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Dear Samuel,

SUBMISSIONS ON THE FINANCE BILL 2025 (NATIONAL ASSEMBLY BILL NO.19 OF 2025)

We refer to your public notice issued on 13th May 2025, inviting the public and stakeholders to submit
memoranda on the Finance Bill, 2025 to the Departmental Committee on Finance and National
Planning in compliance with Article 118(1)(b) of the Constitution of Kenya.

On behalf of the Banking Industry, we submit our proposals and comments on the Finance Bill, 2025
for your kind consideration.

We would appreciate the opportunity to appear before the Departmental Committee on Finance and
National Planning to further discuss and elaborate on our proposals.

Yours faithfully

Raimond Molenje

CHIEF EXECUTIVE OFFICER
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] Secior in Kenya

According to the Central Bank of Kenya Bank Supervision Report, 2023', as at December 31¢, 2023,
the Kenyan banking sector comprised of 38 Commercial Banks, 1 Mortgage Finance Company, 1
Mortgage Refinance Company, 10 Representative Offices of foreign banks, 14 Microfinance Banks
(MFBs), 3 Credit Reference Bureaus (CRBs), 23 Money Remittance Providers (MRPs), 8 non-operating
bank holding companies, 32 Digital Credit Providers (DCPs) and 74 foreign exchange (forex)
bureaus.

The banking sector staff levels increased by 1,826 (5.1 percent) from 36,107 in December 2022, to
37,933 in December 2023.

The report also indicates that as at 31" December 2023, the gross loans and advances by the
Commercial Banks amounted to KES 4.2 trillion, an increase from KES 3.6 trillion as of 31 December
2022.

The largest proportion of the banking industry gross loans and advances as at 31 December 2023
were channeled to the Personal and Household (1.1 trillion), Trade (762.2 billion), Manufacturing
(633.5 billion) and Real Estate (505.8 billion) Sectors. In total, these four economic sectors accounted
for 71.30% of gross loans in December 2023.

The above statistics highlight, at a high level, the significant impact that the banking sector has to
Kenya’s economy. This means that the tax policy of this sector must be designed carefully to ensure
that the sector continues to thrive and effectively play its role in facilitating other sectors through the
advancement of credit.

N1

2.1 Total Tax Contribution of the Banking sector in 2023

As per the 2023 Total Tax Confribution Study? undertaken by the Kenya Bankers Association in
conjunction with PwC

i} The Banking Sector has contributed a total of KES 824.98 bn in taxes to the exchequer from
2018 to 2023.

i) The 43 banks ((37 banks and 6 Microfinance) that participated in the study made a Total
Tax Contribution of KES 190.26 bn representing 8.78% of total taxes collected in Kenya. This
remains a significant contribution given that this contribution is made by 43 taxpayers

! https://www.centralbank.go.ke/uploads/banking_sector annual reports/1035327448 2023%20Annual%20Report.pdf

2 https://www.kba.co.ke/wp-content/uploads/2024/10/KBA-Total-Tax-Contribution-Report-2023.pdf
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against a background of approximately 8.1 million® (as at 30™ June 2024) active taxpayers
in the country.

i) The 43 participating banks bore taxes* /expensed taxes amounting to KES 102.52 bn in
2023.

iv)  Taxes collected® on behalf of the Government by the 43 banks who participated in the study
amounted fo KES 87.74 bn. Banks generate the commercial activity that gives rise to the
taxes and then collects and administers the taxes on behalf of the Kenya Revenue Authority
("KRA”). In the absence of the banks, these taxes would not have been collected. Therefore,
taxes collected are a key indicator of the wider economic contribution by the sector.

v)  28.59% of corporate taxes in Kenya were paid by the banking sector in 2023.

vi)  Value Distributions-For the 43 banks that participated in the study in 2023, for every KES 100
of profit they made, they paid KES 57.17 to the government as taxes, KES 27.80 in employee
emoluments and KES 15.03 to shareholders in form of dividends.

viil  The banking sector’s contribution to taxes through PAYE collected amounted to KES 28.93
bn representing 7.79% of total PAYE collected in Kenya.

The above highlights the critical role of the banking sector in contributing to the exchequer—not
only through direct payment of taxes, but also as a key tax collection agent on behalf of the
government. Given its dual role in revenue mobilization and its fundamental function in facilitating
credit access across the economy, it is essential that tax policy affecting this sector be carefully
designed. A balanced and supportive tax framework will ensure that the banking sector remains
robust, continues fo meet its fiscal obligations, and sustains its pivotal role in driving economic
growth through efficient credit provision.

n « D s EN

2 Comments on the Finance Bill 2025

N
N

The Banking Sector takes note of the welcome proposals in the Finance Bill 2025 that are aimed at
bringing clarity to tax laws, easing tax administration, and supporting sustainable economic

% https://www .kra.go.ke/news-center/press-release/2122-kra-records-11-1-growth-in-revenue-collection

4 are the bank's own contribution in taxes that impact their results, e.g., corporation tax, irrecoverable VAT, VAT on imported
services, withholding taxes borne.

® Taxes collected are those which are generated by a company’s operations and are collected from others on behalf of the
government, e.g., income tax deducted under PAYE, employee portion of Social Security such as NSSF, withholding taxes collected
on payments to suppliers, withholding VAT and net VAT.

% “Value distributed” consists of the sum of taxes paid, employee emoluments and incentives and dividends paid to shareholders
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growth. These reforms reflect a progressive approach to policy-making and align with the sector’s
broader goal of fostering a predictable and conducive business environment.

Key proposals that the Sector welcomes and supports include:

v

v

v

v

v

Infroduction of Advance Pricing Agreements (Section 12 of the Bill to amend ITA by
introducing Section 18G of ITA)

Increase of the tax-exempt limit for per diems from Kes 2,000 to 10,000(Section 3 of the Bill
that amends Sections5 (2) (a) {iii) of ITA)

Mortgage interest deduction fo be extended to cover interest on loans for construction of
residential premises (Section 8 of the Bill that seeks to amend Section 15(3)(c) of the ITA)
Repeal of 20% Penalty on underpayment of instalment taxes (Section 22 of the Bill that
repeals Section 72C of ITA)

Individual income tax rates not applicable to fringe benefits and qualifying interest.

Having regard to the above, we propose that the following changes to the Finance Bill,2025 be
adopted to provide a conducive environment that spurs growth of the sector and the economy.
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