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Introduction
The Kenyan budget speech delivered by the Cabinet Secretary for the
National Treasury, Henry Rotich, was in some ways confusing giving the
impression of being forward thinking but at the same time repeating
measures we had heard in the past. It was interesting to see that there
was acknowledgement that we could have done better were it not for
the challenges we faced of terrorism, drought, drop in tourism, world
tea prices and a continued weak recovery on the global front. Of
course many of these challenges have been there since the start of this
administration and one could argue that we could have handled them
more appropriately, but the fact that it was acknowledged is a step in
the right direction.
We can perhaps be proud that as a country we are growing at a rate
that is higher than many countries, not only in the region but also on
the continent and indeed globally. The IMF at one point suggested
that we would grow by as much as 7% in 2015 but they more recently
downgraded this to 6.2%. Perhaps we are, but is that translating into
a better life for our citizens – probably not. It would seem that a large
proportion of our growth is coming from infrastructure development
and the real impact of that will be seen in the years to come.
Six priorities were identified in the speech:
• Security.
• Infrastructure.
• Agricultural and industrial transformation.
• Youth and women.
• Education and health.
• Devolution.
As we have already said these are not new by any means and indeed
have featured in the last two budgets of the Jubilee government. It
is perhaps the order in which the priorities are ranked that is more
noteworthy. Security or insecurity, both sides of the same coin, has
been the single largest set back that the country has experienced in
the recent past. The continued terrorism threat with its unnecessary
loss of innocent life has had a marked impact on our development and
it is only right that it must represent the first priority for this budget.

Accordingly significant resources have been allocated to this important
area and we can but hope that it will have the desired effect.
In another interesting reference there was an acknowledgement
that corruption can and indeed will negate many of the significant
strides we have made over the years. Allocations were made to the
institutions tasked with dealing with this menace but at the end of
day the proof of their effectiveness will only be seen when there are
successful prosecutions.
It was interesting the number of initiatives that appeared to have been
taken directly from the era of President Kenyatta’s reign in the Treasury:
apprenticeships, target the landlords, the film industry to name but
a few. Business will soon get a tax rebate for taking on at least 10
graduates for a period of 6 – 12 months although in the absence of
a Finance Bill it is unclear how this will work. Landlords have been
considered the biggest evaders of tax for a long time and a number of
attempts have been made to bring them into the net. This time specific
taxation proposals have been put forward and an amnesty is being
offered. The film industry is clearly seen as one which can generate
revenues for the country and accordingly they have been given a
number of tax sops. Kollywood is clearly here to stay!
Protectionism seemed to be the order of the day and a number of
industries are to get breaks designed to boost local manufacture. Of
course protectionism is a two edged sword and it will really only be
effective if our manufacturers look at efficiencies in their processes and
the government keeps good on its promise to develop a long lasting
and robust infrastructure for the country.
The biggest disappointment was that once again the budget chose
not to deal with personal tax. The tax bands and allowances will now
move into their eleventh year without change and the reality of this is
that many Kenyans are probably worse off today. When one considers
that NHIF contributions have increased substantially and NSSF is
expected to follow suit, disposable income is going to fall. Why it is so
difficult to address this issue remains a mystery.
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The issue of capital gains tax on shares and securities at the NSE was
addressed but the devil is in the details and without a Finance Bill it is
difficult to say how effective it will be. Nonetheless it is a step in the
right direction given the impact the tax had on the markets in the first
part of 2015.
As we said at the outset this was a confusing budget that certainly
could come out with flashes of brilliance if implementation is followed
through. Our concern has always been that it is on the implementation
that we fail. The fact that we seem to be presenting record breaking
budgets every year should not necessarily be a source of pride. Pride
will come if we achieve all the measures and results that we are looking
for.
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Financial Services
The key theme under the sector was the deepening of financial sector
reforms for stability, growth and employment. The reforms were aimed
towards creating a robust, accessible, efficient, stable and a globally
competitive financial sector that promotes mobilisation of high levels of
savings to finance priority development.
The country is widely considered to be the financial capital in the region
and government plans encourage further growth and stability in the
sector to cement this position. The government highlighted the need
to have strong well capitalized financial institutions which are able to
participate in financing the large projects envisaged in Vision 2030 and
that are capable of withstanding financial shocks and crisis. A number
of amendments and measures were introduced in the sector to help
achieve this objective:
Banking
• Increase in the minimum core capital requirements for banks,
mortgage finance and insurance companies. For banks, minimum
core capital to be increased progressively from Kshs 1 billion to
Kshs 5 billion by December 2018.
• Removal of requirements for annual licensing for banks and
implementation of a non-renewable perpetual licence which CBK
can withdraw if necessary.
• All banks will be required to use the KBRR as a basis for pricing
credit. Increased transparency, competition and access to credit
have resulted in decline of the average lending rate from 16.9% in
July 2014 to 15.5% in March 2015 but clearly further reductions
are imperative.
Insurance
• Increase in the minimum core capital requirements for insurance
companies, to Kshs 600 million for companies underwriting
general insurance and Kshs 400 million for long term insurance
business by June 2018.
• Introduction of risk based capital requirements pegged on the risk
profile of each insurance company.

6|

Budget Insight 2015

• Introduction of a principle based investment framework which will
require companies to submit investment policies subject to broad
prescribed investment guidelines.
• Removal of oppressive requirements for insurance agents
implemented by insurance companies and allow licences to be
granted as long as agents can meet COP requirements.
Retirement benefits
• Introduction of new guidelines within Retirement Investment
Guidelines to allow for investment of up to 10% in private
equity and venture capital funds. However, in all classes of assets
excluding government securities, a maximum limit of 15% of
assets and per issuer limit of 15% of issue to mitigate potential
risks.
• Introduction of clear provisions of the surplus in defined benefit
schemes.
• Limits on the maximum term that trustees can serve retirement
benefit schemes to maximum of two three year terms.
Capital markets
• Asset transfers and other transactions related to the transfer of
assets into Real Estate Investment Trusts (REITs) and Asset Backed
Securities (ABS) to be exempt from stamp duty.
• Introduction of M-Akiba bond will allow Kenyans to purchase
government securities from their mobile phones with a minimum
investment of Kshs 3,000.
• Extension of SASRA powers to vet directors and key officer
of Saccos. Current information shared across the Sacco to be
extended to other financial institutions and to include positive
information.
• Amendments to the Proceeds of Crime and Anti-Money
Laundering Act to strengthen the role of Financial Reporting
Centre and clarify its objectives.
• Initiative to be drafted to encourage Kenyans holding wealth
outside the country to invest locally.

Public sector
Education
Since the inception of the Free Primary Education (FPE) in 2003, Kenya
has made tremendous progress on educational access, which saw
the net enrolment rate increase from 67% in 2002 to 80% in 2012.
The provision of free primary education is considered one of the most
important pro-poor policies and has the potential of reducing future
income inequalities. However, despite the progress, public schools have
been plagued with low teacher-student ratios, dilapidated facilities and
teacher strikes which has seen quality of education decline. This has led
to the rise of low cost private schools, especially in slum and rural areas.
The FPE triggered an increase in enrolment in private schools, as parents
migrated their children in response to declining quality of education in
public schools.
To address the issue of quality of education, the government has
allocated Kshs 32.7 billion for free day secondary education and Kshs
14.1 billion for free primary education. In addition, the government has
allocated Kshs 2.3 billion for recruiting an additional 5,000 teachers,
and Kshs 2.2 billion for promotion of teachers.
The government has once again allocated a total of Kshs 17.58 billion
for deployment of ICT learning devices to schools, development of
digital content, building the capacity of teachers and rolling out
computer laboratory for class 4 to class 8 in all schools throughout the
country. This is part of the government’s free laptop program which has
repeatedly failed to kick off owing to procurement challenges. Many
will continue to question the government’s commitment in actualising
this project, given the previous failures. While it is clear that moving to
a technology based teaching curriculum is a wonderful idea, one must
question whether at this stage it is not more important to upgrade
school facilities. Schools without electricity are not going to benefit
significantly from being allocated laptops.

Infrastructure
In line with Vision 2030, the government continues to focus significant
investment to infrastructure development. The development of new
roads, the Standard Gauge Railway (SGR), and LAPSSET remain areas of
focus for the state.
The construction of the railway started in early 2015 and is expected
to be completed around mid-2017. This is anticipated to significantly
reduce the cost of transport, reduce fossil fuel consumption and save
the environment. As a matter of fact Kshs 118.2 billion has been
allocated for the SGR in the 2015/16 budget. The Railway Development
Levy that was introduced in the financial year 2013 is also expected
to generate a further Kshs 25.7 billion to help shape this project. It is
quite clear that RDL has been one of the most successful new taxes
introduced in the recent past but it also points to how reliant we are on
imports. It is also worth noting that according to the Cabinet Secretary,
through this project alone, it is expected that job opportunities will
be created for over 30,000 Kenyans at the peak of construction. The
Government has also insisted on a 40 percent local content requirement
that has further created business and employment opportunities for
Kenyans. Definitely a positive move for the Kenyan economy.
Emphasis was also placed on the need for modern harbours and
airports. The modernization and expansion of the port of Mombasa
at Kilindini as well as the construction of three Berths at Manda Bay in
Lamu have commenced as announced by the Cabinet Secretary. We
are hoping that these projects can be adequately financed within the
project timelines to avoid scenarios where the Government has had to
seek alternative sources of financing to speed up implementation of the
Lamu Port.
Considering the accidents and significant delays suffered by ferry users
across Likoni, the Cabinet Secretary has allocated Kshs 1.3 billion for
the purchase of ferries.

The government has reiterated its commitment to improving access to
tertiary education. In this regard, the government has allocated Kshs 3
billion for technical training institutes, Kshs 52.9 billion for University
Education and Kshs 7.5 billion for Higher Education Loans Board.
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Information, Communication and Technology (ICT)
In the financial year 2015/16 budget we also saw the much publicized
yet inactive Konza Techno City project being revived. Kshs 0.8 billion
has now been allocated to this project in a bid to leverage on ICT.
Other projects that were covered include the continued roll out of
IFMIS which was allocated Kshs 1.9 billion and Digital Talent which
was allocated Kshs 0.25 billion. We look forward to this increased
allocations to ICT to translate to increased productivity that will raise
the competitiveness of local businesses in a knowledge based economy.
The current government is very clearly set on making Kenya a digital
economy which is a positive move.
Public Private Partnerships in Kenya (PPP)
PPPs have also now begun to take shape following the appointment of
the first transaction advisors in January, and as projects progress, the
government continues to expand its PPP priority list and efforts towards
the realization of the urgently needed infrastructure requirements of the
growing Kenyan population and economy.
Health sector
Investment in the health sector is critical to developing a healthy
population with higher productivity able to sustainably drive economic
growth.
Early this year, the government launched the Managed Equipment
Services project that will ensure ever county in Kenya has two hospitals
fully equipped with health care facilities including each of the selected
hospitals with modern theatre equipment, surgical and sterilisation
equipment, laboratory equipment, kidney dialysis equipment, ICU
facilities, digital X-ray machines, ultrasound and imaging equipment.
The government has allocated Kshs 4.5 billion for the lease financing of
the medical equipment.
The Kshs 38 billion leasing program has previously been contentious
amongst Governors who opine that the national government had
usurped their health function given that the sector had been devolved.
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Moreover, the Governors complained that the government had not
disclosed enough on the deal entered with the supplier and that they
were not fully consulted. The government was categorical that the
county governments would not meet any cost in leasing the medical
equipment.
In the FY15/16, the government will continue place emphasis on its
preventive health care program, noting that some progress had been
made in the efforts to eradicate infant and maternal mortality. To
further support the program on free maternal services, an allocation
of Kshs 4.3 billion in FY15/16 has been made. Other allocations in the
sector include:
• Kshs 3.5 billion for Kenya Medical Training Centres.
• Kshs 9.3 billion for the Kenyatta National Hospital.
• Kshs 5.8 billion for the Moi Teaching and Referral Hospital.
• Kshs 1.9 billion for Kenya Medical Research Institute.
• Kshs 3.0 billion for doctors/clinical officers/nurses internship
program.
• Kshs 0.9 billion for the National Aids Control Council.
• Kshs 0.9 billion for free access to all health centres and
dispensaries.
• Kshs 1.0 billion for slum health care program.
• Kshs 19.7 billion for HIV/AIDS, Malaria and TB (Global Funds).
Energy & resource
The power sector continues to get increased budgetary allocation
as the government aims to achieve its target of 5000MW power
generation target by 2017. Kenya’s currently installed generation
capacity is approximately 1798 MW. In the FY15/16 budget, Kshs 13.2
billion has been set aside for geothermal power development.
With rapidly growing energy demand, the government has identified
renewable energy, such as geothermal, solar and wind as a reliable
and sustainable way to increase the supply. The government, through
KenGen and Geothermal Development Company (GDC) has invested
in geothermal projects along the Rift Valley. With the addition of the
280MW from Olkaria in December 2014, Kenya is now the 8th largest

geothermal producer globally. Total unexploited geothermal resources
are estimated to be between 7,000MW to 10,000MW in the Rift Valley
region alone. As mentioned by the Cabinet Secretary in the budget
speech, Kenya has been recognised as a global leader on clean energy
with over 80 percent of the energy mix being green. Our previous
reliance on hydropower which was very tied up with rains or the lack of
them, should be a thing of the past which will be a relief.
Kenya’s current access to electricity is estimated at 20%. To further
expand access, Kenya and the African Development Bank (AfDB) signed
a USD 135 million loan agreement in December 2014 to increase
the number of rural households connected to the power grid, in the
project dubbed the Last Mile Connectivity. In the current budget, the
government has allocated Kshs 1.5 billion to the project and Kshs
4.billion for rural electrification. In addition, the government recently
announced a reduction of connection charges from Kshs 35,000 to
Kshs 15,000. Kenya is also investing in modernising its transmission
network, with an allocation of Kshs 21 billion.
Kenya’s power sector has historically been characterised by power
cuts and high electricity costs attributed to underinvestment. It is
noteworthy that a lot of investment is going to the sector through
public and private sector initiatives. Reliable and cheap power
supply is critical to spurring the growth of enterprise development,
industrialisation and accelerating economic growth.
Kenya’s natural resource sector (hydrocarbons and minerals) is still in its
nascent stage. Unlike last year, there are no major changes proposed
with respect to the taxation of upstream petroleum operations. There
have only been minor changes aligning withholding tax rates applicable
to contractual and training services. As the country progresses towards
developing the relevant infrastructure to commercially exploit the
discoveries made that will include the pipeline and possibly a refinery,
it is expected that a raft of tax and fiscal incentives shall be considered
to enhance the economic viability of these envisioned projects. Clearly
current oil prices and the confusion around licencing in the mineral
sector is going to impact how we benefit from this nascent industry.

Agriculture and Industrial Transformation
Agricultural sector
The importance of agriculture to the economy of Kenya cannot be
overemphasized, accounting for approximately 75% of the labour
force, 26% of GDP and 65% of export earnings. This importance has
been recognised by the government and it has invested resources and
efforts towards developing and enhancing agricultural productivity.
However, as in the past there is the question of whether enough has
been allocated to this important sector of the country’s economy.
Recently the agricultural sector has been plagued with high costs
of inputs, drought, low global tea prices and volatile market for
cut flowers. The sector is also heavily reliant on favourable weather
conditions and therefore drought poses an ever present threat.
The growing population in the country conversely needs food for
sustainable development and farmers are increasingly looking to
modern and efficient farming techniques to boost yields and output.
The Galana-Kulalu irrigation project has been allocated Kshs 3.5 billion,
same as last year, and the National Irrigation Board (NIB) has been
allocated Kshs 10.3 billion to fast track developments in this sector. The
allocations to this sector should have been increased if the government
is to fulfil its plans of increasing acreage under plantation from 2,000
acres to the 10,000 acres pilot phase.
The 2015/16 budget allocated funds for implementing measures to
reduce dependence on rain-fed agriculture by developing irrigation
schemes and as a result create jobs, boost food security and move from
a net importer to a net exporter of agricultural products.
Agricultural value addition has also been identified as having the
potential to act as a catalyst for the take-off of Kenya’s industrial
sector. Agri-business initiatives have received a lot of support from the
government, especially with the youth who are increasingly considering
it as a viable commercial venture.
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The government plans to introduce tax incentives for new investment in
water facilities and small holder irrigation equipment. Allocations to the
sector were set out as follows:
• Kshs 3 billion has been set aside for inputs subsidy.
• Kshs 2.7 billion for the Strategic Grain Reserves.
• KshsS 3.1 billion for fisheries development.
• Kshs 0.6 billion for the revival of the Kenya Meat Commission.
• Kshs 0.3 billion for the revival of the Pyrethrum sector.
• Kshs 0.3 billion for Free Disease Zone.
• Kshs 1.2 billion for compensation of farmers in the Mwea
Irrigation Scheme.
• Kshs 1 billion for coffee debt write off.
• Kshs 3.5 billion for Land titling.
Industrial transformation
Industrialisation is also explicitly mentioned in the 2015/16 budget as
it has the potential of boosting the economy by creating jobs in locally
developed companies as well as attracting foreign anchor investors.
Local manufacturing is mainly dominated by agro processing and the
government has reacted by prioritising industrialization as a key catalyst
for moving agriculture up the value chain.
Attracting and partnering with foreign investors helps the country
to expand market for products to a global level as well as enhance
technological transfer. The government stated that it will continue to
prioritise and facilitate establishment of industrial and recreational parks
and special economic zones by allocating Kshs 3 billion for industrial
development and outlining tax incentives to hasten development of
industrial and recreational parks and Special Economic Zones.
The government would also like to diversify industrialization into other
sectors by prioritising a strategy that will give priority to assembly
industries for motor vehicles, domestic appliances, computers and
other products. An export oriented framework was recently adopted
as the main thrust behind Kenya’s industrial policy since the country
aims to raise the share of products in the regional market from 7% to
15 %. The government has directed that all ministries, departments,
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agencies and counties adhere to a 40% local content requirement that
is required by the winning tenderers at the procurement and supply
stage. This is in a bid to encourage Kenyans to purchase and consume
local products and/or services.
Tourism
The 2013 Westgate shopping mall massacre, the 2014 Nairobi bus
bombings, the 2014 Gikomba bombings, the 2014 Mpeketoni attacks,
the 2014 Lamu attacks, the 2015 Garissa University College massacre
and the Ebola virus in West African countries were all seen as key
factors driving tourists out of Kenya in the past financial year.
Unfortunately, but perhaps not surprisingly, the result was travel
advisories that significantly affected the Tourism sector in Kenya.
Tourism earnings decreased by 7.3 per cent from KShs 94.0 billion in
2013 to KShs 87.1 billion in 2014. This was attributed to a decrease
of 11.1 per cent in the number of international visitor arrivals over the
same period mainly due to adverse negative travel advisories by key
source markets.
To boost tourists in Mombasa, we saw the government last year
reducing landing charges by 40 per cent in Moi International Airport
and Malindi Airport. Clearly this did not help much. The number of
tourists who arrived through Moi International Airport in Mombasa
went down significantly by 39.2 per cent from 194,200 in 2013 to
118,000 in 2014. This further translated in a number of hotels being
shut down and consequently massive job losses.
Tourism in the developing world can help promote economic growth
and prosperity by creating jobs, generating income, diversifying the
economy, protecting the environment, and promoting cross-cultural
awareness. However, key challenges must be addressed if benefits
from this industry are to be realized. These include investments in
infrastructure and human capacity, the development of comprehensive
national strategies, the adoption of robust regulatory frameworks, and
most importantly efforts to boost security in the country.
Fortunately, the Cabinet Secretary seems to understand this and has

proposed solutions in his budget speech that will work restore the
currently declining tourism position. Tourism recovery was seen as a
key objective for this year’s budget given its potential to create jobs and
employment of the youth and women. An allocation of KShs 5.2 billion
has been proposed in the FY 2015/16 to assist rehabilitate the tourism
industry. The question is how will this be used and to that there was
really no answer.
Women and Youth Empowerment
Women and youth empowerment remain a key area of focus for the
government, with the Cabinet Secretary expressing recognition of the
potential of women and youth in transforming our economy. Youth
in Kenya face a myriad of challenges including significantly higher
unemployment rates compared to the other working age groups. Both
women and youth remain underrepresented in most sectors of the
economy.
The National Youth Service (NYS) is central to the government’s youth
agenda. Following the three recruitment cycles, the NYS servicemen
and women has grown from 6,000 to 31,000 in just slightly over one
year. According to the government, another 10,935 recruits will be
recruited in September 2015, to bring the total to about 42,000. They
will be engaged in national service programmes all over the country
in areas such as building small dams and water pans, drilling water,
agricultural activities, vector control, border control initiatives and
other programmes aimed at building community assets and improving
the environment and living standards. NYS will also serve as a training
institution to equip the youth with artisanal skills, crafts and technical
skills. In that regard, the government has allocated Kshs 25 billion
towards restructuring of the NYS as a vehicle for transforming and
empowering the youth.
Entrepreneurship was also recognised as a way to empower women
and youth in the country. The Cabinet Secretary highlighted the Small
and Micro Enterprises (SMEs) as forming a critical part of the private
sector and thus expected to anchor future economic growth. Lack of
capital, however, hinders their development, since they are considered

by banks to be risky. To empower the women and youth entrepreneurs,
the government intends to ensure they have access to affordable credit
to start, grow and build businesses and enterprises. In that respect, the
government has allocated Kshs 0.85 billion for the Uwezo Fund, KshsS
0.5 billion for the Women Enterprise Fund and Kshs 0.3 billion for the
Youth Enterprise Fund.
In addition, the government highlighted the following measures to
address challenges faced by SMEs:
• Supporting SMEs to acquire small industrial plants.
• Introduction of legislation to require at least 40% local content in
public projects.
• Increased investment in research and development.
• Establishment of framework to facilitate leasing by SMEs as an
alternate financing mechanism for capital expenditures.
• Development of a framework to nurture and commercialise
innovation.
Lastly, the government identified sports as a key priority in youth
empowerment through nurturing of talents. The government expects
to partner with the private sector in investing in sports development,
including expansion and modernisation of sports facilities. In that
respect, the government has allocated Kshs 1.8 billion to construct a
major stadium in Nairobi, Mombasa and Eldoret each.
Security
During his speech, security was the first priority area that the Cabinet
Secretary highlighted as a challenge that must be tackled so as to
unlock the full potential of Kenya’s economy and to achieve prosperity
for all Kenyans. Current security conditions in the country negatively
affected several sectors in the country and also slowed down
additional investments thus putting a damper on economic growth and
stimulation.
To counter the security challenges posed by increased terrorist attacks
in the recent past, the Government intends to significantly invest in
security equipment and other measures to curb the rising insecurity.
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The government has allocated Kshs 223.9 billion to the security organs
which is Kshs 27.1 billion higher than last year. This higher allocation is
clearly welcome given the recent spate of terrorist attacks.
Kshs 7.7 billion has been allocated for lease financing of police and
prisons motor vehicles which would enhance patrolling and equip our
security forces to be vigilant. Kshs 15.0 billion has been allocated for
military modernisation and Kshs 10.0 billion has been allocated for
police security modernisation. This expenditure is likely to mean that
our security enforcers are now better armed to deal with criminals.
The Government is making efforts towards having a motivated
security force. Kshs 1.7 billion has been allocated to the police medical
insurance scheme and another Kshs 1.3 billion for police/APs Houses.
This sounds like a welcome move as we have heard several outcries in
the past from these officers that they are not well remunerated.
A border protection programme is also being rolled out to control the
flow of persons over the porous Kenya-Somalia border and also in
Kenya’s ports of entry. This move seems to be targeted at restricting
entry of Al-Shabaab militants who are a Somalia-based militant Islamist
group aligned with Al-Qaeda into the country. This clearly again
emphasizes the fact that Kenya seems to be very focused on deterring
any further terrorist attacks.
Kenya is taking bold steps to address insecurity with a significant
investment in a security surveillance systems and command and control
systems in Nairobi and Mombasa that will enable the government
monitor, identify and track criminals and terrorists. The Cabinet
Secretary mentioned in his speech that “these investments are essential
for our Nation and it must work!”
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Counties and Devolution
The transition to a devolved system of government has now taken
root in the country and the 2015/16 budget has allocated Kshs 287
billion to County Governments to assist in achieving their objectives of
better service delivery and local economic development at the grass
root level. Since the launch of the 47 County Governments in 2013, the
government has sought to decentralise service delivery and resources
and bring them closer to citizens through taking a keen interest on the
affairs of county governments. This process is perhaps not progressing
as fast as it should and needs urgent focus if we are to control recurrent
expenditure.
Structures
Key issues facing the envisioned structures set out in the Constitution
of 2010 were the lack of clear structures for formulating laws at
county level. The government, through the National Treasury, has set
out guidelines for Drafting County Finance Acts to prevent haphazard
raising of fees and service charges as this might negatively affect county
revenues. Consultations with stakeholders is critical when it comes to
formulating policies and the government plans to take this approach
before introducing legislation aimed at coordinating how business
activity is regulated through the country. This follows the introduction
of a new formula drafted by the government to be used by county
governments when drafting county laws and displays commitment by
the government towards.
Healthcare Services
Healthcare is one of the devolved functions in the new government. In
a bid to ensure provision of better quality service in hospitals in public
hospitals, the budget made specific allocations in support of a program
that will partner with county governments to upgrade healthcare
infrastructure and modernise equipment. Each county will host two
fully equipped hospitals equipped with modern theatre equipment,
surgical and sterilization equipment, laboratory equipment, kidney
dialysis equipment, ICU facilities, digital X-ray machines, ultrasound and
imaging equipment. Out of the Kshs 27.3 billion set aside as additional
conditional allocations to Counties, Kshs 13.3 billion (49%) relates to
healthcare.

Financial Management
Implementation of the Integrated Financial Management Information
System (IFMIS) in both National and County Governments is firmly on
course. This system is of particular importance to County Governments
which have been in operation for slightly more than two years
and need a robust system for budgeting, reporting, expenditure
management, procurement and reporting among others if they are to
succeed and operate effectively and efficiently. Kshs 1.9 billion has been
allocated for the continued roll out of the IFMIS system. It is hoped that
the system will also go some way to curbing the corruption menace.

Human Resource
The 2015/16 budget did not adequately address the issue of a Human
Resource Management Strategy that will guide the management
of human capital in the re-configured system of government. The
government will have to take drastic measures in harmonizing
employees of national government and those of county governments.
Excess staff might have to be retrenched, to tame the wage bill, and
those who remain will have to be retrained to ensure their skills are up
to date and in line with new developments such as modernisation of
public service delivery.
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Tax Measures
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Income Tax
Carry forward of tax losses
Prior to 2010 tax losses could be carried forward indefinitely until fully utilized. However,
in 2010, the Income Tax Act was amended to limit the loss carry forward period to 4 years
such that any tax losses incurred prior to and including the year 2010 could only be carried
forward for a maximum of 4 years (For clarity purposes it should be noted that the carry
forward period is 4 years whereas the utilisation is given as 5 years, i.e. the year in which
the loss arises and the next succeeding 4 years of income). Unutilised losses would be lost
unless an application was made and approval received from the Cabinet Secreteary for
The National Treasury for an extension of time to carry forward such unutilized tax losses.
While the law provided for this extension at the discretion of the Cabinet Secretary, it did
not specify the circumstances under which it would be granted.
The measure
It is now proposed that the period within which to utilise tax losses is increased from 5
years to 10 years.
Who will be affected
All taxpayers especially those in a tax loss position and those who have undertaken huge
capital expenditure that is expected to result into tax losses.

Our view
This change is welcome especially for
taxpayers with large capital investments which
attracted significant investment deductions and
thus resulted in tax losses that could not be
utilized within the initial period. This created an
(unintended) consequence in that taxpayers who
had been granted legitimate capital allowances
would effectively risk losing the same upon
expiry of the carry forward period thus negating
the benefit of the incentives. Furthermore, this
measure reduces the administrative burden of
having to apply for extensions where a taxpayer
has a justifiable case. It is however unclear at
present whether the change proposed applies
for year 2010 losses onwards or for year 2015
losses onwards.

When
TBA.

Residential Rental Income Tax
A new tax regime for taxation of residential rental income on a gross basis has been
proposed.
The measure
Landlords owning residential properties and whose annual rental income is below Kshs 10
million will be taxed at 12% of the gross rental income.
Who will be affected
All landlords earning rental income of less than Kshs 10 million annually.
When
TBA.

Our view
This is essentially a move to both simplify the
tax regime for rental income and to increase the
compliance rate for landlord. In some cases,
the taxing of gross income may make this an
expensive tax and it is hoped that the Finance
Bill will give the option to the landlord to opt for
the normal method of computing taxation on
net earnings.
However, the success of this measure will also
depend on enforcement measures employed
by the revenue authority given that previous
attempts at expanding this net have not been
successful
Budget Insight 2015
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Tax amnesty for tax payers earning rental income
In addition to the above new tax regime proposed for residential rental income; the
Cabinet Secretary also proposed a tax amnesty for tax payers earning rental income.
The measure
Tax payers earning rental income who have not accounted (fully or at all) for tax on rental
income they received in previous years can now pay outstanding taxes under the proposed
tax amensty and escape liability for penatlies and interest.
Who will be affected
All tax payers earning rental income.
When
TBA.
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Our view
This is a welcome move that will allow
taxpayers who may not have accounted for
tax on rental income to do so and rectify
their records with the tax authorities without
imposition of penalties. It is expected to attract
more taxpayers to comply as there will be no
risk of penalties upon self disclosure.

Withholding Tax
Exemption from withholding tax on payments made by film
producers to foreign actors and crew members
Payment made by film producers to foreign actors and crew members will be exempt from
withholding tax. In addition, a fund for rebating of expenses by producers in this industry
will be set up.
Who will be affected
Film producers, foreign actors and crew members.

Our view
This will enhance growth in the film industry
and create employment opportunities for
the youth. The creation of the fund to rebate
expense will reduce the cost of film production
and encourage local producers to produce local
content. Kollywood, cometh it seems.

When
TBA.

Simplified gaming tax
A simplied gaming tax shall be reintroduced. The tax will be a direct charge on the
gross gaming revenue. Public lotteries shall be taxed at 5% of the lottery turnover and
bookmakers shall be taxed at 7.5%.

Our view
This measure aims at expanding the tax revenue
base by capturing revenues earned from public
lotteries as well as simplify the taxation of
bookmakers .

Who will be affected
Bookmakers and lotteries.
When
TBA.

Tax on prize competition
All prize competitions whose costs of entry are premium shall be taxable at 15% of
the total gross revenue. With this, an amendment shall be introduced requiring the
appointment of technology providers as withholding agents for purposes of remitting the
15% of revenue raised through lotteries into a fund to be established.
Who will be affected
Technology providers and organizers of prize competitions.

Our view
This measure aims at increasing the tax base
by capturing prize competition earnings, even
those won through technology enabled devices.
It is in a bid to keep pace with changing trends
and the increased application of technology for
competitions/ promotions.

When
TBA.
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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. There is a proposal to amend the Income
Tax Act to harmonize the tax treatment in this industry by setting the withholding tax rate
at 12.5% and 5.625% for training and contractual services respectively.

Our view
This will harmonise the tax rates in the extractive
industry. It will also simplify the applicability of
the rates.

Who will be affected
Providers of training and sub-contractors in the oil and gas and mining sectors.
When
TBA.

Withholding tax on gains arising from sale of shares
In light of challenges faced in the implementation of capital gains tax that was reinstated
effective January 2015, it is proposed to replace the 5% tax on capital gains arising
from sale of shares and securities listed on the Nariobi Securities Exchange with a 0.3%
withholding tax on the transaction value. Taxation of other shares will not be affected by
this change.
Who will be affected
Investors and stockbrokers who are likely to be tasked with the responsibility of
withholding and remitting the withholding tax.
When
TBA.
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Our view
Given the practical challenges of accounting for
capital gains tax as previously proposed, this
measure is welcome as it will address the the
issues faced by stockbrokers who were required
to act as agents in collecting capital gains tax.
The taxation of gross proceeds will ensure
the stockbrokers are not hampered by lack of
information that was required to compute net
gains. The certainty expected from this measure
should result in a better trading environment.
From the Treasury’s perspective, this measure
will also ensure they do not lose out altogether
as there were proposals to remove capital gains
tax altogether to avoid undermining the growth
of the stock market.

Value Added Tax
Transport & Logistics Industry Reprieve
The measure
Services in respect of goods in transit have now been zero-rated for VAT purposes.
The Finance Act 2014 had previously exempted these services.
Who will be affected
Transport & logistics industry providing services in respect to goods in transit.
When
TBA.

Period of filing VAT Refund Claims
The measure
Refund claims should be lodged within 12 months. The 2013 VAT Act had not provided a
timeframe for lodging VAT claims.
Who will be affected
All zero rated suppliers.
When
TBA.

Our view
Services in respect of goods in transit are
essentially exported services which should
not have been classified as exempted for VAT
purposes. This amendment is in line with the
fundamental principles of VAT that require
exported services to be zero rated.
The status quo has now been restored and
the industry players will now be entitled
to VAT refund claims. This will result in a
reduction of the cost of doing business and as
a consequence make the transport & logistics
sector competitive.

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 certify and settle
these refunds.
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Film Industry
The measure
VAT in respect of goods and services purchased for use in film making will be exempt.
Who will be affected
Stakeholders in the film industry.
When
TBA.

Information Communication and Technology Industry
The measure
Input materials imported or purchased locally for the assembly of electronic devices locally
have been exempted from VAT.
Who will be affected
Local electronic devices assembling plants.

Our view
The government is intent on attracting Kenyans
to the film industry as it could spur economic
growth and employment. By proposing to
exempt from VAT supplies to the industry, the
government hopes to see a rapidly expanding
film industry.

Our view
The costs of assembling electronic devices
locally will be reduced resulting in favourable
prices for the devices. The measure also intends
to encourage investors in this sector as well as
create employment.

When
TBA.

Industrial and Recreational Parks
The measure
The Cabinet Secretary has exempted taxable goods and services for use in the construction
of infrastructure works in industrial and recreational parks constructed on 100 acres and
above.
Who will be affected
Stakeholders in Industrial and Recreational Parks.
When
TBA.
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Our view
The measure is expected to make it attractive
for both foreign and local investors to set up
these parks in Kenya. This move is also aimed at
creating jobs in the market.

Others
The measure
• Residents returning from countries operating left hand motor vehicles and who have
owned the left hand driven motor vehicle for at least twelve months can dispose the
vehicle and import a right hand driven motor vehicle of equivalent value free of VAT
as well as duty subject to specified conditions.
• VAT on plastic bag biogas digesters has been exempted from VAT.
Who will be affected
• Residents returning from countries operating left hand motor vehicles
• Energy Sector industry players.

Our view
The move is aimed at ensuring all residents
returning from abroad enjoy similar benefits
irrespective of the countries they are returning
from.
Exemption of VAT on plastic bag biogas
digesters will lead to these items being cheaper
and affordable to most households.

When
TBA.
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Customs & Excise Duties
Specific Import duty rate on sugar
Increase of the specific import duty rate on sugar from USD 200 to USD 460 per metric
tonne.
Who will be affected
Importers, local sugar manufacturers, consumers.
When
1 July 2015.
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Our view
Sugar has been on the EAC Common External
Tariff sensitive list from the commencement of
the Customs Union and the ad valorem rate was
100%. However, the specific rate of USD 200
per metric tonne still facilitated cheaper imports
of sugar that encouraged unfair competition to
an already struggling sugar sector. The move
to increase the specific rate to USD 460 per
metric tonne will further cushion the local sugar
industry from cheap imports. There will be an
increase in the prices for imported sugar and
this will hopefully encourage sales of locally
produced sugar. On the downside, Customs will
have to be more vigilant in enforcement to curb
the possible smuggling of imported sugar and
counterfeits.
Though this may give short term relief to the
local sector, one would hope that the challenges
afflicting the sector are considered on the whole
to ensure the competitiveness of the local sugar
industry is guaranteed in the long run.

Increase of import duty
The measure
Increase of import duty from 10% to 25% on the following:
• Plastic tubes for packing tooth paste and cosmetics.
• Aluminium milk cans.
• Made up fishing nets.
Who will be affected
Importers, local manufacturers, consumers.
When
1 July 2015.

Withdrawal of stay of application of CET rate
The measure
Withdrawal of stay of application of the CET rate on paper and paperboard products
previously attracting 25% and reverting to the CET rate of 10%.
Who will be affected
Importers, manufacturers, consumers.
When
1 July 2015.

Our view
Kenya has negotiated for a stay in the
application of the CET rate of 10% on
aluminium milk cans and made up fishing nets
and instead apply a rate of 25%. This will help
cushion local manufacturers from cheap imports
and hopefully encourage increased production
due to reduced costs. The measure to increase
the CET rate on plastic tubes for packing
toothpaste and cosmetics was also introduced
in Uganda and Tanzania and manufacturers in
Kenya could benefit from these provisions.

Our view
Paper and paperboard products had been
granted a stay of application of the EAC CET
rate of 10% which was introduced in July 2014
when a 25% was being applied in order to
protect the paper industry from cheap imports.
However, it appears that the move made the
products more expensive for industries that use
the products for packaging and other users.
Importation at the CET rate of 10% will make
the paper and paperboard products more
affordable and meet the growing demands.
This change will do away with the protection
previously granted to local manufacturers of the
products.
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Removal of import duty and stay of CET rate on gas
cylinders
The measure
Gas cylinders have been removed from the Fifth Schedule Part B Par 2(f) of the EAC
Customs Management Act and the CET rate reduced from 25% to 0%. However, Kenya
will stay the application of the EAC CET rate of 0% and impose a rate of 25%.
Who will be affected
Importers, manufacturers and consumers.

Our view
The removal of import duty on gas cylinders by
the EAC Partner States will make the products
cheaper to import to meet the growing regional
demand. However, since Kenya is the only
manufacturer of gas cylindes in the EAC she has
been granted a stay in the application of the
CET rate and will instead apply a rate of 25% to
protect local manufacturers from cheap imports.

When
1 July 2015.

Duty remission under Section 140 of the EAC Customs
Management Act.
The measure
Remission of import duty on nylon yarn and synthetic twine used in the manufacture of
fishing nets at an import duty rate of 0% instead of 10%.
Remission of import duty on semolina, the raw material for making pasta at an import
duty rate of 0% instead of 25%.
Who will be affected
Gazetted manufacturers, importers and consumers.
When
1 July 2015.
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Our view
This is a welcome move that will encourage
local production of fishing nets to meet the
growing demands in the fishing sector and
promote the production of pasta which is a
basic food item in many households. Hopefully,
the products will be made more affordable for
the consumers due to the duty remission.

Duty Exemption granted under the Fifth Schedule of the EAC
Customs Management Act
The measure
Goods, materials, equipment and other supplies for official use by prison authorities will be
exempt from import duty.

Our view
This is a welcome move aimed at ensuring
that the prison authorities have the necessary
equipment and supplies to efficiently and
effectively run the prisons.

Who will be affected
Prison authorities.
When
1 July 2015.

Reduction of Import Declaration Fees (IDF)
The measure
IDF that is currently charged under Regulation 38A of the soon to be repealed Customs
and Excise Act has been reduced from 2.25% of CIF to 2.0%.
Who will be affected
Importers.
When
TBA.

Our view
The private sector has over the years lobbied the
government to remove IDF on imports which
is viewed as a barrier to trade and moreso the
punitive cost makes products expensive and not
competitive in the EAC market. Although the
reduction will slightly reduce the import costs
the government needs to consider removal of
the fee since current duties and levies charged
on imports are already very high.
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Exemption on Passenger and Personal Effects
The measure
Returning residents with left hand vehicles that they have owned and used for at least
12 months will be allowed to sell the vehicle and import duty free a right hand vehicle of
equivalent value.
Who will be affected
Returning residents.
When
TBA.

Introduction of a Miscellaneous Fee and Charges Bill
The measure
The Cabinet Secretary has proposed to introduce a Miscellaneous and Charges Bill that
will be used to bring to charge the levies and charges that are currently covered under the
Customs and Excise Act which is yet to be repealed and empower the Commissioner of
Customs to collect the levies. These include Railway Development Levy, Import Declaration
Fees and export levies.
Who will be affected
Importers, exporters.
When
TBA.
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Our view
The current provisions of the Fifth Schedule Part
B Par 5(3)(c) of the EAC Customs Mangement
Act allows a returning resident to import a
motor vehicle that they have owned and used
for 12 months duty free. However, the Kenya
Bureau of Standards require that vehicles
imported into Kenya are Right Hand Drive (RHD)
therefore many returning residents who are
coming back from countries with Left Hand
Drive (LHD) vehicles have missed out on the
exemption. This is a good move aimed to make
the law fair to all Kenyans returning home who
qualify to import a vehicle duty free. It is clear
that the appeal made by the diaspora to the
President during his recent visit to the USA has
borne fruit.

Our view
The Customs and Excise Act will soon be
repealed and the levies and charges covered
under the Act will be affected. Therefore the
new bill aims to ensure that the Commissioner
of Customs is able to continue collecting the
said levies.

Harmonization of export duty on raw hides and skins
The measure
The EAC Partner States have agreed to harmonize the export duty rate on raw hides and
skins at 80% of FOB value or USD 0.52 per kg whichever is higher.

Our view
This is a move aimed at discouraging smuggling
of raw hides and skins due to each Partner State
currently applying a different export duty rate.

Who will be affected
Exporters of raw hides and skins.
When
1 July 2015.

The Kenya National Electronic Single Window System
The measure
The Kenya Revenue Authority (KRA) Customs and Border Control Department will fully
operationalise the electronic single window system where all importers, exporters and
other stakeholders will be required to use the electronic declaration module which is
already in place.

Our view
The move to fully operationalise the single
window system will enhance transparency,
accountability, governance and competitiveness
while at the same time improving revenue
collection by sealing possible loopholes that aid
revenue leakage.

Who will be affected
Importers, exporters, clearing agents, other stakeholders.
When
1 July 2015.
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Introduction of a stand-alone Excise Duty Bill
The measure
A new simple and modern stand alone Excise Duty Bill has been introduced incorporating
international best practices. The bill has collated legal provisions from the Customs and
Excise Act Cap 472 relating to excise duty into one legal document.
Who will be affected
Local manufacturers and importers of excisable goods, consumers in general.
When
TBA.
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Our view
Prior to the enactment of the EAC Customs
Management (EAC CMA) in 2004, Kenya’s
Customs and Excise legislation were both
covered by the Customs and Excise Act. After
enactment of the EAC CMA, the customs
legislation came under the purview of the EAC
CMA and its regulations. The Customs and
Excise Act was however not repealed as it still
contains the excise legislation.
Introduction of a stand-alone Excise Duty Bill
will enable the Government to collate the
excise legislation in one document separate
from the yet to be repealed Customs and Excise
Act, but also to modernise it and align it with
international best practice.

Change of excise duty tax base to units of quantity only
The measure
The Excise Duty Bill will introduce a new tax based on units of quantity only that will be
imposed on certain harmful products to compensate for the effects caused by production,
supply, consumption or use of goods and services which costs are not directly reflected in
their price.
The Bill will impose a charge on:
• Sticks of harmful cigarettes and tobacco.
• Volumes of harmful alcoholic beverage and sugar sweetened beverage consumed.
• Volume of polluting fossil fuels and age of motor vehicles purchased.
• Weight of environmentally damaging plastic bags.
Who will be affected
Local manufacturers, importers of excisable goods, consumers.
When
TBA.

Our view
The charging of excise duty using a specific tax
regime based on units of quantities is a move
away from the current taxation which is either
based on a specific regime only, an ad valorem
regime only or on a hybrid regime where excise
duty is charged based on both quantity and
value whichever is higher.
By using a specific regime, calculation of excise
will be unaffected by value and this will minimize
potential for excise valuation disputes. The rates
will have to be adjusted annually to cater for
inflation and it may ease administration since
the determination of the tax base for ad valorem
regimes can be complex. From this perspective it
is a welcome move.
However, consumers should be on the look
out for possible excise duty increases as the
Government seeks to raise more tax to fund the
expansionary budget. As such, consumers may
need to dig deeper into their pockets to finance
consumption of such products considered
harmful or luxuries.
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Removal of Excise Duty
The measure
The Excise Duty Bill on enactment will remove excise duty on bottled water and goods
that have no harmful effects like cosmetics that are currently excisable under the Fifth
Schedule of the Customs and Excise Act Cap 472.
Who will be affected
Local manufacturers, importers and consumers.
When
TBA.

Remission of excise duty on beer
The measure
The new Excise Act will give the Cabinet Secretary, National Treasury the powers to grant
remission of excise duty on beer manufactured from sorghum, millet or cassava or any
other agricultural products excluding barley that is grown in Kenya.
This is an incentive to manufactures of beer and farmers to create wealth and contribute
to a healthy nation in addition to providing safe alcoholic drinks.
Who will be affected
Farmers of agricultural products (except barley), manufacturers, consumers.
When
TBA.
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Our view
The removal of excise duty on goods that have
no harmful effects is in line with the objects
of the proposed Excise Duty Bill. This is a
welcome move that will reduce the excise duty
on products like bottled water which is a basic
commodity that is currently being taxed largely
for revenue purposes and not because it causes
any negative externalities. It is not known at
this point which other excisable products will be
affected but hopefully the positive effects of this
change will trickle down to the consumers by
way of making these products cheaper.

Our view
The remission of excise duty on these
agricultural products will encourage local beer
manufacturers to manufacture these products
using locally grown produce hence providing
an incencive for farmers. Remission of beer
made from sorghum, millet or cassava was first
introduced in 2013 and will now be expanded
to include other agricultural products excluding
barley. The availability of cheap beer due to
remission of excise duty will also help reduce the
consumption of illicit brew through availability
of affordable and good quality beer.

Enhancement of excise duty on non biodegradable plastics
The measure
In an effort to address the effects of environmental degradation, the Cabinet Secretary,
National Treasury has proposed the enhancement of the excise duty on non bio
degradable plastics to Kshs 120 per kilogram.
Who will be affected
Importers and local manufacturers of non-biodegradable plastics.
When
TBA.

Our view
The Customs and Excise Act currently imposes
Excise duty on shopping plastic bags at the rate
of 50% of their excisable value. The new bill
proposes to enhance the excise rate to a specific
rate of Kshs 120 per kilogram in line with the
new tax based on units of quantity. This will
make non biodegradable plastic bags expensive
thereby promoting environmental conservation.
However we believe that this should be
accompanied by sensitization on the importance
of environmental conservation.
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Excise duty on alcoholic beverages, all classes of fossil fuels,
cigarettes, motor vehicles and motor cycles.
The measure
• All classes of fossil fuels will attract excise duty on enactment of the Excise Duty Bill
to safeguard the environment, reduce tendencies of adulteration and assure equity.
• Excise duty rate on alcoholic beverages will be increased marginally to reflect current
effective rates after adjusting for inflation.
• The hybrid tax regime for cigarettes has been converted into a specific one while the
taxation of motor vehicles and motor cycles has been changed into a regime based
on classes of age.
Who will be affected
Consumers; importers and manufacturers of alcoholic beverages, cigarettes and fossil
fuels; importers of motor vehicles and motor cycles.
When
TBA.
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Our view
Charging of excise duty on fossil fuels
complemented by connection of households
with electricity and provision of incentives
for cheaper and safer bio-fuels will promote
environmental conservation by encouraging use
of green energy.
Increase of excise duty on alcoholic beverages
will make alcoholic beverages more expensive
and unaffordable to certain consumers and
might encourage consumption of illicit brew.
However, the removal of excise duty on beer
and wine manufactured using agricultural
products may ease this burden.
Excise duty of motor vehicles is charged on
value as prescribed under the Customs and
Excise Act. The change of taxation of motor
vehicles into a regime based on classes of age is
geared towards reduction of carbon emissions
by charging importers based on the levels of
emissions. It remains to be seen whether the
new rates will increase excise duty payable on
motor vehicles especially the older vehicles
which currently enjoy a higher depreciation rate
than newer vehicles.
The use of a specific rate only for taxation of
cigarettes will simplify the taxation of cigarettes
and promote compliance.

Miscellaneous

Budget Insight 2015

|

33

Miscellaneous
Tax rebate scheme for apprenticeship programs
In a bid to build a resource base of skilled manpower, this budget seeks to introduce a tax
rebate scheme for employers who will engage and train at least 10 fresh graduates for a
period of 6 to 12 months. In addition, all training levies currently being charged will be
consolidated into a national job fund to benefit the youth initiatives such as job trainings
and attachments in order to enhance skills development.
Who will be affected
Graduates, employers and the business community (private sector).
When
To be advised.

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.
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Our view
This is a welcome move that will benefit both
employers and gradutes as it gives an incentive
employers, especially the private sector, to
provide avenues for fresh graduates to acquire
much needed work experience. However,
there are no specific guidelines as yet on how
this will be implemented. The success of this
measure will largely depend on how practical
the guidelines are.

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.

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.

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
September 2015.

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
could be introduced in the new law such as
stiffer penalties.

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.

Budget Insight 2015

|

35

Proposed changes in the financial sector
In a bid to strenghthen financial institutions, the following changes to the financial sector
have been proposed in the budget:
• Increase in the minimum core capital requirements for banks progressively from Kshs 1
billion to Kshs 5 billion by December 2018.
• Increase in the minimum core capital requirements for insurance companies, to
Kshs 600 million for companies underwriting general insurance and Kshs 400 million
for long term insurance business by June 2018.
• Remove the requirement for annual licensing of banks and instead 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;
• 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) and Asset Backed Securities
(ABS).
• Revision of the Retirement Benefits Investment guidelines to allow schemes to invest
up to 10% of their assets in private equity funds and venture capital funds licensed
by the Capital Markets Authority. However, a per issue limit of 15% of assets and
per issuer limit of 15% of issue will be introduced in all classes of assets except
government securities in order to mitigate potential risks.
• To amend the retirements benefits regulations to provide clear provisions as to
treatment of the surplus. It is proposed that for on-going schemes, the employer will
enjoy a contribution holiday, but in case of winding-up or scheme conversion, the
surplus is to be shared equally between members and employers.
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Our view
This move is expected to strengthen our
local financial institutions to be able to
support investment/development projects as
well as to enhance public confidence in the
financial sector. It is perhaps also designed
to consolidate players in the financial services
industry which it is hoped will ensure a storng
and viable sector for the economy to prosper.

• Introduction of term limits such that trustees of retirement benefits schemes can
only serve a maximum of 2 three year terms. In addition, the period for preparation
of annual audited accounts for retirement benefits schemes will be reduced from six
months to three months to ensure expeditious accountability to members.
• Amendment of the Sacco Societies Act to allow the Sacco Societies Regulatory
Authority (SASRA) to undertake vetting of directors and key officers of the Saccos. In
addition, to extend the current information-sharing framework from the current intersacco sharing of negative information to also allow sharing of positive information as
well as sharing with other financial institutions.
• 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 SACCOs as well as the
public, mostly employees who are members of SACCOs and retirement benefits schemes.
When
TBA.

Other provisions
The following general provisions have been proposed in the budget:
• There is an initiative whose specific details will be worked out later to encourage
Kenyans to bring back their wealth from abroad to facilitate and support their
investment activities in Kenya to help build the nation;
• Amendment of the Consumer Protection Act to exempt Credit Agreements between
public entities and our development partners from the provisions of this Act; and
• Amendment to the Statutory Instruments Act to limit the definition of statutory
instruments to be laid before the house to regulations, rules, by-laws and tariffs to
relieve the house from scrutiny of administrative issues.

Our view
These are a raft of measures that will hopefully
allow the diaspora to invest in the country and
also attract more funding from development
partners.

Who will be affected
Kenyans in the diaspora looking to invest at home, development partners and Parliament
as applicable.
When
TBA.
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