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Introduction
 
The Government of Kenya intends to finance the FY 2020/21 budget through two main
sources; taxes and public debt. The Finance Bill 2020 outlines the revenue raising
measures that the government plans to use to finance its budget through introducing
new taxes or enhancing existing taxes targeting a wider base. Considering COVID-19
pandemic, the government of Kenya fiscal leg room is very limited. The government
notes that the possible revenue to be collected in FY 2020/21 is approximately Ksh 1.85
trillion while total expenditure will be approximately Ksh 2.71 trillion leaving a
financing balance of Ksh 858 billion which will be realised through grants and
borrowing. 
 
In FY 2002/03, the difference between government expenditure and revenue was Ksh
53.3 billion. 18 years later, this figure had increased to about Ksh 858 billion in the
proposed draft estimates for 2020/21. This implies that the fiscal deficit has widened
necessitating increased public borrowing. 
 
Kenya’s stock of public debt has increased from approximately Ksh 696 Billion in FY
2002/03 to above the Ksh 6 trillion mark in 2019/20, with 50% being owed domestically
and the other 50% externally. In the FY 2020/21 based on the draft budget estimates,
the government of Kenya intends to borrow Ksh 736 billion while total interest and
principal payments in the FY 2020/21 will total to approximately Ksh 904 billion.
 
The debt sustainability analysis report for Kenya by the IMF of May 2020 indicates that
Kenya’s risk of debt distress has increased from moderate to high. This is amidst
repayment of public debt consuming an average of 40% of the country’s revenue
between FY 2013/14 to 2018/19. With this in mind, we expect more tax reforms in the
years ahead in order to cushion the domestic revenue component from dwindling and
to meet our public debt payment obligation.
 
Several propositions in the Finance Bill 2020, were rejected by National Assembly
during the approval of the Tax Laws (Amendment) Bill, 2020. Their resubmission
would appear to contravene Standing Order 141 (1) of the National Assembly which
provides for the process of reintroducing a bill in parliament. 
 
Some of the main tax laws that Kenya’s Finance Bill 2020 has proposed to amend
include the income tax, value added tax, tax procedures, excise duty and
miscellaneous, fees andlevies. This brief summarizes the various proposed tax laws
amendments.
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The proposals in this section will be effective as of the 1st of January, 2021

 
Imposition of residential rental Income Tax: the finance bill proposes to increase the bracket
of those liable to pay this income tax from  between Ksh. 144,000-10 million to between
144,000 – 15 million. Interpretation: This proposal is meant to cushion landlords from the
effects of COVID-19 pandemic. This is because some landlords have to forgo or defer rent
collection during this COVID-19 period.
 
 
Minimum tax: there is a tax to be known as minimum tax which shall be paid by; persons who
are not tax exempt under the income tax act and whose income is not from employment,
residential rent, capital gains, mining or oil exploration, capital gains or are subjected to
turnover tax.The minimum tax will be low than instalment tax paid under section 12 of the
Income Tax Act. The minimum tax will be paid on instalment basis ending on the 20th day of
the fourth, sixth, ninth and twelfth months. The payment is based on 1% of the gross income.
Interpretation: this form of tax is applied to businesses that are making losses. It is an
initiative borrowed from other countries. For example Nigeria taxes 0.5% of the turnover flat
rate and this form of tax is applicable to companies that are making losses as reported in
Nigeria's Finance Bill 2019. Further, by deploying minimum tax the Government of Kenya
intends to increase the tax base and bring those who are usually not in the regular tax system
or believed to pay too little tax relative to their taxable earnings.
 
Digital Service Tax: The Finance Bill has proposed to tax income earned through a digital
platform. Residents or non-residents with a digital platform and a permanent establishment
in Kenya are expected to offset the digital service tax paid against the tax payable for that
year of income. The 2019 Finance Bill proposed taxation of business on digital platforms and
the provision in 2020 compliments the proposal. To make the provision in 2019 active the the
Cabinet Secretary for the National Treasury and Planning was to publish regulations for the
implementation of the tax. Interpretation: the proposal seeks to increase tax base by taxing
income from online platforms which is good practice. The actual implementation remains
unclear due to the unstructured nature of digital businesses. The delay in publishing the
regulations for the implementation of the tax may hamper the implementation of the tax
proposal.
 
 
 
 
 
 
 
 
 
 
 
 

 

Income Tax Act
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Excise Duty Act
 

These proposals become effective when the bill is assented.

 
The bill seeks to expand the definition of the word “licence”  for excise duty to
have the operating licences for activities  that have been gazetted by
Commisioner. These activities will be the only ones eligible for an excise
license. Interpretation: the lincesing process will be reduced as one will not
require multiple licenses for different activities 
 
Beer, Cider, Perry, Mead, Opaque beer and mixtures of fermented beverages
with non-alcoholic beverages and spirituous beverages of alcoholic strength
not exceeding 8% (initially it was 10%)  is at an excisable rate of Shs. 100 per
litre. Spirits of undenatured ethyl alcohol; spirits liqueurs and other spirituous
beverages of alcoholic strength exceeding 8% (initially 10%) is at an excisable
rate of Shs. 200 per litre. Interpretation: the move is meant to increase the
collection from the excise duty revenue stream
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Value Added Tax Act

The exemption of ambulance and maize corn seed from tax is a good move to
cushion taxpayers from the effects of COVID-19. 
The VAT imposed  on LPG  however will discourage the use of clean energy.
Access to clean energy is a gender issue and has a direct impact on livelihoods,
for women specifically it reduces the burden involved in using traditional fuel
and its related health effects.
The taxation of aeroplanes and aircraft gears will affect the aviation industry
which is currently facing a challenge from the COVID-19 effects on travel
restrictions. However, this tax component distributes tax fairly as this is a tax on
the rich and wealthy segment of the society and the greatest drivers of
inequalities

 
These proposals become effective when the bill is assented.

 
 
Ambulance services are exempted from VAT
 
The Maize (corn) seed of tariff no. 1005.10.00 is tax exempted
 
There is a proposal to impose 14% of VAT on purchase of Liquefied Petroleum Gas,
initially it was tax exempt.
 
Inputs or raw materials for electric accumulators and separators including lead
battery separator rolls whether or not rectangular or square supplied to
manufacturers of automotive and solar batteries in Kenya. These will be charged
14% of VAT, initially it was exempted
 
Helicopters of an unladen weight exceeding 2,000 kg; Aeroplanes and other aircraft,
of an unladen weight not exceeding 2,000 kg.; Other parts of aeroplanes and
helicopters; Air combat simulators and parts thereof.; Aircraft launching gear or
similar gear and parts thereof.; Other ground flying trainers and parts thereof and
New pneumatic tyres of rubber used on aircraft. These will be charged 14% of VAT,
initially these items were tax exempt.
Interpretation: 

1.

2.

3.
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Tax Procedure Act

The programme on Voluntary Tax Disclosure Programme will aid in
improving tax compliance through an agreement between the
taxpayer and commissioner in this case KRA. 
The provision on digital service tax agent will provide mechanisms
to monitor and increase tax from digital platforms

These provisions will be effective from 1st of January,2020

 
There shall be a programme known as Voluntary Tax Disclosure
Programme which shall be for a period of three years commencing on
1st January, 2021.  The programme will help the taxpayer to disclose
the tax charges to the commissioner in order to be granted a relief on
penalties and interest on the tax disclosed. If one joins the programme
voluntarily there will be protected from prosecution and granted
penalty and interest waivers on tax arrears from non-compliance. 
 
Appointment of digital service tax agent; The Tax Procedures Act,2015
is ammended to include section 42 B (1) The Commissioner may
appoint an agent for the purpose of collection and remittance of digital
service tax to the Commissioner. (2) An appointment under subsection
1 may be revoked at any time by the Commissioner. This will support
in collection of revenue from digital platforms as indicated in the
amendment to the Income Tax Act above.
 
Interpretation: 

1.

2.
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Miscellaneous Fees and
Levies Act

The importation of aircrafts and helicopters will be exempted from
payment of import declaration fee. This exemption excludes helicopters
(class 8802.11.00 and 8802.12.00) and aircraft exceeding 2000kg.
Goods, including materials supplies, equipment, machinery and motor
vehicles for the official use by the Kenya Defence Forces and National
Police are also exempted 
Importation or the purchase of currency notes and coins by the Central
Bank of Kenya is also  exempted from payment of railway development
levy.

The increase of import declaration fees will increase revenue in the
stream. 
There is a likelihood of an increase in cost of products due to the fees
imposed on customs

 
These provisions become effective when the bill is assented.

 

Import declaration fee: There shall be a fee known as the import declaration
fee, on all goods imported into the country for home use. The proposal seeks
to charge an import declaration fee from an absolute figure of Kshs 10,000
to a rate of 1.5% of the customs value of the customs value for goods
imported under the East African CommunityDuty Remission Scheme.
 
There is an insertion of a new clause in Section 9 called 9A  which indicates
'Notwithstanding the import duties payable under section 110 of the East
African Community Customs Management Act, 2004, an additional duty at a
rate of 2.5% per cent of the customs value shall be payable in respect of
goods entered for home use from an export processing zones enterprises.'
 
Goods exempt from import declaration fee when imported or purchased
 before clearance through customs. 

Interpretation: 
1.

2.
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Other Amended Tax Laws
The Public Roads Toll Act is amended by including a section that establishes a
National Roads Toll Fund under the PFM, Act 2012. All tolls collected will be by an
assigned person and the funds shall be administered in accordance with Section 24
of the PFM, Act 2012.
 
Failure of payment of a toll will be considered as a Civil Debt. The bill proposes an
insertion of a clause that give the toll collector the authority to collect unpaid tolls as
civil debt recoverable summarily.
 
Capital Markets Act; there is a proposal to remove payment of beneficiaries of
unclaimed dividends from the roles of the Investor Compensation Fund under the
Capital Markets Act. The authority to do this has been left to the Unclaimed Assets
Authority.
 
Insurance Act: there is a proposed amendement to provide a timeline for  filing a
complaint against the decision of the Commisioner of Insurance in this case it is the
Insurance Regulatory Authority
 
Standards Act (Cap 496): .The Bill amends the meaning of a consolidator so as to
provide visibility of individual consignees for the purpose of customs declaration in
the line with the goods they import.
 
Kenya Revenue Authority Act (No. 2 of 1995) the bill proposes a legal outline to
establish an institution that offers capacity building, training on tax, customs and
revenue administration. The bill amends the act to include commissions on
collections made on behalf of the government and county government capped at 2%
of the revenue collected. Lastly, it also provides timelines by which KRA can be sued
to enable the authority to manage its disputes.
 
The Retirements Benefits Act, 1997 (No. 3 of 1997) the bill amends the Retirements
Benefits Act to enhance a supervisory role of the Retirements Benefits Authority on
pension schemes by providing it with powers to charge a penalty to a scheme for
failure to submit actuarial variation reports within the period specified in law
 
Insolvency Act (No. 18 of 2015) : the bill seeks to  amend the Second Schedule of the
Act to reduce the risk of exposure on the tax revenues held by commercial banks
before transfer to Central Bank by declaring them priority in the event of
bankruptcy.
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Disclaimer: The information provided herein by Institute of Public Finance
Kenya is of a general nature. We endeavour to provide accurate and timely
Public Finance information, but we recommend that you contact your tax
accountant for appropriate professional advice after a thorough
examination of the particular issue as provided in the Finance bill 2020. The
full and detailed version of the Finance Blll 2020 can be accessed from the
National Assembly website  http://www.parliament.go.ke/thenational-
assembly/house-business/bills

 
 

 
Twitter: @ipfkenya

Facebook: Institute of Public Finance Kenya
Website: https://ipfkenya.or.ke/ 

Email: info@ipfkenya.or.ke 

 

 
 
 
 
 


