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Kenya: Manufacturers
can now claim
electricity rebate
while computing profit
chargeable to tax

Executive summary

Manufacturers have in the past raised concerns that the high cost of electricity
in Kenya makes locally produced products less competitive and deters potential
investors.

Following an amendment to the Income Tax Act (ITA) through the Finance Act,
2018, effective 1 January 2019, Section 15 (2) (ab) of the ITA provides that
when computing the gains or profits chargeable to tax, manufacturers may
deduct 30% of electricity costs incurred by manufacturers in addition to the
normal electricity expense, subject to conditions set by the Ministry of Energy.
The aim of this amendment is to reduce electricity costs for manufacturers in
line with the Government'’s Big Four agenda.

Though the amendment was effective 1 January 2019, manufacturers were
unable to apply for the rebate since the conditions for application were not
outlined. In exercise of the powers conferred by Section 15 (2) (ab) of the ITA,
the Cabinet Secretary for Energy issued Legal Notice No. 132 of 31 July 2019
which stipulates the conditions for determination of the rebate entitlement.
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Detailed discussion

As per Legal Notice No. 132, of 31 July 2019, all manufacturers except those involved in the generation, transmission and
distribution of electricity are entitled to the rebate. The rebate entitlement shall be based on a formula whose objective is to
encourage consumption, investment and revenue growth in the manufacturing sector. In this regard the electricity rebated
will be computed based on a formula which will factor in manufacturer’s Actual Overall Performance (AOP) and also set
targets and weights for the Key Performance Indicators (KPIs). The KPIs, measures, evidence required and KPI weights are
summarized in the table below.

KPIs Measure Evidence Weight (W)
Increase in electricity consumption (D), by 10% Total annual electricity Total electricity bills of 0.3
for manufacturers based on small commercial consumption (grid electricity) | the manufacturer

(SCs) and commercial customers (Cis) categories

Increase in capital investment (C), by 10% Additional capital investment | Books of accounts 0.3
injected by the company

Increase in sales revenue (R), by manufacturers Turnover: It was noted that Value Added Tax 0.4
by 10% corporate tax claims are done | returns

before filing returns. Books of accounts

Manufacturers should provide

for this in their books. Customs entry

The AOP will determine the extent to which manufacturers can claim a deduction from their taxable income in addition to
their electricity costs.

» Manufacturers who attain an AOP of 100% qualify for a maximum rebate of 30% of the electricity costs.

> In the first year, 20% of the electricity costs from the national grid will automatically qualify and the remaining 10% will be
subjected to weighted KPI.

» For subsequent years, the rebate will be determined based on weighted KPI.

Note that the applicant is required to:

» Have a valid Tax Compliance Certificate (TCC)

» Submit a baseline report certified by an external auditor to the Ministry of Energy (MOE)
» Submit quarterly financial reports to the Kenya Revenue Authority (KRA)

In addition, MOE has the discretion to request KRA to conduct audit to verify the validity of rebate claimed.

Impact

Qualifying manufacturers and potential investors should assess the impact of this incentive in terms of tax and cost savings.



For additional information with respect to this Alert, please contact the following:

Ernst & Young (Kenya), Nairobi

Francis Kamau francis.kamau@ke.ey.com
Christopher Kirathe christopher.kirathe@ke.ey.com
Hadijah Nannyomo hadijah.nannyomo@ke.ey.com
John Gikima john.gikima@ke.ey.com

Alex Ngingo alex.ngingo®@ke.ey.com

Irene Gaturu irene.gaturu@ke.ey.com

Ernst & Young Advisory Services (Pty) Ltd., Africa ITS Leader, Johannesburg
Marius Leivestad marius.leivestad@za.ey.com

Ernst & Young LLP (United Kingdom), Pan African Tax Desk, London
Rendani Neluvhalani rendani.mabel.neluvhalani@uk.ey.com
Byron Thomas bthomas4@uk.ey.com

Ernst & Young LLP (United States), Pan African Tax Desk, New York
Brigitte Keirby-Smith brigitte.f.keirby-smith1@ey.com
Dele Olagun-Samuel dele.olaogun®ey.com

Global Tax Alert

3



EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction
and advisory services. The insights and quality
services we deliver help build trust and confidence
in the capital markets and in economies the world
over. We develop outstanding leaders who team to
deliver on our promises to all of our stakeholders.

In so doing, we play a critical role in building a better
working world for our people, for our clients and for
our communities.

EY refers to the global organization, and may refer to
one or more, of the member firms of Ernst & Young
Global Limited, each of which is a separate legal entity.
Ernst & Young Global Limited, a UK company limited
by guarantee, does not provide services to clients.

For more information about our organization, please
visit ey.com.

© 2019 EYGM Limited.
All Rights Reserved.

EYG no. 003842-19Gbl

1508-1600216 NY
ED None

This material has been prepared for general informational
purposes only and is not intended to be relied upon as
accounting, tax, or other professional advice. Please refer
to your advisors for specific advice.

ey.com



