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Tax Alert 

Background 

The Government of Kenya publishes a Finance Act every year to amend various Kenya’s tax legislations. And 
on that effect, on 26 June 2025, the President assented into law the Finance Bill, 2025 to make it an Act. 

This year’s Finance Act aims to stimulate sustainable economic recovery for improved livelihoods, job creation 
and Business and Industrial Prosperity in line with the Bottom-Up Economic Transformation Agenda. This 
theme was premised on the prevailing economic conditions. 

The amendments in the Finance Act 2025 (“FA”) came into effect on 01 July 2025 with the exception of only 
two amendments that will come into effect on 1 January 2026, that is, the introduction of advance pricing 
agreements and the amendment regarding the use of the import declaration fee (IDF) collected by the 
Government whereby the Government intends to use 10% of the total IDF fee collected towards measures 
intended to enhance revenue collection. 

Economic outlook 

The Kenyan economy has remained strong where it has consistently registered an average growth of 5.1 
percent per year for the period 2022 to 2024. This growth is well above the world average growth of 3.4 percent 
and 3.8 percent for the sub-Saharan African region, over the same period. 

Macroeconomic indicators have strongly taken a hop and continue to strengthen. The inflation rate has declined 
to 3.8 percent in May 2025 from a peak of 9.6 percent in October 2022. The Kenya Shilling exchange rate has 
now stabilized against major international currencies and interest rates have gradually come down in line with 
the easing of the monetary policy.  

In view of the above, the economy is projected to improve and expand by 5.3 percent in 2025 and 2026 driven 
by enhanced agricultural productivity, a resilient services sector, and the ongoing implementation of policy 
measures in the priority sectors of the Government’s Bottom-Up Economic Transformation Agenda (BETA).  

Proposed tax changes 

Further, the FA proposals point to the tax measures the Government wishes to enforce as law. The FA amends 
the Income Tax Act (ITA), Value Added Tax Act 2013 (VAT), Tax Procedures Act (TPA), Excise Duty Act (EDA) 
Customs Duty Act (CDA) and other miscellaneous legislations. In this alert, we analyze the contents of the FA 
in line with the budget statement, the effective dates of the proposed changes and their potential implications. 

 

Significant tax changes: 

1. Income Tax changes 

1.1 Employee allowances 

The FA increases the allowable tax-free limit on employee allowances, specifically those related to 
subsistence, travel, and entertainment. The previous daily exemption limit of Kenya Shillings Two 
Thousand (KES 2,000) has now been increased to Kenya Shillings Ten Thousand (KES 10,000). 

Implications 

This amendment intends to reflect on the rising cost of living and operational expenses, and to provide fairer 
compensation for employees incurring costs while working away from their normal place of duty. 

Effective Date: 01st July 2025 

1.2 Deletion of Minimum Tax 

The FA has deleted the provision that previously required the taxpayers to pay a baseline tax amount where 
the instalment tax liability is lower, even if they report minimal or no profits. The objective of this provision was 
to ensure all businesses contribute a fair share of tax, particularly targeting firms that declare losses to avoid 
tax liability. 

Implications. 

This deletion aligns the tax laws with constitutional and judicial standards, and restores a system where tax is 
levied based on actual profits or income, rather than gross turnover. The minimum tax was considered punitive 
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particularly to loss-making or early-stage businesses, as it imposed a tax liability regardless of profitability and it 
undermined the income-based principle of taxation. 

Effective Date: 01st July 2025. 

1.3 Taxation of Digital Economy 

The Finance Act has deleted the provisions relating to digital assets tax (DAT). Accordingly, DAT is no longer 
applicable on the transfer or exchange of digital assets. Instead, excise duty at the rate of 10% shall be 
applicable on the fees charged by the owner of a platform for the transfer of the digital assets.  

Implication 

This amendment is welcome and is a clarification of previous efforts to do away with DAT which had proven 
to be impractical, leading to numerous challenges before courts as to its constitutionality. 

Effective Date: 01st July 2025. 

1.4 Expanded definition of the term significant economic presence tax (SEPT) 
The Finance Act has expanded the scope of a persons that are subject to significant economic presence tax 

(SEPT) by providing that persons who earn income from the provision of services through a business carried out 

“over the internet or an electronic network including through a digital marketplace”. 

Implication 

 
This provision is intended to eliminate any doubt as to persons subject to tax under SEPT. The ITA already 
defines the term “digital marketplace” to mean “an online or electronic platform which enables users to sell or 
provide services, goods or other property to other users”. Accordingly, persons who provide services through 
the internet or electronic network but not necessarily through a digital marketplace would be pursuant to the Act 
still be liable to SEPT with respect to any income they earn from Kenya 

Effective Date: 01st July 2025 

1.5 Removal of the threshold for the applicability of significant economic presence tax (SEPT) 

 
The FA has repealed the provision that exempts from SEPT the income earned by non-resident persons with an 
annual turnover of less than Kenya Shillings five million (KES 5,000,000). 
 
Implication 
 
The exemption was originally introduced to reduce compliance costs for non-resident persons with minimal 
turnover from the Kenyan market. However, the Act has deleted this exemption, meaning that all non-resident 
persons, regardless of the level of turnover, are now required to pay the Significant Economic Presence Tax (SEPT) in 
Kenya. This change may lead some non-resident digital service providers to view the compliance burden as 
disproportionate to the economic returns from the Kenyan market, potentially prompting their exit. The removal 
of the threshold also runs counter to global practices, where minimum thresholds are typically established to 
avoid imposing prohibitive compliance costs on low-revenue non-resident entities. 

Effective Date: 01st July 2025 

1.6 Tax Reliefs for Start-Ups and Large Investors under NIFCA 

The FA amends the Third schedule of ITA by introducing preferential tax rates to start-ups certified by The 
Nairobi International Financial Centre (NIFCA) will enjoy a 15% corporate income tax rate for the first three 
years, followed by 20% for the subsequent four years for start-ups certified by NIFCA. 

Further, reducing the corporate income tax rate to 15% for the first ten (10) years and to 20% for the subsequent 
ten (10) years with respect to a company certified by the NIFC and that; 

(a) Invests at least Kenya Shillings three billion in the first three (3) years of operations. 

(b) Is a holding company and at least 70% of its employees in senior management are citizens of Kenya. 

(c) The regional headquarters of the company is in Kenya and at least 60% of the employees in senior 
management are citizens of Kenya. 

The FA also introduces tax exemption for dividends paid by a company certified by NIFC should such a 
company reinvest a sum of Kenya Shillings Two hundred & fifty million (KES.250,000,000) in that year of income 
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Implication 

Offering a lower corporate tax rate for start-ups will encourage entrepreneurship and innovation, attracting both 
local and foreign investors to establish new businesses. This incentive is likely to foster job creation and 
economic growth in the early stages of business development. 

Effective Date: 01st July 2025 

1.7 Deletion of the Provisional Collection of Taxes and Duties Act following its declaration by 
the High Court 

The FA has deleted the provision under the ITA that allowed for the application of provisional tax rates and 

personal reliefs in line with orders issued under the Provisional Collection of Taxes and Duties Act. This follows the 

High Court’s decision that declared the Provisional Collection of Taxes and Duties Act unconstitutional. 

Implications 

This is a welcome change as it removes the Kenya Revenue Authority’s (KRA) ability to implement new tax 

measures immediately upon the reading of the Finance Bill or any other bill seeking to amend tax laws, even 

before such a bill is enacted. 

Effective Date: 01st July 2025 

1.8 Taxation of retirement benefits including gratuity payments 

The FA has deleted the provisions of the ITA that provided for the taxation of pension withdrawals despite the 
changes introduced by the Tax Laws Amendment Act 2024 to exempt from tax pension benefits paid by 
registered funds, the public pension scheme and the National Social Security Fund upon attainment of 
retirement age or in accordance with the rules of the respective fund. 

Further, the Finance Act has further exempted from tax any gratuity paid to an individual. Previously, only 
gratuity paid under a public pension scheme was exempt from income tax. 

Implication 

The exemption from tax of any gratuity paid to an employee will further ensure that employees working in the 
private sector and other non-governmental bodies are not discriminated against when compared to 
employees working for the Government. 

Effective Date: 01st July 2025 

1.9 Payment of minimum top up tax 

The FA has provided that the minimum top-up tax shall be payable by the end of the fourth month following the 
close of the relevant year of income. This tax applies to covered persons, being resident entities or permanent 
establishments in Kenya that form part of a multinational group with a consolidated annual turnover of at least 
seven hundred and fifty million euros (EUR 750,000,000) in at least two (2) of the four (4) financial years 
immediately preceding the tested year. The tax is triggered where the combined effective tax rate in Kenya falls 
below fifteen percent (15%). 
 
Implication 

 
The minimum top-up tax was introduced through the Tax Laws (Amendment) Act, 2024. However, 
uncertainties emerged regarding the method of payment and the applicable due date for remitting the tax. In 
response, the Act has now clarified these concerns by expressly providing for the timing of payment of the 
minimum top-up tax. 

Effective Date: 01st July 2025 

1.10 Extension of Timeline for Processing Income Exemption Applications 

The Finance Act extends the timeline for processing income exemption certificate applications from 60 days to 
90 days for ITA First schedule, Paragraph 10 on entities such as trusts and institutions that are established for 
the purposes of alleviating poverty, education, or religious activities. This change comes in response to a 
backlog of exemption applications that have been awaiting processing by the Commissioner. 
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Implication 

Extending the timeline to 90 days allows more time for the Commissioner to process applications, potentially 
reducing delays and improving the efficiency of the system. However, this also extends the waiting period for 
organizations that are seeking exemption, which may result in a temporary cash flow challenge for some entities 
that rely on the exemption to reduce their tax burdens. 

Effective Date: 01st July 2025 

1.11 Allowable deductions for tax purposes. 

The Finance Act has amended sections of the ITA by reintroducing a provision that allows for the deduction of 
amounts representing the diminution in value of implements, utensils, or articles (loose tools and soft 
furnishing) employed in the production of income, which do not qualify as plant or machinery under the 
Second Schedule at the rate of 100% in that year of income.  

Implications 

Taxpayers can claim deductions for the wear and tear of qualifying assets, potentially reducing taxable 
income.  

Effective Date: 01st July 2025. 

1.12 Losses carried Forward. 

The Finance Act amends to adjustment of provisions related to tax loss carry forwards to be capped to a period 
of Five years. Previously, taxpayers could carry forward tax losses indefinitely. To note also that on application 
and approval by the commissioner, a taxpayer can utilize losses further by an additional Five years. 

Implication. 

This amendment will significantly impact taxpayers in capital intensive sectors since it is unlikely that such 
taxpayers would exhaust tax losses arising from claiming investment allowances within a five (5) year period. 

Effective Date: 01st July 2025. 

1.13 Removal of timber-related deductions from the list of allowable expenses 

 

The FA has deleted from the list of allowable deductions the following timber-related expenses: 

 

• With respect to the income earned by a person from the sale of timber or of the right to fell timber and 

the land was acquired for valuable consideration, the amount that the KRA may determine as being the 

reasonable cost of the purchase of the standing timber; and 

• With respect to the income earned from the sale of timber or of the right to fell timber and the land was 

not acquired for valuable consideration, the amount that the KRA may determine as representing the 

value of standing timber at the time the owner acquired the land; and 

• With respect to the gains arising from the sale of standing timber by a person who has purchased the right 

to fell timber, the price paid for the right to purchase or the right to fell timber as determined by the KRA as 

being just and reasonable. 

Implication 

This deletion will adversely impact taxpayers who earn income from the sale of timber or rights to fell timber, as it would 

disallow the deduction of the cost of acquiring such rights or the value of standing timber from their taxable 

income. As a result, income tax could be levied on gross proceeds rather than on actual profits, potentially 

creating a tax liability even where the taxpayer incurs an economic loss. Denying the deduction of legitimate 

business expenses may raise constitutional issues around equity and the fair distribution of the tax burden and 

could provide grounds for future legal challenges. 

Effective Date: 01st July 2025 
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1.14 Specifications on country-by-country reporting undertakings 

 
The Finance Act provides that where there is more than one constituent entity of the same multinational group 
resident in Kenya, the Commissioner shall prescribe the way the group is required to file its country-by-country report, 
which must be submitted by the last day of the group’s reporting financial year. 
 
Implication 

 
The Act departs from the previous provisions that allowed a multinational group with multiple constituent entities in 
Kenya to designate one entity as the surrogate parent entity for country-by-country reporting purposes. This change 
represents an administrative shift in the reporting framework. 

Effective Date: 01st July 2025 

1.15 Removal of deductibility of one-third of employment income for certain non-citizens 

The FA has deleted from the list of deductible expenses the provision that currently allows for the deduction of 

one-third (1/3) of the total gains and profits from employment of a non-citizen individual who meets the following 

conditions: 

• The employer is a non-resident company or partnership trading for profit. 

 

• The employee is in Kenya solely to perform duties in relation to the employer’s regional office, which is 

approved by the KRA. 

• The employee is absent from Kenya for a period or periods aggregating to at least one hundred 

and twenty (120) days in that year of income; and 

• The employee’s gains and profits are not deductible by the employer or any related entity for purposes 

of computing taxable income in Kenya. 

Implication 

This repeal eliminates a long-standing tax incentive designed to attract expatriate employees working in Kenya for 

regional offices of non-resident companies. 

Effective Date: 01st July 2025 

1.16 Introduction of Advance pricing Agreements (APAs) 

The FA introduces a new provision for advance transfer pricing agreements, allowing taxpayers to agree in 
advance with the Commissioner on the tax treatment of related-party transactions. 

Implication. 

Proactive Compliance: Engaging in APAs encourages taxpayers to proactively assess and document their 
transfer pricing arrangements, aligning with international best practices. 

Although the introduction of advance pricing agreements is a commendable step, experiences from other 
jurisdictions have shown that prolonged negotiation periods have hindered their effectiveness. To ensure the 
success of this framework, it is essential that the implementing regulations include clear and enforceable 
timelines within which advance pricing agreement negotiations must be concluded. 

Effective Date: 01st January 2026. 

1.17 Changes to Accounting Year-End. 

The Finance Act provides that a taxpayer’s application for change of the accounting period shall be deemed to 

have been approved if the KRA does not revert within a period of three (3) months. 

Implication. 

The amendment aims to push the Kenya Revenue Authority (KRA) to process applications promptly, thereby 
improving administrative efficiency. 

Effective Date: 01st July 2024. 
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1.18 Taxation of individuals participating in betting and gaming 

Punters engaged in betting and gaming will now be subject withholding tax at the rate of 5% on withdrawals, 
that is, the amount withdrawn by a customer from their betting or gaming wallet. Previously, punters were 
subject to withholding tax on winnings. 

Implication. 

The constitutionality of this provision is likely to be challenged considering that withholding tax would be 
applicable even where a punter has not won any amount and is simply withdrawing the balance of the funds 
loaded into their betting or gaming account. 

Effective Date: 01st July 2024. 

1.19  Income Tax and withholding tax exemptions 

The Finance Act has restricted the persons entitled to exemption from capital gains on the transfer of property 
within a special economic zone to only licensed special economic zone developers, enterprises or operators.  

Previously, a gain realized by any person (not only a licensed person) on the transfer of property within a special 
economic zone was arguably exempt from CGT due to the drafting of the Act. However, this amendment makes 
it quite clear that only licensed persons may benefit from the CGT exemption. 

Further the Finance Act exempts a Kenyan withholding tax, any amount paid by a national carrier to a non-
resident person for specialized services that are not available in Kenya. 

Implications 

Exemption is intended to support the national carrier since the national carrier would most likely have been 
required to bear the withholding tax amount due to the existence of gross-up provisions 

Effective Date: 01st July 2024. 

1.20 Exemption relating to family companies 

The Finance Act has exempted from CGT the transfer of property to a company where the transferor is the sole 
shareholder. 

Implication 

This is a welcome move as it will grant taxpayers’ flexibility in the how they structure their personal affairs 

Effective Date: 01st July 2024. 

1.21 Expenditure incurred in the construction of sports facilities on public grounds 

The Finance Act provides that amounts incurred in the construction of sports facilities on public grounds shall 
be tax deductible.  

Implication 

The amendment is welcome though further guidelines are required for the full benefit of the provision to be 
actualized. 

Effective Date: 01st July 2024. 

1.22 Interest deductible with respect to loans for the construction of residential homes 
 
Previously, an amount of interest not exceeding Kenya Shillings three hundred and sixty thousand (KES 360,000) is 
deductible against the taxable income of an individual if such a loan is with respect to the purchase or 
improvement of residential premises. The Act has expanded the use of such loan to which the interest relates to 
include the construction of residential premises. 

Implication 

This will encourage the uptake of this benefit by recognizing that some individuals prefer to construct their own 
homes rather than purchase such homes. 

Effective Date: 01st July 2024. 

1.23 Clarification on computation of PAYE and taxation of fringe benefits 
 
The FA introduces two key changes under Head B of the Third Schedule to the Income Tax Act: 
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• Employers will be required to apply all allowable deductions, reliefs, and exemptions when 

computing the PAYE due from an employee’s income. 

• Fringe benefit tax will now be charged at the prevailing resident corporate income tax rate, replacing 

the prior reference to the graduated scale. 

Implication 

The provision operationalizes the Government’s efforts over the past year to ease the personal tax burden on 

employees by expanding access to reliefs and exemptions. By requiring employers to apply all applicable 

deductions, exemptions, and reliefs prior to computing PAYE, the amendment ensures that individual taxpayers 

fully benefit from recent incentive measures introduced under the Income Tax Act. 

Effective Date: 01st July 2024. 

 

1.24 Deletion of withholding tax on the sale of scrap 

 

The Act has deleted the applicability of withholding tax on payments made for the purchase of scrap. Previously, the 

purchase of scrap attracted withholding tax at the rate of 1.5% of the gross amount paid for scrap. 

Implication 

 
This deletion reflects the inconsistent tax policy by the Government since the withholding tax on the sale of scrap was 

introduced by the Tax Laws Amendment Act 2024. 

Effective Date: 01st July 2024. 

2. VAT Act changes. 

2.1 Mandatory Issuance of Tax Invoices for All Supplies 

The FA to amends VAT sections that requires tax invoices for taxable supplies only to include all supplies. 
This means businesses must issue tax invoices not just for taxable supplies, but also for exempt or zero-rated 
supplies. 

Implication. 

This aims to enhance compliance and transparency but increases administrative work, especially for 
businesses dealing in exempt supplies. 

Proposed Effective Date: 01st July 2025 

2.2 VAT Refund application 

Previously, this subsection allowed taxpayers to lodge VAT refund claims within 24 months from the date of 
return period. 

The FA amendment reduces this period to 12 months, aligning with Section 47(1) of the TPA, which stipulates 
a 12-month timeframe for tax refund application 

Implication. 

The shortened timeframe for lodging VAT refunds necessitates prompt action by businesses to avoid forfeiting 
eligible refunds. 

Proposed Effective Date: 01st July 2025 

2.3 VAT applicable on the disposal or use of goods or services, originally exempt or zero-rated, 
in a way that contradicts the intended purpose of the exemption or zero-rating 

The FA introduces a requirement that where a taxpayer imports or purchases goods or services that are exempt 
or zero-rated but subsequently disposes of or uses the goods or services in a manner inconsistent with the 
purpose for which the goods or services were exempted or zero-rated, the taxpayer would be required to pay 
VAT at the rate applicable at the time of the disposal or inconsistent use. 
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Implication. 

This provision would require taxpayers disposing or using VAT exempt or zero-rated goods to ascertain whether 
VAT is applicable on the basis that the disposal and/or use of the goods or services could be deemed to be 
inconsistent with the purpose for which the goods or services were exempted or zero rated. 

Proposed Effective Date: 01st July 2025 

2.4 Shortened Bad Debt Relief Period. 

Under Section 31(1)(b) of the VAT Act, a registered person can apply for a VAT refund on a bad debt if the debt 
remains unpaid for three years from the date of supply. 

The Finance Act to amend Sec 31 in subsection 1(b) by shortening Time to claim bad debt relief shortened 
from 3 years to 2 years from the date of supply. 

Implications. 

The move will enable faster VAT refunds on irrecoverable debts up to 10years. 

Effective Date: 01st July 2025. 

2.5 Some of the Key VAT Rate Changes and Affected Sections  
The FA has deleted certain VAT exemptions granted to key sectors such as manufacturing and healthcare. 
These products would be subject to VAT at the standard rate which would increase the cost for consumers. 
 
Tabulation below analysis the shift in VAT tax changes. 

 
GOODS OR SERVICES PREVIOUS VAT 

TREATMENT 
NEW VAT 

TREATMENT 

Other medicaments containing alkaloids (3003.41.00, 
3003.43.00, 3003.42.00, 3003.49.00) Exempt 

Standard rated 
(16%) * 

All goods and parts of Chapter 88 (aircraft, spacecraft) Exempt 
Standard rated 
(16%) * 

Direction-finding compasses, instruments for aircraft Exempt 
Standard rated 
(16%) * 

Taxable goods for construction of large tourism facilities Exempt 
Standard rated 
(16%) * 

Taxable goods for specialized hospitals (50+ beds) Exempt 
Standard rated 
(16%) * 

Specially designed tourist vehicles Exempt 
Standard rated 
(16%) * 

Taxable goods for affordable housing projects Exempt 
Standard rated 
(16%) * 

Goods for direct/exclusive use in geothermal, oil, mining Exempt 
Standard rated 
(16%) * 

Equipment for solar/wind energy development Exempt 
Standard rated 
(16%) * 

Discs, tapes, smartcards, storage devices (HS 85.23) Exempt 
Standard rated 
(16%) * 

Weighing machinery for hospitals (8423.10.00) Exempt 
Standard rated 
(16%) * 

Inputs/raw materials for local vehicle manufacturing Exempt 
Standard rated 
(16%) * 

Locally manufactured passenger vehicles Exempt 
Standard rated 
(16%) * 

Inputs for pharmaceutical manufacturing Zero-rated Exempt 

Inputs for animal feed manufacturing Zero-rated Exempt 

Transportation of sugarcane to mills Zero-rated Exempt 

Locally assembled mobile phones Zero-rated Exempt 

Motorcycles (HS 8711.60.00) Zero-rated Exempt 

Electric bicycles Zero-rated Exempt 
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GOODS OR SERVICES PREVIOUS VAT 
TREATMENT 

NEW VAT 
TREATMENT 

Solar and lithium-ion batteries Zero-rated Exempt 

Electric buses (HS 87.02) Zero-rated Exempt 

Bioethanol vapour (BEV) stoves (HS 7321.12.00) Zero-rated Exempt 

Implication 

Changing a good or service from zero-rated to exempt increases the cost burden on businesses, which often 
leads to price increases for consumers. While both are VAT-free at the point of sale, only zero-rated allows full 
recovery of input VAT 

Effective Date: 01st July 2025 

3. Tax Procedures Act changes 

3.1 Additional assessments 

The FA amends Section 31 of the TPA, clarifying that a taxpayer’s filed return is automatically treated as a self-
assessment. Additionally, a new Subsection (8A) requires the KRA to provide written reasons whenever it issues 
an additional assessment based on the belief that the original self-assessment was inaccurate or incomplete. 

Implication 

This amendment is to enhance transparency by ensuring that the KRA justifies any changes made to a taxpayer’s 
assessment, providing greater protection for taxpayers and reducing the possibility of arbitrary tax adjustment. 

It also emphasizes the importance of accurate returns, as taxpayers are now more accountable for the accuracy 
of their self-assessments. 

Effective Date: 01st July 2025 

3.2 Introduction of Certificate of Origin Definition and Compliance Framework for Imports into 
Kenya 

 
The FA introduces a new definition for "certificate of origin" under Section 2 of the Tax Procedures Act. This 
certificate is now clearly defined as an official document issued by a competent authority of the exporting 
country's government, confirming that the goods imported into Kenya were indeed manufactured in that 
particular country. 
The Finance Act now makes it a legal requirement for any person importing goods into Kenya to present a valid 
certificate of origin before their goods can be processed or cleared by customs. The KRA is barred from 
processing any import entry documentation without such a certificate and is expressly required to verify both the 
certificate and supporting documentation prior to clearance. Failure to comply constitutes an offence and may result 
in seizure or forfeiture of goods 

Implication 

Under existing practice, importers and exporters in Kenya are already required to submit a certificate of origin 
when clearing goods through customs, particularly where preferential tariff treatment is sought under trade 
agreements. 
The amendment introduced by the Finance Act 2025 does not create a new requirement but rather formalizes 
and standardizes what has long been operational best practice 

Effective Date: 01st July 2025 

3.3 Clarification of transactions excluded from e-TIMS tax invoicing 

 
The Act revises the current framework on electronic tax invoices by replacing the list of transactions that may be 
excluded from invoicing under e-TIMS. While the current law provides a general reference to exclusions such as 
emoluments, imports, investment allowances, interest, and withholding tax, the Act refines the list by expressly 
stating that the following categories may be excluded: 

a) Payments of emoluments. 

b) Payments for imports. 
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c) Payments of interest. 

d) Transactions for accounting for investment allowances. 

e) Airline passenger ticketing. 

f) Payments that are subject to withholding tax where the tax is a final tax. 

Implication 

Withholding tax is a final tax with respect to payments of qualifying dividends, qualifying interest and payments to 
non-resident persons with respect to services since such non-resident persons would not be subject to tax again 
in Kenya. 

3.4 Relief on withholding liabilities 

The FA amends to provide relieves the withholding tax (WHT) liability from the withholding agent (payer) when 
the recipient of the payment has already paid and accounted for the full principal tax.  

“A person (withholding agent) who does not deduct, withhold or remit tax on a payment shall not be required 
to pay the principal tax where the recipient of the payment has paid and accounted for the full principal tax.” 

This provision addresses a situation where a withholding agent fails to deduct, withhold, or remit the tax to the 
tax authority but the recipient (payee) has already declared and paid the tax on the same income. 

Implication 

The amendment is a step toward improving the efficiency and fairness of the tax system.  

Effective Date: 01st July 2025 

3.5 Stamp Duty Exemption for KRA on Property Transactions 

The FA makes amendments aimed at streamlining the enforcement of tax debts secured against property as 

follows; 

1) It clarifies that the registration of the KRA’s notification by the relevant Registrar shall be effected without 

levying any fee or stamp duty. 

2) It provides that where a tax payment plan has been agreed with the KRA, the liability must be settled in 

full in accordance with the payment plan before the KRA’s encumbrance over the property can be 

lifted. In addition, any transfer of property arising from such a settlement arrangement shall be exempt 

from stamp duty. 

Implication 

The exemption would reduce these costs, allowing the KRA to act more quickly and efficiently in recovering 
unpaid taxes. This change would streamline the process, benefiting both the KRA and taxpayers by encouraging 
timely tax payments. 

Effective Date: 01st July 2025 

3.6 Repeal of Digital Service Tax Agent framework 

The FA repeals the provision that empowered the KRA to appoint agents for the collection and remittance of 
digital service tax (DST) from non-resident digital service providers. 

Implications 

The repeal removes the legal basis for appointing digital service tax agents and follows the repeal of the DST 
regime under the Tax Laws (Amendment) Act, 2024, which took effect on 27 December 2024. 

Effective Date: 01st July 2025 

3.7 Extension of Agency Notice Provisions 

The FA extends the Commissioner’s authority to issue agency notices to non-resident people, expanding tax 
recovery tools under Section 42 of TPA. This ensures non-residents are subject to the same enforcement 
mechanisms as residents, including proper notification and payment timelines. 
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Implication 

The KRA can now use agency notices to collect taxes from non-residents, which broadens its scope of tax 
recovery. 

Effective Date: 01st July 2025 

3.8 Computation of Time on extension of notice of objection 

The FA introduces a new provision clarifying that where the KRA approves a taxpayer’s application to lodge a 
notice of objection out of time, the sixty (60) day period within which the KRA must issue an objection decision 
will begin to run from the actual date the valid objection is lodged, not from the original deadline for filing the 
objection. 

Implications 

This amendment brings clarity to the computation of statutory timelines in cases involving late objections. The 
amendment reduces uncertainty and the potential for disputes between taxpayers and the KRA regarding the 
validity or timing of objection decisions. 

Effective Date: 01st July 2025 

3.9 Introduction of discretion to waive penalties and interest arising from electronic system errors 

 
The FA empowers the Cabinet Secretary, on the recommendation of the KRA, to waive penalties or interest 
where the liability arises from: 

a) An error generated by an electronic tax system. 

b) A delay in the updating of an electronic tax system. 

c) Duplication of a penalty or interest due to a malfunction of an electronic tax system. 

d) The incorrect registration of the tax obligations of a taxpayer. 

Implications 

The amendment introduces a formal mechanism for waiving penalties and interest resulting from errors or 
malfunctions in KRA’s electronic systems, such as iTax or e-TIMS, or from erroneous registration of tax obligations. This 
enhances fairness by shielding taxpayers from sanctions arising from system-related issues beyond their control. 

Effective Date: 01st July 2025 

4. Excise Duty Changes 

4.1 Definition of Digital Lender 

The FA amends the definition of a “digital lender” to encompass any person extending credit through an electronic 
medium, excluding banks licensed under the Banking Act, SACCOs registered under the Co-operative Societies 
Act, and microfinance institutions licensed under the Microfinance Act. 

Implications 

This amendment broadens the scope to include unregulated or non-traditional lenders within the tax framework, 
particularly for excise duty on loan fees and interest. It signals the government's intent to enhance tax com  

Effective Date: 01st July 2025 

4.2 Introduction of “Digital Marketplace definition 

The Finance Act introduces change in definition of a “digital marketplace” as an online or electronic platform 
enabling users to sell goods or provide services to other users 

Implications 

Aligning with the VAT Act, this definition reinforces the government's strategy to consistently tax the digital and 
platform economy across tax statutes, providing clarity for businesses operating in the digital space. 

Effective Date: 01st July 2025 
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4.3 Introduction of the definition of micro distiller 

The Act introduces the definition of micro distiller to mean a manufacturer of a spirituous beverage through two 
fundamental processes of fermentation and distillation using a still (boiler) not exceeding 1,800 litres and whose 
annual production volume does not exceed 100,000 litres per year. 

Implications 

This definition is intended to expand the exempt micro distillers from the requirement for automation, continuous piping 
and use of mass flow meters to monitor the alcohol production of manufacturers. Accordingly, the alcohol 
manufactured by such producers would be monitored using excise duty stamps or such other mechanisms as 
may be prescribed. This is a welcome amendment for micro distillers since such distillers would not be required 
to invest significant capital expenditure in equipment to monitor production for purposes of payment of excise duty. 

Effective Date: 01st July 2025 

4.4 Clarification of the place of supply of digital services 

The FA introduces a provision that the supply of excisable services by a non-resident person shall be deemed to be 
a supply made in Kenya if the excisable services are consumed by a person in Kenya over the internet, an 
electronic network or through a digital marketplace. 

Implications 

This amendment is aimed at expanding the scope of persons who are required to charge excise duty on 
excisable service to capture persons who even though they have no operations in Kenya, are providing 
excisable services through the internet, electronic network or digital marketplace that are consumed in Kenya. It is 
not entirely clear the way a person will be deemed to have consumed the excisable services in Kenya. It is important 
that regulations are issue to guide on this aspect in the same manner that regulations have been issued with respect 
to VAT on similar supplies. 

Effective Date: 01st July 2025 

4.5 Timelines for Issuance of Licenses 

The FA introduces a statutory 14-day timeline for the Commissioner to consider excise license applications. 

Implications 

Establishing a clear timeline aims to avoid administrative delays, supporting ease of doing business for local 
manufacturers and importers. 

Effective Date: 01st July 2025 

4.6 Removal of excise duty on imported eggs, onions, potatoes, potato crisps and potatoes chips 
The Act deletes the excise duty that was imposed on imported eggs of tariff heading 04.07, imported onions of 
tariff heading 07.03, and imported potatoes, potato crisps and potato chips of heading 07.01. 

Implications 

These amendments will lower the cost of importation of fresh, preserved or cooked eggs including fertilised eggs for 
incubation, onions, potatoes and potato crisps fresh or chilled. 

Effective Date: 01st July 2025 

4.7 Imposition of excise duty on the excisable value of coal 
The Act imposes excise duty on the excisable value of coal as opposed to the customs value of coal. Excisable 
value will be determined as the customs value of coal and the customs duty paid on the coal. 

Implications 

The implication of this change is that excise duty is now applicable on the sum of (a) customs value of the coal and 
(b) the amount of customs duty payable on such imported coal. Accordingly, higher excise duty is payable on the 
coal. 

Effective Date: 01st July 2025 

4.8 Removal of excise duty on imported self-adhesive plates, sheet, film, foil, tape strip and other 
flat shapes 

The FA removes excise duty charged on imported self-adhesive plates, sheet, film, foil, tape strip and other flat 
shapes whether in rolls of tariff number 3920.10.90, 3920.43.90, 3920.62.90 and 3921.19.90 but excluding such items as 
imported from East African Community Partner States and that meet the East African Community Rules of Origin. 
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Implications 

This amendment will lower the cost of importation of materials used in making vehicle wraps, wall graphics, 
decals, signages and graphics for indoor and outdoor use. 

Effective Date: 01st July 2025 

4.9 Removal of excise duty on printed paper or paperboard 

The FA removes excise duty on printed paper and paperboard of tariff heading 4811.41.90 or 4811.49.00. 

Implications 

This amendment will lower the cost of importation of materials used in the labelling and packaging industry. 

Effective Date: 01st July 2025 

5. Customs Duty Act changes. 
The FA introduces several changes as summarized below 
. 
The effective date of all changes is 1st July 2025. 
 

Product Description Old Rates New Rates 

Imported self-adhesive plates, sheet, film, foil, tape strip and other flat shapes, of 

plastics, whether or not in rolls of tariff number 3919.90.90 but excluding those 

originating from East African Community Partner States that meet the East African 

Community Rules of Origin. 

 

25% of 
excisable value of 
KES 75 per 
kilogramme, 
whichever is 
higher. 

25% of excisable 
value of KES 200 per 
kilogramme, 
whichever is higher 

Imported printed polymers of ethylene of other plates, sheets, film, foil and strip, of 

plastics, noncellular and not reinforced, laminated, supported or similarly 

combined with other materials of tariff number 3920.10.90, but excluding those 

originating from East African Community Partner States that meet the East African 

Community Rules of Origin. 

None 25% of excisable 

value of KES 200 

per kilogramme, 

whichever is 

higher. 

Imported printed polymers of vinyl chloride containing by weight not less than 6% of 

other plates, sheets, film, foil and strip, of other strip, of plastics, noncellular and not 

reinforced, laminated, supported or similarly combined with other materials of tariff 

number 3920.43.90, but excluding those originating from East African Community 

Partner States that meet the East African Community Rules of Origin. 

None 25% of excisable 

value of KES 200 

per kilogramme, 

whichever is 

higher 

Imported printed poly (ethylene terephthalate) of polycarbonates, alkyd resins, 

polyallyl esters or other polyesters of other plates, sheets, film, foil and strip, of plastics, 

noncellular and not reinforced, laminated, supported or similarly of tariff number 

3920.62.90, but excluding those originating from East African Community Partner 

States that meet the East African Community Rules of Origin. 

None 25% of excisable 

value of KES 200 

per kilogramme, 

whichever is 

higher 

Imported printed cellular of other plastics of other plates, sheets, film, foil and strip of tariff 

number 3921.19.90, but excluding those originating from East African Community 

Partner States that meet the East African Community Rules of Origin. 

 

None 25% of excisable 

value of KES 200 

per kilogramme, 

whichever is 

higher. 

Printed self-adhesive paper of tariff number 4811.41.90, but excluding those 

originating from East African Community Partner States that meet the East African 

Community Rules of Origin. 

 

None 25% of excisable 

value of KES 200 

per kilogramme, 

whichever is 

higher. 
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Product Description Old Rates New Rates 

Gummed paper and paperboard of tariff number 4811.49.00 but excluding those 

originating from East African Community Partner States that meet the East African 

Community Rules of Origin. 

 

None 25% of excisable 

value of KES 200 

per kilogramme, 

whichever is 

higher. 

Imported tea whether or not flavored. None 25% of excisable 

value. 

Imported uncoated kraft paper and paperboard, in rolls or sheets; kraftliner; 

unbleached of tariff number 4804.11.00 but excluding those originating from East 

African Community Partner States that meet the East African Community Rules of 

Origin. 

 

None 25% of excisable 

value or KES.50 

per kilogramme, 

whichever is 

higher. 

Imported other kraft paper or paperboard weighing 150g/m² or less, in rolls or 

sheets; unbleached of tariff number 4804.31.00 but excluding those originating 

from East African Community Partner States that meet the East African Community 

Rules of Origin. 

 

None 25% of excisable 

value or KES.50 

per Kilogram, 

whichever is 

higher. 

Imported other kraft paper or paperboard weighing more than 150g/m² but less than 

225 g/m², in rolls or sheets; unbleached of tariff number 4804.41.00 but excluding 

those originating from East African Community Partner States that meet the East 

African Community Rules of Origin. 

 

None 25% of excisable 

value or KES.50 

per Kilogram, 

whichever is 

higher. 

Imported Glass of heading 70.03, 70.04 or 70.05, bent, edge-worked, engraved, 

drilled, enamelled or otherwise worked, but not framed or fitted with other 

materials of Tariff Heading 70.06, but excluding those from East Africa Community 

Partner States that meet the East Africa Community Rules of Origin. 

 

None 35% of excisable 

value or KES. 500 

per square 

metre, whichever

 is higher. 

Imported safety glass of tariff numbers 7007.19.00 and 7007.29.00 but excluding 

those originating from East African Community Partner States that meet the East 

African Community Rules of Origin. 

 

None 35% of excisable 

value or KES. 500 

per square 

metre, whichever

 is higher. 

Imported Multiple-walled insulating units of glass of Tariff Heading 70.08, but excluding 

those from East Africa Community Partner States that meet the East Africa 

Community Rules of Origin. 

 

None 35% of excisable 

value or KES. 500 

per square 

metre, whichever

 is higher. 

Imported fully built and semi-built direct air capture machines. None 25% of excisable 

value. 

5.2 Introduction of excise duty on virtual assets transactions 

The FA has introduced excise duty on virtual assets transactions by virtual asset providers at the rate of ten 
percent (10%) of the excisable value. 

Implications 

This amendment follows the repeal of digital assets tax which faced numerous challenges and proved to be 
unenforceable. 

Effective Date: 01st July 2025 

 



 

 16 © Baker Tilly 2025 

6. Miscellaneous Levies 

6.1 Deletion of IDF and RDL exemptions for raw materials imported for the manufacture of textiles in 
Kenya 

 
The FA deletes the IDF and RDL exemptions for the raw materials imported for the manufacture of textiles in 
Kenya. These exemptions were recently introduced by the Tax Laws Amendment Act, 2024. 
 
Implications 

 
Removing the IDF and RDL exemptions for raw materials used for the manufacture of textiles will increase import 
costs making it more expensive to manufacture textiles locally. This may lead to higher product prices, reduced 
competitiveness, and pressure on smaller manufacturers who rely on these inputs. 

6.2 Introduction of IDF and RDL exemptions for inputs, raw materials and machinery used in the 

manufacture of mosquito repellents 

The Act introduces IDF and RDL exemptions for the inputs, raw materials and machinery used in the manufacture of 
mosquito repellents upon recommendation by THE Cabinet Secretary responsible for matters relating to 
health. 

Implications 

The introduction of IDF and RDL exemptions for raw materials and machinery used in the manufacture of 
mosquito repellents, subject to the recommendation of the Cabinet Secretary for Health will lower production 
costs and encourage local manufacturing. This will make mosquito repellents more affordable and accessible, 
support public health goals (especially in malaria-prone areas), and attract investment in the sector 

Effective Date: 01st July 2025 
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How we can assist 

Baker Tilly can assist you to identify which areas of your business will be affected by the law changes provided 
under the Bill. Furthermore, we can offer advisory services on tax planning to make the most of the tax 
incentives provided as well as provide awareness to avoid penalties that may arise due to omissions considering 
requirements by the law. 

Get in touch. 

Should you require more information or wish to discuss this further, please do not hesitate to reach out to any 
of our contacts at Baker Tilly or kindly contact the team below: 

Baker Tilly International 
We are an independent member firm of Baker Tilly International, a global top 10 professional services network. 

At Baker Tilly, we care about you and the impact you make. That’s why we’re fully committed to your journey, 

wherever your ambitions take you. Our global team of local experts is here to help you unlock your growth 

potential. Because the steps you take today define your tomorrow. Baker Tilly – Now, for tomorrow. 

 

 

 

More information on the global network can be found at www.bakertilly.global 

 

http://www.bakertilly.global/
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