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Kenya Budget 2021/ 2022 

Highlights 

Preamble 
Dubbed the penultimate budget of the last financial year of President Uhuru’s final term in 

office, the 2021/22 national budget at 3.03 trillion Kenya Shillings is the biggest in Kenya’s 

history. The 2021/22 budget is being presented in an economy that is struggling to recover 

from the adverse effects of Covid-19 with a ballooning public debt to contend with. The 

theme of the 2021/22 budget is “building back better: strategy for resilient and sustainable 

economic recovery”   

 

 Global Economic Outlook 

The outbreak of Covid-19 across the globe disrupted and devastated global economies. As a 

result, the global economy is estimated to have contracted by 3.5% in 2020 compared to a 

growth of 2.8% in 2019. All major economies contracted in 2020 except China which is 

estimated to have grown by 2.3%.  

 

  Sub-Saharan Economy outlook 

Economies in Sub-Saharan Africa have not been spared from the adverse effects of Covid-19. 

The region is estimated to have contracted by 2.6% in 2020 compared to a growth of 3.2 

percent in 2019. With the tourism sector heavily affected by the containment measures 

instituted to combat the spread of Covid-19, economies heavily dependent on tourism felt the 

greatest impact of this pandemic.  

 

Regional outlook 

Growth in the East African Community is estimated to slow down to 0.3% in 2020 compared 

to a growth of 6% in 2019.  
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Kenyan Economic outlook  

Pre-Covid, Kenya recorded economic growth averaging 5.9% for 2019 and 2018. Based on 

data released by Kenya National Bureau of Statistics for the second and the third quarter of 

2020, our economy slowed down and contracted by 5.5% and 1.1% respectively. The 

government projects that the economic growth will bounce back to 7% in 2021 reflecting 

recovery after the reopening of the economy.  

The government projects that the economy will still be faced by various external and internal 

risks. In the domestic front, weak external demand, reduced tourist arrivals, containment 

measures aimed at containing the spread of Covid-19 will all affect the projected demand. In 

addition, erratic weather conditions will affect agricultural output leading to higher inflation 

that could further slow growth and recovery.  

To cushion the country against these risks and shocks, the government is implementing an 

Economic Stimulus Program aimed at returning the economy to pre-Covid growth trajectory 

by increasing demand for local goods and services, cushioning vulnerable Kenyans, securing 

food security for the poor, and creating employments and income. In order to achieve these 

objectives, the government intends to;  

 Roll out the Post Covid-19 Economic Recovery Strategy 

 Implement the Big Four Agenda for job creation 

 Foster a secure and conducive business environment by maintaining macroeconomic 

stability, enhancing security and improving business regulations 

 Fast track development of critical infrastructure 

 Improve access to education, strengthen health care and cash transfers to vulnerable 

groups 

 Support youth, women and people with disability to contribute to economic recovery 

 Facilitate county governments in strengthening their systems 
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Finance Bill, 2021 highlights 

Income Tax Act 

Item  Current Provision Proposed Legislation Comments 

Control Deleted from the Tax 

Laws Amendment Act 

2020 

Control relates to a person: 

 Direct or indirect holding of at least 20% of the voting 

rights in a company; 

 Advancing loans which comprise at least 70% of the 

book value of the total assets, excluding a loan from a 

non- associated financial institution; 

 A guarantee for any form of indebtedness at least 70% 

of the total indebtedness, excluding a guarantee from 

a non-associated financial institution; 

 The power to appoint more than half of the board, or 

at least one director or executive member of the 

governing board; 

 Exclusive rights over the know-how on which the 

entity is wholly dependent for the manufacture of 

goods or business carried; 

 The person or another designated person supplies/ 

purchases at least 90% of the purchases/ sales; or in 

the opinion of the Commissioner, influences the price 

or other conditions relating to the supply/sales; 

 Any other relationship dealing or practice that the 

Commissioner may deem to constitute control. 

 

KRA is streamlining the 

implementation of the OECD 

guidelines to ensure that the related 

party transactions are captured and 

documented in transfer pricing policy 

documents 
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Infrastructure 

Bond 

No provision 
A bond issued by the Government for the financing of a 

strategic public infrastructure facility including a road, 

hospital, port, sporting facility, water and sewerage 

system, or a communication network. 

 

The National Treasury intends to 

source other avenues to raise funds 

for the government projects. 

Permanent 

Establishment 

Section 2 of the Income 

Tax Act  

A fixed place of business through which business is 

wholly or partly carried on and includes; 

 A place of management, a branch, an office, a factory, 

a workshop, 

 A mine, an oil or gas well, a quarry or any other place 

of extraction or exploitation of natural resources, 

 A warehouse, or storage facilities  

 A farm, plantation or other place where agricultural, 

forestry plantation or related activities are carried on 

 A sales outlet  

 

This factors in the agricultural sector 

A building or construction site, assembly or installation 

project that has existed for: 

 a period of 183 days; or 

 an aggregate of between 30 to 183 days when carried 

on in one or more periods of time; or  

 for more than 30 days if carried on by a related 

enterprise. 

 

This provision factors in the 

infrastructure projects mostly 

undertaken by non-residents directly 

or through other parties 

Provision of services including consultancy services for a 

period exceeding an aggregate of 91 days in a financial 

year. 

 

It expands the scope of taxation to 

these services 

 An installation or structure used in exploration for 

natural resources for more than 91 days;  

This targets the non-residents to pay 

taxes in Kenya 
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   A dependent agent of a person who acts on their 

behalf in respect of any activities which that person 

undertakes in Kenya but excludes certain activities of 

a preparatory or auxiliary character. 

 

Provides clarity on who a dependent 

agent is 

Digital 

Services Tax 

 Tax on Income 

accruing through a 

digital marketplace 

 Both resident and non 

– resident persons 

were subject to DST 

 DST was due at the 

time of the transfer of 

the payment for the 

service to the service 

provider 

 

 Tax on income accruing from a business carried out 

over the internet or an electronic network including 

through a digital marketplace. 

 

 Digital market place is defined as an online platform 

which enables users to sell or provide services, goods 

or other property to other users. 

 

 Only non-resident persons will be subject to DST. 

 

 Due on the 20th of the following month in which the 

digital services were offered. 

 

 Exempted  

a) Non-resident whose income is subject to WHT 

b) If the non-resident person’s income is from 

business of transmitting messages by cable, radio, 

optical fiber, television broadcasting, VSAT, 

internet, satellite or similar methods. 

 Aim is to raise revenue 

 The expansion of the scope aims 

to cover all traders 

 Addresses any inconsistencies 

between the charging provision 

and the DST Regulations 

 Resident persons will not be 

subject to DST 

Tax Losses Restricts loss carry 

forward beyond a period 

up of nine years from the 

year loss is incurred. 

Proposes to remove the limitation on the carry forward of 

losses. 

 

Aimed at balancing business 

environment, especially if loss-

making companies will be paying 

Alternative Minimum Tax  
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Thin 

Capitalization 

& Interest 

Restrictions 

Interest payments are 

disallowed 

proportionately if the 

sum of all loans is more 

than three times the 

aggregate of positive 

revenue, reserves and 

shares 

 Interest expenses in excess of 30% of EBITDA 

(excluding exempt income) will be disallowed. 

 The interest restriction will apply to;  

a) Interest on all loans  

b) Payments that are economically equivalent to 

interest; 

c) Expenses incurred in connection with raising of 

finance. 

 

This will affect companies that are 

thinly capitalized 

Multinational 

Enterprises 

No provision  Multinational enterprise group” means a group that 

includes two or more enterprises which are resident in 

different jurisdictions including an enterprise that 

carries on business through a permanent 

establishment or through any other entity in another 

jurisdiction;  

 

 “ultimate parent entity” (UPE) means an entity that- 

a) is resident in Kenya for tax purposes;  

b) is not controlled by another entity; and 

c) owns or controls a multinational enterprise group  

 

 UPE to submit return to the Commissioner within 12 

months after the last day of the financial year. 

 

This provision aligns with the OECD 

guidelines on country by country 

reporting 

NHIF Only policyholders of 

education, life and health 

insurance enjoy an 

insurance relief on the 

premiums paid 

Proposal to grant a personal relief of 15% of contributions 

made to NHIF, subject to a limit of KShs 60,000 per 

annum 

Bound to encourage more NHIF 

remittances and simultaneously aid 

the government in attaining its 

Universal Health Coverage (‘UHC”) 

agenda as stipulated in the Big 4 

Agenda 
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Tax Rebate Section  31 of the Income 

Tax Act  

Tax Rebate has been extended to employers who hire 

graduates from universities and Technical and Vocational 

Education and Training Centers. 

Set to encourage employers to 

employ persons from these 

institutions 

DTA Benefits of a tax treaty is 

not available to a resident 

of the treaty partner state 

if 50% or more of the 

underlying ownership of 

a non-resident is held by 

an individual or 

individuals who are not 

residents of the treaty 

partner state. 

Benefits on a treaty will be applicable where at least 50% 

of the underlying ownership of the payee seeking to 

benefit from the DTA is held by person (s) who is/are 

resident(s) of such country. 

Seeks to align with the international 

best practices on beneficial 

ownership 

Withholding 

Tax 

(Extractive 

Industries) 

 WHT on service fees 

paid by a contractor 

or a licensee charged 

at 5.625% 

 WHT deducted by a 

contractor in the case 

of management, 

training or 

professional fees 

charged at 12.5%. 

 WHT on service fees paid by a contractor or a 

licensee increased from to 10%. 

 

 WHT deducted by a contractor in the case of 

management, training or professional fees to 10%. 

Increase in WHT rate on service fees 

to non-resident contractors increases 

the cost of doing business in Kenya 

This seeks to remove ambiguity and 

tax invasion. 

 

Capital 

Allowances 

(Basis of 

computing) 

Reducing balance Straight line method 

 

Straight line method allows taxpayers 

to utilize allowances within a shorter 

period. 

This will ease tax administration and 

enhance compliance. 
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Value Added Tax 

 The definition of the term “Supply of imported Services” is amended to clarify that VAT 

on imported service is applicable to both registered and non-registered person for VAT. 

Reverse VAT (RVAT) 

 Service imported by any person attracts RVAT;  

a) The registered person who deals in mixed supplies is required to pay RVAT if they are 

not entitled to a full tax credit of the input VAT;  

b) Non-registered person importing services are required to pay full VAT without recourse 

to input deduction. 

This removes the ambiguity surrounding RVAT and clarifies on whom RVAT applies. 

Increasing of scope of taxation of digital services 

 VAT is chargeable on any supplies made over the internet or on an electronic network in 

addition to the supplies made through a digital marketplace. 

Expansion of the definition of a Digital Market Place (DMP) 

 A DMP is an online platform, which enables users to sell or provide services, goods or 

other property to other users. 

The proposed amendment seeks to provide clarity on applicability of VAT on the DMP. 

This will also lead to increased revenue collection. 

Restriction of input tax   

 Registered persons (excluding those who incur costs exclusively for making taxable 

supplies) will not be able to claim input VAT on leasing or hiring of passenger cars or mini-

buses and their repair & maintenance. 

The probable effect is an increased cost of hiring/ leasing passenger cars and mini-buses, 

but should translate into increased revenue collection for the Government. 

Group VAT Registration  

 Provisions that allow group entities to register for VAT as a single entity to be deleted. 

Approval of National Assembly  

 The Bill proposes to give CS National Treasury power to gazette VAT Regulations without 

seeking the approval of the National Assembly.  

The proposal will water down the role of the National Assembly on passing and checking 

laws especially those that may not be in the interest of taxpayers.  
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Excise Duty 

New Definitions 

“Compound” has been defined as to communicate any flavour to, or to mix any ingredient or 

material with, spirits, but not so as to denature the spirits. 

Implication: This seeks to align the definition of compound under the Excise Duty Act with 

the definition under Compounding of Potable Spirits Act, 1961. 

“Possession” has been defined as having, owning or controlling any excisable goods including; 

i) having in one’s possession any excisable goods; 

ii) knowingly having any excisable goods in the actual possession or custody of any other 

person;  

iii) having any excisable goods in any place, whether belonging to or occupied by oneself 

or not, for the use or benefit of oneself; or  

iv) having an excisable good for the use or benefit of another person”  

Implication: This seeks to clarify the meaning of possession in the Excise Duty Act, and 

especially so in order to confirm situations where a person might be committing an offence. 

Description Current Proposed Comments  

Exportation of taxable services  0% Exempt 

Expected increase in pricing of 

exported services as input VAT 

becomes a cost of business 

Transfer of assets/ transactions 

related to the transfer of assets 

into REITs and asset-backed 

securities. 

16% Exempt 

Expected reduction in the cost of 

investing in the REITs sector, 

which is still in its formative stage  

Taxable goods imported or 

purchased for direct and exclusive 

use in geothermal, oil or mining 

prospecting or exploration 

16% Exempt 

Expected reduction in the cost of 

carrying out exploration or 

prospecting.  

Specialized equipment for the 

development and generation of 

solar and wind energy 

16% Exempt 

Expected reduction in the cost of 

generating solar and wind energy, 

thus cheaper power/ energy 

Taxable goods supplied to persons 

that had an agreement or contract 

with the Government prior to 25 

April 2020 and the agreement or 

contract provided for exemption 

from VAT 

16% Exempt 

This is purely to provide clarity and 

confirm sanctity of contracts. 

Ambiguity could have led to 

treatment of these projects/ 

contracts as subject to VAT. 

Supply of ordinary bread 0% 16% 

Price of bread expected to increase. 

Bread is a basic good, and a price 

increase would be quite unwelcome 
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Bulk Internet/ Data 

The Bill proposes to allow offsetting of Excise Duty incurred by a licensed person on purchase 

of bulk internet data services for resale against Excise Duty payable by the person on supplying 

the internet data services to the final consumer.  

Implication: Should lead to reduction in price of internet/ data charged to the final consumers 

Locally manufactured sugar, confectionary and chocolate 

Proposal to charge excise duty of KShs 20 per kg on locally manufactured sugar confectionary 

and excise duty of KShs 209.88 per kg on locally manufactured white chocolate, chocolate in 

blocs, slabs and bars. 

Implication: Prices expected to increase, and might open the door for cheaper imports 

Imported glass bottles 

The Bill proposes to exclude imported glass bottles from the purview of excise duty. 

Implication: This should benefit the manufacturers who use imported glass bottles to package 

their products. 

Motorcycles 

The Bill proposes to change the rate of excise duty on motorcycles from KShs 11,608 per unit 

to 15% on excisable value. 

Implication: This is aimed at enhancing tax revenue, while discouraging importation of 

motorcycles. Local manufacturers/ assemblers should be celebrating.  

Jewellery 

The Bill proposes to introduce excise duty of 10% on jewellery of tariff 7113 and imported 

jewellery of tariff 7117. 

Implication: This is aimed at enhancing tax revenue from jewellery made of precious metals. 

Products containing nicotine or nicotine substitutes 

The Bill proposes to introduce Excise duty at the rate of KShs 5,000 per kg on products 

containing nicotine intended for inhalation without combustion or oral application but 

excluding medicinal products approved by the Cabinet Secretary. 

Implication: This is aimed at aligning the excise duty treatment of non-combustible nicotine 

products to that of normal cigarettes, while enhancing revenue for the government. 

Betting 

The Bill proposes to re-introduce excise duty in the betting industry, computed as 20% of the 

amount wagered or staked. 

Implications: The betting industry continues to be targeted as a source of tax revenue, and 

possibly to discourage the youth from engaging in betting activity. 
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Fees and commission earned in respect of a loan 

The Bill proposes to charge excise duty on fees and commissions earned in respect of a loan. 

Implication: Following the Tax Appeals Tribunal ruling that fees and commissions earned in 

respect of a loan are not chargeable to excise duty, the Bill now seeks to seal this loophole. 

Tax Procedures Act 

Common Reporting Standard obligation (CRS) 

The Bill proposes that all financial institutions resident in Kenya excluding any branch located 

outside Kenya and branches of foreign entities that are in Kenya are required to furnish the 

Commissioner with a return on reportable accounts held, managed or administered by them. 

The Bill further proposes to introduce penalties for non-compliance with CRS: 

Offence Penalty 

Making a false statement or omission of 

any information from the return 

KShs 100,000 for each false 

statement/omission or imprisonment for a term 

not exceeding three years or both 

Failure to file a return by a reporting 

financial institution 
KShs 1,000,000 for each failure 

Failure to comply with a duty or obligation 

where no other penalty is prescribed 

KShs 20,000 and KES 20,000 for each day(up 

to a maximum of 60 days) that the non-

compliance continues 

The Bill requires the CS to publish Regulations prescribing the CRS.  

Implications: Kenya has not yet signed the CRS Multilateral Competent Authority Agreement 

to allow for the automatic exchange of information. CRS provisions will create significant 

compliance obligations for financial institutions to identify “reportable accounts”. This is in 

line with the current global drive to increase transparency for purposes of combatting tax 

evasion and money laundering, as well as enhancing government revenue. 

Timeframe for record keeping and assessment 

The Bill proposes to extend the period that taxpayers are required to retain tax records and 

documents from 5 years to 7 years. The Bill also proposes that the Commissioner may amend 

a tax return within 7 years (currently limited to 5 years). 

Implications: This increases the administrative burden on taxpayers to maintain tax records for 

a longer period, and exposes taxpayers to KRA audits or investigations that go further back. 

This might also encourage inefficiencies in KRA conducting its audits/ investigations. 

Utilizing tax refunds 

The Bill proposes to cushion taxpayers from being charged interest and/ or penalties on any 

outstanding tax liabilities that can be offset with an approved amount of refundable tax, from 

the date of notification that the refund has been ascertained. 

Implications: Very welcome relief to taxpayers as refundable tax begin to get some recognition. 
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Exemptions from Withholding VAT (WhVAT) 

The Bill proposes to delete the provision allowing taxpayers who prove that they will be in a 

continuous credit position for a period of at least 24 months to be exempt from WhVAT. 

Implication: This leads to cash flow challenges for affected taxpayers, given that VAT refund 

claim process takes exceedingly lengthy periods of time and is quite tedious. 

Abandonment of uncollectible tax 

The Commissioner to submit a report to the CS on or before every 30th of June and 31st of 

December, providing details and amounts of taxes abandoned.  

Implication: An attempt at introducing and increasing accountability. 

Concurrent proceedings 

The Bill proposes that any dispute/ appeal/ case under a tax law, whether criminal or civil, shall 

not be grounds for any stay, prohibition or delay of either the criminal or civil case. 

Implication: This increase efficiency in resolving tax disputes and mitigates abuse of the tax 

appeal process by taxpayers who might be out to delay conclusion of cases. 

Protection of KRA officers 

KRA officers to be protected from being personally liable for any act or omission done or 

committed in good faith while performing their duties. 

Implication: KRA officers should feel safe while performing their duties in good faith. 

Traders in a digital marketplace 

Any person selling of goods and services over a digital market place shall be required to register 

for and secure a KRA PIN. 

Implication: This seeks to increase tax responsibility and traceability of suppliers/ traders who 

operate through a digital marketplace. 
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Other Proposed Changes  

1) Miscellaneous Fees and Levies Act, 2016 

Refund of overpaid fees and levies 

When a person has overpaid fees and levies they are required to apply to the Commissioner for 

a refund within 5 years. 

Implication: The Bill seeks to align the provisions of the refund of fees/ levies to those 

contained in the Tax Procedures Act. 

Exemption from Import Declaration Fee and Railway Development Fee 

Goods which the CS of National Treasury deems to be of public interest or goods that promote 

investments and have a value of more than KShs 5 Billion. 

Implication: This likely to fuel new investments into the country. Investors in strategic 

industries which may be considered to be of public interest or in promotion of key sectors 

should aim to benefit from this exemption. 

2) Capital Markets Authority Act 

Timeline for the determining an appeal 

The Capital Markets Authority Tribunal to hear an appeal within 90 days from date of filling. 

Implication: Increase in efficiency of dispute resolution. 

3) Insurance Act 

Foreign Insurance Brokers  

Currently the definition excludes foreign reinsurance brokers but the Bill proposes to amend 

the definition to include insurance and reinsurance brokers that do not have a place of business 

or resident representatives in Kenya. 

Implication: The regulator (Insurance Regulatory Authority) can now protect insured persons 

by bringing foreign reinsurance and insurance brokers into the regulatory net. 

Reinsurance contracts 

The Bill proposes to remove the requirement by reinsurance firms to have the Kenya 

Reinsurance Corporation certify reinsurance contracts. 

Implication: Increase in efficiency of concluding reinsurance contracts as ratification by the 

Kenya Reinsurance Corporation is eliminated. 

Closed Fund Business (CFB) 

The Bill seeks to insert a new meaning of CFB with regards to its administration as “the 

continuance of insurance business for the purpose of maintaining, without renewal, any policy 

or contract of insurance issued before the appointment date”. 

An Insurer may carry on CFB without registration but subject to the insurer furnishing the 

Commissioner with information. 
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It further proposes a once-off penalty not exceeding KShs 200,000 and an additional KShs 

10,000 per day for which the offence continues. 

Notably, the Bill proposes that the assets of a CFB shall not be disposed of except with prior 

approval of the Commissioner of Insurance. 

Implication: Policyholders will be protected and have activities of CFB regulated 

Annual fee payable by licensed insurers 

The Bill proposes to introduce an annual fee for licensed insurers, but the fee amount is yet to 

be confirmed. 

Implication: Operating costs for insurers set to increase. 

4) Kenya Revenue Authority Act 

Reward amount for Informants/ Whistle-blowers 

Currently the Act provides for a reward of KShs 100,000 for providing information leading to 

the identification of unassessed taxes or duties, and the Bill proposes to increase this reward to 

KShs 500,000. 

A person who provides information leading to the recovery of unassessed duties or taxes is set 

to receive a reward of KShs 5 million, up from the current KShs 2 million. 

Implication: Efforts to encourage informants/ whistle-blowers to provide tax leakage 

information to KRA. 

5) Retirements Benefits Act 

Post-Retirement Medical 

The definition of “retirement benefit scheme” has been expanded to include post-retirement 

medical cover to be included as one of the post-retirement settlement schemes. 

Definition of a Post-Retirement Medical Fund 

The Bill seeks to define Post-Retirement Medical Fund as a fund established within a scheme 

into which contributions and the costs arising from the fund can be met. 

Implications: Should be cause to celebrate for retirees who contributed to such schemes, as 

post-retirement medical funds receive recognition in the Retirement Benefits Act and the 

Government looks to achieve improved healthcare for the elderly. 

Corporate trustee 

The Bill seeks to introduce the definition of a corporate trustee as a limited liability company 

empowered by its instruments to mainly undertake trusts and includes a trust corporation. 

Requirements for the registration of corporate trustees 

The Bill proposes to introduce the following requirements: 

a) Have minimum paid up share capital as prescribed by the Authority;  
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b) Be capable of meeting members’ and sponsors’ obligations as specified in the rules of 

the scheme;  

c) Have professional and technical capacity including operations systems to enable the 

performance of its functions;  

d) Have never been a trustee of a previously deregistered or wound-up scheme fund;  

e) Have met the requirements of the Authority regarding Board of Directors and senior 

management, such as the number and professional qualifications; and 

f) Meet any other requirement that may be set by the Authority. 

Implication: Efforts to confirm and clarify the type of persons who can engage in corporate 

trustee activity as well as the requirements for one to obtain appropriate registration. 

Filling of pension scheme accounts 

The Bill proposes to increase the period required to file audited accounts by 3 months. 

Currently, trustees are required to file accounts within 6 months. 

Implication: Increased time (to 9 months) for trustees to prepare and file audited accounts. 

6) Central Depositories Act 

Authorized nominees 

The Bill proposes to introduce a new requirement that a securities account opened with the 

Central Depository shall be in the name of a beneficial owner or legal owner or an authorized 

nominee.  

A beneficial owner may appoint a person to be the authorized nominee for the purpose of 

opening a securities account or, in the case of more than one beneficial or legal owner, an 

omnibus account. 

Implication: Transparency in the ownership of securities account, ensure due diligence and 

enhance the regulation of activities of investors in the capital markets. 
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