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Preamble

The Finance Act 2015 was signed by the President and gazetted on 15 September 2015. One major change 
introduced is the exemption of capital gains arising from the transfer of shares traded on any securities 
exchange licensed by the Capital Markets Authority. In addition, a new regime for taxation of rental income 
for residents has been introduced ct where resident tax payers owning residential properties in Kenya will be 
taxed at 10% of the gross rent received where the annual rental income does not exceed Kshs 10 million. 
The Finance Act has also granted the Commissioner power to appoint and revoke any other person as a 
withholding VAT agent. Another welcome amendment is that the period to carry forward the tax losses has 
been increased from 5 years to 10 years effective 1 January 2016. We now analyze all these changes and 
others below
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Carry forward of tax losses
Prior to 2010 tax losses could be carried forward indefinitely until these were fully utilized. 
However, in 2010 measures were introduced to limit the carry forward period to the year 
in which the loss arose and the next four succeeding years of income. Tax losses incurred 
prior to year of income 2010 were to be treated as incurred in 2010. Where such losses 
were not exhausted by the end of the fifth year they would be lost unless an application 
was made and approval received from Treasury for an extension of time to carry forward 
any unutilized tax loses.

The measure
The Finance Act 2015 provides that the period to carry forward the tax losses is increased 
from 5 years to 10 years.

Who will be affected
All taxpayers.

When
1 January 2016

Our view
This change is welcome especially for tax payers 
with large capital investments that attracted 
investment deductions and thus resulted into 
tax losses that could not be utilized within the 
5 year period that had previously been set. 
Since the effective date of this amendment 
is 1 January 2016, it would imply that losses 
that expired in 2015 would be lost unless an 
extension is granted.
The provision for an application to be made to 
Treasury via the Kenya Revenue Authority for 
approval to extend the time to carry forward the 
unutilised losses after the expiry of the ten year 
period still exists. However, the applicant has to 
provide evidence of inability to extinguish the 
loss within that period.

Corporate Tax

Tax rebate scheme for apprenticeship programs
In a bid to build a resource base of skilled manpower, the Finance Act 2015 provides a 
tax rebate scheme for employers who engage and train at least 10 fresh graduates for a 
period of 6 to 12 months.
The tax rebate will be claimed in the subsequent year. However, the mechanisms of 
the rebate are not contained in the Finance Act. The Cabinet Secretary for the National 
Treasury is expected to gazette the regulations for this scheme.

Who will be affected
Employers, especially the private sector, and university graduates.

When
1 January 2016

Our view
This is a welcome move that will benefit both 
employers and graduates as it gives incentive to 
the employer to provide more opportunities for 
apprenticeship for graduates. For graduates, it 
will enable them to acquire much needed work 
experience. However, guidelines or a framework 
on how this will be implemented are yet to be 
released. It is hoped that such guidelines will 
be easy to implement and confer a significant 
benefit to the employers to ensure this scheme 
achieves the intended objectives.
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Residential Rental Income Tax
A new regime for taxation of rental income for residents has been introduced.

The measure
Resident tax payers owning residential properties in Kenya that generate income will be 
taxed at 10% (reduced from 12% contained in the Finance Bill) of the gross rent received 
where the annual rental income is up to KShs 10 million. The 10% tax will be required to 
be accounted for by the tenant or by an agent appointed in writing by the Commissioner 
from gross rentals payable. The 10% tax so deducted will be final tax.
Taxpayers can however opt not to be taxed under this scheme (i.e. gross tax of 10%) and 
instead account for taxes under the normal provisions by determining their net taxable 
profit and paying tax at the respective rates prescribed in the 3rd Schedule. Taxpayers are 
required to notify the Commissioner in writing if they elect not to be subject to the 10% 
residential rental income tax.
Resident taxpayers owning other immovable properties (i.e. commercial properties and 
land) or who own residential properties whose rental income exceeds KShs 10 million will 
be taxed at 12% of the gross amount received from rental income

Who will be affected
All resident tax payers renting out residential properties; real estate agents and tenants 
who are likely to be appointed tax agents..

When
1 January 2016

Our view
This is a move to both simplify the tax regime 
for rental income and to expand the tax base by 
encouraging more taxpayers to comply.

Shipping investment deduction
Resident persons carrying on the business of ship owners were previously eligible for a 
shipping investment deduction of 40% on the cost of new or used power-driven ships of 
more than 495 tons. The deduction is claimed in the year the ship was first used.

The measure
The shipping investment deduction has now been increased to 100% of the cost incurred 
to purchase any power-driven ship of more than 125 tons.

Who will be affected
Resident persons carrying on the business of a ship owner.

When
1 January 2016.

Our view
The change is welcome and is aimed at 
encouraging locals to invest in the shipping 
industry where most vessels are foreign owned.
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Tax amnesty for tax payers earning rental income
In addition to the above new tax regime proposed for rental income, provisions have been 
introduced for a tax amnesty for tax payers earning rental income.

The measure
Under the terms of the tax amnesty the Commissioner shall not assess or recover taxes, 
penalties or interest thereon in respect rental income relating to years of income 2013 and 
prior. In addition, the Commissioner will waive penalties and interest in respect tax due for 
years of income 2014 and 2015.
In order to benefit from the amnesty, a taxpayer must submit the tax returns or amended 
tax returns for years of income 2014 and 2015 on or before 30 June 2016. Where the 
person submitting the returns seeks to claim relief for the expenses he incurred in earning 
the rental income but does not have documentation to support the expenditure he will be 
allowed a deduction of forty percent of the gross rent.
The tax amnesty does not apply in instances where the taxpayer has already been assessed 
to the tax or is under audit or investigation in respect of the undisclosed income or any 
matter relating to it.

Who will be affected
Individuals earning rental income.

When
From 1 July 2015 to 30 June 2016.

Our view
This is a welcome move as it will encourage tax 
payers who may not have accounted for tax on 
rental income to do so and rectify their records 
with the tax authorities. Secondly the measure 
should lead to an expansion of the tax base 
as the said taxpayers are expected to comply 
going forward thus leading increased revenue 
collections.
The terms of the amnesty are very generous as 
it includes waiver of principal taxes for 2013 and 
prior periods unlike past amnesties which have 
only dealt with penalties and interest.

Capital allowance on buildings used for training film 
industry personels
From 1 January 2010 educational buildings or buildings used for training are eligible for 
capital allowances at the rate of 50% per annum.

The measure
However, buildings used for training of film producers, actors and crew will now be 
eligible for a capital allowance of 100%.

Who will be affected
Investors in the film industry. 

When
1 January 2016.

Our view
This is in line with the ongoing initiatives to 
market Kenya as a leading tourism and filming 
destination.
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Investment deductions on capital projects outside Nairobi 
and municipalities of Mombasa and Kisumu
From 2009, taxpayers who invested at least KShs 200 million in capital expenditure on 
the construction of a building or on the purchase and installation of machinery outside 
Nairobi and outside the municipalities of Mombasa and Kisumu have been eligible for an 
investment deduction claim at the rate of 150% of the capital expenditure.

The measure
The Finance Bill 2015 had provided that the 150% incentive will cease with effect from 
1 January 2016 but that the normal 100% investment deduction will thereafter apply on 
the qualifying costs. The Finance Act 2015 has removed this proposal and thus the 150% 
incentive will continue to be applicable.

Who will be affected
Investors planning to set up operations outside Nairobi, Mombasa and Kisumu.

When
The 150% investment deduction therefore continues to apply.

Our view
The retention of the 150% investment 
deduction incentive is a good move as there 
is still need to encourage investment outside 
the main cities. Whereas tax is not the only 
consideration for an investor, it is still a key 
consideration that does influence choice of 
investment location.

Lower tax rate for companies introducing their shares at the 
securities exchange
In order to encourage listing of companies the corporate tax rate for companies listing 
through introduction of shares has reduced from the normal 30% rate to a 25% rate for a 
period of 5 years commencing immediately after the year of income following the date of 
such listing.

Who will be affected
Companies intending to list their shares by way of introduction, especially small and 
medium sized enterprises.

When
1 January 2016.

Our view
This move will encourage listing of companies 
and enhance liquidity at the securities exchange.
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Training fee
Training fee means the payment made in respect of a business or user training services 
designed to improve work practices and efficiency of an organization (including any 
payments for incidental costs associated with the provision of such services. The Finance 
Act 2015 has amended the definition of training fee by clarifying that it will not include 
fee paid for educational services provided by:
• a pre-primary, primary or secondary school
• a technical college or university
• an institution established for the promotion of adult education, vocational training or 

technical education.

Who will be affected
Persons making payment of training fees

When
1 January 2016

Our view
Persons making payment of training fee are 
required to deduct and account for withholding 
tax on the payment at the rate of 5% when 
paid to a resident supplier of the service or at 
the rate of 20% when paid to a non-resident 
supplier. The amendment to the definition of 
training fee clarifies that the fees paid to schools 
and institutions for basic primary, secondary 
and tertiary education or for adult education 
and vocational training are not subject to 
the withholding tax as such organizations 
are normally exempt from tax and any tax 
withheld from payments to them would not be 
recoverable and would be an additional costs.

Lower tax rates for Special Economic Zones (SEZ) enterprises
The Finance Act 2015 introduces tax provisions for taxation of enterprises licenced under 
the recently introduced Special Economic Zones Act. These include provisions that SEZ 
enterprises would be subject to corporate tax at the reduced rate of 10% for the first 
ten years and 15% for the next ten years. Dividend payments by SEZ enterprises will be 
exempt from withholding tax. Payment to non-residents, excluding dividends, would be 
subject to a reduced rate of withholding tax of 10%.

Who will be affected
Licenced SEZ enterprises and investors in such enterprises.

When
1 January 2016.

Our view
The incentive arising from reduced tax rates 
applicable to SEZ enterprises is a move to 
promote investment in the country and thus 
increase industrialization and create more jobs.
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Exemption of gains arising from sale of shares listed at the 
NSE

The measure
In light of the challenges faced in the implementation of capital gains tax that was 
reinstated with effect from 1 January 2015, changes had been proposed in the Finance Bill 
2015 with respect to shares traded on the securities exchange whose effect was to replace 
the 5% tax on capital gains arising from sale of shares and introduce a 0.3% withholding 
tax on the gross transaction value of the shares traded. The withholding tax was to be 
final tax.
The Finance Act 2015 has dropped the above proposed changes altogether and instead 
provides that capital gains arising from the transfer of shares traded on any securities 
exchange licensed by the Capital Markets Authority will not be subject to capital gains tax.
However, gains arising from transfer of shares not traded on a licensed securities exchange 
will continue to be subject to capital gains tax at the rate of 5%.

Who will be affected
Investors in shares traded at the Nairobi Stock Exchange or any securities exchange 
licensed by the Capital Markets Authority as well as stockbrokers who would have been 
tasked with the responsibility of withholding and remitting the withholding tax..

When
1 January 2015.

Our view
Following protracted negotiations and even 
court cases by stockbrokers relating to the 
practical challenges of implementing the 
tax deduction for shares traded at the stock 
exchange, this latest measure is a welcome 
reprieve for affected investors and stockbrokers. 
It should hopefully also restore foreign investors’ 
interest in the market as it was feared that they 
would have kept off due to the uncertainties of 
the capital tax regime.
There is however a disparity between taxation 
of gains arising from disposal of quoted 
shares and gains from disposal of non-quoted 
shares. The move also decreases the revenue 
that the government hoped to receive from 
reintroduction of capital gains tax.

Capital Gains Tax

Due date for paying capital gains tax on transfer of property

The measure
A clarification has been made in the Finance Act 2015 regarding the due date for paying 
capital gains tax on gains made from transfer of property. This is to be paid on or before 
the date the application for transfer of the property is made to the relevant Lands Office.

Who will be affected
Transferors of property.

When
1 January 2016

Our view
This is an important clarification regarding the 
due date for payment of capital gains tax on 
gains made on property transfers.
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Exemption from Capital gains tax for individuals selling 
property

The measure
Previously disposal by individuals of property was exempt from tax where the value of 
property transferred was not more than KShs 30,000 or where it was an agricultural 
property of less than 100 acres and the property was situated outside a municipality, 
gazetted township or urban area.
The Finance Act 2015 has revised the exemption threshold to property whose transfer 
value is not more than KShs 3 million and agricultural property of less than 50 acres.

Who will be affected
Individuals selling property.

When
1 January 2016

Our view
The changes are welcome as the previous 
exemption threshold was set many years back 
and thus the new value of KShs 3 million takes 
into account the current economic realities and 
property values. The reduction of acreage of 
agricultural property to 50 acres for exemption 
is similarly driven to take account of economic 
and commercial realities.
What is still missing are indexation provisions to 
ensure that gains arising solely from inflation are 
not taxed.

Exemption from capital gains tax for transfers of property to 
immediate family

The measure
Under the 2014 Finance Act, transfer of property by an individual to a spouse or former 
spouse as part of a divorce settlement or bona fide separation agreement was exempted 
from capital gains tax. Amendments have now been made to extend the exemption to 
also include “immediate family” i.e. children of the spouses or former spouses.

Who will be affected
Family members during distribution of property.

When
1 January 2016.

Our view
This addresses the previous anomaly of not 
extending the exemption from capital gains tax 
to the immediate family members in divorce or 
separation cases.
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Transfer of estate property and investment shares

The measure
The gain made on transfer or sale of property (including investment shares) for 
administering the estate of a deceased person is exempt from capital gains tax provided 
that such transfer or sale is completed within 2 years of the death of the deceased or 
such extended time as the Commissioner may allow in writing. The Finance Act 2015 has 
further provided that where there is a court case regarding the estate, the 2 years period 
of transfer or sale shall be from the finalization of such court case

Who will be affected
Administrators of estates and the estate beneficiaries.

When
1 January 2016

Our view
This is an important clarification in light of the 
numerous court cases involving disagreements 
between the beneficiaries of estates of deceased 
persons that take several years to be decied at 
court.
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Exemption from withholding tax on payments made by film 
producers to foreign actors and crew members 
Payment made by film producers approved by the Kenya Film Commission to foreign 
actors and crew members will be exempt from withholding tax. 

Who will be affected
Filming agents, film producers and foreign actors and crew members.

When
1 January 2016.

Our view
This will assist in promoting the film industry 
in Kenya and enhancing Kenya’s position as a 
tourism and filming destination.

Withholding Tax

Winnings from bookmakers
Winnings from betting and gaming were subject to withholding tax at the rate of 20% 
where paid to both residents and non-residents. For residents the Finance Act 2015 now 
has reduced the withholding tax rate from 20% to 7.5% where the winnings are received 
from bookmakers. Thus the rate of 20% will apply to winnings from betting and gaming 
while the rate of 7.5% will apply to winnings from bookmakers. For non-residents the 
Finance Act 2015 has removed the previous provisions for 20% on winnings from betting 
and gaming and replaces it with only the 7.5% rate for winnings from bookmakers.

Who will be affected
Bookmakers and recipients of winnings from such bookmakers 

When
1 January 2016

Our view
This measure aims at expanding the tax revenue 
base by capturing revenues earned from 
winnings from bookmakers. It will also bring 
bookmakers into the tax net.
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Withholding tax on training services and contractual fees for 
the extractive industries
The 2014 Finance Act introduced separate tax treatment and different withholding tax 
rates for training services and contractual fees for the Petroleum and mining sectors 
bringing disharmony in taxation of the sector. Amendments have been made in the 
Finance Act 2015 to harmonize the tax treatment in this industry by clarifying that the 
withholding tax rate for training services is also at 12.5% and by reducing the rate for 
contractual services from 20% to 5.625%.

Who will be affected
Extractive industry and training and contractual service providers.

When
1 January 2016.

Our view
This will create a harmony of the tax rates in 
the extractive industry. It will also simplify the 
applicability of the rates.
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Duty Free Shops

The measure
A new definition of duty free shops has been included in the VAT Act 2013 defining them 
as a bonded warehouses for goods on which duty has not been paid and are for sale to 
passengers departing Kenya.
Goods sold from a duty free shop have now been included in the Second Schedule of the 
VAT Act classifying them as zero rated.

Who will be affected
Duty free shops and passengers on international voyages.

When
12 June 2015.

Our view
This is simply correcting an omission in the VAT 
Act.

Definition of money

The measure
The definition of ‘money’ has been expanded to include any amount provided by way of 
electronic payment system.

Who will be affected
VAT registered businesses.

When
12 June 2015

Our view
This is a measure aimed at ensuring the 
legislation is flexible to capture the increasing 
number of electronic payment options being 
used in the market. Thus consideration for 
goods or services can be settled through 
electronic payment. It also implies that 
electronic payment services are deemed exempt 
from VAT.

Value Added Tax
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Imported services

The measure
The definition of supply of imported services has been amended to remove the reference 
to non-registered persons.

Who will be affected
Non-registered persons who import services.

When
12 June 2015.

Our view
Non-registered persons are not required to 
account for VAT so it makes sense to make this 
change. The implication is that only registered 
persons will now be required to account for 
reverse charge VAT subject to the rules set out 
in the Act.

Period of filing VAT Refund Claims

The measure
The Act now stipulates that VAT refund claims should be lodged within 12 months 
from the date the tax became due and payable. The 2013 VAT Act had not provided a 
timeframe for lodging VAT claims.

Who will be affected
All zero rated suppliers.

When
12 June 2015.

Our view
There was uncertainty with regard to the time 
limit for lodging a refund claim. Going forward, 
taxpayers eligible to apply for VAT refund claims 
should ensure they lodge their claims within 
twelve months from the date the tax became 
due and payable.
Not surprisingly, there was no mention of any 
timelines on the part of the revenue authority 
and the National Treasury to audit and settle 
these refunds.

Zero rated supplies

The measure
The Finance Act 2015 has amended the Second Schedule to the VAT Act 2013, which 
lists supplies that are zero-rated for VAT purposes, by including certain medicaments, left-
hand vehicles imported by returning residents and services supplied in respect of goods in 
transit. These are set out in Appendix 2 of this document.

Who will be affected
Persons selling or buying or dealing with the zero-rated supplies.

When
12 June 2015.

Our view
This is another welcome amendment to the law 
as it will enable persons selling the supplies to 
claim input VAT associated with the supplies. 
This is expected to reduce the cost and 
ultimately benefit the end-user prices.
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Withholding VAT

The measure
The Commissioner has now been granted the power to appoint any other person as a 
withholding VAT agent and revoke the appointment where he deems it appropriate to do 
so.
The withholding VAT agents shall now be required to withhold 6% of the taxable value of 
their purchases and not 6% of the tax payable as stated in the current legislation.

Who will be affected
All VAT registered suppliers and large companies that are likely to be appointed as VAT 
withholding agents.

When
12 June 2015.

Our view
Withholding VAT was reintroduced in Finance 
Act 2014 but only Government Ministries and 
agencies were named as withholding VAT 
agents. The fact that the Commissioner has 
been given the power to appoint any other 
person means that we are likely to see a raft 
of new agents and indeed we are aware 
of a number of companies having being so 
appointed.
For suppliers, the major impact will be from a 
cash flow perspective especially if one ends up in 
a credit position.
For appointed agents, there is an added 
administrative burden and the attendant risk of 
penalties for any non-compliance.
The Finance Act 2015 has now clarified that 
withholding VAT should apply to this now.

VAT exempt supplies

The measure
The Finance Act 2015 has amended the First Schedule to the VAT Act 2013, which 
lists supplies that are exempt for VAT purposes, by removing certain medicaments and 
categorizing them as zero-rated supplies. The Act has also introduced additional supplies 
that will constitute VAT exempt supplies. Key among these include aircraft parts, supplies 
to official aid funded projects and supplies to Special Economic Zones. These are set out in 
Appendix 1 of this document.

Who will be affected
Persons selling or buying the exempt supplies.

When
12 June 2015.

Our view
This is a welcome amendment to the law as it 
will reduce the cost of such supplies.
It is also our view that the amendment will 
ease the VAT refund issue for the national 
airline because transportation of passengers 
on international flights is zero-rated for VAT 
purposes.
On the other hand there is the danger that 
increasing exempt items will result in similar 
issues that the previous Act suffered from.
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Miscellaneous
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Miscellaneous

Increase in Road Maintenance Levy
The Road Maintance Levy will be increased by KSh 3 per litre to be collected and paid 
into the Road Annuity Fund to scale up the existing road network under the Public-Private 
Partnerships model.

Who will be affected
All motorists, commuters and businesses in general.

When
TBA.

Our view
Whereas the additional revenue raised through 
this measure is expected to facilitate the 
rapid expansion and maintenance of the road 
network, the downside is that it will increase 
operational costs for businesses and lead to an 
increase in the cost of living as transport costs 
are a significant component of spending for a 
majority of the population.
However, one cannot help but point out that 
the Cabinet Secretary seized an opportune 
moment, when the fuel prices have significantly 
fallen due to fall in global oil prices, to bring in 
this added cost. 

Extension of hearing period by Tax Appeals Tribunal
The current legislation limits the period for hearing and determination of an appeal by the 
tribunal to 90 days. The Finance Act 2015 provides an extension of the period for hearing 
an appeal to an additional period of up to 60 days where deemed necessary.
The Finance Act 2015 also stipulates that the Tribunal shall hear and determine backlog of 
appeals relating to tax decision made before its first sitting (i.e. by the Local Committee) 
within a period of 1 year from the date of first sitting.

Who will be affected
Tax Appeals Tribunal and taxpayers.

When
1 October 2015.

Our view
These are measures aimed at allowing the 
Tribunal reasonable time to conclude appeals 
without unnecessarily running out of time. This 
is in light of the large number of cases to be 
handled and the need to engage experts on 
certain occasions.
However, it is our view that the Tribunal will 
find it a tall order to hear and determine, 
within 1 year, the huge backlog of all pending 
cases since the Local Committee and other 
predecessor dispute resolution bodies were 
dissolved. The number of outstanding cases is 
estimated to run into hundreds.
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Introduction of Tax Procedures Bill
The Tax Procedures Bill will be tabled in Parliament for debate and approval. The Bill will 
contain uniform administrative procedures across all taxes – such as taxpayer registration, 
tax returns, assessments and collection procedures, offences and penalties as well as 
objections and appeals procedures. This is aimed at simplifying tax administration and 
reducing the cost of compliance.

Who will be affected
All taxpayers and the KRA as well as the Tax Appeals Tribunal.

When
TBA.

Our view
This is not a new proposal. It was included in 
the 2014/2015 budget but was not presented 
to Parliament for discussion. If enacted, it will 
seek to unify procedures which are general and 
applicable to all taxes under one law in line with 
best practice worldwide.
An expected benefit from this would be 
simplicity as uniform procedure would apply 
across all taxes. However some radical measures 
have been introduced in the new law such as 
stiffer penalties or elimination of waivers.

Modernization of the Income Tax Act
The government has commenced review and modernization of the Income Tax Act.

Who will be affected
All taxpayers.

When
TBA.

Our view
This is not a new proposal as it has been 
mentioned in previous budget speeches. It is 
hoped that this time round the overhaul will 
happen and that the new legislation will be less 
complex than the existing one. Furthermore, it 
is hoped that there will be adequate stakeholder 
involvement to avoid unnecessary challenges of 
implementation as has been witnessed in the 
recent past with some of the new tax measures 
that have been introduced.



20 |  Finance Act 2015 insight

Proposed changes in the financial sector
In a bid to strengthen financial institutions, the following changes to the financial sector 
have been proposed in the budget:
• The Finance Bill 2015 had proposed to increase in the minimum core capital 

requirements for banks progressively from Kshs 1 billion to Kshs 5 billion by December 
2018. This proposal has been removed in the Finance Act 2015.

• Increase in the minimum core capital requirements for insurance companies, to 
KShs 600 million for general insurance business and KShs 400 million for long term 
business. The minimum core capital for reinsurance business will be Kshs 1 billion 
for companies underwriting general insurance and Kshs 500 million for companies 
underwriting long term insurance business. These requirements are to be complied 
with by 30 June 2018.

• Remove the requirement for annual licensing of banks and instead empower the 
Central Bank of Kenya to issue non-renewable perpetual licenses to eliminate the 
need for repetitive annual procedures while still safeguarding financial stability. The 
annual fee is required be paid as prescribed by the Central Bank. Where the annual 
fee is not paid by the end of the financial year, the institution is required to pay double 
the annual fee amount within 90 days after the end of the financial year. Where the 
annual fee remains unpaid 90 days after the end of the financial year, the institutions 
Central Bank licence will be revoked.

• To introduce risk based capital requirements for the insurance industry to be 
determined by the specific risk profile of the Company.

• To change the investment provisions in the Insurance Act to a more principle based 
investment framework where insurance companies will be required to prepare 
and submit investment policies that will be subject to broad prescribed investment 
guidelines. This will harmonize the insurance industry investment framework with the 
framework in the retirement benefits and collective investments sectors.

• To remove the requirement that agents must be recommended by an insurance 
company before they can be licensed so long as they have attained the requisite 
qualifications and met other licensing requirements.

• Stamp Duty exemption on the transfer of assets and other transactions related to the 
transfer of assets into Real Estate Investment Trusts (REITs).

• The Retirement Benefits Act is amended by reducing the period the trustees can 
prepare and submit audited accounts from 6 months to 3 months after the financial 
year end. This will ensure expeditious accountability to members. 

Our view
The measures are generally aimed at 
strengthening financial institutions as well as 
to enhance public confidence in the financial 
sector. In addition, the measures will support 
the regulator in implementing risk-based 
supervision in the insurance sub-sector.
It is perhaps also designed to consolidate players 
in the financial services industry which it is 
hoped will ensure a strong and viable sector for 
the economy to prosper.
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• Amendments to the Proceeds of Crime and Anti-Money Laundering Act, in order 
to clarify the objectives of the Financial Reporting Centre (FRC) and strengthen its 
supervisory role.

Who will be affected
Financial institutions including banks, insurance companies and retirement benefits 
schemes.

When
1 October 2015.
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Item Description Change Our view

3002.20.00 Vaccines for human medicine Tariff number is 
deleted from list of 
VAT exempt supplies.

The item and corresponding description has 
been deleted from the Exempt Schedule but 
included in the Zero-rated Schedule. 
 
This is a welcome measure as it will enable 
businesses which trade in vaccines to claim the 
associated input VAT which is expected to reduce 
prices of such vital products. 

3002.30.00 Vaccines for veterinary medicine -do- -do-

3003.39.00 Other medicaments, containing hormones or 
other products of 
heading No. 29.37 but not containing 
antibiotics, not put up in measured doses or in 
forms or packings for retail sale. 

-do- -do-

3003.40.00 Medicaments containing alkaloids or 
derivatives thereof but not containing 
hormones or other products of heading No. 
29.37 or antibiotics, not put up in measured 
doses or in forms or packings for retail sale.

-do- -do-

3003.90.10 Infusion solutions for ingestion other than by 
mouth not put up in measured doses or in 
forms or packings for retail sale. 

-do- -do-

3003.90.90 Other medicaments (excluding goods 
of heading No. 30.02, 30.05 or 30.06) 
consisting of two or more constituents which 
have been mixed together for therapeutic or 
prophylactic uses, not put up in measured 
doses or in forms or 
packings for retail sale. 

-do- -do-

Appendix 1: Changes to First 
Schedule on VAT exempt items



Finance Act 2015 Insight  |  23

Item Description Change Our view

3004.10.00 Medicaments containing penicillins or 
derivatives thereof, with a penicillanic acid 
structure, or streptomycins or their derivatives, 
put up in measured doses or in 
forms or packings for retail sale. 

-do- -do-

3004.20.00 Medicaments containing other antibiotics, put 
up in measured doses or in forms or packings 
for 
retail sale. 

-do- -do-

3004.32.00 Medicaments containing adrenal cortical 
hormones, put up in 
measured doses or in forms or packings for 
retail sale. 

-do- -do-

3004.39.00 Other medicaments containing hormones or 
other products of 
heading No. 29.37 but not containing 
antibiotics, put up in 
measured doses or in forms or packings for 
retail sale. 

-do- -do-

3004.40.00 Medicaments containing alkaloids or 
derivatives thereof but not containing 
hormones, or other products of heading No. 
29.37 or 
antibiotics, put up in measured doses or in 
forms or packings for 
retail sale. 

-do- -do-
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3004.50.00 Other medicaments containing vitamins or 
other products of 
heading No. 29.36 put up in measured doses 
or in forms or packings for retail sale. 

-do- -do-

3004.90.00 Other medicaments (excluding goods 
of heading No. 30.02, 30.05 or 30.06) 
consisting of mixed or 
unmixed products, for therapeutic or 
prophylactic uses, put up in measured doses 
or in forms or packings for retail sale 

-do- -do-

3004.90.90 Other medicaments (excluding goods 
of heading No. 30.02, 30.05 or 30.06) 
consisting of mixed or 
unmixed products, for therapeutic or 
prophylactic uses, put up in measured doses 
or in forms or packings for retail sale. 

-do- -do-

3004.90.10 Infusion solutions for ingestion other than by 
mouth put up in measured doses or in forms 
or packings for retail sale.

Tariff number is 
deleted from list of 
VAT exempt supplies 
and not included in 
the list of zero-rated 
items.

The implication is that these supplies shall attract 
VAT going forward. 
Our view is that the KRA might have noticed 
abuse of this legal proviso especially where the 
solutions are meant for resale and therefore 
seeks to plug the loophole. 

8407.10.00 Aircraft engines and marine propulsion 
engines of spark-ignition reciprocating or 
rotary internal combustion piston nature. 

Supplies of this tariff 
number now exempt 
for VAT purposes.

This is a welcome measure that will constitute 
a shot in the arm for the airline and marine 
industries. Their supplies are largely zero-rated 
and with VAT being charged on engines, this 
meant the industry players had to grapple with 
significant VAT refunds which has had significant 
impact on their businesses. 
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8409.10.00 Parts suitable for use solely or principally with 
aircraft engines. 

Tariff number is now 
added to the list of 
VAT exempt supplies.

Similar to aircraft engines above, this is a good 
proposal that will enhance competitiveness of 
our airline industry. 

88.03 Aircraft parts which include propellers and 
rotators and parts thereof; under-carriages 
and parts thereof; and other parts of aero-
planes or helicopters. 
 
However, the Finance Act 2015 expressly 
excludes parts of goods of heading 88.01 
which include balloons, dirigibles, gliders, 
hand-gliders and other non-powered aircraft. 

Tariff number is now 
included on the list of 
VAT exempt supplies.

This is a measure that is taken together with the 
above mentioned ones which are expected to 
improve the business environment of the airline 
industry. 

4011.30.00 New pneumatic tyres of rubber of a kind used 
on aircrafts. 

Goods of this tariff 
number have been 
included as part of 
VAT exempt supplies. 

The measure is aimed at capturing aircrafts and 
their various parts as exempt supplies.

Goods and services 
used for official aid 
funded projects.

Taxable goods, excluding motor vehicles, and 
services imported or purchased for direct and 
exclusive use in the implementation of official 
aid funded projects upon approval by the 
Cabinet Secretary responsible for the National 
Treasury. 

Taxable goods 
and services used 
for official aid 
funded projects 
shall be exempt 
where approved as 
appropriate.

This is a positive measure that will encourage 
donors to fund various projects in Kenya.  

Plastic bag biogas 
digesters; Biogas 
and Leasing of 
biogas producing 
equipment.

Plastic bag biogas digesters; Biogas and 
Leasing of biogas producing equipment.

The specified supplies 
will now be exempt 
for VAT purposes.

This is a measure aimed at promoting clean 
energy while conserving the environment. 
We hope it will encourage more people in Kenya 
to embrace biogas technology. 
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Taxable services in 
respect of goods in 
transit

The supply of taxable services in respect of 
goods in transit. 

This paragraph has 
been deleted from 
the list of exempt 
services but added to 
the list of zero-rated 
supplies. 

The measure will now enable persons dealing 
with goods in transit in Kenya to claim input VAT 
attributable to services consumed in connection 
with those goods. It also makes Kenya 
competitive as a transit corridor since the local 
suppliers do not have to pass on the costs related 
to unclaimable VAT to their foreign clients. 

Goods from duty-
free shops 

Goods purchased from duty-free shops by 
passengers departing to places outside Kenya. 

This paragraph has 
been included to 
the list of zero-rated 
supplies.

It is our view the amendment to the law will 
enable operators of duty-free shops to claim 
input VAT associated with supply of duty-free 
goods as appropriate. 

Input or raw 
materials purchased 
by pharmaceutical 
manufacturers  

Inputs or raw materials (either produced 
locally or imported) supplied to 
pharmaceutical 
manufacturers in Kenya for manufacturing 
medicaments, as approved from time to time 
by the Cabinet Secretary in consultation with 
the Cabinet Secretary responsible for matters 
relating to health.

Taxable inputs or 
raw materials shall 
constitute zero-
rated supplies going 
forward.

This is a welcome change of law that is expected 
to reduce the cost of medicaments in the 
country. 
 
However, it appears services consumed by 
pharmaceutical companies shall attract VAT.

Left-hand-drive 
vehicles owned by a 
returning resident 

Returning resident who has owned a left-
hand-drive vehicle for at least 12 months may 
sell the vehicle and import a right-hand-drive 
vehicle of equivalent value, make, engine 
rating and year of manufacture. 
 
The returning resident shall be required to 
prove ownership of the left-hand-vehicle for 
at least 12 months and prove of disposal of 
the same vehicle.

Paragraph relating to 
right-hand-vehicles 
now included as part 
of zero-rated supplies.

Residents returning from countries that operate 
left-hand-drive vehicles will be eligible to import 
cars they were using abroad without paying VAT. 
This measure is welcome as it ensures equity 
because under the current legislation, it is only 
right-hand-drive vehicles that may be eligible 
to be imported as zero-rated supplies for VAT 
purposes thus locking out those returning from 
left-hand drive countries.

Appendix 2: Changes to schedule  
of zero-rated items
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3002.20.00 Vaccines for human medicine A new Part C has 
been introduced 
under Second 
Schedule that will list 
medicaments that are 
zero-rated for VAT 
purposes. 

This is a welcome measure as the businesses will 
be able to claim any input VAT which is expected 
to reduce prices of such vital medical products. 

3002.30.00 Vaccines for veterinary medicine -do- -do-

3003.10.00 Medicaments containing penicillins or 
derivatives thereof, with a penicillianic acid 
structure, or streptomycins or their derivatives 
not put up in measured doses or in forms or 
packings for retail sale. 

-do- -do-

3303.20.00 It is our view that this is a typo as HS Code 
3303.20.00 does not exist. It is possible the 
intended HS code is 3003.20.00 which exists 
under medicaments. 

3003.39.00 Other medicaments, containing hormones or 
other products of 
heading No. 29.37 but not containing 
antibiotics, not put up in measured doses or in 
forms or packings for retail sale. 

-do- -do-

3003.40.00 Medicaments containing alkaloids or 
derivatives thereof but not containing 
hormones or other products of heading No. 
29.37 or antibiotics, not put up in measured 
doses or in forms or packings for retail sale.

-do- -do-
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3003.90.00 Other medicaments (excluding goods 
of heading No. 30.02, 30.05 or 30.06) 
consisting of two or more constituents which 
have been mixed together for therapeutic or 
prophylactic uses, not put up in measured 
doses or in forms or 
packings for retail sale. 

3003.90.10 Infusion solutions for ingestion other than by 
mouth not put up in measured doses or in 
forms or packings for retail sale. 

-do- -do-

3003.90.90 Other medicaments (excluding goods 
of heading No. 30.02, 30.05 or 30.06) 
consisting of two or more constituents which 
have been mixed together for therapeutic or 
prophylactic uses, not put up in measured 
doses or in forms or 
packings for retail sale. 

-do- -do-

3004.10.00 Medicaments containing penicillins or 
derivatives thereof, with a penicillanic acid 
structure, or streptomycins or their derivatives, 
put up in measured doses or in 
forms or packings for retail sale. 

-do- -do-

3004.20.00 Medicaments containing other antibiotics, put 
up in measured doses or in forms or packings 
for 
retail sale. 

-do- -do-
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3004.32.00 Medicaments containing adrenal cortical 
hormones, put up in 
measured doses or in forms or packings for 
retail sale. 

-do- -do-

3004.39.00 Other medicaments containing hormones or 
other products of 
heading No. 29.37 but not containing 
antibiotics, put up in 
measured doses or in forms or packings for 
retail sale. 

-do- -do-

3004.40.00 Medicaments containing alkaloids or 
derivatives thereof but not containing 
hormones, or other products of heading No. 
29.37 or 
antibiotics, put up in measured doses or in 
forms or packings for 
retail sale. 

-do- -do-

3004.50.00 Other medicaments containing vitamins or 
other products of 
heading No. 29.36 put up in measured doses 
or in forms or packings for retail sale. 

-do- -do-

3004.90.00 Other medicaments (excluding goods 
of heading No. 30.02, 30.05 or 30.06) 
consisting of mixed or 
unmixed products, for therapeutic or 
prophylactic uses, put up in measured doses 
or in forms or packings for retail sale 

-do- -do-
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3004.90.90 Other medicaments (excluding goods 
of heading No. 30.02, 30.05 or 30.06) 
consisting of mixed or 
unmixed products, for therapeutic or 
prophylactic uses, put up in measured doses 
or in forms or packings for retail sale. 

-do- -do-
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