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HIGHLIGHT ON SMALL AND MEDIUM
ENTERPRISES (SMEs) TAXATION
Requirements
Upon starting a company or a business,
it is important to know the different tax
implications that KRA expects from
you as a business /company owner.

For the very small organizations
registered as business names,
they are not required to be
registered separately from the
owner.

The following is what is expected.
A company being a separate and
distinct legal person from its founders/
promoters, is issued with a separate
pin from its shareholders and hence
from this KRA expects the company
to do separate tax returns from its
shareholders.

Various Tax Obligations that a
business owner would be required to
comply with Vat.

For the very small organizations
registered as business names, they are
not required to be registered separately
from the owner. The individual files
returns as the owner, on income earned
during a year of income.

A business should register for VAT if it
expects to make a threshold of Kenya
shillings 5 Million and above in annual
taxable sales.
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However, depending on the kind of
business one is in, some may choose
to register even if it is below that
threshold. Having registered for vat
you are required to file monthly returns
indicating all the purchases and sales.
Failure of filing the monthly vat return
attracts a monthly penalty of 10,000
Kenya shillings regardless of whether
the company trades or not.
1. Income Tax
PAYE
PAYE or simply what we call pay as you
earn is a method of collecting tax from
individuals in gainful employment.

Upon the implementation of the
Finance Act 2017, various changes
were put in place including those of
PAYE rates which took effect as from
1st January 2018 shown below hence
payroll submissions should reflect the
following new rates:

In this case the gains/profits include;
wages, casual wages, salary ,leave
pay ,sick pay ,payment in lieu of leave,
commissions ,gratuity or subsidence

Tax Rate

10%

The NSSF provides the employees with
a lump sum retirement benefit and
therefore participation is mandatory.
The SME owner is expected to pay a
standard contribution of employee’s
salary which is an amount not less than
or equal to 400 Kenya shillings per
month.

,travelling ,entertainment or other
allowances received in respect of
employment or services rendered.
therefore,you being an employer need
to register for this obligation so as to
deduct PAYE from your employees’
salaries and wages at the prevailing
rates and remit the same to KRA on or
before 9th of the following month.
Late filing of PAYE returns attracts a
penalty of 25% of the tax due or KES
10,000 whichever is higher whereas
late payment attracts a 5% penalty on
the tax due and a 1% late payment per
month on the unpaid tax until the tax
is paid in full.

Half the contribution is deductible
from the employee’s salary.
For the NHIF, the SME owner also needs
to register for the benefit of employees
whereby he/she contributes a fixed
sum from the employee’s salary to
the NHIF

A person registering an SME
needs to register with the NSSF
for the benefit of those who will
be employed in the SME.

Monthly band of taxable income(KES)

Personal relief-KES 1408 per month
Minimum taxable income-KES 13486
per month.

0-12,298

2. Capital gains tax

15%

On the next 11,587

20%

On the next 11,587

One does not require to register for
capital gains and stamp duty as these
are only applicable when buying and
selling land, buildings and shares in
companies not listed on the NSE.
3. NHIF & NSSF Registration

25%

On the next 11,587

30%

Over 47,059
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A person registering an SME needs to
register with the NSSF for the benefit
of those who will be employed in the
SME.As a result;

The NSSF provides the
employees with a lump sum
retirement benefit and therefore
participation is mandatory.
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INCOME TAX

RESIDENT

NON RESIDENT

RESIDENT

30% 30%
RESIDENT

30% 30%

NON RESIDENT

30% 30%

HIGHLIGHT OF EAC
& TAX REGIMES

RESIDENT

The member countries however, have different tax policies which have led to the
rise of a tax competition which has been considered to be unhealthy thus resulting
to the search of ways to curb the unhealthy tax competition as discussed in this
article.
Below is a highlight of the different tax regimes applied in the EAC Countries.

Uganda

16%

18%

Rwanda
Burundi

NB; In Rwanda, small businesses and individuals whose business has a turnover of
less than Rwf20 million (22,896) in a tax period pay profit tax at the rate of 3% of
the turnover.

CAPITAL GAINS TAX

TRANSACTION

TRANSACTION

Proceeds of
property &
non listed
securities.

Transfer of
business
assets.

20%

TRANSACTION

Sale/cession
of commercial
immovable
property.
Secondary
transactions on
listed securities.

TRANSACTION

30%

Tanzania

18%
18%

18%

NON RESIDENT

30% 37.5%

NON RESIDENT

30%

VALUE ADDED TAX

Kenya

RESIDENT

30% 30%

The Eastern Africa community is on a brink of
achieving a fully-fledged common market.

NON
RESIDENT

Proceeds of
property &
non listed
securities.

20%

TRANSACTION

Sale/cession
of commercial
immovable
property
Exempt

15%
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In order to prevent the unhealthy
tax competition & elimination of tax
induced distortions caused by the
above laws, EAC tax policy & tax
administration subcommittee of t of
fiscal affairs, states that harmonization
is the key to overcoming the above
problems. However, EAC partner states
have been uncomfortable with the idea
of harmonization due to the countries’
level of economic development.

(b)Determination of the specific tax
rates in the national excise tax laws
(c)Abolishing discriminatory rates for
imported goods
(d)Harmonizing tax bases for levying
excise taxes
(e)Harmonizing excise rates
Other steps include;

A business should
register for VAT if
it expects to make a
threshold of Kenya
shillings 5 Million
and above in annual
taxable sales.

(a)Harmonizing the initial capital
allowances of more than 50%
(b)Treatment of capital gains from
asset sales as normal profit but
allowing for inflation adjustment
(c)Harmonizing the withholding taxes
on dividends, interest payments,
royalties & service fees
(d)Harmonizing the treatment of losses
(carry forward) including foreign
losses
(e)Development & enactment of a
harmonized tax procedures act
which describes taxpayers’ rights &
obligations
(f)Development of an indicator system
to evaluate the Revenue Authorities
(RAs) performance & efficiency.
(g)Development of a harmonized field
audit manual
(h)Development of a code of conduct
for all RAs
(I)Defining common sanctions for noncompliance
(J)Defining rules for adjustments of tax
assessment, type of adjustments &
time frames

The following are the steps which
have been recommended to ensure
harmonization of the tax regimes.
For vat;
The following are the steps that have
been taken to enhance harmonization
(a)Development of a common EAC
VAT mode
(b)Reduction of zero rated transactions
to exports only
(c)Application of harmonized rules &
practices for the vat refunds
(d)Equalizing the administration &
the tax procedures in all partner
states`		
(e)Reducing exempt transactions
(9) Maintaining border control in a
midterm perspective
For excise taxes;
(a)Developing a harmonized legal
basis for excise taxation such as
defining the particular taxable items
in a uniform way, replacing the
advalorem rates by specific rates
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WHAT ENTREPRENEURS
SHOULD LOOK FORWARD
IN THIS QUARTER?
We are now approaching the last
quarter of the government year
meaning that the government year is
about end. As a business person, there
are certain things that you should be
aware of.

governments should submit their
proposals to respective assemblies.
The month of May is the time when the
budget committee begin the process
of public participation. Entrepreneurs
should take this chance and familiarize
themselves with the government plans
and key investment areas. This is also
a great platform for them to air their
concerns on government policies and
procedures that are curtailing business
growth. With the government planning
to achieve the ‘big four’ agenda,
entrepreneurs who align their business
plans to this will be set to benefit.

The budget process should conclude
at the end of the third quarter with the
presentation to parliament. This means
that by the end of April, the Cabinet
Secretary will have to submit the
budget proposal, or Budget Estimates
to Parliament. The other arms of the
government which are the judiciary and
the Parliamentary Service Commission
are also required to submit by end of
April. At the county level, the county

The Kenya Revenue missed its revenue
implementation of the ruling for 12
target for the first quarter by Sh60.46
months to give the National Assembly
billion. By the end of last year, the
an opportunity to reconsider the
collection target was revised down to
provisions. This annulment is a huge
1.439 trillion from the initial target of
relief for most business especially the
1.499 trillion. As the government year
Small and Medium Enterprises (SMEs).
come to an end, the revenue authority
According to the Parliament Budget
is expected to step up its collection
Office report, banks have not been
in a bid to meets its targets. The
lending much to Small & Medium
International Monetary Fund in 2018
Enterprises (SMEs) due to the credit
did revise down Kenya
risks involved. The small
risk of default from With the recent
and medium enterprises
low to moderate. Thus.
are said to have borne
suspension of the
Government collections
the greatest impact of
interest
cap
law,
it
is
have come as a cost
the interest rate capping
effective and a better expected that banks
law. The government has
way to finance especially will give the private
been borrowing from the
with the recent budget sector more access to
domestic market making
of 2.7 trillion.
it less likely it will be for
credit.
the private sector to
Entrepreneurs
should
access credit. Government
equip themselves with knowledge on
limiting domestic borrowing will free
government tax requirements and
up resources from commercial banks
statutory deductions. This is advisable
for lending to the private sector. The
so as to save on not only the fines
Central Bank of Kenya (CBK) has noted
and penalties imposed but also the
that the interest cap has hampered
diversion of resources and energy.
access to credit by growth sectors
Despite this, you should know that
particularly the MSMEs.
KRA targets to collect Ksh 6.1 trillion
in the three years from 2018-2021.
The first quarter of 2019 has been
Changes in tax collection and methods
characterized by severe drought in
are expected as they aim to meet this
a number of counties in the country.
target. In the last budget of 2018/2019,
According to the National Drought
proposals measures to finance the
Management Authority, the current
budget such as the 35%tax band for
drought has been caused by below
the rich or increasing fringe benefit to
average short rains in late 2018. This
30% were rejected. Thus, businesses
is not expected to improve as the
should expect changes in collection
Kenya Metrological department has
as the government looks for more
forecasted low amount of rainfall for
financing methods.
this long rains season of April to June.
With the recent suspension of the
interest cap law, it is expected that
banks will give the private sector more
access to credit. The interest cap had
been put at 4 percentage points above
the central bank rate which is currently
9 per cent. The court suspended the

8

This drought has affected various
sectors of the economy more so the
agriculture and energy sector which
have a huge impact the inflation rate
in the country. The agricultural industry
has seen reduction in earnings and
supply which has led to food prices to
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In the coming quarter,
depreciation in the exchange
rate of the shilling against
the major currencies can also
cause inflation which has been
as a result of demand for local
currency since Kenya is a net
importer of goods

relatively increase due to demand. With
the industry being rain dependent, there
is likelihood that this happens every
season the country gets inadequate
rains. In the energy sector, the hydro
source which accounts for 36% of
energy sources could see reduction in
output. This could relatively increase
the cost of using alternative sources
such as thermal which will be passed
to consumers.
A look at inflation gives a great picture
of stable inflation rates. Central Bank
(CBK) latest report notes that inflation
in February fell to 4.1 from 4.7 in
January. The average rate for the three
months from January to March is 4.4.
This rate has been as result of stable
food prices, lower electricity and fuel
prices, and muted demand driven
inflationary pressures. Increases or
decreases in oil prices has been leading
to changes in inflation reflecting
movements in energy and transport
costs. Entrepreneurs should watch out
for oil prices this coming quarter as
the latest CBK bulletin notes that there
an unexpected reduction in crude
oil inventories. For instance, Murban
oil price increased to USD 69.70 per
barrel in April compared to USD 67.64
per barrel on March.

Central Bank (CBK) latest report
notes that inflation in February
fell to 4.1 from 4.7 in January. The
average rate for the three months
from January to March is 4.4.
April to June. This is likely to the prices
of food could increase, leading to an
increase in the inflation rate.
This coming quarter will be time for
entrepreneurs to achieve growth as
pointers such as access to credit and
general economic trends points at
it. They should, however, be keen on
government policies including those
that include statutory deductions and
also take part in the budget making
process. Unfavorable conditions such
as drought, inflation or aggressive
tax collections should be among the
things businesses should look out for
and plan well

In the coming quarter, depreciation in
the exchange rate of the shilling against
the major currencies can also cause
inflation which has been as a result of
demand for local currency since Kenya
is a net importer of goods. The shilling,
however, has been improving against
major currencies and has gained by
1.1% in the last quarter, this will lead
to an improvement in the balance of
payments and improve the inflation
position. The Kenya Meteorological
department has forecasted below the
average rainfall for this period between
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WHY YOU NEED A

long working hours, deadline stress,
conflicts with management, and overall
job frustration.

Vacation improves performance. For
this, employers should push their staff
to take their vacation time and use it
the best way possible. According to
Pathway Forward, staff who take all
their vacation are more likely to be
promoted than those who don’t. This
is attributed to improved performance.
Burnout is actually a great motivation
for taking a vacation. A survey by the
American institute of stress found that
80% of workers feel stressed out about
their jobs, with 40% in roles that are
“very” or “extremely” stressful. These
burnouts are usually brought about by

Vacation is good for you personally
and professionally. To take a break from
trying to get everything done, working
late and answering late and calls. As
the saying goes, a vacation away keeps
the doctor at bay. Both employees and
employers are advised to make time
for regular vacations especially if they
feel constantly overwhelmed or do not
finish tasks on their list.
On top of the main reasons for taking
a vacation is one’s health wellness. A
research done by Framingham Heart
Study shows that men who don't take
vacations were 30% more likely to have
heart attack and for women it went
up to 50%. This study done over two
decades ago have been supported by
countless research which have shown
the way the body reacts to lifestyle
stress. We should all strive to live in
optimal health thus make taking the
vacation days as given for maximum
benefits.

vacation days had a 65.4% chance of
receiving a raise or bonus while those
who take 11 or more of your vacation
days are more than 30% more likely to
receive a raise.
An important factor to consider when
taking a vacation is timing. Staff are
advised to plan for their time at the
slow times of their year. For example,
accountants should not plan their
vacation close to business year ends
and subsequent months as these are
their busiest time. This will decrease
the chances of one being pestered
with urgent actions by their colleagues
Don’t forget to unplug during the
vacation. Quit checking of emails,
progress of a project or on that valuable
client. It is also advised that you can
check your email just once per day to
reduce that anxiety over work. Most
importantly, let your colleagues know
where to reach out to you during an
emergency and don’t forget that ‘out
of office’ email reply.

A vacation will help you meet new
people and have plenty of new
experiences. Getting away from work
will definitely help you appreciate
others and their feelings. Human mind
is said to be more aware and open in
new situations.
Actually, a vacation could get you a
bonus despite the popular belief that
popular belief that working more
hours has better rewarding. A survey
by the Havard Business Review notes
that people who took fewer than 10
of their vacation days per year had a
34.6% likelihood of receiving a raise or
bonus in a three-year period of time.
People who took more than 10 of their

Both employees and employers do
benefit when vacations are created and
enforced. Staff should be encouraged
to take them and make outmost
use of them. However, planning and
timing of the vacation is key for its
success. Although managers are
encouraged to actively encourage and
monitor mandatory vacation, issuing
disciplinary for non-compliance might
not be effective
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This document was prepared by:
JM Associates provides professional and quality
services to small and medium enterprises in
the areas of audit, advisory and tax in the East
Africa region. Our facilities are tailor-made to
the needs of the business to enable our clients
make informed financial decisions, making their
businesses more profitable.
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T. +254 733 818 835
Arnold Murigi
T. +254 733 818 835
E. murigi@jmassociates.co.ke
John Mwangi
T. +254 721 818 835
E. mwangi@jmassociates.co.ke

Disclaimer
This publication is for general information purposes only and should not be used as a substitute for
professional advice. You should not act on the information contained in this publication without
specific professional advice.

3rd Floor Westlands Arcade,
P.O. Box 23598-00625
Tel: 020 434 3223 Cell: 0733 818 835
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