communication
inceme subject te withholding tax
non-vesident  perscns  providing  digital
services te an airline in which the Gevernment
of Kenya has at least forty-five per cent (45%)
sharehoelding
non-vesident persons with an annual turncver
of less than Kenya shillings five (5) million

10% of the gross turnouer is considered taxable
profit for SEP puvrposes. The tax rate is 30% of the
taxable profit.

Effectively the tax rate is 3% of gross turncuer.

Similarly, SEP is payable monthly, cn ov befere the
20th day of the month follewing the month in which
the service was offered.

SEP does net apply Where the annual turncver is less
than 5 millien shillings.

2.1.10.2 Significant Economic Presence Tax

Implications

+ The tax burden for non-residents under the
SEP tax will be significantly higher at the rate of
3% gross revenue as cpposed to the DST which
was applicable at the vrate of 15% of the gross
revenue.

+ The DST regime did net have exemptions which
have now been intreduced under the SEP regime.
For instance, the five million thresheld cushions
entities that do net carry cut significant activities
in the country.

Othevr develepments in the digital space

Taxation Module
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Note: We expect the KRA to issue comprehensive
guidelines on the implementation of SEP.

2.1.11 Minimum Top-up Tax

The Tax Laws (Amendment) Act, (TLAA) 2024,
introduced a doemestic minimum  top-up tax
allowing Kenya to impese an additional ameunt of
tax on the profits of entities that ave part of an
in-scope multinational greup. This ensures  the
effective tax rate on these profits is 15%. The
proposed domestic minimum top up tax is derived
from the Organisation fov Econemic Co-cperation
and Develepment's (OECD) Pillar Twe framework,
which seeks to ensure an effective tax rate of at
least 15% in every jurisdiction where an in-scope
multinational group operates.

For the puvpeses of the Kenya Income Tax Act,
an in-scepe multinational is defined as a member
of a wultinaticnal greup with a consclidated
annual turncuer of at least EUR 750 wmillion in the
consolidated financial statements of the ultimate
pavent entity in at least twe of the four years
immediately preceding the tested yeav of income.

"The tax is applicable cn deemed taxable profit
which is deemed to be 10% of the gross turncuer.
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Key takeaways

+ Llegal Framewerk & Taxable Income = Income
taxis governed by the Income Tax Act (Cap 470)
and applies to business income, empleyment
income, rental inceme, investment inceme, and
digital mavketplace earnings.

- Resident us. Nen-Resident Taxaticn = Resident
companies are taxed at 30°% on income accrued
in Kenya, while wnon-resident companies
are taxed at 30% on income derived from a
Permanent Establishiment (PE) in Kenya.

- Tax velief and exemptions = Personal relief of
Ksh 2400/month for everyone: PWDs (up to KSh
1.8M). diplomatic staff. and certain internaticnal
organizations  emjoy tax  exemptions.
Preferential rates for EPZs, StZs

- Tax Collection Methods = Includes Corporate
Income Tax (CIT). PAYE (employment tax),
Installment Tax (aduance business tax),

Withhelding Tax (WHT) on professional fees &
dividends. and Tuvncuer Tax (TeT) for small
businesses.

+ Recent Tax Referms = SEP Tax (3°%) replaces
DST. introduction of the Affordable Housing
Levy, and Minimum Top-Up Tax (15%) for
multinaticnals.
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Session Objectives
Understand the fundamental principles of VAT.

- Identify the three VAT rates in Kenya.
Understand the VAT treatment of imports,
exports, and sevvices, including the reverse
charge mechanism for foreign sevvices and the
impact on businesses invelved in international
trade.

Resources Needed
+ The Cownstitution of Kenya 2010
+ The Tax Laws in Kenya: The Value Added Tax Act

How to Run the session

1. Prepare a PowerPecint presentation on the
overview of VAT in Kenya, covering the types of
VAT, registration process, filing requirements,
and key regulations.

2. Deliver the presentation to the trainees in 30
minutes.

3. Instruct the trainees to log in to the Kenya
Revenue Authority (KRA) website and access the
VAT Act. 2013 for reference.

4. lustrate how VAT isappliedinvaricus scenavics,
including standard rate VAT, zerc-rated VAT,
and VAT exemptions, providing examples of each
type.

9. Engage the trainees in a 20-minute group
discussion during which they will identify the
practical applications of different VAT types and
the importance of VAT compliance in business
opevations.

6. Give each group S5 minutes to present their
findings in plenary, ensuring all trainees
contribute their ideas on how VAT applies to
their industries.

7. Conclude the session by vecapping the key
takeaways. emphasizing the impertance of
undevrstanding VAT registraticn, filing, and the
role of eTIMS for tax compliance.

* Value Added Tax (VAT): A consumption tax
levied on goeds and services at each stage of the
supply chain, administered by the Kenya Revenue
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Authority (KRA) under the VAT Act, 2013.

Kenya Revenue Authority (KRA): The
government agency responsible for tax
collection and enforcement of tax laws in Kenya,
including VAT compliance.

Electronic Tax Invoice Management System
(eTIMS): time reporting of transactions. e TIMS
is mandatery for VAT-registered businesses to
generate valid tax inveices.

Taxable Supplies: Geeds and services subject
te VAT at either 16% (Standavrd rated) cv 0%
(Zerc-Rated).

Zero-Rated Supplies: Supplies taxed at 0%,
allewing businesses te claiminput VAT. Examples:
experts and some agricultural products.
Exempt Supplies: Supplies that are not subject
te VAT, meaning businesses cannot claim input
VAT. Examples: financial and educaticnal sevvices.
Input VAT: The VAT paid on business purchases,
which can be deducted from cutput VAT if the
purchases relate to taxable supplies.

Output VAT: The VAT charged on sales of
taxable goods and services.

Net VAT Payable: The difference between cutput
VAT and input VAT, which must be remitted te
KRA.

- Formula: Net VAT = Output VAT - Input VAT

Time of Supply: The point at which VAT is due,
determined by the eavliest of:

When goeds/seruices ave delivered

When an inveice is issued

When payment is received
Value of Supply: The price cn which VAT is
charged. including related costs like transport
and commissions.
Input Tax Apportionment: The methoed used to
calculate the portion of input VAT that can be
claimed when a business deals in both taxable
and exempt supplies.

- Fermula: (Taxable Turncuer [ Tetal Turncuer) x

100 = Deductible VAT Percentage

VAT Compliance via eTIMS: Businesses must
use eTIMS to issue valid electronic tax inveices.
ensuving veal-time transaction reporting to
KKRA. Nen-compliance can result in penalties.



VAT is a tax levied on the supply of preducts and
services at varicus stages of preduction and
distribution. Businesses collect this tax on behalf of
the government, but the final consumer bears the
cost.

Kenya's VAT is governed by the VAT Act of 2013, as
well as later revisions and regulaticns. The Kenya
Revenue Autherity (KRA) is in charge of ensuring
VAT compliance and administration.

VAT is charged by the VAT Act. Cap U76, and the
VAT Regulaticns of 2017. It is determined using an
input-cutput tax system that takesinte account the
value added at each stage of preduction. Currently,
Kenya has three VAT rates

+ Standard Rate (16°%)- applicable tc most
taxable goods and services.

+ Zero-rated (0%)- applics to exports and
essential supplies. allewing businesses te claim
input tax deductions.

+ Exempt supplies- not subject te VAT, and input
tax is non-deductible

3.1.1 VAT Compliance in Kenya

Kenyan businesses must comply with VAT
regulations as per the Value Added Tax Act.
2013, with vrecent updates under the Tax Laws
(Amendment) Act, 2024.

a. VAT Registration

Businesses that make or expect te make taxable
supplies tetaling more than KES 5 willien in a
12-month pevicd must vregister for VAT. This
threshold calculation excludes the sale of capital
assets. Businesses below this threshold can
cheese veluntary VAT registration if they meet
the requirements. Nen-residents whe provide
services to Kenyan consumers via electronic
netwerks, the internet, or digital markets must

register, vegardless of theiv turncver. Mandatery
for businesses with an annual turncuer of KES 5
million or more. Voluntary registration is allewed
for businesses below this threshold if they meet
KRA's requirements. Filing & Payment VAT returns
must be filed menthly through iTax by the 20th of
the following month.

b. Electrenic Tax Invcices
Businesses must use TIMS-compliant Electronic
Tax Registers (ETRs) to generate invoices.

3.1.2 The Concept of Taxing Value in the Chain of
Production

VAT is designed to charge the incremental value
added duving each stage of manufacturing and
distribution. This ensures that tax is cnly impesed
on the added value, net the overall value of the
product at each stage. The principle works as
follows:

3.1.3 Stages of the VAT Chain

a. Raw Matevial Supplier- Supplier sells raw
matevials te manufactuvers and charges VAT
for the transaction. The provider collects and
remits the VAT te KRA.

b. Manufacturer- Transforms raw ingredients
into finished products. When selling items to a
whelesaler, the preducer charges VAT cn the
entire price while claiming a credit for VAT paid
on raw materials.

¢. Whelesalers buy items and add a margin before
selling to retailers- VAT is charged on the new
selling price. and the wholesaler deducts the
VAT paid te the manufacturer.

d. The retailer purchases items from the
whelesaler and sells them to the end consumer-
VAT is applied to the retail price, and the
retailer deducts the VAT paid to the wholesalev.

e. The consumer bears the final tax burden, as
they cannet claim input VAT.
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Note: - Zero-vrated items (e.g. exports) allew full VAT
- VAT is collected at every stage. but businesses refund claims, While exempt items (e.g. education
only remit VAT on the value added at their stage. services) do not allew input VAT recouery.
The consumer bears the full tax burden, as they
cannot claim any input VAT. Example: Bread Production in Kenya
Businesses registered for VAT offset input VAT Let us examine how VAT is applied at each stage in
against cutput VAT, ensuring tax is only paid on the bread production process (assuming VAT rate
the added value they create. =16%).

Table 7:Example of VAT application

Transaction Price (Ksh.) VAT (16°%) Total Price VAT Payable to
KRA

Farmer Sells wheat te miller  10.000 1,600 11,600 =1,600

Miller Grinds wheat, sells ~ 20.000 3200 23200 (3.200-1.600) =1.600
flour te baker

Baker Preduces bread, 30.000 4.800 34.800 (4.800-3.200) =1.600
sells to market

Supermarket Sell bread to final 40.000 6.400 46.400 (6.400-4800) =1.600
consumer

Consumer Buy bread at closing  46.400 Final tax paid - -
price (including VAT) by consumer

Figure 4: Example of application of VAT

TaxDev

VAT charged
onsales

VAT reclaimed
by buyer

Net VAT on
transaction

VAT Expenditures
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3.1.4 Accounting for VAT: input & output
mechanism
3.1.4.1 Input VAT (Recoverable VAT)

VAT paid by a business when purchasing taxable
geeds and sevvices for business use. It can be
deducted from cutput VAT. A vetailer purchases
goeds werth Ksh. 1,000.000 and pays 16% VAT (Ksh.
160.000). The retailer can claim Ksh. 160,000 as input
VAT.

3.1.4.2 Output VAT (Collected VAT)
VAT charged cnsales of taxable goeds and services.
The collected amount must be remitted to KRA.

Example The retailer sells geeds werth Ksh.
2,000,000 and charges 16% VAT (KES 320.000).

The Ksh. 320,000 cutput is VAT that must be
reported to KRA.

3.1.4.3 VAT Payable Calculation

Transacticn. Ameunt (Ksh), VAT (16%)

Purchases 1.000.000 (VAT 16%) = 160.000

Sales 2.000.000 (VAT 16%) = 320.000

VAT Payable te KRA, (320.000 - 160.000) = 160.000
The business must remit Ksh 160.000 te KRA.

3.1.5 Hovw VAT Works: Zero-Rated. Vatable and
Exempt
3.1.5.1 Zero-Rated Supplies (0% VAT)

Zevro-rated goods and sevvices ave taxed at 0%,
allewing businesses to claim input VAT refunds.

Amendments intreduced through the Finance Act,
2023. expanded the list of zerc-rated items to
include Exported services, Locally manufactuved
goeds, and Exempt supplies (No VAT added) to the
2evre rated goods

3.1.5.2 VAT Exemptions

+ Exempt Supplies: Supplies that are net subject
te VAT, meaning businesses cannot claim input
VAT . Examples: financial and educational services.

* Agricultural Inputs: Micronutrient foliar
feeds and Dbic-stimulants, tea packaging
matevials.mesquite repellents

* Textile Industry: Weuen fabrics and worn
clothing imported as vraw wmaterials for
manufactuving textiles.

+ Aviation & Defense: Aircraft spare parts, Geods,
inputs. and raw matevials for cempanies undev
Special Operating Framewerk Agreements
(SOFA).Equipment. machinery,and motor vehicles
for the Kenya Defence Forces and National Pelice
Sevvice. Exempt supplies do not attract VAT,
and businesses dealing only in exempt supplies
cannet claim input VAT deductions.

When payment is received (partial or full)
When the service is perfermed

a. Special Cases

- Imports: VAT is due at the time of importation.
Continuous Supplies (e.g. rent, utilities)
VAT is due when an invoice is issued. or payment
is made.
Hire Purchase Sales: VAT is due at the peint of
sale, even if payments ave made in instalments.

3.1.5.3 Key Amendments from the Tax Lavs
(Amendment) Act, 2024 (Effective 27" December
2024)

Change in the time of supply for exports- VAT
is now applied when expert certificates or
supporting decuments are available.

Removal of the 90:10 input tax apportionment
rule- Pvevicusly, businesses with exempt
supplies below 10% could claim full input VAT,
this is ne lenger allowed.

New VAT exemption- The transfer of a business
as a geing concern is now VAT -exempt.

3.1.6 Withholding VAT

A process in which, for certain transactions, the
buyer (or recipient of the services) must retain a
part of the VAT cwed and directly pay it to the tax
autherity instead of sending the entire sum te the
supplier.

This methed is commoenly implemented in aveas
wWhere there is a greater risk of non-compliance.
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3.1.6.1 Why is Withholding VAT used?

To guarantee tax collection from suppliers whe
might otherwise under-report or fail to pay the
complete VAT amount collected.

3.1.6.2 What is the operational process?

Step 1- The buyer determines the VAT amount
based on the inveice.

Step 2- Twe percent (as required by tax autherities)
is wWithheld.

Step 3- The supplier receives the adjusted ameunt,
while the withheld VAT is paid directly by the buyer
to the government.

3.1.6.3 Who remits vithholding VAT?

Appeinted Withhelding VAT agents cn cr before
the twentieth day of the month fellowing the month
in which the deduction is made.

3.1.6.4 How does vithholding VAT work?

When the appeinted agents make payments to
their suppliers, they are required to deduct 2%
the value of the taxable supplies and remit it to
the Commissioner. The balance of the payment,
including the balancelremaining 14% VAT, is paid
to the supplier. A withholding VAT certificate is
issued to the suppliev, via their vegistered email,
once the VAT withheld has been remitted to the
Commissioner threugh iTax.

3.1.7 VAT records and returns - Etims

The Electrenic Tax Invcice Management System
(eTIMS) pertal is an integral teol used by the
Kenya Revenue Autherity (KRA) te streamline
tax adwministration, particularly for VAT vrecord
keeping and returns.

* VAT Records:

Businesses are required tc wmaintain detailed
records of theiv sales (cutput VAT) and purchases
(nput VAT). These recerds include inveices,
receipts, and other supporting decuments.

* VAT Returns:

VAT vreturns are pevicdic declarations (usually
monthly or quarterly) that summarize the cutput
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VAT collected and the input VAT paid. The difference
(VAT payable o refundable) is then settled with
the KRA.

- Sales (Output VAT)- VAT charged on sales.
Purchases (Input VAT)- VAT paid cn purchases.
Net VAT- The difference, which is either remitted
te ov refunded by the tax authority.

3.1.1.1 Efficiency of e-Tims Taxpayers Portal

Centralized Digital Records:

- Transaction Data- Businesses are required to
record all their sales and purchase transactions
on e-TIMS. This includes details like invoice
numbers, dates, amounts, and applicable VAT.

- Input and Output VAT- The peortal categorizes
transactions inte cutput VAT (tax charged on
sales) and input VAT (tax paid cn puvrchases).
This helps businesses maintain clear recerds
that are essential for VAT reconciliation.

-+ Audit Tvail- By digitizing all records, eTIMS
creates an audit trail that makes it easier for
both businesses and tax autherities to review
historical data. ensuving transparency and
reducing the visk of evrors.

3.1.8 VAT & International Trade

When seruices are provided in Kenya but invelue
international elements. the VAT treatment may
diffev.

3.1.8.1 International aspects—- goods

This invelues a 16 percent VAT charge on the cost
of the goods plus any custems duties and shipping
charges. It applies to both geeds brought inte
Kenya from ocutside the East African Community
(EAC) and firem cther EAC countries.

3.1.8.2 International aspects— services

Services that are exported (ie. pvrovided to a
non-resident client cutside Kenya) are typically
zero-rated. This means that although the service
provider charges 0% VAT, they are still required to
filea VAT vetuvrn.



Example: A Kenyan software development
company provides IT support to a client in the
United States. The sevvice is zero-rated. so no
VAT is charged. but the company must still report
on the sales.

3.1.8.3 Imported services reverse charge
mechanism

When a nen-resident service provider supplies
services in ienya (for example, consulting services),
the local vecipient (often a Kenyan business) might
be required te account for VAT using the reverse
charge mechanism. This means the Kenyan business
calculates the VAT as if it were the supplier and
remits it to KRA.

Example: A foreign consulting firm provides
aduisory sevvices to a Kenyan company. Instead of
the firm charging VAT, the Kenyan company self-
assesses VAT on the cost of the service and remits
it viaits VAT retuvrn.

3.1.9 VAT Refunds

The twe most commen types of Value Added Tax
(VAT) refunds are made pursuant te the provisions
of Secticn 17(9) of the VAT Act 2013 which allew
payment of excess input tax to a registered person
where.

1. Refund avising from making zere rated supplies
—Registered VAT taxpayers deal with taxable
supplies listed under the second schedule of the
VAT Act. However, the claim should be on the
inputs that are solely used in the making of the
zeve rated supplies and should be made within 12
months from the date of the supplies.

2. Refund arising from tax withheld by appeinted
tax withhelding agents and the registered
person lodges the claim for the refund of the
excess tax within twenty-four menths from
the date the tax becemes due and payable. For
example, where a contracter supplies goeds or
services te an appoeinted withhelding VAT agent.
the agent withhelds the tax at 2%. Due to the
claim of input tax from the cutput tax while filing,

the already withheld tax puts the contracter at
a refund pesition.

3. Tax paid in ervor — For example, a withholding
VAT agent withholds tax for the wrong taxpayer:,
the taxpayer then can apply for the refund for
the tax paid in ervor. Claim sheuld be within 12
months frem the date of payment.

4. Bad Debts — Claim is made when a supplier is not
paid by the buyer for geeds they have supplied
and it sheuld be made after 3 years, on the basis
that the buyer has been declared inscluent
by the court. The seller has te prove that all
avenues have been socught in claiming the debt
including seeking vredress from the court have
been unsuccessful. This claim cn bad debts has te
be made within 5 years

Session objectives

At the end of the sessicn, the students will have:

+ Understoed the concept of excise duty. including
its histery and definition.

+ Gained knowledge on the varicus types of excise
duties applicable in Kenya.

-+ Understeed why excise duty is impesed and its
significance in the broader tax system.

- Understoed what qualifies as excisable goeds
and sevrvices and how they are categorized.

-+ Gained a comprehensive understanding of the
Excise Duty Act. 2019. including its structure and
provisions.

Resources needed

+ The Excise Duty Act, 2015.

- The Finance Act, 2018, and 2023.
- The Tax (Rmendment) Act, 2024.
+ The M-shwavi App.

How to run the session
Prepare a power point presentation on the
overview of excise duty. types of excise duty and
excisable good and services in Kenya.
Deliver the presentation te the trainees in 30
minutes.
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- Instruct trainees te log in to the Kenya Law
website and access Excise Duty Act. 2015 for
reference.

- Illustrate amendments made te the Excise Duty
Act. 2015 using examples 1.2 and 3.

Engage the trainees in 20-minute group
discussion during which they will identify
amendments made to the Excise Duty Act, 2015.
Give each group 5 wminutes to present their
findings in plenary,

Conclude the session by recapping the key
takeaways.

3.2.1 History of Excise Duty
Excisedutyisoneoftheoldesttaxesleviedworldwide
on selected products. The eavliest preducts to be
levied excise duty included alcehel and tebacce. In
Kenya, excise duty was intreduced duving colenial
times and was initially charged on beer, wine, spirits
and tobacco. Euer since, so many amendments
have been made to take care of medevn business
practices and technelegy. In 2015, the Excise Duty
Act. 2015 was enacted and it repealed the Customs
and Excise Act subject te certain conditions set cut
thevrein. The Excise Duty Act. 2015 came inte effect
on Ist December 2015. It was intended te achieve
international best practices: simplicity. certainty,
revenue mobilization, leverage on technelogy,.

3.2.2 Types of Excise Duty

i. Specific duty rate- This is where specific amount
of tax is charged per unit of measure cn an
excisable product. An example is the excise duty
imposed on cigarette with filters (hinge lid and
soft cap) at Ksh 4100 per mile.

ii. Advalerem duty rate- Thisis where a percentage
rate of duty charged on the value of an excisable
product. An example is the imports tax charged
on the tetal Cost, Insurance and Freight (CIF).

3.2.3 Rationale for Excise Duty

Initially. excise duty was referred to as “sin” or
“luxury’, tax as it was impesed on specific geeds and
services to regulate their consumption. Howeuver,
over time, the gouernment has expanded the
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scope of excise duty. impesing it on varicus goeds
and services for a breader range of veasens as
discussed below:

+ To raise government revenue
For health reascns

+ To covrvrect negative externalities avising from
the consumption of preducts
For environmental concerns

+ Toimprove the vertical equity of the tax system/
reallocation of resources frem the vich to the
peor (Distributive)
For restitution of scciety

+ To punish

3.2.4 Excisable goods and services
3.2.4.1 Excisable goods

Domesticexcisedutyisataxlevied onthe production
ov sale of specific geods and services within Kenya.
This applies to beth lecally manufactured and
imported items as cutlined in part I of the First
Schedule of the Excise Duty Act. 2015. It primarily
applies to:

Luxuvious goods

Goods with negative desired effects
- Addictive products

Gooeds with lew price elasticity

Excisable goeds include alcohelic beverages.
tebacce products. sugar- sweetened beverages
and energy dvinks, cosmetic and beauty
products, petroleum preducts and plastics and
envirenmentally harmful materials.

Manufacturers and importers of excisable goeds
must register with Kenya Revenue Authority
(KRA) and file returns by the 20* of the folloving
month. Licensed manufacturers and impovters are
required to subwmit their excise returns threugh
iTax system.

For certain excisable goods. excise stamps must
be affixed as proof that the vequired excise duty
has been paid by the manufacturer. Legal Netice No.



30 of 2023 titled: The Excise Duty (Excisable Geeds
Management System) (Amendment) Regulations,
2023 has amended, among other provisicns, the
price of excise stamps effective 31st March 2023.
Imported goods are subject te excise duty and
must comply with the East African Community
Common External Tariff (EAC CET).

3.2.4.2 Excisable services

Excise duty is alse levied on certain services as
cutlined in part II of the first schedule cof the
Excise Duty Act. 2015.

These sevvices include:

Telephone and internet data services
Fees charged for money transfer sevvices by

financial institutions.

Fees charged for money transfer services by
cellular phone service providers

Fees charged on digital services such as
online streaming, aduertising and other digital
transactions.

Betting. gaming, price competition and lottery
selvices

3.2.5 Overview of the Excise Duty Act. 2015

The Excise Duty Act has Uo secticns and twe
schedules. The First Schedule has three parts which
contain a list of the Excisable Goeds and Services
and the corresponding rates. The Second Schedule
contains the exemptions from Excise Taxation for
both goeds and sevuices.

Table 8: Excise duty exemptions contained in the Second Schedule

Part Section

1 1-4

I 5-14

I 15- 123

v 24- 127

v 28

VI 29-32

VII 33-37

VIII 38-u1

X U2-Ue
First Schedule
Second Schedule

Scuvce: The Excise Duty Act, 2015

Traditionally. the Excise Duty Act, 2015 has been
amended annually through the Finance Act. wWhich is
enacted by 30* June every year. These amendments
specify changes to excise duty including adjustments te
tax rates and the inclusion or exclusion of specific goods
and services from the list of excisable items.

Howeuver, amendments can alse be made threugh other

Content

Preliminary

Liability for Excise Duty
Licensing

Excise Control

Excise stamps

Refunds

Excise Duty Procedure
Offences and Penalties
Miscellanecus Previsicns
Excisable Goeds and Services
Exempt Excisable Goods and Services

laws. For example, in December 2024, amendments were
made to the Excise Duty Act, 2015 through the Tax Laws
(Amendment) Act, 2024.

Example 1: An amendment through the Tax Law
(Amendment) Act. 2024.The Tax Law (Amendment) Act.
2024 amends part III of the Excise Duty Act, 2015 by
inserting new definiticns as shown below. (Fig.9)
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Figure 5: A snippet of the Tax Lav (Amendment) Act, 2024

(c) in Part III by inserting the following new definitions in the proper alphabetical sequence —

‘fees charged by digital lenders” includes any fees. charges or commissions charged by digital lenders relating to their licensed
activities but dees not include intevest, pre-lean interest, post-loan intevest. return cn lean o any shave of prefit or an
insurance premium or premium based or velated commissions specified in the insurance Act or regulations made thereunder:;
“smallindependent brewer”

means

manufacturers of beev. cider. perry. mead. cpaque beer. wine and fortified wines and mixtuves of fermented beverages with
nenalcehelic beverages manufactured whese preduction uolume dees net exceed 150,000

litres per month.

To track these changes, refer te the Excise Duty, Act 2015 as shown below. (Fig.10)
The Excise Duty, Act 2015 effectively amended the paragraph as shewn below.

Figure 6: A snippet of the Excise Duty. Act 2015.

‘fees charged by digital lenders” includes any fees. charges e commissions charged by digital lenders relating to their licensed
activities but does not include intevest. pre-lean interest. post-loan interest. return cn lean o any shave of profit or an
insurance premium or premium based or velated commissions specified in the Insurance Act or regulations made thereunder:

Probablereasonforamendment: Thegovernment
provides clarity on the fees chargeable to excise e e
duty in relation te digital lenders. DEFGSIT FROM WITHDRAW TO

M-PESA M-PESA
Example 2: Excise Duty imposed on fees charged
by digital lenders DEFOSIT  LOCK SAVINGS
The Excise Duty. Act 2015 imposes an excise duty
rate of 20 per cent on fees charged by digital 2025-03-07
lenders. An example of this excise duty is the cne .  EXCISEDUTY REPATMENT KEH. 750
imposed on facility fee cn m-shwari -a savings and & 00507 TCIROEYTUA
lecan service that enables M-PESA customers te 3 Seeenury _ KsH.750
save as little as Ksh. 1. and access credit from Ksh. o -
1.000. The screenshet shows that a facility fee of g FELTIIEE i3

JOIE-IK f TCMBOEY T &

Ksh. 37.5 percent charged for berrowing a loan of
Ksh. 500. A 20 percent excise duty is impesed on the
facility fee which translates to Ksh. 7.50."

KSH. 600

$ LoaMN MSBUREEMENT
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Example 3: Amendments to excise duty on fees
charged for money transfer services

7 Excise Duty Act, 2015
S 10 percent

Finance RAct, 2018

12 percent
7 Finance RAct, 2023
S 1S percent

The East African Cemmunity is mandated to
advance econemic, social, and pelitical integration
among Partner States. The key econemic goal
is establishing a fully functicnal Custems Union,
implemented by the Directorate of Customs under
the EAC Treaty.

The EAC Customs Management Act (CMA) 2004
was enacted to facilitate custems integration. The
act was founded on input from gevernments and
businesses. which is critical to shaping an effective
law. Some of the key areas that the Act focuses on
include digital trade. anti-counterfeit measuves,
and dispute resclution. The Act applies to all EAC
Partner States (Buruwndi, DRC. Kenya. Rwanda,
Scuth Sudan, Tanzania, and Uganda)*

Administration
The Directerate of Custems was established under
the EAC Treaty (Article 75(3)) to:

- Initiate and coordinate customs pelicies across
Partner States.

Oversee the implementation of the Common
External Taviff (CET) and trade facilitation.

The Directorate is alse responsible for:

+ Policy Coordination: Harmonizing custems laws
and procedures.

+ Trade Facilitation: Implementing the EAC
Protocel on Customs Unicn.

+ Enforcement. Monitoring compliance  With
customs laws.

+ Capacity Building: Training and standardizing
customs operations.

+ Dispute Resolution: Addressing inconsistencies
in custems administration.

Each Partner State appcints a Cemmissioner of
Customs to:
Manage naticnal customs cperations.
Collect and account for custems revenue.
Delegating powers to officers (e.g. inspections,
seizures).

Notable Custems Powers and Duties (Sections

6—10) contained in the Act comprise:

+ Customs Seal and Flag (Section 6). Official
symboels te identify custems autherity.

» Police Powers for Officers (Section 7). Customs
officers have full police powvers (arrest. search,
seizuve) Within their juvisdiction.

« Exchange of Information (Section 10): Partner
States must share data cn cress-border trade
and smuggling.

The adwministration alse comes with operational

provisions (Sections 11-17) such as:

* Appointment of Ports/Customs Areas
(Sections 11-12): Designates approved ports,
airports. and border posts for custems contrel.

» Offences by Officers (Section 9): Penalties fer
corvruption (e.q. bribes. disclosure of confidential
information) include fines (up te $2.500) and
impriscnment (up te 3 years).

« Liability for Negligence (Section 17): Officers/
Commissiocners may be sued for willful
negligence causing loss/damage te goods.
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Importation

The EAC Act governs the importation of goods
into the East African Cemmunity (EAC). and cutlines
prohibitions, procedures. and custems controls.

Seme of the key prouisicns under importation

include:

1. Prohibited & Restricted Imports (Sections

18-20)

* Prohibited Goods (Section 18):

Listed in Part A of the Second Schedule (e.g.
counterfeit goods, hazardeus materials).
Abselute ban onimportation.

* Restricted Goods (Section 18):

Listed in Part B of the Second Schedule (e.g.
firearms, certain pharmaceuticals).
Requive special permits/licenses fov import.

+ Council's Authority (Section 19):

+ The EAC Ceuncil can amend vrestrictions via
Gazette notices.

2. Arrival & Reporting Procedures (Sections

21-32)

* Vessels/Aircraft (Sections 21-28):

- They must report carge te Custems 24 heuvs
before arvival (Vessels) or immediately after
takeoff (aircraft).

- The wmaster/Agent must subwmit a carge
manifest and answer Customs quevries.

» Overland Imports (Sections 29-31):
Lehicles/persens  must  enter
designated border points.

Must declare goods and present supporting
documents (e.qg. inucices, permits).

+ Penalties:

Failure to report = fines + forfeiture of
goods.

3. Unloading & Customs Control (Sections 33—

43)

+ Approved Places (Section 33):

Goeds wmust be unlcaded at Customs-
designated areas (ports, airports, bonded
warehouses).

+ Examination & Entry (Sections 34-38)

Gooeds must be entered for clearance within
21 days (cpticns: heme use, warehousing,

through
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transit).
Provisional assessment allowed if decuments
are incomplete (with duty deposit).
» Special Cases (Sections 39-43).
- Temporary removal for testingl/vepairs (With
secuvity bond).
Perishable/abandoned goods may be sold/
destroyed by Customs.
4. Passenger Clearance (Sections 44-46)
* Dual-Channel System (Section 45):
Green Channel: For passengers with ne
dutiable goods.
Red Channel: For passengers carrying
dutiable/vestricted items.
+ Baggage Declaration (Section 46):
- Travelers must declare all goeds upon entry.

The Miscellaneous Fees and Levies Act of 2016 was
enacted to improve the administration of different
feesand levies onimperts and exportsinenya. The
law intends to improve tax collection. encourage
industrial expansion, and properly contrel trade-
related fees "

3.4.1 Objectives of the Act

- Simplify fee and levies management.
implement export charges to benefit local
industries.
Ensure compliance with tax requirements.
Generate  revenue  for  infrastructure
development.

3.4.2 Provisions.

« Import Declaration Fee (IDF)- 3.5% of customs
value imported proeducts. Certain exemptions
apply. including government imports and vital
products.

* Railvay Development Levy (RDL)- Imported
products are chavged at 2% of their customs
value. The vrevenue cellected goes towards
railway infrastructuve projects.

+ Export levy- Applied to select exported
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commoedities to promote lecal value addition.
Lewy rates differ depending on the type of items.

Exemptions include supplies for diplomatic
missions, goods imported through government
contracts and required raw materials and industrial
inputs.

3.4.3 Amendments to the Act
The Act has been amended multiple times to reflect
changing ecenemic policies and trade rules

Notable revisions include:

- 2017 levy rate adjustments.

- 2018: the taxed goods list was expanded.

-+ 2019-2021: changes to exemptions and levy
rates

+ 2022-2024: implementation of new compliance
measures and rate madifications.

3.4.4 Compliance requirements

- Importers and exporters must provide exact
amounts and pay duties on time.

- Nencompliance may vesult in penalties and
interest costs.

+ Moniter vegular updates from the Kenya
revenue autherity (KRA) and Naticnal Treasury
to ensuve compliance.

Importers should ensure items ave appropriately

classified and taviffs are paid before clearing.

Exporters must verify and comply with velevant

export duties.

The Miscellanecus Fees and Levies Act of 2016
is critical for both trade regulation and revenue
mabilization. Compliance with this Act promotes
seamless business cperations and helps te aveid
legal issues.

Key takeawvays

1. Excise Duty is an indirvect tax that is imposed
by the goverament cn certain preducts with
negative externalities to discourage their
consumption.

2. The scope of excisable goods and services has
been expanded cuer the years.

3. Excise Duty is amended through the Finance Act
and other laws such Tax (Amendment) Act.
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Objectives of the Session

By the end of this training sessicn, participants will

have:
Gained a clear understanding of what non-tax
revenues are. including how they ave generated
and how they fundamentally differ frem tax
revenues.
Identified and categorized the main types of non-
tax revenue sources in Kenya
Examined Kenya's performance in mebilizing
non-tax revenue compared to regional peers.
Analyzed systewmic challenges affecting the
effectiveness of non-tax revenue, the equity and
fairness of non-tax revenue systems,
Discussed the limitations of nen-tax revenues as
an alternative to taxes and recommend practical
strategies for improving wnen-tax revenue
mebilization in Kenya.

How to run the Session

1. Prepare a power peoint presentation to be
delivered in 30 minutes.

2. Brief the participants on the topic and the
session cbjectives.

3. Intreduce the topic. the definitions and the
difference betweenthe tax and nen-tax revenues.

Icebreaker
« Option A - Story-based activity:
Present a short story inveluing wmultiple

government payments (e.g. semeone paying a
parkingfee.renewingtheirdriver'slicense.getting
a passpert. and paying VAT at a supermarket).
Then ask participants: “Which of these de you
think are tax revenues. and which are non-tax
revenues?”

« Option B - Personal reflection activity:

‘Can you wname a gouernment service
you've recently paid for that wasn't a tax?”
Invite a few participants to share, then clavify
the classification.

4. Present the rest of the slides

S. Before discussing limitations,
pose this question te the group:

Do you think wnon-tax revenues could

be a strong alternative to taxes?
Allew 2-3 participants to shave their Views. Use
their input to transition inte the next section.

Non-tax revenues are gouernment earnings that
originate from souvces other than taxes. They are
generated through the government's regulatory.
commevrcial, or administrative functions, rather
than through tax collection™ The sources
include fees, fines, investments, and income from
gouernment-cwned properties or services.
Nen-tax revenue is an impertant but often under-
tapped source of public revenue.

4.1.1 Kenya's non-tax revenue Compared to the Region’s

While Kenya has a wide range of NTRs enits beeks. it cellects relatively little revenue by regional standards: only 2.3 percent of

GDP in 2021, compared te nearly 6 percent of GDP for the region.

The below average performance is alse evident in specific sources of nen-tax revenues. Just 0.8 pevcent of GDPis generated from
gevernment properrty inceme and about 0.2 percent of GDP from administrative fees for gouernment services. Cemparatively,
the continent's average collection is 2.4 percent and 1 percent of GDP for property income and administrative fees respectively.
Kenya received grants amecunting te just 0.3 percent of GDP in 2021, compared te the regicnal average of 1.4 percent. Cape Vevde,
Egypt. Ghana, Merecce and Seychelles generated mere than 1 percent of GDP in non-tax revenues firem sales of geeds and
sevvices and administrative fees. Kenya cn the other hand generated less than 0.5 percent of GDP from the same sources.
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Table 9:Key Differences Between Tax and Non-Tax Revenues

Difference Tax Revenue
Collected through mandatory levies onincome,

Source goods. and service, Without divect sevuice or
benefit in return.
Move stable and predictable. as it is collected
regularly based on established tax laws and

Predictability econemic activity. Gevernments can forecast
these revenues with greater cenfidence during
budget planning.

Legal Requirement  Citizens ave legally required to pay.

Collection Process Requiwgs complex structuves like KRA for
collection.

Revenue Size Typically contributes te mest government

inceme.

4.1.2 Examples of Non-Tax Revenues

Fees and Charges: Payments made by individuals
o businesses for accessing gevernment sevvices.
Examples include passport fees, court filing fees,
driving license charges, game park fees. parking
fees, etc V"

Fines and Penalties: Payments imposed as
punishiment for viclating laws or regulations. These
aims to deter unlawful behavior. Examples include
traffic fines, envircnmental viclation penalties. and
tax evasion/late payment fines.

Interest and Dividends: Income earned from
goverament lcans or prefits distributed by
state-owned enterprises (SOEs). Examples
include interest frem gouernment-issued lcans
to parastatals and dividends from companies like
KenGen or Safaricom.

Rent and Leasing: Reuenue generated from
renting or leasing government-cwned properties
and assets. Examples include rent collected from
public markets, stadiums, ov office spaces.

Licenses and Permits: Fees paid for official
autherization te conduct specific activities or
businesses. Examples include business permits,
liquer licenses, and construction permits.
Royalties: Payments made to the government for
extracting natural rescuvces or using state-cwned
intellectual property. Examples include roualties
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Non-Tax Revenue

Eavrned from government sevvices. fines, re-
turn oninvestments, use of public rescurces
etc.

Often unpredictable and volatile as it depends
on facters such as fines, investment returns,
or rescurce rroyalties which can fluctuate
due te market conditions, poelicy changes, or
irvegular demand.

Usually based on voluntary actions (e.g. park
entry fees).

Often simpler and divect (e.g. public office
fees).

Usually a smaller percentage of total reve-
nue.

from mining activities, cil and gas ameng others.
Sales of Assets: Reuvenue from the dispesal of
public properties, eften dene threugh auctions ov
sales. Examples include the aucticn of gevernment
vehicles, sale of undevutilized land. or dispesal of
cbscelete equipment.

Donations and Grants: Financial contributicns
from development partners, foreign gevernments,
or organizations te support public projects.
Examples include grants for education, health, ovr
climate-related initiatives.

4.1.3 Role of Non-Tax Revenues in government
financing

Supplementing Tax Revenues: They provide an
additicnal income stream. reducing reliance on
traditicnal taxes.

Funding Specific Services: Reuenue from fees,
fines, and rouyalties is often reinvested inte related
services, impiroving service delivery.

Enhancing Budget Flexibility: Since wnon-tax
revenues are less tied to eccnemic cycles than
certain taxes. they can offer financial stability.
Supporting Local Governments: In Kenya, Own
Scurce Revenue (OSR) collected by counties
(eg. pavking fees. market levies) boosts lecal
development.

Encouraging Compliance and Behavior Change:
Fines and penalties disceurage unlawful activities,



while envircnmental levies promote sustainable
pvractices.

4.1.4 Why is Kenya’s Non-Tax Revenue So Low?
Underreporting: Kenya's nen-tax revenue figures
may be undevrestimated due te varying reporting
acress government agewncies. Different entities
categorize wnon-tax vrevenues incensistently,
making it difficult to track and analyze vreuvenue
streams.

Limited Sources: Kenya's non-tax revenue base is
narrow, relying heavily on a few key streams like
dividends and fees.

Inefficiencies in SOEs: State-cwned enterprises
have underperformed in recent years, reducing
dividend contributicns te the government.

Poor Reporting Practices: Non-tax revenue data
in budget decuments lacks clarity and detail. making
it challenging to interpret.

Weak Administration: enya's non-tax revenue
system faces administrative challenges, with semi-
automated processes and delays in reviewing fees
and charges.

According to a research by the Institute of Public
Finance (link), the gouernment could collect as
much as Ksh 140 billion meore frem nen-tax scurces
by exploring additicnal nen-tax revenue streams,
autemating collection, enhancing profitability of
state-owned enterprises, and standardizing the
process of impesing fees, charges and rates.

Non-tax revenues are net a streng alternative
to tax revenues in Kenya due te their relatively
small contribution to the Gress Domestic Product
(GDP). The tax revenues significantly ocutweigh
non-tax revenues in their contribution to GDP. Fer
instance, in 2022, Kenya's tax-te-GDP ratic was
appvoximately 16.8%. Incontrast, non-tax revenues
accountedforabout 0.5% of GDPinthat fiscal year

4.2.1 Advantages of Non-Tax Revenues

a. Diversification of Income Sources: Relying

solely on tax revenues expeses gouernments
te ecenemic shacks. Non-tax revenues provide
an alternative stream that can help stabilize
budgets.

b. Revenue linked tc Specific Secters: Nen-tax
souvces like user fees. envircnmental levies, and
reyalties target specific activities er industries,
allowing the government to eavn directly from
reseurce use ov services.

c. Promotes Accountability: Nen-tax vrevenues
often come from divect payments fovr services
(e.9. park fees. licenses). which canimproue public
perception if citizens see value in what they pay
fov.

d. Encourages Behavioral Change: Charges like
envircnmental levies or congestion fees can
discourage harmful practices while generating
revenue.

4.2.2 Limitations of Non-Tax Revenues

i. Unpredictable and Lelatile: Nen-tax revenues,
pavticularly those tied to vesources (e.g. cil
royalties or teuvism fees), can fluctuate due to
mavket conditicns or seasenal changes.

ii. Limited Growth Potential: Unlike tax revenues,

which naturally increase as the eccnomy grows

through higher incomes, business profits. and

consumption, non-tax revenues often have a

limit.

Expanding non-tax revenues significantly may

requive intreducing new fees. fines, or charges.

which can place an extra financial burden cn
citizens and businesses.

iv. Equity Cencerns: Fees and charges can
disproportionately impact low-inceme groups.
especially if applied te essential services like
healthcare cv education.

U. Administrative Complexity: Managing diverse
nen-tax revenue streams may requive
specialized systems and capacity, particularly at
the county level.
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4.2.3 Equity In Non-Tax Revenue

Non-tax revenues can become punitive if they
are peoovly designed or implemented without
considering fairness and equity. While these
revenues are intended to generate inceme. they
can unintentionally burden certain groups or
hinder access to essential services through:

Disproportionate Impact on Vulnerable Groups:
Fixed fees fov services like healthcare, educaticn, or
water may place a heavier financial burden on low-
inceme individuals.

Excessive Charges on Essential Services:
Ouerpricing permits, licenses, ov utilities can limit
access te basic services.

Ambiguous or Non-Transparent Fees: Unclear
or hidden charges can create confusion and
frustration. Some government agencies may
impose multiple layered fees. making services
costly and inaccessible.

Overburdening Specific Sectors: Imposing
excessive fees enindustries like tourism, mining, ov
transport may discourage investment and growth
inthese sectors.

Environmental Levies Without Alternatives:
While envirenmental charges are often justified.
they can feel puwitive if ne affordable. eco-friendly
alternatives are available.

4.2.3.1 How to Ensure Equity in Non-Tax Revenues
Equity-Based Fee Design: Intreduce progressive
charges where higher-inceme individuals pay mere
(e.g. wealth-based healthcare fees).
Transparency. Clear communication of fee
structures. the rationale behind charges, and how
revenues are used helps prevent undue burdens on
Vulnerable or low-inceme groups.

Public Participation: Engage citizens in discussicns
on new fees to ensure they ave reascnable and
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justified.

Exemptions for Essential Services: Spare critical
services like healthcare, educaticn. and basic
utilities frem excessive fees.

4.2.4 Recommendations for Enhancing Non-Tax
Revenue in Kenya

Enhancing collections through full automation
is key The government should expedite digital
payment systems for services. On August 4. 2023,
the president directed that all gouernment service
payments be made Via a single Naticnal Treasury-
managed platform, expected to generate an
additicnal Ksh 10 billion. In FY 2022/23. non-tax
revenue exceeded its target by Ksh 16.4 billion,
driven by increased digitization, pavrastatal fund
mop-ups. and higher dividends from firms.

Diversify and Target Non-Tax Revenues: Kenya
should explore alternative revenue streams
aligned with its econemic strengths. The creative
industry, which contributed Ksh 121 billion in 2022,
can grow further through better protection
and commercialization of intellectual property.
Expanding tourism services and cemmercializing
government assets, such as leasing public
propevties. alse present revenue cpportunities.

Improve Non-Tax Revenue Reporting Kenya
should adept standardized reporting framewerks
acress  agencies, pvovide detailed  revenue
breakdowns, and expand digital systems like
e-Citizen to captuve all non-tax revenues. Regular
audits weuld enhance accountability and address
revenue gaps.

Devolving Non-Tax Revenue Collection in
Counties: Allcwing counties to manage seme nen-
tax revenues, such as market fees and community
tourism charges, can improue efficiency. This
requires clear legal framewerks, county staff
training, revenue-sharing agreements, and local
inncvation te maximize cellections.
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Strengthening

State-Ovned  Enterprises

(SOEs). Improving the financial perfermance and
management of SOEs can beost dividend income.
This may invelue strengthening gouernance
structures, enhancing oversight. and promoting
profitability.

Ke

y Takeavays

Nen-Tax Revenues are gouernment earnings
frem scurces like fees, fines, licenses, and
dividends

- Distinct from taxes as they are linked to services

or penalties, not mandatery levies.

Kenya's non-tax revenue contributes less than
1% of GDP due to limited scurces, poor reporting,
and inefficiencies in SOEs and collection systems.

- Newn-tax vrevenues can be regressive and

unpredictable. Peorly designed charges may
burden low-income groups o  discourage
business activity,

Kenya should autemate payments, standavdize
reporting, expand revenue streams (eg.

tourism). strengthen SOEs, and allow counties to
manage lecalized collections.
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Objectives of the session

By the end of this sessicn, participants will be able

to:
Understandthelegalandinstitutional framework
governing own seurce revenue (OSR) in Kenya's
county gevernments.

- Identify key scurces of cwn revenue for counties
and assess their performance trends.
Eualuate the challenges and constraints
affecting OSR mebilizaticn and administration at
the county level.

Discuss best practices and referms te enhance
OSR collection, efficiency, and acceuntability.
Appreciate the role of OSR in strengthening
county fiscal autonemy and sevvice delivery.

Resources needed
Public Finance Management Act (PFMA), 2012
County Governments Act. 2012
Commission of Revenue Allecation Reports,
especially the model of Taviffs and Pricing pelicy
Office of the Centreller of Budget's Budget
Implementation Report reports
County Finance Acts
Counstitution of Kenya, 2010
Enhancing Revenue Generation and
Progressivity of Property Taxation in Kenya

How to run the session
Start warm up session through interactive
questicning
Deliver a 30 minutes power point presentation
Guide participants to access the said legal
requirements guiding taxation at the sub
nationals.
Divide pavticipants into small groups for a 20
minute session cn What challenges counties are
facing in the collection of cwn scuvce revenue
and how can ceunties enhance its cellection.
Ask each group to present for 2-3 minutes on
the same
Wrap up the sessicn by giving the cuerview of
the whele session

For county governments to effectively deliver
their mandates. they require adequate financial
rescurces. While they vreceive allocations firem
naticnally raised revenue, fiscal decentralization
necessitates that counties alse generate their cwn
revenue. Article 209 of the Constitution™ therefore
grants county governments the authority te
impose taxes and chavges. including property taxes.
entertainment taxes. and othev revenue measuves
permitted by an Act of Parliament. However, Article
209(5) impoeses restrictions to ensure that county
taxation does not hinder naticnal ecenemic policies,

Taxation Module l.l.B
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disrupt economic activities acress county bovders,
or impede the free meuement of goods, services,
capital. and labor.

The Own scurce vrevenue falls inte three main
categories

5.1.1 Property tax

Property rates are taxes levied on the value of
property including land. They are assessed by a
ratingautherity with the assistance of the valuer. In
Kenya property rates were governed by; Valuation
for Rating Act (Cap 266) (19596), Which guides the
preparation of valuation rells, and Rating Act (Cap
267) (1963), which identifies the rating autherity and
provides for the imposition of rates and applicable
forms of rating,

Following the 2010 Censtitution, particularly Article
209(3). county governments are requived to enact
property rating and valuation laws. Due te revenue
undevrperformance, the Naticnal Rating Act 2024~
was intreduced to provide a uniform legislative
framework to impose property rates in conjunction
with the fellewing twe impoertant laws that impact
pwopewtlg taxation. They include:
The Land Act (2012): Implements Article 68 of
the Ceounstitution by revising. censolidating, and
raticnalizing land laws for better administration
and management of land resources.
- The Land Registration Act (2012)*“Provides
for the vregistration of land titles in line with
develued governance.

The Naticnal Rating Act, 2024 cutlines provisions
on the valuation of rateable property, preparation
and approval of valuaticn rolls, duty te leuy rates,
definitions of a rateable cwner, forms of rating.
public participation requirements, rate setting
and collection, remission, discounts and waivers,
enforrcement measures, exempticns, contributions
in lieu of rates. and entertainment tax regulation.

l.|.7 Taxation Module

Part II of the Fourth Schedule of the
Counstitution outlines the functicns of county
governments,  which give rise te varicus
public sevvices that attract fees and charges.
Section 120 of the Ceunty Gevernments Act
v, 2012, mandates county governments te develop
a Taviffs and Pvicing Policy for all user fees and
charges. However, to date. no county gevernment
has complied with this legal requirement by
fermulating such a policy te guide the determination
of fees and charges.

Below avre examples of fees and charges imposed by
county governments:

a). Outdoor Advertising licensing

Outdeor aduertising plays a crucial role in
supporting vibrant industries and fostering a
competitive econemy. However, While businesses
seek to maximize their aduertising reach, it is
essential to balance this with the need te protect
public spaces, maintain aesthetic appeal. and ensure
public safety. Te achieve this balance. cutdeer
aduertising is vregulated primarily through
licensing.

Before deveclution. the wnow-defunct local
authevities (LAs) had significant powers to
reqgulate ocutdoor aduertising. These powers,
granted under the Local Government Act
wxv (Cap. 269, Secticn 162), allowed LAs te:

i. Control the display of aduertisements, ensuring
they adhered to public decency, safety, and urban
planning guidelines.

ii. Regulate the use of mobile aduertising, such
as aduertising vans, banners, flags. and digital
screens.

iii. Govern the distribution of handbills in public
places to prevent littering and unauthorized
aduertising.

iU. Manage street decovations to ensure harmeny
with urban planning cbjectives.



With the enactment of the 2010 Constitution ™' the
responsibility for regulating cutdeer aduertising
was transferved to county gevernments under
the Feurth Schedule, which designates county
goveraments as the primary autherities
respounsible for cutdoor aduertising regulaticns.

The legal basis for licensing

The County Outdoor Advertising Control Act.
2015 establishes the legal framewerk for
outdeor aduertising licensing. Under this Act,
any individual or business intending te engage in
cutdoor aduertising must cbtain a license from
the respective county government. The licensing
process ensuves that aduertisements are safe. do
net ebstruct public spaces or read users, and align
with the aesthetic and envircnmental standards of
the area.

The application for an cutdeer aduertising license
requires compliance with specific  conditions,
including:

1. Subwmission of an application in the prescribed
form, accompanied by the required fee.

2. Provision of a site plan detailing the exact
location, dimensions, and type of aduertisement.

3. Written consent fromthe site cwner orany other
party with a vested interest in the property.

4. An artistic impression or diagram illustrating
the proposed aduertisement's design, scale, and
positicning,.

5. Consideration of the aduertisement’s impact on
road safety, Visual clutter. and public amenities.

The county executive committee  member
responsible for outdeor aduertising evaluates
applications based on these criteria. If the
application meets all vegulatery vrequirements,
a license is issued. specifying the duration and
conditions of display.

Once a license is granted. the aduertisement must
be installed within six menths, failure te which the
approval lapses. Additicnally,. a licensee:

Cannct alter. vremcue, or upgrade an
aduertisement witheut prior approval. except
for routine maintenance.

Must renew the license befere expiry, fellowing
the same application process.

Must remeoue an aduertisement within seven
days of license expiry v revecation.

Revocation of the license

A license may be revcked if the aduertisement:
Becowmes a safety hazavrd ov cbstructs visibility,.
Viclates urban planning or  historical
preseruation guidelines.
Causes excessive light pollution or distracts
road usevs.

Before revocation, the county must issue a 21-day
notice to thelicensee and allow them an oppertunity
to respond. If dissatisfied with the decision, the
licensee has the right te seek judicial review within
14 days of the decision.

b) Partking fees

Parking fees ave charges impesed on uehicles for
the use of public parking spaces previded by the
county government. These charges are reviewed
annually threugh the Finance Act to align with
policy ocbjectives, infrastructure maintenance
needs, and urban mebility strategies.

The primary cbjectives of parking fees include
managing traffic flow and reducing congestion in
urban centers and localities, regulating the cenduct
of metovists, and generating revenue to support
the maintenance and provision of pavking facilities.
By implementing structured parking fees, counties
can promote efficient land use. enceurage the use
of alternative transport medes, and enhance urban
planning.

The Teaffic Act (Cap 403)“ provides the legal
framework for traffic regulation. including pavking
management. Secticns 73A and 73B empower local
authevrities te enact by-laws governing designated
parking places. including the determination of
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applicable charges. This ensures that parking
regulations are legally enforceable and aligned
with broadev transportation policies.

c). Business Licensing Fee

A business licensing fee is a levy imposed by
the county government as a prerequisite for
conducting business within its jurisdiction. Upen
payment of the required fee. a tradev is issued a
trade license, granting them legal authorization te
opevate.

The cost of a business license varies depending on
several factors, including the size of the business,
its location, and the type of activity it engages
in. Businesses in prime urban areas ov those
classified as high-visk operations may attract
higher fees compared to smaller enterprises ov
these in less strategic lecations. In addition to
revenue generation, business licensing serues as
a regulatory teol. allewing counties to meniter
commercial activities, enforce health and safety
standards, and promete fair competition within
their economies.

Counties pevricdically review business licensing
fees te align with econemic conditions and policy
cbjectives. Some counties have alse adopted
digital platforms to facilitate cnline applicaticns
and payments, improving efficiency and reducing
bureaucratic delays in the licensing process

d). Liquor Licensing Fee

Liquor Licensing Fee refers te the cost of cbtaining
alicense te legally sell er serve alcohoelic beverages
inan establishment.

Before 2010. liquor licensing in Kenya was governed
by the Liquor Licensing Act (Cap 121) of 1957, which
placed regulatory authority under the Minister of
State for Provincial Administration and Internal
Security. The Act divided the country inte licensing
areas. such as Nairebi licensing area and multiple
district-based aveas in regions like Nyanza
Province. The minister had the power to declare
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these aveas and determine the liquer fees payable
within them.

In 2010. this Act was repealed and replaced by
the Alceholic Drinks Control Act Ne. 4 of 20104
The new law created Alcehelic Drinks Regulation
Committees in each district. responsible for issuing
liquer licenses for brewing, whelesale, and retail
sale of alcoholic beverages. It alse established
the National Autherity for the Campaign Against
Alcehel and Drug Abuse (NACADA), which teck cn
the role of regulating alcehel-related issues at
the wnaticnal level. Additicnally. the law created
the Alceholic Drinks Control Fund, which consists
of revenue generated from license fees and cther
related charges.

The Alcchelic Drinks Control Fund is primarily
used to finance programs and activities related to
alcehel regulation, research, and rehabilitation.
The Fund supports research, decumentation, and
dissemination of information on alceholic drinks,
contributing te informed policymaking and public
awareness.

1. Agriculture produces cess

The Agricultural Preduce Cess (APC) is a tax levied
on tradable cemmedities by ceunty gevernments
to raise revenue for the origin counties where
the crops are grown. It applies to agricultural and
fishing products that are cemmercially produced
or supplied. such as maize, milk, cattle. egetables,
fish. fruits, coffee. tea, and flowers.

The funds generated frem the cess are intended
to improve physical infrastructure. such as reads
and other assets that enhance agricultural
production services and facilitate the marketing
and distribution of these commeodities. Before
devclution, cess collection was reinforced through
agricultural sector pelicies, such as the Kenya
National Livestack Pelicy (2008) and the Kenya Meat
Commission (Amendment) Act (1966), which cutlined



cess rates and collection proceduves.

The legal framework for cess collecticn changed
after the intreductiocn of devclution. The 2013
Agricultuvre Fisheries andFoedAutherity (AFFA) Act
repealed the Agriculture Act. removing the
legal basis for cess impesition. there is a lack
of precise alignment regarding cess. leading te
inconsistencies in its application. The absence of
harmenized legislaticn has vesulted in high and
multiple charges. numercus collection points,
and increased costs for producers and traders,
which ultimately hurts the competitiveness of the
agricultural secter. Additicnally, different counties
use varying units of measurement, such as tonnage,
package size, uehicle type. or the number of trips,
creating trade bavviers within the country,

In Kenya, county financial bills, wheve agricultural
cess and market levies are dewmiciled, have become
the primary means of intreducing new charges
rather than addressing agricultural taxation
through structured and harmonized laws. Each
county has the discretion te determine the rate
and computaticnal formula for the fees based con
prevailing laws and regulaticns. The rates may be
in the form of a numeric value or percentage. with
ne clear justification for how they are determined.
Regardless of the rate structure, the final ameount
payable is based on the vclume and/ov value of the
tradable commodity.

2. Market access fee

This is a fee charged to traders of goods. animals,
or any other products te enable them to transact
theiv business within the county mavkets.

The specific cbjectives of leuying mavket fees are

to:

i. Mabilize rescurces for providing services at the
market.

ii. Develop and maintain market infrastructuve.

Market access fees vary depending on factors
such as the type of goeds being seld. the size of
the trading space cccupied. and whether the trader
operates in a formal market structure or an cpen-
air market.

Key Takeaways

- OSR empowers county fiscal autonemy and
service delivery undev Article 209.
ey revenue streams: Taxes (like property),
fees/charges (e.g. business perwmits, pavking).
and levies (e.g. cess. mavket fees).
Main challenges include weak legal frameworks,
cutdated systems, multiple/higher charges. and
poor enforcement.
We need to harmenize laws, digitize systems,
strengthen transparency, and adopt faiv/
efficient collection practices.

Taxation Module sn
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Objectives of the session
Understand what tax expendituves are and how
they work.
Understand how tax expenditures are calculated.
Know how teinterpret tax expenditure numbers.

Resources needed
Government of Kenya Tax expendituve reperts
A Review of Kenya's 2022 Tax Expenditures
Report (a publication by IPF)

How to run the session
Prepare a PowerPoint presentaticn on
tax expenditures covering definition of tax
expenditures, how tax expenditures are
calculated and an overview of tax expenditures
numbers in Kenya

- Instruct the trainees to log inte the Global
Tax Expenditures Database and Global Tax
Expenditures Transparency Index websites
Engage the trainees in a 20-minute group
discussion during which they will discuss tax
expenditure transparency gaps
Give each group 5 wminutes to present their
findings in plenary, ensuring all trainees
contribute their ideas on how te improve
transparency in the use of tax expenditures
Conclude the session by vrecapping the key
takeaways. emphasizing the importance of
understanding the policy implicaticns of tax
expenditures

6.1.1 What are tax expenditures?

Tax expenditures are the government's
estimated revenue loss that results from giving
tax concessions or preferences to a particular
class of taxpayer ov activity. They can take many
forms, including tax exemptions, tax deductions,
tax offsets (or credits). and concessional tax
rates or timing rules. such as accelerated
depreciation of capital assets. that either
reduce or defer a taxpayer's tax liability"
A typical example: personal tax relief that every
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person whe pays Persenal Income Tax enjoys in
Kenya.

6.1.1.1 Why do tax expenditures matter?

Tax expenditures are functicnally the same as
government spending: they cest meney through
lost revenue. It is important to assess their value
in policy terms, just as we do with other parts of
the budget so that they are effective, efficient and
equitable.

6.1.2 How are tax expenditures calculated

Unlike a spending budget. where every expenditure
item is an act of will to spend money, a tax
expenditure is a decision not to collect a tax "
But to define this, we need some standard against
which te measure cur decisions; otherwise, there
is no legical limit to what might count as a tax
expenditure. For example. the goverament does
not tax the air we breathe. Does that mean that
there is a tax expenditure on air? Obuicusly. not.
Tax expenditures must be relative to what we take
to be 'nermal’ taxation. The way that thisis usually
determined, is to decide on what the "benchmark’
tax systemis. and then lock for deviaticns fromit.

There are three approaches tc defining tax

expenditures and the benchmark tax system:

+ The reference tax lav takes a country's tax
system as the starting peint of defining the
benchmark and defines a tax expenditure as
an explicit concession that departs from the
applicable tax provisicn.
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* The conceptual approach defines a nermative
benchmark tax system guided by a theoretical
concept of comprehensive income  or
consumption that provides guidance cn how
pelicy sheuld be defined, irvespective of whether
the benchmark corvespends to the existing tax
law.

+ Expenditure subsidy approach where the
government only costs tax incentives that
are clearly analogeus te an expenditure
subsidy. What are the policy implicaticns of tax
expenditures?

Refer to Annex III in the 2024 Tax Expenditure

Report for preferential measures that are not tax

expenditures.

The government of Kenya uses the tax law approach to
define tax expendituves and the benchmark tax system. It
defines tax expenditures as ‘tax foregone due to explicit
concession that departs from what is considered as a
generally applicable tax provision under the existing
tax law and is meant to achieve a specific socio-
economic outcome’ and a benchmark as “a baseline
against which a tax expenditure is recognized as a
standard tax treatment at international standard or
in Kenya and not conferring preferential treatment
to particular group of taxpayers’

6.1.3 What is the size of tax expenditure in Kenya?
Tax expenditures increased between 2020 and 2023
bothin neminal terms and as a pevcent of GDP. frem Ksh
239 billion (2.3 percent of GDP) to Ksh 511 billien (3.4
percent of GDP (Figure 11 and Figuve 12) X"
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Figure 7: Total Tax expenditures (Ksh billion)
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Comparing numbers from different years and from different reperts, it is evident that changes in the
benchimark has caused changes in these numbers. However. from the reported numbers we cannot tell what
component was caused by change in benchmark er by pelicy changes.

Figure 8: Total tax expenditures (%% of GDP)
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In terms of compesition, VAT TEs account for mere than 65% of TEs in Kenya
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Figure 9:TEs shares by revenue head
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Key takeavays

+ Tax expenditures are gouernment revenue
losses firom tax concessions; they are a pelicy
cheice to not collect revenue. They are akin
te direct government spending and should be
assessed for efficiency, effectiveness, and equity.

- Tax expenditures are wmeasured against a
benchmark tax system, with Kenya using the tax
law appreach te define and calculate them.
Kenya's tax expenditures rose from Ksh 239
billion (2.3% of GDP) in 2020 te Ksh 511 billion
(3.4% of GDP) in 2023, with VAT acceunting for
over 65%.

- Transparency, clear policy ocbjectives, and
regular evaluation are essential to ensure tax
expenditure contributes effectively te economic
growth.

6.2.1 Occd Inclusive Framewvork
6.2.1.1 What/Who is the OECD?

The Organization for Econemic Co-cperation
and Development (OECD) is an internaticnal
organization that works to build better policies
for better lives*" It draws cn mere than 60 years
of experience and insights te shape policies that
foster prosperity and eppertunity, underpinned by
equality and well-being. The OECD has 38 members.
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The OECD. through data analysis:

* Aims at impreving ecenemic perfermance

- Aims at fighting internaticnal tax evasicn and tax
avoidance.

Tax evasion is the deliberate attempt wnot to
pay tax wheve it is due. while tax avoidance is
taking aduantage of legally available tax planning
opportunities te minimize one's tax liability.

6.2.1.2 Who/What is the G20?
Group Twenty (G20) is the premier forum for
international econemic cooperation. It plays an
important vole in shaping and strengthening
glebal architecture and gouernance on all major
international ecenemic issues. The G20 members
represent arcund 85% of the glebal GDP. cver 75%
of global trade. and about two-thirds of the werld
population. The G20 has 21 members: 19 countries
and 2 Internaticnal Organizations (the Eurcpean
Unicn and African Unicn). The G20 discusses:

Econemic and financial ceerdination

Climate Chang

Global Healthcare.

6.2.2 What is the OECD Inclusive Framework?
The OECD Inclusive Framework on Base Erosion
and Profit Shifting (BEPS) (when companies avoid
taxes by expleiting gaps in the international tax
rules)
This gleobal initiative that brings together cuer 140
countries and jurisdictions to:
- Tackle tax avcidance
enterprises.
+ Improve the ccherence of internaticnal tax
rules.
Ensure a wmeore fair and transparent
international tax system.

by wmultinational

It is called ‘inclusive’ because deuveloping and
developed countries alike can work tegether con
an equal feoting, unlike traditicnal OECD initiatives.
Members work inunison to implement measuves to
cuvrb Base Ereosicn and Prefit Shifting.
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6.2.3 The Development of OECD Inclusive Frame-
vorkin Kenya

Digitalizationandglebalizationhave had asignificant
impact on commerce and livelihceds acress the
world. This has come with complex challenges to
the tax structures and rules especially with the vise
of glebal Multinational companies which are highly
digitized. These entities cperate and derive prefits
from jurvisdictions where they den't necessarily
have a physical presence. This has made it difficult
for governments especially developing and
undevrdeveleped countries to cbtain tax revenues
from these Multinaticnal entities.

The OECD in an effort to strengthen international
tax systems. to make it more responsive to
curvent trade practices and tackle tax aucidance
came up with the Base Erasion and Prefit Shifting
initiative . an inclusive framewerk that welcomed
the participation of multiple countries including
Kenya that were not members of the OECD in an
effort to ensure participation cn an equal feeting
for all countries to ensuve a more transparent
envircnment®  Kenya jeined the Inclusive
Framework in 2017.

The OECD Inclusive Framework initiative-The
Statement came up with a twe-pillar propesal that
included:
Pillar cne vules create a new taxing right in
market juvisdictions like Kenya that go beyond
the current physical presence rules currently
embodied in domestic laws.
Pillar twe intreduces a global minimum tax which
would ensuve multinational cevporations pay
a minimum amount of tax with respect te their
global prefits.

Many developing countries, Kenya included did not
join, the primary concern being these countries
already had in place unilateral regimes such as the
digital sevuice tax which worked and helped expand
the revenue base. Other concerns raised by Kenya
included:

+ The OECD propesed a global minimum tax rate



of 15% which Multinaticnals must pay. Kenya
considered this rate te be tee low and propesed
a higher rate of 20%.

+Joining the consensus of the twe-pillar solution,
iKenya weuld have te forgoe the digital service tax
they had already implemented. althcugh pillar
one of the Inclusive Framewerk would mean
allocation of 100 billien dollars it is uncertain how
much of that meney Kenya would receive. if any.

Amidst these concerns Kenya acknowledges the
need to removue unilateral measures to realize
flexibility in tax administration, simplicity in tax
administration and ceoperation in assertion of tax
scvereignty.

Kenya is yet to sign on the OECD twe pillar
framework and has made propesals to the OECD
which include the follewing:
-+ To bring mere companies within the scepe of the
jurisdiction.
Develeping countries to retain taxing rights on
Digital service Tax for cut-ef-scepe companies.
- Allow for a nen-binding arbitration process.

Kenya is committed te international coeoperation
in taxation matters, a key part of the country's
tax diplemacy prefile cver the years. Continucus
stakeholder engagement is part and parcel of
this endeavor. The future is brighter, and Kenya is
locking ferward to being part of the deal sconer
than expected.

Objectives

+ Define envircnmental taxes and explain their
purpose.

- Analyze the core cbjectives of environmental
taxes: climate change mitigation versus revenue
genevation.

Discuss existing envircnmental taxes and climate
finance initiatives in Kenya.

- Engage in interactive discussions and policy

simulations on envirecnmental taxation.

Resources needed
- ATAF envircnmental taxation handbeck
- Climate change Act
- The Climate Change
Regulaticns, 2024
Excise duty Act
- Finance bill 2024
Carbon trading Blog. link

(Carbon  markets)

How to run the session

Start with warm-up questicns. Perhaps using
a poll to collect answers te gauge the level of
undevrstanding ameng the participants.
Deliver a 30-minute PowerPeint presentation
on envirecnmental taxes: definition, types. global
and Kenyan examples, and cbjectives (climate us.
revenue).

- Instruct trainees to uisit the Kenya law website
to search for references to envircnmental or
green taxes.

+ Illustrate  practical examples of how
envirenmental taxes (e.g. fuel levy, plastic ban)
are applied or could be improved in Kenya.
Divide participants inte small gvoups for a
20-minute discussicn on how envircnmental
taxes could werk in Kenya and how it can
navigate the political econemy and give 2-3 mins
for presentation.

6.3.1 What Are Environmental Taxes?

Envircnmental taxes are fiscal teols designed te
enceurage sustainable practices by impesing costs
on environmentally harmful activities These
taxes aim to reduce polluticn, conserve rescuvces,
and generate revenue that can be reinvested in
envirenmental and sccial programs. Envirenmental
taxes follow the “polluter pays™ principle. ensuring
that these whe cause envirenmental harm bear
the cost. Examples include import tarviffs on plastic
matevrial. charges on traffic congestion, excises on
fertilizers, fishing levies, deforestation taxes, and
carbon taxes. These taxes are widely promoted
to vreduce environmental damage while vaising
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revenue frem pelluters.

6.3.1.1 Key Characteristics

- Target activities that contribute to pelluticn
and rescuvce depletion.

+ Aim to change behavicur rather than just raise
revenue.

- Encourage investment in clean energy and
sustainable practices.

6.3.1.2 Examples of Environmental Taxes around
the World

+ Carbon Taxes: A carbon tax is a fee on carbon
emissicns from burning fessil fuels, aimed at
reducing greenhouse gas emissions. It creates
econemic incentives for cleaner energy use and
generates revenue for envirenmental and sccial
programs. Many countries, including South
Afirica, Sweden Nerway, and Canada. impose taxes
on carbon emissions to reduce greenhouse gas
emissions. These taxes are applied teo fossil fuels
based cn their carbon content.

+ Plastic Bag Taxes: Naticns like Ireland have
introduced taxes on plastic bags to vreduce
plastic waste and encourage the use of reusable
bags.

* Vehicle Emission Taxes: Countries such as
Germany and the UK levy taxes on vehicles based
on their emissicns, prometing the use of cleaner
and move efficient uehicles.

+ Waste Disposal Taxes: In countries like the
Netherlands, taxes are imposed cn waste sent
to landfills te encourage recycling and waste
reduction. On the other hand. Nerway has a
waste Incineration tax intended to internalize
the cost of envirenmental pollution.

* EBnergy Taxes: Denmark and Finland tax
energy consumption, including electricity and
heating fuels, to promote energy efficiency
and renewable energy sources. Similarly,
South Africa intreduced a carbon tax in 2019
to discourage excessive carbon emissions and
enceurage businesses te adept cleaner energy

alternatives.
6.3.1.3 Purpose of Environmental Taxes
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Mitigate Environmental Damage - These
policies discourage pellution and promote
sustainability by impesing taxes cn activities
that harm the envircnment.

Generate Government Revenue -
Envircnmental taxes provide funds that can be
reinvested in green initiatives. infrastructure,
and social programs.

Encourage Sustainable Practices - They
incentivize businesses and individuals to adopt
eco-friendly alternatives, such as vrenewable
energy and efficient resource use.

Implement the Polluter Pays Principle
- Ensuving that these vespensible for
envirenmental havrm bear the cost of their
actions.

Address Market Failures — By internalizing the
external costs of pellution, envirenmental taxes
help correct market inefficiencies.

6.3.1.4 Challenges and Criticisms of
Environmental Taxes

Economic  Burden on  Lower-Income
Groups: Higher energy and fuel costs
can disproportionately affect  vulnerable
populations, making essential geeds and sevuices
move expensive.

Impact on Industries: Sectors heavily reliant
on fossil fuels may face high compliance costs.
which could petentially affect ecenemic grewth.
Effectiveness Concerns: Scme taxes primarily
serUe as rrevenue-generating teels rather than
direct disincentives for pollution.

Elasticity of Demand: In cases where
alternatives ave costly or unavailable, behavior
change may be limited.

Regulatory and Enforcement Issues: Weak
institutional framewerks and peor menitering
can lead to tax evasion and limited compliance.
Compliance Costs: Businesses may face higher
opevational expenses due te vregulatory
requirements, which can affect competitiveness,
especially for small and wmedium-sized
enterprises (SMEs).

6.3.2 What different forms of environmental tax



exist?

Envircnmental taxes can be categorized inte four
main dimensicns: energy. transpert, pollution
and resources " These taxes play a crucial role
in prometing sustainability by aligning ecenomic
activities with environmental goals.

Energy Taxes
Carbon taxes on fossil fuels
Electricity consumption taxes.
- Transport Taxes
vehicle emission taxes
Congesticn charges
- Fuel taxes.
Pollution Taxes
Waste dispesal taxes
- Industrial emission charges
Resource Taxes
- Timber extraction fees
Waste usage charges
Mining levies

6.3.3 What is the Core Objective of Environmental
Taxes? Climate Change or Revenue Generation

The foremost aim of envircnmental taxes is to
reduce envircnmental harm by internalizing
the costs of pellution and rescurce depletion.
These taxes ensure that those whe contribute
te envircnmental degradation bear the financial
responsibility  for  their actions, thereby
encouraging cleaner production and consumption
practices

While revenue generation is net the primary goal of
envirenmental taxation. it is a significant byproduct.
The funds collected from these taxes can be used to
finance climate adaptaticn and mitigation projects,
such as renewable energy investments and
envircnmental conservation programs, Support
vulnerable populations affected by climate pelicies,
ensuring a just transition te greener econemies as
well as offset other taxes. such as reducing income
or laber taxes, te maintain econemic balance and
competitiveness.

A well-designed envircnmental tax system

sheuld prioritize climate change wmitigation and
envirenmental  sustainability  while  ensuring
that vevenue generation supports long-term
ecological and ecenemic geals " Ideally, as these
taxes succeed in reducing pellution and resource
depletion, their revenue may decline cuer time,
indicating a positive shift towavd a cleaner economy.
The success of these taxes is ultimately measured
not by the revenue they generate but by their
effectiveness in fostering a low-carbon, rescurce-
efficient. and environmentally responsible econemy.

Case Study Reviews: Review Norway's, Sweden's
and Scuth Africa cn envircnmental taxation

Activit
Discussion Questions:

Which appreach sheuld Kenya pricritize, climate
change or revenue generation?

How can Kenya balance the two objectives
effectively?

6.3.4 Do we have Environmental Taxes in Kenya?

Kenya does not have direct envirenmental taxes
but has tried to implement several interventions
to addvess climate concerns. Key measures include:

+ Excise Duty on Plastic Bags: Despite Kenya's
2017 ban on plastic bags. an excise duty on
plastic packaging matevials remains in place
to further disceurage plastic use and promote
sustainability. Manufacturers and importers are
required to pay a leuy of 25% cr KSh 200 per
kilegram, whichever is higher, on imported self-
adhesive plastic matevials and plastic plates.
This tax increases the cost of plastic preducticn,
pushing  businesses toward eco-friendly
alternatives like bicdegradable packaging.

+ txcise Duty on Carbonated Drinks and
Plastics: In Kenya. beverages packaged in plastic
bottles, such as carbenated drinks, are subject to
excise duty to reduce plastic waste and promote
sustainable packaging alternatives. According
to the Excise Duty Act. fruit and vegetable juices
attract alevy of KSh.14.14 per litre, while bottled
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water and other wnon-alcohelic beverages
(excluding juices) are taxed at KSh. 6.1 per litre.
< This tax measuve discourages plastic use
while enceuraging manufacturers te adopt eco-
friendly packaging sclutiens.

Excise Duty on Motor Vehicles: In Kenya,
excise duty on motor vehicles is based on engine
capacity to disceurage fuel-inefficient and
high-emission uehicles. According te the Kenya
Revenue Autherity (KRA). vehicles with engine
capacities exceeding 1500 cc but not exceeding
3,000 cc ave taxed at 25% of the Customs
Value plus Import Duty, while those exceeding
3.000 cc attract a 35% excise duty. This tiered
taxation system aims to promete environmental
sustainability by enceuraging the use of smaller,
fuel-efficient Uehicles te reduce emissions and
fuel consumption.

Excise Duty on Fossil Fuels: Taxes are levied
on petroleum products te discourage excessive
use and promote cleaner energy alternatives.
The Petreleum Development Levy (PDL) and
the Read Maintenance Leuy (RML) function as
indivect environmental taxes by influencing fuel
consumpticnand emissicns. The PDL. established
under the Petroleum Develepment Fund Act of
1991, is primarily used to stabilize fuel prices, but
it also supports energy prejects that promote
cleaner and move sustainable fuel use. The RML.
governed by the Kenya Reads Act. 2007, funds
read maintenance while indirectly discouraging
excessive fuel consumption by increasing fuel
costs, thus reducing emissicns and prometing
envirenmental sustainability.

Waste Management Fees: County governments
impose fees for waste collection and dispesal te
enceuvrage preper Waste management practices.
E-vaste and Hazardous Waste Management
Fees: The Naticnal Envircnment Management
Autherity (NEMA) enforces regulations for
the responsible management of electrenic
and hazardous waste. Companies invelued in
preducing or imperting electrical and electrenic
equipment must vregister with NEMA and pay
prescribed fees. According te the Draft E-Waste
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Regulaticns, the application for vregistration
requires payment of a prescribed fee as set
out in Schedule 13. Additionally., businesses
handling hazardeus waste must cbtain licenses
from NEMA, with fees specified in the Waste
Management Regulations, 2006. These measures
aim te promete envirecnmentally scund practices
in waste management.

* Environmental Impact Assessment (EIA)
Fees: The Naticnal Envircnment Management
Autherity (NEMA) requires project propenents
to conduct an Envirenmental Impact Assessment
(EIA) before initiating projects. The fee for
obtaining an EIA license is 01% of the total
project cost. with a minimum charge of KSh.
10.000 and ne upper limit.

+ Environmental Management and Coordination
(EMCA) Regulations: Under the Envircnmental
Management and Coordination Act (EMCA) of
1999, NEMA has established varicus regulations
that may include fees and charges to ensuve
envircnmental compliance.

+ Green Energy Tax Incentives: enya promotes
renewable energy investments through various
tax incentives and pelicies aimed at reducing
reliance on fossil fuels. Under the Investment
Allcwance provisions, businesses can claim
capital expenditure deductions for renewable
energy projects. with an initial deduction of
50% in the first year, fellowed by 25% per year
on a vreducing balance basis. Additicnally. the
government has implemented a Feed-in-Taviff
(FiIT) pelicy te encourage vrenewable energy
generation by guaranteeing fixed payments for
electricity produced frem scurces like wind and
solar, ensuving stable returns for investors.
These measures aim to foster a conducive
envirenment for clean energy investments and
promote envirenmental sustainability.

6.3.4.1 Proposed environmental taxes

Eco Levy (Proposed in Finance Bill 2024): The
Finance Bill 2024 planned to intreduce an Eco Levy
targeting manufacturersandimportersefpreducts
such as diapers. vubber tires, and electronics.



The levy aimed to fund waste wmanagement
infrastructure and promete eco-friendly practices.
It was among the contenticus issues that led to the
withdrawal of the 2024 Finance Bill.
Environmental Restoration Levy (Proposed):
In 2024, the Ministry of Envircnment propesed
an Envircnmental Restoration Levy on all
imported finished products to fund envirenmental
restoration efforts.

6.3.5 What Other Climate Finance Initiatives Exist
inKenya

Beyond envircnmental taxes, Kenya has
implemented climate finance initiatives to support
sustainability.

1. Carbon Trading & Offsets

The Climate Change Regulations, 2024, establish
a legal framewerk for the development and
management of carbon projects.  thereby
governing carbeon trading and offset mechanisms
in  Kenya' These regulations cutline the
procedures for registering and implementing
carbon offset preojects. ensuving they adhere te
naticnal standards and contribute to sustainable
development. By participating in carben markets,
companies can invest in  emission reduction
initiatives, effectively offsetting their carbon
footprint and supperting Kenya's climate change
mitigation efforts. The regulations alse provide for
the establishment of a carbon registry te record
all carbon projects. enhancing transparency and
accountability in the carbon market.

2.Green Bonds

Green bonds are financial instruments issued te
raise capital exclusively for prejects that generate
envirenmental benefits, such as renewable energy
and sustainable infrastructure. Kenya achieved a
significant milestene in 2019 in sustainable finance
with the issuance of its inaugural green bend by
Acorn Heldings Limited. This KES S billicn Medium-
Term Nete (MTN) pregramme was designed to
finance envircnmentally friendly student housing
prejects in Nairebi! The first tranche, issued in

Octeber 2019. vaised KES 4.262 billion, suvpassing
the KES 2 billicn minimum target. The bend had a
5-year term with a 12.25% coupon rate. matuving
in October 2024. In Octeber 2024, following the
successful eavly redemption of the cutstanding
KSh. 2.6888 billicn, the bond was delisted from the
Naircbi Secuvities Exchange (NSE). The initiative
addressed the student housing shortage and set
a precedent for sustainable financing in Kenya's
capital markets.

3.Climate Bonds

Climate bonds are fixed-inceme instruments
designed to fund projects that mitigate or adapt
to climate change. such as renewable energy,
sustainable transport. and climate-resilient
infrastructure. Climate bonds finance projects
that actively cut carbon emissions or help
mitigate climate change impacts. while green
bonds suppert environmentally sustainable and
sacially responsible preojects. aiming for positive
envirenmental cutcemes. Issued by gevernments,
corpovations, or financial institutions, they
functicn like traditional bonds but are dedicated
to envirenmentally sustainable initiatives. Often
certified under international standards like the
Climate Bends Initiative (CBI). these bends ensure
transparency and credibility. By attracting private
and institutional investment. climate bonds help
bridge the climate finance gap and support the
transition to a low-carbon economy.

4. Climate Adaptation Fund

Kenya supports vulnerable communities threugh
climate adaptationinitiatives such as the Integrated
Programme to Build Resilience te Climate Change.
implemented by NEMA. which enhances climate-
resilient agriculture, water wmanagement, and
disaster risk reduction. Additicnally, the County
Climate Change Fund (CCCF) facilitates access
to climate finance for lecally led adaptation
projects. integrating climate resilience inte county
development plans.
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5. Public-Private Partnerships (PPPs)

Kenya has leveraged Public-Private Partnerships
(PPPs) to promote renewable energy and reduce
reliance on fossil fuels. A key example is the Lake
Turkana Wind Power Preoject (LTWP), Africa's
largest wind farm, generating 310 MW of clean
energy. appreoximately 14% of Kenya's electricity
supply. pewering 12 willicn homes! Develeped
through a KSh 521 billien PPP agveement,
LTWP significantly veduces carbon emissicns
by veplacing thermal power generation. Such

initiatives demonstrate how PPPs drive large-
scale renewable energy investments, enhancing
envirenmental sustainability and mitigating climate
change.

Summary of Key Points

Envircnmental taxes discourage pellution and
generate revenue.

Kenya has implemented varicus forms of indivect
envirenmental taxes and climate finance initiatives.
A balance is needed between revenue generation
and climate action.
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Session objectives

At the end of the session, the students will have:
Learned the central role of the Finance Bill (FB)
in Kenya's public finance.
Clavified misconceptions about the Finance Bill.
Undevrsteed the Finance Bill precess and its
impact on tax laws and policies.
Identified key tax changes intreduced by the
Finance Bill and assessed their impact on
different economic sectors and demographics.
Developed skills in analyzing and drafting a
memoevrandum for public participation.

Resources needed
To run this session, you will need:
Facilitation Plan
Pre and post-surveys
The Constitution of Kenya 2010
Finance Act 2023
Finance Bill 2024
Relevant articles for advanced and post-sessien
reading: IEA, ICPAK and others.
Sample memorandum submitted to Parliament

Exercises

Links te Parliamentary website for tracking
Finance Bill debates and public hearings

How to run the session
1. Pre and post-surueys (10 mins)
Administer pre-suruey to assess participants’
undevrstanding of the Finance Bill.
Conduct post-survey te measure knewledge
gain.
2. Presentation with Slides (20 mins)
The Central Role of FB in PFM: How the Finance
Billinfluences revenue cellectionand fiscal policy.
Countering Misinformaticn and Disinformation
in the Finance Bill Process: Clavifying what the
Finance Billis and is not.
The Process of Enacting the Finance Bill: Step-by-
step breakdown from drafting te enactment.
The Impact of the Finance Bill on Taxation: How
proposed changes affect key taxes laws with
reference to: Inceme Tax, VAT, and Excise Duty,
Analysis and Participation in the Finance Bill
Pracess: How to develop and subwit an effective
memorandum.

1. Breakout Sessien 1 - How te Read and Analyze your Naticnal and County Finance Bill (40 mins)

- Divide participants inte groups 8-10.
+ Aissign each greup either the Finance Bill 2023 ov 2024.

- Use a predetermined guide te assess the Naticn Gevernment Finance Act 2023

o Identify the fundamentals of the Finance Act
o Substantive review of the Finance Act 2023

- Plenary presentaticns and feedback (20 mins): Each group presents a 5-minute summary.

2. Breakout Session 1 - Reviewing tax changes (40 mins)
- In the same greups as Breakout 1:
* Assign each greup eithev the Finance Bill 2023 er 2024,

- Discuss the top three changes the Finance Bill intreduced to:

o Inceme Tax Act

o Value Added Tax Act

o Excise Duty Act

- Identify the intended policy cutcomes of these changes

- Plenary presentations and feedback (20 mins): Each greup presents a S-minute summary,.

3.Breakout Session 2 - Assessing impact & drafting a Memerandum (30 mins)

- Inthe same groups as Breakout 1:

o fAissess the impact of the tax changes on different econemic secters. including SMEs, lew-income earners, and the informal

sectow
o Discuss who benefits and who loses from these changes.
o Propose alternative recommendations fer tax policy.

o Suggestion key consideration to include in drafting of a brief memerandum for submission.
- Plenary presentations and feedback (20 mins): Each greup presents a S-minute summary,
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Handouts (Copies)

- Finance Bill 2023 o 2024

+ The Cownstitution of Kenya 2010
Sample memorandum submitted te Pavliament
Relevant articles for advanced and post-session
reading

- Tewmplate for drafting a memerandum.

1.1.1 Background to the Finance Bill

The Finance Bill plays a crucial vole in shaping
Kenya's tax framewerk, dirvectly influencing the
business environment, investment decisions,
and financial cbligations of citizens. It is a legal
requirement under the Public Finance Management
Act (PFMA). 2012, serving as the primary teol for
implementing the government's revenue-raising
measures.

Under Section 39A of the PFMA. the Cabinet
Secretary for the Naticnal Treasury must make a
public prencuncement on budget pelicy highlights
and propose revenue-raising measuves for the
naticnal government. The Cabinet Secretary
must alse consider any regicnal or international
agreements vatified by Kenya, including the East
African Community Treaty. Wheve such agreements
specify a date for budget pelicy proncuncements,
the Cabinet Secretary wmust ensuve that the
measures are anncunced on the designated date.

Following this. the Cabinet Secretary is required
to subwmit the Finance Bill te Parliament for
considevation.

Parliament then has up to 90 days (as stipulated
in Secticn 40 of the PFMA) te scrutinize,
debate. and approve the Bill with or witheut
amendments.  This pvrocess ensures that
taxation and fiscal policies are subjected to:

Legislative cversight

Public participation
- Alignment with national economic prierities
1.1.2 What is the Finance Bill?
The Finance Bill is a legislative proposal that
intreduces changes te tax and revenue-velated
laws te implement the government's fiscal policies.™
It provides the legal framewerk for raising revenue
to finance the naticnal budget for the upceming
fiscalyear. To achieve this. the Finance Bill propeses
amendments to existing tax laws. including

- Income Tax Act (Cap. 470)
Value Added Tax (VAT) Act. 2013
Excise Duty Act. 2015

- Tax Procedures Act, 2015

These amendments may invelue:

- Adjustments to tax rates and brackets

- Intreduction of new taxes or levies
Medifications te deductions, exempticns, and tax
credits
Changes to tax administration and enforcement
procedures

Additicnally. the Finance Bill may cutline measures
by the Kenya Revenue Authority (KRA) tc enhance
revenue collection, such as:
Strengthening tax enfercement mechanisms
- Introducing new compliance requirements
Streamlining tax payment processes
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11 Important!

The Finance Bill is not a standalene tax law but rather an cmnibus legislation that amends multiple existing tax laws geverning

taxation and revenue administration It serues as an annual legislative teel through which the gevernment adjusts tax

pelicies, rates. exemptions, and compliance measures te align with its fiscal cbjectives.

Understanding the role of the Finance Bill

1. Cellection of amendments: The Finance Bill intreduces medifications te varicus tax laws. including the Income Tax Act (Cap.
470). the Value Added Tax (VAT) Act. the Excise Duty Act. and the Tax Procedures Act. These amendments can adjust tax
rates. intreduce new levies. or revise administrative proceduves.

2. Not a law until passed: The Finance Bill enly becomes law ence it has been debated, approved by Parliament, and assented te
by the President. at which peint it is enacted as the Finance Act. Until this happens, existing tax laws remain in force.

Does the government stop collecting taxes vithout a Finance Bill?
To explain the omnibus nature of the. even in the absence of a new Finance Bill, tax cellection continues under the existing tax
laws. For instance:
- Inceme tax: Salaries. business prefits. and cerperate earnings will still be taxed as per the existing Income Tax Act (Cap.
470).
- VAT Geods and services Will continue to attract VAT at the rates established in the VAT Act, 2013 unless amended.
- Excise Duty: Taxes en alcehol. fuel, and cther excisable goeds will still apply under the Excise Duty Act, 2015.
- Tax administration: The Kenya Revenue Authority (KRA) will continue enforcing tax compliance under the Tax Precedures
Act. 2015.

Why is the Finance Billimportant?

- While tax collection does net depend en the Finance Bill, this legislation is critical because it:
- Adjusts tax policies te respond to econemic needs

- Introduces new revenue measures to meet budgetary requirements

- Provides tax incentives ov exemptions te stimulate econemic growth

- Ensures alignment with regional and global tax standards

Thus, the Finance Bill is net the foundaticn of tax cellection but rather a key instrument fer fiscal pelicy adjustments each year:

1.3.1 Pre-Legislative stage (Formulation &
drafting)

The Naticnal Tveasury develeps the Finance Bill
based on fiscal policy propesals cutlined in the
Budget Pelicy Statement (BPS) and Annual Budget
Estimates. This stage may invelue stakeholder
consultations. including engagements with business
gvroups. civil seciety organizations, and the public
to gather input on propesed tax and revenue
measures. Once the draft Finance Billis finalized. it is
submitted to the Cabinet for approval before being
tabled in Parliament for legislative consideration.

The legislative process of the Finance Bill in
lenya follews a structured parliamentary
process typically inveluing seven key stages,
from intreduction to enactment. This process
ensures  thorough  parliamentary — scrutiny,
public participation, and potential amendments
before implementation. The stages align with the
Constitution of Kenya (2010) and pavliamentary
proceduves, prometing  transparency,  fiscal
respounsibility, and legal compliance. In seme cases,
twe additicnal stages apply: if the Bill affects
county gevernments. it proceeds to the Senate
(eight stages): if the President refers it back te
Parliament. vreconsideration intreduces ancther
step (nine stages).

First reading (Introduction in Parliament)

The Cabinet Secretary for the Naticnal Treasury
formally subwmits the Finance Bill to the National
Assembly, where it is read for the first time. This
marks its official intreduction to Parliament. At this
stage, there is ne debate or discussion—the Bill is

Heve's abreakdown of the key legistative stages simply tabled and made available for consideration
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in subsequent stages.

Second reading (General debate)

In the Second Reading stage of the Finance Bill,
Mewmbers of Parliament (MPs) debate the broad
policy issues rather than specific clauses. During
this stage. MPs provide general cpinions and
recommendations before moving te the Committee
stage. where specific clauses of the Finance Bill
are scrutinized in detail. These bread policy issues
typically include:

1

Revenue generation strategy — How the
proposed taxes align with the government's
revenue targets and whether they will be
sufficient to fund naticnal and county budgets.

. Economic growth and investment impact — The

effect of tax propesals on key econemic drivers
such as Small and Medium Enterprises (SMEs),
Foreign Direct Inuestment (FDI). and industrial
growth.

. Tax burden and equity — Whether the Finance

Bill fairly distributes tax responsibilities across
different inceme groups, ensuring progressivity
and protecting bulnerable pepulations.

. Inflation and cost of living — How changes in

Value Added Tax (VAT). excise duty. ov income
tax rates impact the cost of essential geods and
sevvices, affecting household dispesable income.

. Sector-specific impacts — The implications for

agriculture, manufacturing, services, and digital
businesses, particularly in terms of taxation
incentives or new levies.

. Compliance and Tax administration — The

practicality of enforcing new tax measures, the
efficiency of revenue collection agencies like the
Kenya Revenue Autherity (KRA). and potential
risks of tax evasion.

. Debt Sustainability and fiscal deficit — Whether

the proposed revenue measures help reduce
reliance on public berrewing and support leng-
terwm fiscal stability.

. Alignment vith national development goals —

How the Bill aligns with Vision 2030, the Bottom-
Up Ecenemic Transfermation Agenda (BETA),
and other policy frameworks.

9. Public participation and stakeholder

concerns — Whether the Bill incerporates
feedback from citizens, businesses, and civil
saciety organizations.

10. Environmental and social considerations

— The impact of new taxes on envircnmental
sustainability. such as green tax incentives or
penalties for pollution.

At this stage. the Finance Bill is referred to the
Departmental Committee on Finance and Planning,
which undevtakes a detailed review of its provi-
sicns. The Committee:

Conducts public censultations, allewing citizens,
businesses, civil scciety organizations, and
other stakehelders to submit their views, often
through memoranda and public hearings.
Engages with gevernment agencies such as the
ienya Revenue Autherity (KRA) and the Naticnal
Treasury to assess the technical and fiscal
implications of proposed tax measuves.
Compiles a Committee Report. incorperating
stakeholder feedback and policy
recommendations.

Presents the Committee Report to the National
Assembly for consideration.

After this. the Naticnal Assembly sits as the
Committee of the Whole House, whevre MPs:

Scrutinize the Finance Bill clause by clause,
debating each provisicn in detail.

Consider and ucte on prepesed amendments
based on the Committee's recommendations ov
MPs’ submissions.

Ensure that the Bill aligns with fiscal cbjectives,
econemic realities, and public concerns.

Once the clause-by-clause review is completed. the
amended Finance Bill proceeds to the Third Reading
for final approval.
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Third reading (Final approval by Parliament)

At this stage. the Finance Bill, as amended during
the Committee Stage. is presented to the Naticnal
Assembly for final approval. Members of Parliament
(MPs) debate the vrefined versicn of the Bill, but
only miner, nen-substantive amendments (such as
technical ov drafting corvections) are permitted—
ne major pelicy changes can be intreduced at this
point.
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If the Finance Bill contains provisicns affecting
county governments, it is referred to the Senate
for consideration.

If the Bill dees net affect counties, the Senate has no
legislative roleinits passage. and the Bill proceeds
directly to the Presidential Assent stage.




Figure 10:Snapshot of the Legislative Stages of a Bill to a Lav

HOW A BILL BECOMES LAW
A bill. introduced in the National A bill. introduced in the
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Relevant Committee
Studies the Bill. including Consideration of Stakeholders’
view and public participation
Makes Recommendations

House Business Committee schedules the Bill
for Second Reading

Second Reading Floor Discussion/Debates Second Reading
Voting

Third Reading Committee of the Whole House Stage Third Reading
Amendments are considered
Vating

Mediation Committee
In Case of Disagreements on the Bill or its
amendments, (Art. 112 and 113)

Houses Approval
Debate on Mediation Lersien of the Bill
Lating

V  rresientiaLrcTion )

Failure to Assent or Refer vithin 14 Days after
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Amends ov cuerrides By 2/3 Vate on Both Houses
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Once approved by the Naticnal Assembly. the
Finance Bill moues to the next step inthe legislative
process.

1.3.3 Senate Consideration (If applicable)

- Ifthe Finance Bill has provisions affecting county
finances, it is referred to the Senate for review.

- The Senate may approve, reject. or amend the
Bill.

- Ifthe Senate makes amendments, the Bill returns
to the National Assembly for concurirence.

1.3.4 Presidential Assent & Enactment

Ownce Parliament approves the Finance Bill. it is

subwmitted to the President for assent within 14

days. The President has two options:

1. Assent to the Bill. making it law—at which peint it
becomes the Finance Act.

2. Refer the Bill back te Pavliament with
reservations and propesed amendments.

If the Bill is referved, Parliament can:

- Incorporate the President's recommendaticns
and pass the amended Bill.
Reject the vrecommendaticns and overvide
the President's reservations with a two-third
majority vcte, after which the Bill must be
assented to.

In case of an Assent by the President the Bill. it is
gazette, officially becoming law as the Finance Act,
and its provisions take effect as stipulated.

1.3.5 Implementation & Monitoring

Once the Finance Bill is passed. the Kenya Revenue

Autherity (KRA) and other relevant government

agencies take over the implementation process.

enforcing the newly enacted tax measures.

Keg steps in this phase include:

- Implementation of tax previsicns as cutlined in
the Finance Act.

- Issuance of compliance guidelines and
regulations te provide clarity on enfercement
and adherence.

Public awareness and stakeholder engagement.
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including sensitization of businesses, taxpayers,
and industry players on the new tax changes.
Ongeing  menitoring  and  assessment by
stakeholders—including  businesses,  civil
society, and econemists—to evaluate the impact
on businesses. individuals, and the bvoader
econemy.

Adjustments or clavifications may fellew based cn
implementation feedback and emerging challenges.

1.3.5.1 Judicial interpretation or constitutional
challenges

If certain pvovisions of the Finance Act are
challenged in court and declared uncenstitutional,
Parliament may be required te amend the law te
align with judicial rulings. One of the most common
sources of such challenges is litigation, which can
delay tax implementation, creating uncertainty for
businesses and geuerament revenue cellection.
The Affordable Housing Lewy is an example here.
Y The levy was initially declared unconstitutional
by the High Court of Kenya in November 2023. The
court ruledthat the levy wasimpreperlyintreduced
through the Finance Act. 2023 and viclated
principles of taxaticn and public participaticn.
However, the government later reintroduced the
levy through the Afferdable Housing Act, 2024,
which provided a legal frameweork specifically fov
the leuy and the heusing pregram.

1.3.6 Strengths and Weaknesses of the Finance
Bill

The annual natuve of the Finance Bill has been
cviticized for contributing te an unpredictable
taxation system in Kenya. Frequent changes to
tax policies create uncertainty for businesses and
investors, making long-term financial planning
difficult" This velatility undevmines the pvinciples
of an efficient and optimal tax system by reducing
stability and consistency in revenue collection.

Additicnally. the omnibus nature of the Finance
Bill makes it challenging te meet the stringent
public participation requirements cutlined in the
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Constitution of Kenya (2010)."" As a result. courts
have wullified Finance Bills in the past due te
inadequate stakeholder consultation.

A notable example is the Finance Bill 2024, which
was entirely withdrawn fellewing widespread public
protests rejecting its propoesals.

1.3.7 The Impact of the Finance Bill on Taxation
Inthe previcus sessions, we learned about taxation
and the different laws that gouern taxation in
Kenya, and how they are affected by the Finance Bill
In these sessions, we will discuss the impact of the
amendwments to these laws.

The Finance Bill plays a pivectal role in shaping
Kenya's taxation landscape by amending existing
tax laws. These changes divectly affect businesses,
individuals.and the breader econemy by altering tax
rates, compliance requirements, and exemptions. In
doing so. the Finance Bill influences government
revenue generation, business competitiveness, and

consumer purchasing power. Understanding its
impact is crucial for stakehelders te anticipate and
adapt to eveluing fiscal policies.

1.4 Analysis and Participation in the
Finance Bill Process: How to Develop and
Submit an Effective Memorandum

Public participation in the Finance Bill process is a
constitutional right and a critical teel for shaping
tax policies and fiscal decisions. Stakeholders—
including individuals, businesses. civil saciety
organizations, and professional bodies—play
a key role in analyzing prepesed amendments
and subwmitting well-reascned memoranda with
recommendations.

Active engagement throughout the Finance
Bill process ensures that tax policies are fair,
transparent, and vresponsive to public needs.
By participating strategically. stakeholders can
influence legislation. premote acceuntability. and
help shape a more inclusive fiscal system.
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Table 10: Opportunities for public participation

m Opportunities for Participation Who Can Engage

Pre-Budget
Censultaticns

Publication
& Tabling in
Parliament

Public
Participation
Stage

Parliamentary
Review &
Amendments

Presidential
Assent &
Implementation

1.4.1 Key steps in developing an effective memo-

- Engage in consultations with Naticnal Treasury, Parliament, and
County Governments.

+ Submit recommendations based on sectoral needs and policy
priovities (e.g. business).

- Participate in public ferums erganized by the Naticnal Treasury
on fiscal policy.

- Conduct aduecacy and moebilize stakehelders te shape
proposals before inclusion in the Finance Bill

* Review the Finance Bill cnce published.

- Conduct stakeholder meetings to analyze proposed tax
changes.

* Prepare draft memoranda with initial concerns and
recommendations.

+ Submit a memerandum te the Finance & Planning Committee or
relevant County Assembly Committee.

- Attend public hearings crganized by Parliament o County
Assemblies.

- Use media. secial platferms, and pelicy briefs te highlight
concerns.

- Engage with MPs and MCAs to aduccate for favorable changes.

- Track committee proceedings and menitor debates.

+ Use aduacacy networks te engage MPs er committee members.
- Issue policy briefs to legislaters to suppert key arguments.

- Participate in stakeholder roundtables hosted by Parliament or
think tanks.

+ Challenge unconstitutional ov unfair provisicns threugh legal
action (if needed).

* Monitor implementation by KRA and County Governments.

- Continue aduecacy to amend unfavcrable tax policies in futuve
Finance Bills.

- Educate businesses and citizens on compliance vrequirements
under the new Finance Act.

Civil seciety erganizations,
business associations,
professicnal bedies, and the
public.

Tax experts. econemic analysts,
businesses, aduccacy greups,
legal professionals.

Citizens, private sector.
professional associations,
industry greups. and civil
saciety.

Policy experts, research
institutions, business leadevs,
aduccacy groups.

Tax professionals,
legal experts. aduccacy
organizations, and media.

Reference the wvelevant Bill sections being

randum addvessed.

Step 1: Review and analyze the Finance Bill Introduction:
Identify propesed amendments to tax laws (Income Briefly intreduce your organization ov
Tax Aict. VAT Act. Excise Duty Act, etc.). backgreund.

Assess the potential impact of these changes cn

businesses, consumers, and the ecenomy,.

Compare with previous Finance Acts te understand

pelicy trends.

Step 2: Develop a Memerandum
A well-crganized memerandum should include:

Title & reference:
‘Memorandum cn the Finance Bill (Year)

State the purpese of the memorandum.

Key issues & analysis:

For each tax law amendment:

the Bill)

What is being changed? (Quate the section of

What is the impact? (Ecenemic, business, secial,
or legal implications)
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What is your recommendation? (Retain, amend,



Conclusion:

1.4.2 Step 3: Submit Memorandum and implement
advocacy strategies

or remeve the prepoesal. with justification)

Summarize key concerns and recommendations.
Call for deeper public engagement v additional
reviews.

physical submission.

Engagement. Participate in  public

Where to Submit: Memcranda sheuld be sent te
Parliamentary Committees (Finance & Planning
Committee. Budget Committee) through email or

hearings.

stakeholder consultaticons, and aduccacy meetings.

build cealitions te amplify aduecacy efferts.

Breakout session - Reviewing tax changes (40 mins)
Participants will analyze key amendments in the Finance Bill 2023 or 2024 and assess theiv intended policy cut-
comes.
Session structure:
1. Group formation (5 mins)
a. Divide participants into groups of 8-10 members.
b.  Assign each group either the Finance Bill 2023 or Finance Bill 2024 for review.
2. Group discussion (30 mins)
Each group will:
a. Identify and discuss the top three changes intreduced by the Finance Bill in the following tax laws:
i. Income Tax Act — What specific provisions were amended?
ii. Value Added Tax (VAT) Act — Which goads/seruices weve reclassified, exempted, ov subjected to
new VAT vrates?
iii. Excise Duty Act — How were excise rates adjusted. and which products weve affected?
b. Analyze the intended policy outcomes of these changes:
iU, What was the government's cbjective in implementing these amendments?
V. How do these changes impact businesses. consumers, and gouernment revenue?
3. Plenary presentations and feedback (20 mins)
¢. Each group will present a S-minute summary of their findings.

Follow-up: Track committee deliberaticns and

Key takeaways

corperations, and frem lew-inceme earners

The Finance Bill is a powerful fiscal tool used
annvally by the government te amend existing
tax laws and intreduce new revenue measures. It
is not a tax law by itself but modifies several tax
statutes to align with naticnal budget geals.

Legislative ouversight and public participation
are essential in the Finance Bill process.
Citizens. civil scciety. and the private sector
have constitutionally guaranteed rights te
engage at every stage—from pre-publication
consultations to pest-enactment aduecacy,.

Tax amendments in the Finance Bill affect
everyone from small businesses to large

to investors. These changes influence prices,
business decisions, consumer behavior, and
cverall ecenemic growth.

A well-drafted memcrandum is a ocritical
aduccacy teel Threugh clear, evidence-based
submissions, stakeholders can vrecommend
alternatives, raise cencerns, and influence
Parliament’s decision-making.

Participation does not end with subwmission.
Effective follow-up. cealiticn-building, and
moniteving implementation are key te ensuring
that public input leads te tangible policy
cutcomes.
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8.1.1 National Government- Ordinary revenue and
Appropriation in Aid

In Kenya. revenues are categoerized inte cvdinary
revenue and Ministerial Appropriationin Aid (A-i-A).
Ovdinary revenue is composed of all taxes and non-
tax revenues that are paid inte the Censclidated
Fund. Tax revenues include personal income tax,
corporate income tax, Value added tax, excise duty.
import duty, stamp duty. and capital gain tax. Nen-
tax revenues include immigration revenues, mining
royalties. fines and forfeitures, traffic revenue. land
revenue, and investment income. Ministerial A-i-A
are revenues collected by varicus Gouernment
Ministries, Departments and Agencies (MDAs) and
spent at source after apprepriation. These include
Railway Develepment Leuy, Read Maintenance Leuy,
Petroleum Development Levy. Housing Levy. and
University Fees. among others.

Kenya's total vrevenue collection has gvrown
maodestly by 15 percent from Ksh 1.734 billion in FY
2019720 te Ksh. 2.7 trillion in FY 2023/24" Ordinary

Figure 11: Tax heads contribution to the total revenue

revenue acceunts for an average of 90 percent
of the total Gevernment revenue with taxes on
income constituting the largest shave of 39 percent
inFY 2023/24. However, this revenue collection has
consistently been below target.

Income tax remains Kenya's top revenue stream,
dipping in FY 2020/21 due te COVID-19 impacts.
then rebounding in FY 2021122 and FY 2022123 with
econemic recouery and strenger KRA audits. VAT
has grown steadily. dviven by a strong rebound
in househeld consumption after 2020 and policy
reforms, particularly the 2021 Finance Act, which
extended VAT te digital platforms and imported
services. A-i-A rose to Kenya's third-largest
revenue stream, boosted by IFMIS and eCitizen
automation, which sealed leakages and improved
collections from regulatory fees like hospital
charges. land rent, and business licenses. Excise
duty remained stable until FY 2020/21, then declined
by FY 2023124 due to lewer excise rates on petrol
and diesel. Import duty followed a similar trend,
primarily due te a general decline in the velume of
imported products.
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8.1.2 County Governments

More than 70% of the total county revenue comes
from the Naticnal's equitable share each year,
revealing counties’ heauy dependence on national

Figure 12: Sources of County Revenue

funding and their expesure te financial management
shocks.

And despite the growth in OSR, it enly accounts for
between 8% te 12% of total revenue. emphasizing
that counties lack financial independence.

Equitable share continues to be the largest source of
county revenue over the years
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8.2.1 National Governments

Historically, Kenya has struggled te wmeet its
revenue targets which are frequently set at
ambiticus levels that exceed actual collections.
Kenya's revenue targets lack credibility due to the
persistent pattern of underperformance, despite
accasicnal successes like the KSh 8 billien suvplus
achieved in 2021/2022. Revenue pevfermance in
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2020/21

s OSR = Balance b/f

FY FY FY FY

2021122 2022123 2023124

Conditional Grants Total County Revenue

2023124 was below target. maintaining a long-term
trend of underperfermance against projections.
External shocks—such as global ecenomic
dewnturns or natural  disasters—can
unpvedictably hinder vevenue collection, but
unrealistic projections ave alse rooted in internal
flaws. including inaccurate forecasting and. at times,
deliberate attempts to inflate or deflate revenue
expectations.



Figure 13: Revenue Target and Outturn

Revenue Performance
3500 99%
3,000 . 95% 2,908
: 100%
. 2478 2,703 93%
2500 wt. 2192 2361 2908
2703
§ 2,000 1865 1734 1838 1,804
=
D 1500
(2]
>4
1.000
500
0
2019/20 2020/21 2021122 2022123 2023124 2024/25"
M Target Actual [ % achieved

Scurce: Budget Review and Outleck Paper, Naticnal Treasuvy

8.2.2 County Governments

Local revenue cellections have fallen short cuer the
years, with counties consistently underperforming
against their targets. From FY 2014/15 to FY
2022123, actual collections ranged between KSh 32
te Ul Billion. while targets remained sigunificantly
higher averaging aboue KSh 50 Billicn'™

This persistent shertfall has been attributed to

Figure 14: Revenue Targets us Actuals

unrealistic revenue projections and administrative
challenges such as weak enfercement mechanisms
and continued reliance on manual systems in many
counties. For instance, in FY 2023/24. counties
recorded the highest OSR collection at KSh 59
billicn but still fell shevt of the KSh 80 billien target.
highlighting cngeing challenges in setting realistic
targets and sustaining reforms

Local revenue collections have consistently
missed targets over the past decade
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