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( 3 KENYA REVENUE
/J; AUTHORITY
1ISO 9001:2000 CERTIFIED

DEAR EMPLOYER

The 2008 Finance Act contains a few amendmentsetdnicome Tax Act (Cap 470) which affect the
operation of PAYE.

1. CAR BENEFIT

Where an employee has a restricted use of a metucle provided to him by his employer, the
Commissioner shall determine a lower rate of bémpending on the usage of the motor vehicle.
The value of motor vehicle benefit, like housingiéfit and unlike all other benefits will no longer
be determined on the basis of cost to employenefdir market value.

2. HOUSING BENEFIT

The housing benefit for a director and a whole tseevice director shall be the higher of 15% of
total income (or employment income, in case of whiohe service director), the fair market rental
value and the actual rent paid by the employer.

3. FREE OR SUBSIDIZED EDUCATION

Free or subsidized education granted to “low incemgployees” dependents by employers who are
educational institutions is a tax exempt benefithe employees’ hands. The employer is also not
taxable on the fees forgone.

4. MEALS TO LOW INCOME EMPLOYEES

Meals served to low income employees in a canteecafeteria operated or established by the
employer are a tax exempt benefit. The meals neayutsourced by the employer provided that the
canteen or cafeteria is established by the employerlow income employee” is an employee
whose emoluments do not attract tax at the rateavé than 20%.

5. EMPLOYEE SHARE OWNERSHIP PLAN [ESOPs]

For clarification purposes, benefits arising fro8@Ps not registered by the Commissioner are
taxable.

The effective date of all these changes 8 dizne, 2009.

F. K. MULEI
COMMISSIONER OF DOMESTIC TAXES
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TAX TABLE FOR MONTHLY INCOME: YEAR 2009
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/ ."PAY AS YOU EARN" APPLIES TO ALL EMPLOYMENTS

The "Pay As You Earn" method of deducting incomeftam salaries and wages applies to all income
from any office or employment. Thus "Pay As YourEaapplies to weekly wages, monthly salaries,
annual salaries, bonuses, commissions, directms' (whether the director is resident or non-reside
pensions paid to pensioners who reside in Kenyaravthe amount from a registered pensions fund
exceeds Kshs. 180,000 per annum, and any othemendé@mm an office or employment. The system
applies to all cash emoluments and all creditegpect of emoluments to employees' accounts with
their employers, no matter to what period theyteela

It includes the value of housing where this is $egddy the employer.

It does not include earnings from "casual employtthemich means any engagement with any one
employer which is made for a period of less thas mionth, the emoluments of which are calculated by
reference to the period of the engagement or shategvals. Regular part-time employees and regula
casual employment where the employees are emphtasdlly but regularly are not considered to be
casual employees.

2. EMPLOYER'S DUTY TO DEDUCT INCOME TAX

It is the employer's statutory duty to deduct inedax from the pay of his employees whether oheot
has been specifically told to do so by the Depantme

The normal P.A.Y.E. year runs from 1st Januaryltst ®ecember. The necessary P.A.Y.E. Stationery
is issued to Employers before commencement oféhe y

3. PURPOSE OF EMPLOYER'S GUIDE TO "PAY AS YOU EARN”

General instructions on the operation of "Pay AsuYearn' accompany the documents sent to
employers before each P.A.Y.E. period and therduatieer specific directions printed on the various
forms issued by thBomestic Taxes Office

The purpose of this Guide is to assist employergeineral operation of P.A.Y.E. system. Where a
problem arises which is not covered in this Gutden Employers should contact the LoBalimestic
TaxedOffice for assistance.

4. REGULATIONS

This booklet is only a guide and in no way modifies general legislation. The administration of the
Law is vested in the Commissioner of Domestic Tdegartment who may authorize other persons to
perform the majority of the duties for which heasponsible.

The relevant legislation is contained in sectioroBthe Income Tax Act and such rules as the neinist
may have made under section 130.

If any employer fails to comply with the provisioaksection 37 and with the provisions of any rules
made under section 130 which deal with the payroeet of tax deducted and the accounting for it
to the Commissioner, the Commissioner may by ardppse a penalty equal to twenty five percent
of the amount of tax involved or ten thousand stgl whichever is greater, and the provisions of
the Act relating to the collection and recovenla# tax shall apply to the collection and recowary
any tax payable and such penalty as if it weradteexby the employer.



5. DEFINITIONS OF TERMS USED

(a) Employer

For "Pay As You Earn" purposes the term "emploigetd be taken, when necessary, to include:

0] Any person having control of payment of remuneation;

(i) Any agent, manager or other representativiéenya of any employer who is outside Kenya;
(i) Any paying officer of Government or other public authority;

(iv)  Any trust or insurance company or other bodperson paying pensions.

It may accordingly include the manager of a braocfarm as well as the main employer. The main
employer must decide which offices, etc., are td'g@y point" (see below) and ensure that those in
charge are adequately instructed in their dutieeuthe scheme.

(b) Employee

This word is defined as inclusive of any holderanfappointment of office, whether public, private o
calling, for which remuneration is payable. "Emm@ey should be read as including, for example,
minister, chief, any public servant, company doedctesident or non-resident), secretary, indivisiua
working for any Religious Organization etc., in #igdah to those more commonly known as employees.
It includes an employee who retires on pension siags in Kenya where pensions received from a
registered pension fund exceed Kshs. 15,000 petm(kishs. 180,000 per annum).

(c) Paying Point

A "paying point" is the place at which remunerai®paid.

If a non-resident employer calculates remuneratibroad and remits the remuneration direct to the
employee then such remuneration should be notifieithe Department through the employer’s local

representative and P.A.Y.E. tax operated on theimenation accordingly. Any cases of doubt should
be referred to the Domestic Taxes Office for advice

(d) Monthly Pay

"Monthly pay" includes income in respect of any éogment or service rendered, accrued in or
derived from Kenya.

This will include:

0) Wages, salary, leave pay, sick pay, paymeriieu of leave, directors' fees and other fees,
overtime, commission, bonus, gratuity or pensioretiwar payable monthly or at longer or
shorter intervals.

(i)  Cash allowances, e.g. house or rent allowatelephone allowance, round sum allowance etc.

(i)  The amount of any private expenditure o #mployee paid by the employer otherwise than as
aloan, e.g. house rent, grocery bills, electrjcitgter, telephone bills, school fees,

(iv)  Non-cash benefits when the aggregate vataears Kshs.3000 per month.
(v)  The value of housing, where provided by thpkyer.

Any amount which is mere reimbursement of expemgesmployment, e.g. subsistence allowance
when on duty away from home, mileage allowanceuf® of employee's car or for traveling expenses
incurred in the course of employment will be exelddSuch amounts must, however, be shown on any
return of wages called for by til®mestic Taxe®ffice.

Round sum expense allowances should be treateyampluded on the Tax Deduction Card and taxed
accordingly. Expenses incurred wholly and exclugiiethe production of employment income out of
such Round Sum Allowances should be claimed on tiop of self-assessment return of income.
The first Kshs. 2,000 paid to an employee when adubffice (per diem) shall be treated as
reimbursement of expenses and it shall not be taxab
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Any amount not paid in cash but credited to an egg#'s account with the employer is to be treaded a
paid and tax deducted accordingly.

(e) “Paid” includes distributed, credited, dealt wih or deemed to have been paid in the interest or
on behalf of a person;

(6) EMPLOYMENT BENEFITS
()  VALUE OF BENEFIT — SECTION 5 (2) (b)

Where an employee enjoys a benefit, advantagecdityfeof whatsoever nature in connection with
employment or services rendered; the value of beclefit should be included in employee’s earnings
and charged to tax. The minimum taxable aggregatee of a benefit, advantage or facilitykishs.
3,000permonth or Kshs. 36,000 per annufis is with effect from 1% January 2006.

(i) Following amendments tBection 5 (5)of the Income Tax Act through the Finance Act 2003
and 2008 the chargeable value of a benefit, adgarda facility other than motor vehicle and
housing benefits granted to employee by virtuernspleyment or services rendered should be
taken as the higher of the cost to employer omfeirket value of the benefit, provided thize
Commissioner may from time to time prescribe ratebenefits where the cost or fair market
value cannot be determined.

(i)  Inthe case of an employee share ownership planalue of the benefit shall be the difference
between the market value per share and the offer per share at the date the option is granted
by the employer. For clarification purposes, b#sairising from ESOPs not registered by the
Commissioner are taxable.

(iv)  Meals served to low income employees in a cante@afeteria operated or established by the
employer are a tax exempt benefit. The meals reayubsourced by the employer provided that
the canteen or cafeteria is established by the @mpl A “low income employee” is an
employee whose emoluments do not attract tax atteeof more than 20%.

(v) The monthly pension granted to a person who ig dixe (65) years or more will now be
exempt from tax.

In line with the provisions of the law, the Comnos®r has prescribed rates on the following:-
Prescribed Rates

Monthly Rates Annual Rates
A SERVICES (Kshs) (Kshs)
0] Electricity — (communal or from a generator). 1500 18000
(i) Water — (communal or from a borehole). 500 6000

(i) Provision of furniture, 1% of cost to emplaye
If hired the cost of hire should be brought torgkea
(iv)  Telephone (Landline and Mobile Phones) %31 bills

B AGRICULTURAL EMPLOYEES: REDUCED RATES OF BENEFITS

0) Water 200 2400
(i) Electricity 900 10800
Note The above rates in (A) and (Bje effective from 12" June 2003.

REFER TO APPENDIX 7 SHOWING DETAILS OF BENEFITS.
NOTE:



School fees:

Education fees of employee's dependants or retatii not be taxed on the employees provided
the same has been taxed on the employers.

(7) LOW INTEREST RATE EMPLOYMENT BENEFIT/FRINGE BE NEFIT

When employer provides loan to an employee andgesainterest which is below the prescribed
rate of interest, then the difference between tiesqribed rate and employer's loan rate is a kenefi
from employment chargeable to tax on the employide benefit is computed as the difference
between the interest charged by employer and pbescrrate of interest. Low interest rate

employment benefit provisions will also apply talieector and will continue to apply even after the
employee or director has left employment as lonth@$oan remains un-paid.

However, following amendment to the law by the 1#@ance Act and introduction 8FRINGE
BENEFIT TAX" which is payable by employers, the determinatioth@® chargeable benefit is now in
two categories i.e. for loans provided on or befdith June, 1998 and loans provided after 11th,June
1998.

(1) Low Interest Rate Benefit

Employees will continue to be taxed on low intenede benefit in respect of loans provided by the
employer on or before 11th June, 1998 as before |G interest benefit chargeable on the employees
is calculated as the difference between intereatgeld to the employee and the prescribed rate of
interest of 15% per cent, or such interest ratedasn the Market Lending Rates prescribed by the
Commissioner; whichever is lower.

Example

- Loan provided by employer - KShs.1,500,000
- Employer's Loan Interest Rate - NIL (interesely
- Prescribed Rate of Interest - 2%

Calculation of Low Interest benefit;
- Low Interest Benefit is (2%-NIL=2%): Kshs 1,5000 x 2%

= Kshs.30,000 per annum
i.e. Kshs.2,500 per month

*The prescribed rate of interest for the year obine commencing on or aftet" January, 1995 is 15
per cent (15%) or such interest rates based omm#m&et lending rates as the Commissioner may
prescribe from time to time.

SEE APPENDIX 7B for the Rates on Low Interest Bendt
For the years 2006 and 2008, the Commissioneigelol the following interest rates:-

(@) January — June 2006 - 8%

(b) July — December 2006 - 7%
1% Half of the year 2007: January — June 2007 - 6%
2" Half of the year: July — December 2007 - 6%
1% half 2008: January — June 2008 - 7%
2"%half 2008: July — December 2008 - 7%

(i) Fringe Benefit Tax Payable by Employer (Section 12BEffective Date 13" June, 1998

Tax known as Fringe Benefit tax was introduced éw iprovisions under Section 12B of the Income
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Tax Act. It is payable by the employers commencinghe 1% June, 1998 in respect of loan provided
to an employee, director or their relatives at ramrest rate lower than the market interest rabe. T
taxable value of Fringe Benefit is determined ds\ics:-

In case of loans provided after™.dune, 1998 or loan provided on or befor& dine, 1998 whose
terms and conditions have changed aftéf dane, 1998, the value of Fringe Benefit shall he t
difference between the interest that would haven lpsg/able on the loan if calculated at the market
interest rate and the actual interest paid.

Example

Employer's loan amount - KShs.2,100,000
- Interest charged to employee - NIL

- Market Interest rate for the month - 2%

Calculation of Fringe Benefit Tax:-
Fringe Benefitis (2% - NIL = 2%) Kshs.2,1000002%
= Kshs.42,000 per annum
i.e. Kshs.3,500 per month.
Fringe Benefit tax payable by employer is Kshs08,% 30% = Kshs.1050/- (for the month).
SEE APPENDIX 7C for the Rates on Fringe Benefit.

For the year 2006, 2007 and 2008 the Commissionbligmed the following prescribed rates of
interest:-

1%' Quarter of the year 2006: January — March 2006 - B

2" Quarter of the year 2006: April — June - 8%
3 Quarter of the year 2006: July — September - 7%
4™ Quarter of the year 2006: October — December - 6%
1%' 2 Quarters — January to June 2007 - 6%
Last 2 quarters — July to December 2007 - 7%
1% Quarter 2008: January — March - 7%
2" Quarter 2008: April — June - 7%
3 Quarter 2008: July — September - 8%
4" Quarter October — December 2008 - 8%
NOTES:

- Fringe benefit is taxable at corporation rate tak of 30% of the determined value
of the benefit.

- Fringe benefit tax shall be charged on the ttghble value of Fringe benefit each month
and the tax is payable on or before th& By of the following month to the Pay-Master
General in the same way as normal P.A.Y.E. renmadareEmployers will therefore pool
together all the Fringe benefits for the employiee=ach month.

- The provision of loans shall include a loan framunregistered pension or provident fund.

- Fringe benefit tax charged prior t6"Wanuary, 1999 is due and payable on or before 10th
January, 1999.

- “Market Interest Rate” means the average 91 dagsmsury Bill rate of interest for the
previous quarter.

11



- The above provisions will continue to apply eater employee leaves employment as long
as the loan remains un-paid.

- Fringe benefit tax is payable even where corpamatax is not due by the employer in
guestion

- The provisions of the Act relating to fines, pkies, interest charged, objections and appeals
shall apply to the fringe benefit tax.

(8) HOUSING - SECTION 5(3)

a) The housing benefit for a director and a wholeetiservice director shall be the higher of
15% of total income (or employment income, in calahole time service director), the fair
market rental value and the actual rent paid byethployer.

b) Agricultural Employee

(Including a whole time service director) who isjuged by terms of employment to reside on a
plantation or farm;-

10% of his gains or profits from employment minusgy aent charged to the employee. This is
subject to employer obtaining prior approval fromniestic Taxes Office.

(see also reduced rates of benefits for agriculamgployees — Appendix 5).
- Agricultural employee shall not include a dirgabther than a whole-time service director.
c) Any other Employee

The taxable value shall be the higher of an amaautal to 15% of the gains or profits from
employment or services rendered, excluding theevaluithose premises, or the rent paid by the
employer if paid under an agreement made at aength with a third party:

Provided that;-

(1) If employer pays rent under an agreement naterat arm’s length with a third  party, the
value of quarters shall be; the fair market rengdilie of the premises in that year or rent paid
by the employer; whichever is higher, or

(i) Where the premises are owned by employer;fédremarket rental value of the premises in
that year is to be taken.

NOTES

- In calculating the housing benefits employer guised to deduct rental charges recovered from the
employee or director. The amount remaining is thergeable value to be included in the total taxable
pay.

- If the premises are occupied for part of the yedy, the value is 15% of employment income retati

to the period of occupation less any rental chapgéd by employee/director. (Chargeable value shall
be reduced by rent paid by an employee).

- Any employer who provides other than normal hogsio an employee should consult his local
Domestic Taxes office for advice regarding the gadtisuch housing.

Example:

A Manager who earns basic salary of Kshs. 30,006mmnth plus other benefits — (e.g. Motor Carr,
House Servants etc.) — Kshs. 15,000/= is housedheneémployer pays to the Landlord rent of Kshs.
20,000 per month (i.e. Kshs. 240,000 per annumguad agreement made at arm’s length with the third
party.

12



Calculation for Value of Quarters

Basic Salary - Kshs. 30,000

Add: Benefits - Kshs. 15,000

Total - Kshs. 45,000

15% Value of quarters there of - Kshs. 45,00% x=1 Kshs. 6,750
100

*Rent paid by the employer Kshs. 20,000/= per masitthe amount to be brought to charge and not 15%
value of quarters.

REFER TO P9A — APPENDIX 1A.
(9) CAR BENEFIT — SECTION 5 (2B)

Where an employee is provided with a motor vehiglemployer, the chargeable benefit for private shssl

be the higher of the rate determined by the Comariss and the prescribed rate of benefit. Wherén suc
vehicle is hired or leased from third party, emgley shall be deemed to have received a benefiairyear

of income, equal to the cost of hiring or leasing.

The*“prescribed rate of benefit” means the following rates for each month on thiintost of the vehicle:-

1996 - 1% per month of initial cost of the vehicle

1997 - 1.5% per month * “ w ow

1998 etseq - 2% per month.  * ¢ ¢
Example:

X employee who is employed as a Financial Contradieorovided with a car — Mitsubishi Pajero (cting
2400) which was bought in July 2001 for Kshs. 2,800.

Car benefit is calculated as follows:-
- 2% x Kshs. 2,500,000 = Kshs. 50,000 per month
- Commissioner’s fixed monthly rate cc. rating 2)40Kshs. 8,600
- The chargeable car benefit is therefore KshQ@Dper month.

N.B: Where an employer has restricted use of the®nvehicle, the Commissioner if satisfied of tfeat,
shall determine a lower rate of the benefit depegdin the usage of the motor vehicle.

(10) TAX FREE REMUNERATION

There are certain instances when an employer wishgsy his employees salaries negotiated newofltasuch
circumstances the employer bears the burden obiiakehalf of such employees. The tax so paid By th
employer for the employee becomes a benefit chblgga tax (P.9B Card as shown in Appendix 4A i®¢o
used for this purpose).

(11) PASSAGES

When an employer himself pays for or reimbursestist of tickets for passages, including leavegmessfor his
employee and family, the value of the passagesnerataxable benefit of the employee if the empioise
recruited outside Kenya and is in Kenya solehttierpurpose of serving his employer and he is ritizen.

Where, however, such employee receives a cashifugn geriodically or in one amount which he isfte save

or spend as he chooses or for any other purpose®iatine expenditure of which he dosst have to account to
the employer, the amount received is a taxable edislivance. Passages paid for by the employer in
circumstances other than thaitalic above are a taxable benefit on the employee.

(12) MEDICAL SERVICES AND MEDICAL INSURANCE

Where an employer provides its employees (includimgctors) with free medical services or free
medical insurance, the value of such medical seraicinsurance is not a taxable benefit on the
employer.
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Please note that:

a. In the case of medical services provided torecthr other than a whole time service director
shall be the limit which will be prescribed by #Meister from time to time. The current limit is
Kshs.1,000,000 per year.

b. The medical insurance must be provided by aigeeowho is approved by the Commissioner of
Insurance.

(13) DEFINED BENEFIT FUND OR DEFINED CONTRIBUTI ON FUND

An employee's contribution to any registered defibenefit fund or defined contribution fund is now
an admissible deduction in arriving at the empltsydaxable pay of the month. The employee's
deductible contribution is the lesser of:

(@) 30% of pensionable pay.

(b) Employee’s actual contribution.
(c) Ksh.20,000 per month

NOTE:

(@) Maximum allowable Pension/Provident Fund cbotion had been increased from Kshs.
17,500 per month to Kshs. 20,000 per month (ighsK 240,000 per annungffective £
January 2006.

(b) The monthly pension granted to a person whsixty five (65) years or more will now be
exempt from tax.

- National Social Security Fund

Contributions made to the National Social Securimd (NSSF) qualify as a deduction with effect
from 1st January, 1997.

Where an employee is a member of a pension schemeoadent fund and at the same time the
National Social Security Fund (NSSF) the maximurdovedble contributions should not exceed
Kshs.20,000 per month in aggregate.

- Contributions to Individual Retirement Fund

The percentage rate has been increased from 28984cf pensionable income of the individual to be
in line with employer registered retirement schenBse allowable deduction shall be the lesser of:-

The actual contribution made by the individual.
30% of pensionable income.
Kshs. 20,000 per month (or Kshs. 240,000 per annum)
The amendment is effective from I January 2006.
(14) EMPLOYERS CONTRIBUTIONS TO REGISTERED OR UNRE GISTERED
PENSION SCHEME OR PROVIDENT FUND

Contributions paid by a non-taxable employer tcegistered pension scheme or excess contributions
paid to a registered pension scheme, provident dumadividual retirement fund; shall be employment
benefit chargeable to tax on the employee.

The amendment is effective from ¥ July 2004.
(15) HOME OWNERSHIP SAVINGS PLAN

A depositor (employee) shall in any year of incornenmencing on or after*January, 1999 be eligible to a
deduction up to a maximum of Kshs. 4,000 /- (Fbousand shillings) per month or Kshs. 48,000/-go&um in
respect of funds deposited in “approved Instittitionder "Registered Home Ownership Savings Planthe
qualifying year and the subsequent nine years adnire. Further, with effect from *1January 2007 interest
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earned on deposits not exceeding Kshs. 3 millioichmieposits are made in qualifyinigstitutions shall be
exempt from taprovided that:-

- Employer has evidence to confirm that the Homen€wship Savings Plan with which employee wants to
save is registered by the Commissioner of Domésties.

- Employer will be the one to deduct and remit theoamh to the Institution on behalf of the
employee.

- Employers will attach to Form P9A (HOSP) a declaratiuly signed by the eligible employee. The
declaraton so signed will serve as verification dan confirmation by the
employer that the employee does not directly olirémtly own interest in a permanent house.
Form P9A (HOSP) as shown in Appendix 3A is to sedufor this purpose.

NOTE:

“Approved Institution" - Means a Bank or financial institution registered under the Banking Act, an
Insurance Company licensed under the Insurance Acbr a Building Society registered under the
Building Societies Act".

(16) OWNER OCCUPIED INTEREST - SECTION 15(3)(b)

In ascertaining the total income of a person fgear of income interest paid on amount borrowenhfspecified
financial institution shall be deductible. The ambrnust have been borrowed to finance either:-

(@ the purchase of premises or
(i) improvement of premises - which he occupies fddesgial purposes.

The amount of interest allowable under the law nmattexceed Kshs.150,000 per year (equivalent ttsKs
12,500 per month).

If any person occupies any premises for resideptigposes for part of a year of income the alloeval@duction
shall be limited to the period of occupation.

On the other hand no person may claim a deduatioespect of more than one residence. Followingndment
to Section 45 of the Income Tax Act through theQ ®hance Act, a married woman can now file her own
separate return of income and declare income fropia@yment, professional or self-employment income.

In view of this, she has the option to claim foddetion of interest paid provided that the prope&tegistered in
her name.

Employer must obtain a signed declaration to tfecethat she is the one claiming the deductioavinid her
husband making a similar claim.

The financial institutions specified under the fawschedule of the Income Tax Act include:-
- A bank or a financial institution licensed untiez Banking Act.

- An insurance company licensed under the Inser@mnpanies Act.

- A building society registered under the Buildingcieties Act.

Employers will be required to ascertain and allow mterest paid on money borrowed to finance owner
occupied residential premises under the PAYE systesubject to the following conditions:-

The employer should allow actual interest paid Higide employee on production of
certificate from the lending institution dmming interest payable on the loan for that
particular  year. The amount of interest to belowsdd as ascertained under his
conditon must not exceed Kshs. 12,500 peontm For the month of December, all
the monthly interest allowed should be addedgether and only the difference
between this amount and the annual allowaldleduction of Kshs. 150,000 should be
allowed in the month of December.

Where the employee redeems such loan in the cotitise year and no interest is subsequently payaiih
allowable deduction shall cease forthwith upon meokgon of the loan.

The employee shall sign a declaration indemnif@mgployer against any false claim in this respect
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Employers are expected to review their pay-rollsrtisig from the month of September and make
necessary adjustment to ensure that by the erebofcprrect amount of interest has been allowed

The employer shall attach to Form P9A Photostaty cop interest certificate and statement of
account from the specified lending institution.

NOTE:
0 Interest which has accrued but has not been paislmiat rank as an allowable deduction for this psep

0 Form P9A has been designed to accommodate the chasg-See appendix 2A. The example given
under Appendix 2A assumes that an employee pagdesitamounting to Kshs. 150,000 or more during
the year.

(17) PERSONAL RELIEFS
€)) Monthly Personal Relief — Kshs. 1,162 (with edtt from 1% January 2005)

A resident individual with taxable income is emtitlto a personal relief of Kshs. 1,162 per month Kshs.
13,944 per annum). This is a uniform relief ancplaryers are advised to automatically grant persosiagf
to all employees irrespective of their marital sat

Individuals serving several employers qualify foergonal relief from only one employer (i.e., main
employment).

(b) Insurance Relief with effect from1* January 2007

A resident individual shall be entitled to insuranelief at the rate of 15% of premiums paid subjec
maximum relief amount dfshs. 5,000 per month (or Kshs. 60,000 per anrifihe proves that;-

- he has paid premium for an insurance made bydnirhis life, or the life of his wife or of his ctil
and that the Insurance secures a capital sum, [gayaKenya and in the lawful currency of Kenya;
or

- his employer paid premium for that insurance lom life and for the benefit of the employee which
has been charged to tax on that employee; or

- both employee and employer have paid premiumghinsurance:
Provided that;-

- no relief shall be granted in respect of parp@mium for an insurance which secures a benefittwh
may be withdrawn at any time at the option of tieured.

- premiums paid for an education policy with a migyuperiod of at least 10 years shall qualify for
relief.

- only premiums paid in respect of an insurancécpdhken on or after*1January,2003 shall qualify
for relief.

Notes

Employees must avail to the employer a certifi¢edm insurer showing particulars of the
policy e.g. name of insured, type of policy, calpgam payable, maturity date, premiums
payable and commencement date of the policy.

Employers should review their pay-rolls towards ¢inel of the year and make necessary adjustments
to ensure that the correct relief had been grankmrelief is available in respect of insurancéqyo
that elapsed in the course of the year.

0] Employer shall attach a copy of the certificatenfsined by insurer, confirming premiums
paid and that the policy was still in force to teployee’s P9A, P9B, P9A (HOSP) Tax
deduction Card for that year.

(i) For the purposes of insurance relief “child” inadud step child and an adopted child who
was under the age of eighteen years on the daf@éheum was paid.
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Example:

An employee X has furnished a Life Assurance Pdleytificate showing annual premiums payable
of Kshs. 48,000. The commencement date of theydiT™ January, 2003.

The insurance relief allowable in the payroll frtime month of January will be calculated

Kshs. 48,000 x 15% = 7,200 per annum i.e. 600 gartimwhich will be entered in the appropriate
column of Tax Deduction Card (P9A).

(18) MONTHLY TAX TO BE DEDUCTED
To arrive at monthly tax to be deducted:-
0] charge tax on chargeable monthly pay per montklyatales
(i) deduct from tax charged monthly personal reliefs.
Example:

“B” whose monthly chargeable pay for January, 2008shs. 40,000 will have his PAYE tax
calculated as follows;-

Tax charged on chargeable pay Kshs. 40,000 .................¢ecu-. Kshs.

* First Kshs. 10,164 at 10% 1,016

* Next Kshs. 9,576 at 15% 1,436

* Next Kshs. 9,576 at 20% 1,915

* Next Kshs. 9,576 at 25% 2,394

* Balance Kshs. 1,108 at 30% 332
TOTAL KSHS. 40,000 7,093
Less Monthly Personal Relief 1,162
PAYE to be deducted 5,931

(19) MONTHLY PAY SLIP

Every employer is required to provide each lialmgyee on payment of remuneration with a written
statement showing:

0) Monthly pay.
(i) PAYE Tax deducted.

This formal natification is known as the "MonthlpySlip" and may be in any form convenient to the
employer provided that the above information iegiv

(20) TAX DEDUCTION CARDS (P.9)

This form is supplied to the employer by the DoneeBaxes Office free. A Form P.9 must be prepared
for every employee liable to taxgePart 1ll, paragraph 1). It provides for the recogdiof gross pay,
housing, benefits, chargeable monthly income, mpngbrsonal relief, and PAYE tax deducted each
month throughout the calendar year and paymentgpdst years on the reverse side. Upon final
completion after the year end, it is returned ®sBomestic Taxes Office, together with P10, P10é an
P11 copy as PAYE end of year return.

Specimen cards can be found on Appendix No.1A, 3d&\4A. Details of the operation of the card are
found on 1C, 2C, 3C and 4C.

(21) PROCEDURE ON LUMP SUM PAYMENTS (Gratuities, Bonuses, etc.)
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A: - Notification

Employers are no longer required to notify the Teepartment before making payments of terminal
benefits to the employees upon leaving their emmpkayt. Every Employer has an obligation under
section 37 of the Income Tax Act to recover appav@rtax from any lump sum amount before
releasing the difference/balance to the employée. fdllowing is a Guide to Employers on how to
compute tax on lump sum payments:-

1. Employment Income Treatment - General

Employment income is assessable on accrual baésit;iq, over the period it has been earned and
become due for payment. The time the Income &ved is, therefore, immaterial.

Income from employment or services rendered isgaadle to tax under section 3(2)(a)(ii) of the
Income Tax Act. This is expounded by section 5(2jictv spells out that gains or profits from

employment includes: wages, salary, payment in tédeave, fees, commission, bonus, gratuity,
subsistence, travelling, entertainment or any o#ilenance received in respect of employment or
services rendered.

Where an amount is received in respect of employroera service rendered in a year of income
different from the year of accrual, such incomddsmed to be income of the year of accrual. However
there is a provision which states that where tlae géaccrual is earlier than 4 years prior toytbar of
receipt, the income is to be treated as that of geancome which expired 5 years prior to the yiear
which the income is received or prior to the ydancome in which employment ceased.

Example (Terminal Dues):

Mr. Peter Bakari left employment in September 28f6r 30 years of service and was paid severance
pay/service gratuity of Kshs. 660,000; three momibigce pay Kshs. 90,000 and Kshs. 25,000 for his
20 leave days not taken for the year 2005. Fopthposes of calculation of tax payable, the servic
gratuity amount is to be spread backwards and teogether with income earned in the relevant years
but notice pay is assessable in the period imatelgliafter date of leaving employment and payein |

of leave should be taxed in the year to which ¢élagé days relate (i.e. 2004, 2005 e.t.c).

The procedure on how tax should be calculatedtlged below:-
Breakdown of Lump sum payment

Year Taxable Amount
Kshs

2006 - Notice Pay 90,000

2005 - Service gratuity 22,00}

- Leave pay 25,00 Total Kshs. 47,000

2004 - Service gratuity 22,000

2003 - “ 22,000

2002 - “ 22,000

2001 - “ 22,000 plus Kshs. 550,000 for
2000 & prior years.

* Calculation of Tax on Lump Sum
(1) Take total taxable pay for the year as per theOeduction Card (P9A).
(i) Add Lump Sum amount for that year

(i) Calculate tax chargeable on the revised total faxabome — (i) + (ii).
Use annual individual rates of tax.
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(iv) Deduct personal relief for the year

(v) Deduct total PAYE deducted and already paid — g9)

(vi) The balance is tax payable on the Lump Sum.

This method of calculating the tax should be fokalfor all the years involved so as to arrive at th
total tax due and payable on the terminal dues.

IMPORTANT

- Pay in lieu of notice (i.e. notice pay) is asseksabthe period immediately after the date of
termination of employment.

- Leave pay should be assessed in year to whiclatese

- If termination of employment occurs in the courdettee year, the portion of lump sum
payment for that period is taxable iattharticular year.

- Calculate the tax for each year using annual m@itéax and then add up tax for all the years
involved to arrive at total tax to be deducted fribve lump sum payment. It should be noted that
any lump sum payment relating to the year of inc@0@0 and prior years is assessable in 2001
being the 5th year prior to the year of receipO@Qas per example in Table (i) above.

2. Compensation for Termination of Employment

Liability extends to any payment, whether voluptaor obligatory made to a person
to compensate him for the terminatioh hos contract of employment or services,
whether the contract is written or \&rland whether or not there is provision in the
contract for such payment

Following the amendment to proviso (i) and (iii) $ection 5 (2) (c) the determination and
method of assessing compensation received on &lionrof contract shall be as follows:-

Methods of Spreading Compensation

0] Where the contract is for a specified termpant received as compensation on termination of
contract shall be deemed to have accrued evenlgssabsed over the unexpired period.

Example:

A contract for five years is terminated on 31/1P2(@fter it has run for 3 years. Compensation of
Kshs.1,100,000 is paid. The amount will be spresshly and assessed in the remaining period of 2
years as follows:-

Year Taxable Amount (Kshs.)
2006 - 550,000
2007 - 550,000

(i) Where the contract is for an unspecified teand provides for terminal payment, the amount
paid as compensation is to be spread forward aselssesd at the rate equal to employee’s
remuneration per annum received from the contractadiately before termination.

Example:

A contract for an unspecified term provides formant of Kshs. 700,000 as compensation in the event
of termination. It is terminated on 31/12/2005 #émelemployee's rate of earning was Kshs. 300,000 pe
annum. The compensation is spread forward and K308,000 is assessed in the year 2006,
shs.300,000 in year 2007 and balance shs.100,008an2008.

(i)  Where the contract is for unspecified termdadoes not provide for compensation, amount
received as compensation shall be deemed to haraeedcevenly over three years period
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immediately following termination of contract. Th#ect of the amendment is that any amount
paid as compensation on termination of contradt bhaaxed in full.

Example:

A contract is for an unspecified term with no psien for payment of compensation. The contract is
terminated on 31/12/2005 and Kshs. 1,500,000 cosapem is paid, the amount is to be spread
forward and assessed evenly in three years asviolo

Year Taxable Amount (Kshs.)
2006 - 500,000
2007 - 500,000
2008 - 500,000
The amendment is effective from 3 July 2004

NOTES:

- The methods outlined above apply to all employeelsiding whole time service directors.

- If an Ex-gratia is paid it would be assessabkaéyear of receipt.

- Use the current rates of tax (i.e. 2006) untisaquent years rates are enacted.

- Personal Relief should not be gramealdvance before commencement of any year of income

B:- Employers are required to submit a list of name of all the employees who have received lump
sum payments within 14 days after making payment idicating:-

@) Names of employees and their PIN numbers.
(i) Gross amount paid to each employee.
(i)  Nature of payment and the period to whicreiates.

(iv)  Amount of tax deducted and paid (attach a "puBum" Photostat copy of the relevant
P11 — see - C below).

(V) Employee’s last date of service.

(vi)  Employee’s gross earnings per annum and PE.¥educted for the period to which the
lump sum payment relates (subject to a limit of ®arg in the case
of gratuity).

(vii)  In respect of compensation for loss of offianployer should state the employee's rate
of earning per month/per annum for the period imatety prior to termination of
employment.

N.B:

Other advances of cash, e.g. salary advances engioyee, will not normally be subject to deduction
of tax when made. In the month when such advaneeseaovered, the tax deductions will be
calculated on the full pay of the month before @éidn of the amount to be recovered.

C: - Payment of Tax deducted from lump sum payments

Tax deducted from the lump sum payment must be toaile Pay-Master General using Paying- In
Credit slip- (P11) as the normal PAYE remittandéswever, the amount of tax involved should be
shown separately from the normal PAYE deductiort tae nature of payment also indicated in the
space provided in the P11.

(22) HOW P.A.Y.E. IS WORKED
The broad outline of the scheme is illustratedhyfollowing two examples:
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() "B" is employed as an Accountant at a sat#riKshs. 20,000 per month. His personal relief is
Kshs.1162 per month.

The employer enters on a Tax Deduction Card chhtgenonthly pay Kshs.20,000.

Kshs.

Tax charged on chargeable pay Kshs. 20,000...................

* First Kshs. 10,164 at 10%0........ccoviiiiii e e, 1,016

* Next Kshs. 9,576 at 15%0......cccviiieiiiiiie e 1,436

* Balance Kshs. 260 at 2090.........covveiiieiiiiiiii e 52
Total Kshs. 20,000 2,504
Less monthly personal relief .............cccoeoiiiiii i 1,162
PAYE to be deducted...........ccovviiiiiiii 1,342

(i) "X" is employed as a general manager at a @aalary of Kshs 40,000 per month. In addition
his employer provides him with the following bemefi

(@) Night watchman

(b) House Servant

(c) Nissan Saloon car 1591 cc
(d) Free electricity

(e) Free water

The employer has also provided housing — (leasatlipes — monthly rent Kshs. 20,000).
The entries on a Tax Deduction Card, Form P.9Alelks follows;

Kshs
Monthly cash pay .. .. .. .. . o e o e e e e e 40,000
Add benefits .. . L e e ~ 15,600
_ 55,600
Housing at 15% x 55,600 = 8,3@tharge actual rent paid Kshs. 20,000) 20,000
Taxable pay of the Month .. .. .. .. .. . . . . . o e 75,600
Kshs.
Tax charged on chargeable pay Kshs. 75,600 ...............c.vecuemmen...
* First Kshs. 10,164 at 1090......cccuiviuiiieiiieiiie e veene 1,016
* Next KShs. 9,576 @t 15%0 ....c.uviieii i e ,4B6
* Next KShs. 9,576 @t 20%0 ......ovviriie e e 915
* Next KShs. 9,576 @t 25%0 ..o e 324
* Balance Kshs. 36,708 at 30%6 ........c.ccoveiiiiieiiiiieie e e e ea e 11,012
* Total  Kshs. 75,600 .....ooiviiiiiie e e e 17,773
Less monthly personal relief ... 1,162
PAYE to be deducted ..........cooviiiiiiiiiici e, 16,611

Show Computation of Benefits on the reverse side®A. as follows:-

21



Kshs

Watchman (Night) .. .. .. .. . o o e e e e 2,000
Car.. .. ..(cost Kshs. 500,000 x 2% per month).. .. .. .. .. .. .. .. .. . 10,000
ElectriCity ... .. .. oo o o e e e e e e e e e 1,500
Water .. .. .. o e e e e e e e 600
House Servant .. ... .. .. o o i e e e e e e e e _ 1,500
Total Benefits per month.. .. .. .. .. ... .. e e e e e 15,600

The tax deducted is paid over by the employer befloe 10th day of the month following the payroll
month using P.A.Y.E. credit slip paying-in-Book AP (see Part iv). "B" and "X" are given Monthly
Pay Slips showing their monthly income and amofitexodeducted.

PART II
WHAT THE EMPLOYER SHOULD DO BEFORE 1 " JANUARY, EACH YEAR
1. DOCUMENTS TO BE SENT TO EMPLOYERS

Before commencement of each year, every known smpleill be expected to collect sufficient quanti
PAYE stationery which are necessary for the opmnaif the PAYE scheme.

2. CHECK DOCUMENTS RECEIVED

The PAYE documents received from the Domestic T@d#ise should be checked properly to ensure that t
quantity supplied is adequate and that none isimyis§ any of the forms are missing or additiosapplies are
required, then Domestic Taxes Office should bdiadtimmediately.

3. WHO IS LIABLE FOR P.A.Y.E.

Any individual whose gross pay plus benefits inglgchousing provided by employer exceeds Kshs.1/2 &5
month is liable to PAYE. However, if employer isae that the employee has income from main employme
elsewhere, then PAYE should be deducted even thibegiarnings are less than Shs.11135/- per month.

PART Il
TAX DEDUCTION CARDS
1. P9A, P9A (HOSP), P9B
There are three types of Tax Deduction Cards:-
0] Form P.9A

a) All employees whose earnings in cash ekbeshs.11,135/= per month, and employees in reoéipt
non-cash benefits, valued at Kshs. 3,000 or moremmath which together with cash pay, the
monthly emoluments exceed Kshs. 11,135/=.

b) All Company Directors, whethetew®ing benefits or not (if not receiving beneétsSNIL" certificate
is required on the reverse side of the card atrtideof the year).

(i)  FORM P9A (HOSP)

This card is used where employee is eligible foleduction in respect of funds deposited in approved
Institution, under "Registered Home Ownership Sgwin Plan”, in additon to the
conditions for P9A (No. (i) above).
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(i) FORM P9B

This card is used in circumstances where the graplmears the burden of tax on behalf of the engglpy
in addition to the conditions for P9A (No. (i) al®)v

(Completed examples of the P9 cards, with notesllastrated at Appendix 1A, 1B, IC, 2A,2B and
3A,3B for POA(HOSP) and Appendix 4,4A to 4D for PPB

2. EMPLOYER WISHING TO USE OWN TAX DEDUCTION CARDS

Where an employer wishes to use his own Tax Degtu@ards, he must apply to the Commissioner of Btime
Taxes, Head Office, P.O. Box 30742, Nairobi, foprapal. A fresh application is not required eveeayonce
approval has been granted.

An employer may use Tax Deduction Cards which aaekated by any Business consultant firm provided th
the Commissioner's approval reference has beetegrion the card. It is not therefore necessarysimh
employers to file separate applications to the C@sioner.

3. LIABLE EMPLOYEE LEAVING

When an employee is leaving employment, his employest complete the employee's Tax Deduction Gaud,
to the date of leaving and including the final paytof remuneration.

The employer should pay particular attention tenitdo.2 of the questionnaire on the Reverse sidbefTax
Deduction Card.

The Tax Deduction Card should be retained by thpl@yar until the end of the year. Any late payment
emoluments, e.g. arrears of pay, bonus, commissate in a month after the employee has left empkiyauld
be taxed without any monthly personal relief.

Where an employee retires on pension and contimuesside in Kenya he should not be treated asnigdkie
employment, if the pension is paid by the formemplayer. However, it should be noted that the fi(shs.
15,000 per month (or Kshs. 180,000 per annum) framgistered pension fund is free of tax and shootde
entered on the Tax Deduction Card.

. This revised amount became effective from®1July 2004.
4. EMPLOYERS CERTIFICATE OF PAY AND TAX (P9A, P9A ( HOSP) & P9B)

At the end of the year employer should give toaghwloyee a certified copy of the Tax Deduction GaRr9A,
P9A (HOSP), P9B which will serve as a "CertificafdPay and Tax deducted". When a liable employaecke
employment the employer should prepare and handtoviae employee a certificate of pay and tax shgw
details of pay and tax deducted up to the datessgation.

NOTE:
- Date of cessation is the last day up to whichettmployee has been paid.
- Employers are reminded that Form P39 is no Ioimgese.

5. NEW EMPLOYEE

For a new employee whose emoluments exceed thergsrgtated in Paragraph 3 of Part Il, the emplsigeuld
grant personal relief effective from the month @frtnencement of employment.

6. TAX TABLES

Monthly Tax TablegRevised 2009ontained in this Edition will be used for all ntles during the year and will
continue being used in subsequent years unlessithagvised by the Minister.

7. NECESSARY ADJUSTMENTS DURING THE YEAR.

The Domestic Taxes Department has continued taveeceimerous refunds claims from employees
against employment income. Many of these claimsilshot arise if the employers grant reliefs as per
this Guide

The guide is clear on the requirements and proesdor granting reliefs and deductions. It is elgual
important to ensure that monthly PAYE tax compotatiareaccurately done Where errors are later
detected necessary adjustments should be mada& withisame year and the Commissioner informed
accordingly.
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While employers have a duty to grant the employlee<orrect tax reliefs and deductions and caleulat
the tax accurately, the employdes have an obligation to avail the necessary decisnin support of
the claims to their employers.

The tax reliefs and deductions that the employeulshincorporate in the PAYE calculatioage as
follows:

Personal relief — Para 17(a) of Part |
Insurance Relief - Para 17(b)
Owner Occupied Property Interest deduction - (R&ja
Defined Benefit/Contribution Benefit deduction afR 13) OF Part |
In case of difficulty, please contact the nearestddnestic Taxes Department office.

PART IV

REMITTANCE OF TAX
1. HOW TO PAY-IN THE TAX DEDUCTED

The Law requires an employer to pay-in the P.A.Ya.deducted from his employees' pay obefore the 9
day of the month following pay-roll montRailure and/or late P.A.Y.E payments will incenglty at the rate of
20 per centof amount paid late as per Section 72D and irttexe®% per month per section 94(1). (see item
number 4 below)

Each employer is supplied with a P.A.Y.E. Credip Haying-in Book (Form No.P11). The method of pgyin
is summarized on the front cover of each Payingeak to remind employers of what has to be done.

If the total amount of tax deducted from all emgley in any month is less than one hundred shilbngghen no
tax has been deducted, the employer must compketelevant portions of the top copy of a Credj 8hd send
it direct to his Domestic Taxes Office before tapth day of the month following. The remaining teapies in
the monthly set should be left in the Paying-in Bq@Vhere the total amount is less than KSh.10§hauld be
carried forward to later months until it exceedshikI®0 or until December, whichever is the earbem then
paid-in).

In the case where the P.A.Y.E. tax deducted excskitimgs one hundred the employer should paytéxe
deducted in respect of his staff once monthlyh®lbranch bank at which he maintains an accouhe tas no
bank account, he may pay in to any bank but sugimeats will only be accepted in cash.

Cheques should be drawn payabléRaymaster-General, Kenya". All three copies of the monthly set should
be completed in every detail and signed by the eyepl Bank tellers will stamp all three copies amahove the
top two, leaving the last copy in the book as askadgement to the employer for his records. Empleye
Personal Identification NumbePIN) must be shown on all the three copiePbis.

NOTE:
a) Show the following information at the bottoight hand side of the P.11:
i) Employer's Name
1)) Current Postal Address
iii) Telephone Number
b) Show at the Top Right Hand Side of the P.11:
1. Payroll month or whatever payment is applicable.
2. P.LLN. (PERSONAL IDENTIFICATION NUMBER).
2. SPECIAL ARRANGEMENTS FOR REMOTE AREAS

If an employer finds that he is unable to makenhathly payments by the due date - i.e. before the
tenth day of the month following the month of dethre- for reasons of remoteness or distance from a

24



bank, he should make full representations settiricath the relevant facts to the appropriate Doroest
Taxes Office.

3 PAYMENT OF TAX DEDUCTED FROM LUMP SUM, P.AY.E. AUD IT TAX,
INTEREST AND PENALTY

Employers are required to make payments of taxvexed from Lump Sum amounts, tax established
through P.A.Y.E. Audits, penalty or interest impb$er P.A.Y.E. offences to the Pay-Master General
using Paying-In-Credit Slip - P11 in the usual vaaynormal monthly P.A.Y.E. remittances.

In such cases, the amount of tax involved shoulshioevn separately from normal P.A.Y.E. deductions
and the nature of payment stated in the spacedadwan the P11.
The penalty/interest notice number should alsousgegl where applicable.

4. EXTENT OF PENALTIES AND INTEREST
a) PAYE Offences - Section 37 (2)

The Commissioner may impose a penalty under Se8fiof2) of the Income Tax Act if an employer
fails;-

i) to deduct tax upon payment of emoluments torapleyee

1)) to account for tax deducted

iii) to supply the Commissioner with a certificgeescribed under PAYE Rules.

The penalty is at the rate of 25% of the amoumdoinvolved or Kshs. 10,000, whichever is greater.
b) Penalty on Unpaid Tax — Section 72D

A penalty of 20% will be levied on PAYE tax remaigiunpaid after due date.

C) Interest on Unpaid Tax — Section 94 (1)

A late payment interest of 2% per month or partabeshall be charged on amount of PAYE tax,
including the penalty remaining unpaid for morentbae month after the due date until the full anhoun
is paid.

5. APPEAL BY EMPLOYERS AGAINST P.A.Y.E. PENALTIES

An employer may appeal to the Income Tax Local Cdtemagainst imposition of P.A.Y.E. penalty
by the Commissioner within 30 days after the daszovice of the notice; PROVIDED THAT:-

i) Employer shall first pay all the tax due plus tleagity imposed prior to lodging the appeal.

i) The determination of the appeal shall be lidite the question of whether or not employer
had complied with the provisions of Section 37 loé thcome Tax Act and the P.A.Y.E.
Rules relating to the deduction of tax from emp&s/eemoluments.

NOTE:
The Income Tax (Local Committee) Rules shall bdiagble in this respect.

PART V
END OF THE MONTH PROCEDURE
1. LIST OF EMPLOYEES

The employer should at each month-end list the samfieemployees from whose pay he has deducted tax
together with the respective amount of tax. Thaltof this list should agree with amount remitted the
employer as recorded on his copy of Form P.11. l[@tishould either be in numerical pay-roll orfadpetical
order and should be retained in case it is reqéiredny purpose including Income Tax Audit.

2. ARITHMETICAL OR OTHER ERRORS ON TAX DEDUCTION C ARD
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Entries made on the Tax Deduction Card cannottbeedl in any manner. Corrections can be made in
the following months in the same year as follows:

(@) Place an asterisk (*) next to the incorrectryeand explain the error in the margin or
overleaf.

(b) Place an asterisk (*) next to correcting entryhia tollowing months and explain how the error
was corrected in the margin or overleaf

If the employer discovers the error after the ehthe year or if for any other reason he cannotembr
the mistake, then the attention of the Domestice$aRffice should be specifically drawn to the error
Spoiled cards should not be destroyed but shouidthehed to the new card.

3. OBJECTION BY EMPLOYEES

If an employee is not satisfied that the amourttwfdeducted by his employer is correct, he shbeld
advised to seek advice from the Domestic Taxes ffrapat. The employer will continue to deduct tax
on the basis of his calculations until the Comroissr rules on the objection.

PART VI
END OF THE YEAR PROCEDURE
1. COMPLETION OF P.A.Y.E. DOCUMENTS
(a) TAX DEDUCTION CARDS - P9A, P9A (HOSP), P9B

At the end of each year employers should fully clatgpthe questionnaire on every Tax Deduction Card
showing:-

i) Dates of commencement and leaving of employment.
i) Names and address of old and/or new employer;afivkn
iii) Details of benefits provided, if any, at the batkhe Tax Deduction Cards.

iv) The amounts and details of any pay from whichax was deducted which relate to an
earlier or later period e.g. gratuities, Bonuses, @nmpensation for loss of office e.t.c.

V) Details of rent paid by employee towards housing
(b) EMPLOYERS CERTIFICATE - FORM P10

Employers should give details of normal monthly R.£&. remittances, separately from other
payments made to the Pay-Master General relatitexton lump sum payments, Audit tax, Interest
and penalty. Dates on which the relevant paymests wade to the bank must also be shown in the
space provided (Appendix 5).

(c) SUPPORTING LIST - FORM P10A

In addition to giving details of tax deducted fach employee per the Tax Deduction Cards — P.9A,
POA (HOSP) or P9B, employers are required to shm@atdtal tax paid in respect of :-

Lump sum payments, P.A.Y.E. Audit, Interest andagr(Appendix 5A).
(d) FORM P.10B — FRINGE BENEFIT TAX RETURN

Since Fringe Benefit Tax is payable by employes,dbtails of the fringe benefits and tax paid there
should not be reflected on the employee’s Tax Déalu€ard — P.9A.

Employers are therefore required to submit a rettuthe Department at the end of the year usinghFor
P.10B to show names of the employees involved, &maaunts, rate of interest charged by employer,
taxable fringe benefit values and amount of tad pdihe fringe benefit tax return — (P.10B) shdugd
submitted by employer together with other P.A.XEBd of Year documents.

26



2. RETURN OF DOCUMENTS TO DOMESTIC TAXES OFFICES ON OR BEFORE
28TH FEBRUARY

The following documents which comprise P.A.Y.E. BsfdYear Return should be submitted to the
relevant Domestic Taxes Office on or befdBfH FEBRUARY

(@) Employer's Certificate - P.10 (2 Copies)
(b) Supporting list to End of Year Certificate (BALin duplicate)
(9 Fringe Benefit Tax Return — (P.10B).

(d) Tax Deduction Cards (P9A, P9A (HOSP), P.9B) dtirthe employees whom tax had been
deducted from their pay during the year.

(e) A list of all the employees who received lummspayments during the year indicating their full
names, gross amount received, relevant years aodramof tax deducted.

) Photostat copies of ALL the pay — in - credips (P11s) for the year.
NOTE:

All Employers are notified that only ONE set of PYAE. END OF YEAR RETURN in respect of all
employees, wherever they may be, should be suloinifitle Department therefore expects all branch
returns to be forwarded to the company's Head ©ffam where one consolidated return will be made.

3. CALCULATION OF BENEFITS ON REVERSE SIDE OF P.9A

The calculation of benefits on the reverse sideaah P9A (Tax Deduction Card-Benefit Cases) must
be completed and signed by the employer at thektin year.

The total of benefits as calculated should agrele thie total at column "B" of P9A. Where it does no
agree a written explanation should be attacheda.P

It should be noted that in the case of a directoo v8 not receiving benefits a "NIL" entry shoule b
made by the employer against each item on the ‘fB&adculation".

An example of the reverse side of P.9A is showAppendix 1B.
4. CERTIFICATE OF PAY AND TAX (P9A, P9A (HOSP) & P9B)

Immediately after 31st December each year the gmaplshould prepare a Tax Deduction Card
(P9A/POA(HOSP)/P9B) for each employee from whodargd.A.Y.E. tax was deducted at any time
during the year. Certified copies of Forms P9 stiche distributed to the employees representing
certificate of pay and tax for the year.

5. AUDIT PROCEDURE

The Domestic Taxes Department may send officemsniployers’ paying points during the year to
check that they are operating the scheme corraattyto give guidance to employers if they are in
difficulties. Any such officer will produce a sigd authority. Employers will be expected to make a
records relating to P.A.Y.E. operation availableifigpection.

The audit process will include inter alia, a chtek:

a) The employer has brought into the payroll all th@pklyee's emoluments, cash allowances and
benefits.

b) The employer has deducted correct amount of P.Af&XE
c) The tax deducted has all been paid over to the.bank

d) The pay shown in employer's salary records hasctyheen transferred to the Tax
Deduction Cards.

e) The Tax Deduction Card has been correctly completed
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PART VII

SPECIAL CASES
1. ARRIVAL, DEPARTURE OR DEATH DURING THE YEAR
€) Where a person becomes resident in Kenya dtinegear he is granted a proportion of the year’s
personal reliefs to which he is entitled commending the first day of the month in which he beceme

resident.

Thus, if an employee arrives in Kenya on 15th Asigand enters employment, he will be entitled to a
whole month's relief against any emoluments pailugust.

(b) A resident individual who dies, leaves Kenya peremily or proceeds on leave pending
permanent departure from Kenya willrinly the year of income in which death occurs or
departs, be deemed to have been reésideKenya only for the number of months up to and
including the month of death, departurexpiration of leave.

2. CHANGE OF PERSONAL CIRCUMSTANCES DURING THE YEAR

The amount of personal relief to which an individsaentitled for any one year will remain the same
throughout the year regardless of the employeeiageh of marital status since the personal relief is
uniform to all individuals with taxable income.

3. MULTIPLE P.A.Y.E. SOURCES OF INCOME

There are employees who have two or more sourcesaie which fall within P.A.Y.E. provisions,
e.g. a person with several directorships or a pevsith several part-time employments not falling
within the definition "casual employmengegPart 1, paragraph 1, etc).

Such employees should be granted monthly perseliell by the employer at their main source of emient
income.

4, IRREGULARLY PAID EMPLOYEES

P.A.Y.E. tax basically is deductible from all paymtsemade in any month. Thus if employees are paid
weekly, fortnightly or at any other interval, thetsy of pay on the Tax Deduction Card for the month
will be the total of payments in the month and Ww#l made on the occasion of the last payment. Tax
due on the whole of the monthly pay will be dedddtem the last payment. Where exceptionally the
last payment of salary, etc., to an employee imibath is less than the whole of the tax for thetino

the employer will recover the balance of tax frdva hext payment of salary, etc. to the employdee T
employer should write a covering note on the bdcthe Tax Deduction Card showing how the tax
deducted at the later date has been computed aadrded for.

Example:

Employee is a commercial traveller paid on a sghug commission basis. He is a resident individusitled to
monthly relief of KSh.1,162/-. No housing is prost

Kshs.
10.1.2005 December 2003 commission (no tax dedjct............ 10,000
15.1.2005 Fortnightly salary (no tax deducted) ...... o .... 8,000
31.1.2005 Fortnightly salary (tax to be deducted).............. ~10,000
Total _ 28,000
Tax Deduction Card Entries:
Enter column (A) for January (monthly pay) Ks28,000
Kshs.
Enter column (J) tax charged ...........coooiiiiiiiiiiii e 4,104



Enter column (K) for January (monthly personakfgl.......... 1,162
Enter column (L) for January (P.AY.E.) ..o, 2,942

Employer will recovelKshs. 2,942from salary payable on 31st January and accounhifotax in his
January payment.

5. PENSIONERS

Where an employee retires on pension from his eyapland continue to reside in Kenya, he should not
be treated as leaving the employment. P.A.Y.E. Ishoontinue to be operated in the normal manner
substituting "pension” for "pay" on the Tax DedaotCard.

However, the first KSh.15,000 per month of pens®ifree of tax and should not be included on the
Tax Deduction Card. The tax free monthly pensiahtheen increased from Kshs. 12,500 per month to
Kshs. 15,000 per month with effect fraf July 2004.

6. APPLICABLE TO CIVIL SERVANTS/MEMBERS OF PARLIAMENT

The Kenya Revenue Authority Act was amended toudelresponsibilities to Assess, Collect and
Account for revenue under the Widows and Childremdion Act Cap 195 and the Parliamentary
Pensions Act Cap 196.

The Government Ministries and National Assemblyehao far been preparing cheques and list of
contributions for both payment and transmissiorinddrmation to the Pensions Department of the
Treasury. With effect from January, 1999 payrollmimothe procedure of payments and returns to
account for the money contributed changed.

As a first step in the direction the Kenya ReveAu¢hority decided to monitor the remittances and
operations of the two pensidands under P.A.Y.E. system of collection of taieEiive from 1st
January, 1999 the remittances and accounting éamth funds adopted the following procedure:-

(@) REMITTANCES OF CONTRIBUTION UNDER CAP.195. AND CAP.196. OF THE
LAWS OF KENYA

The Government Ministries and National Assembly wdintinue to deduct contributions towards the
funds as in the past. However, the Kenya Revenuiofty requires that such contributions be
remitted through revised Form P.11 alongside PRA.¥ax deducted.

Form P.11 has been revised to accommodate the elagiglgseparate column for remittances have been
provided for the purpose.

NOTE:

Quite apart from contributions towards the funde thew P.11 specifically provides for separate
remittances of both penalties and interest impas®ter the Income Tax Act. This column will affdict a
employers.

The cheques for the contributions should be drawavour of the Paymaster General.
(b) RETURNS OF CONTRIBUTIONS
() FORM P10 (EMPLOYER'S CERTIFICATE)

Employer’s Certificate follows the same patterrPof.Y.E. monthly summary remitted. Here
the total monthly remittances of the contributi@muld be listed to cover the return period
normally for 12 months in a calendar year. Thusttkelve months total should be entered at
the bottom of the relevant column on Form P10 ficate.

(i) FORM P10A (SUPPORTING LIST TO EMPLOYER’S CERAICATE)

An additional column introduced to cater for totadnual contribution towards the fund by
individual contributors is incorporated under tteerg P10A supporting list. This means against
each name in the list there should be total P.A.¥aEdeducted and alongside separate amounts
of contributions under the funds.
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The respective total for the year should be shawineaend of the listing.
7. RECONCILIATION OF RETURNS

For the purpose of accurate returns to the Depattnigmployers reconciliation of the End of Year
Documents must be carried out to cover the twoess@ deductions and any shortcoming rectified
well in advance of submission of the documents.

PART VIII
MISCELLANEOUS
1. COMPLETION OF FORMS

All information, written on P.A.Y.E. documents sldibe in a permanent manner, i.e. pencil should not
be used.

2. DEATH OF AN EMPLOYER

If an employer dies, anything which he would hagerbliable to do under these Rules shall be done by
his personal representatives, or, in the case ehgrioyer who paid emoluments on behalf of another
person, by the person succeeding him, or if noopessicceeds him, the person on whose behalf he paid
those emoluments.

3. CHANGE IN EMPLOYER

Where there has been a change in the employer irbom an employee receives emoluments in
respect of the same employment, the employer tiatechange shall, in relation to a matter arisiitgy a
the change, be liable to do anything which the eg®slbefore the change would have been liable to do
under these Rules if the change had not taken,@at¢éhe employer after the change shall notdisdi

for payment of tax which was deductible from emadmts paid to the employee before the change took
place.

4. CESSATION OF BUSINESS

Where a business ceases during the year, the esnpiuyst carry out the end of year procedure and
submit all documents as instructed in Part VI witthirty (30) days from the date of cessation.
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#>6 7" 4# FFFFFFFFFFFFFFFFFFFFF F #> 67",

#>67 , 4 A# FFFFFFFFFFFFFFFFFF F
#>67 , 8" 4# FFFFFFFFFFFFFFFFFF #>6 7,

)4 5 ) 9 46: 9 46 9 ("< | 9 (84"@ 4<6 4A 867 45 $$%
47 a4 " ) 9 (465:64 (sNn s 47" I* (84"@ 69 69 4A
48 47
L)L(
8% 8% 8% 8% 8% 8% 8% 8% 8% 8%
) ( ! 1
/B
#: 8
/ C > 6=
CcD 5:46 @46 9 4 46
9 ($ # ! 8% /B
9---. 9.... 0---. <229 ;2. 0 ;2 0-9, 2120 99;0 0--.

G #%

7 %# % 9---. 9.... 0---. <229 ;2. 0.... ;2 0-9,. 2120 99;0 0--.
% 9---, 9.... 0---. <229 ;2. 0.... ;2. 0-9,. 2120 99;0 0--.
% 9---. 9.... 0---. <229 ;2. 0.... ;2. 0-9,. 2120 99;0 0--.

9---. 9.... 0---. <229 ;2. 0.... ;2. 0-9,. 2120 99;0 0--.

G# 09,2- 9.... 29,2- 1,29 1<; 0.... 1<; 2.,39 <3 99;0 2,1,

G# 09,2- 9.... 29,2- 1,29 1<; 0.... 1<; 2.,39 <3 99;0 2,1,
#B# 09,2- 9.... 29,2- ;1,29 1<; 0.... 1<; 2.,39 <3 99;0 2,1;

' % 09,2- 9.... 29,2- 1,29 1<; 0.... 1<; 2.,39 <3 99;0 2,1,
% 32-1< 9<... 2.... 903-1< 0<923 113 0.... 113 90--1- 22,20 99;0 200-.
I % 3P-1< 9<... 2. 903-1< 0<923 113 0.... 113 90--1- 22,20 99;0 200-.
' % 3p-1< 9<... 2.... 903-1< 0<923 113 0.... 113 90--1- 22,20 99;0 200-.
,0<132 92<... 1. ;<.132 90--12 11;3 | O,... 11;3 ;,9.9< 923<33 921,, 90,;,,
% " %
Total Chargeable Pay (Col. G). Kshs. 641,015............... ... Tax deducted (Col. K) Kshs...... 124,644............ccun..

IMPORTAN: Use P9B where the director/employeesiges Tax — free Remuneration.
(See back of this cardftother information required by the Departménf)9B

40




0 ! + ( ( %) +!

) L)+ +E( E
C% ' % "H#
I % I % Q !

(JF

"C % ! ! % # %
! (JF
+9/ I % #
+0/ "# % #
+2/ I % # o+
+,/
+</ I +20,/
+:/ ! I+ # " %!
+-/ % %
+3/ %  +/F+-/
17 %( # # $+ 9 # +/ %

% (+</ |/
+9./ +# +3/ +1/
+99/ %$ I +9./0+9/+ % $%

# +/ 16/
M 14 47 " F+ J
%! ' % ! $% %
' % ! F % :
% " rt

&
% #

9/F+0/

8 '0,:2-

9 # +/ 8

41

% $ #

8 '9---R

"M C

%



+ 1
6' C% ! % "# % ; # % !

(JF
+9/ I % " 8 '93... 8 <....
+0/ "# % # 8 ' 1<; 8 ' 113
+2/ I % " +9F+0/ 8 '9-.,, 8 '1..0
+,/ 8 '9.... 8 '9<..
=</ #$ +2/0+,/ 8 '0- Ly 8 5,00
+ 4# $ 9<= +</ %! %

1% % #:( % ' 8 2....R
+-/ I +</ O +;/ 8 0-.,, 8 '1,:..0
+3/ ! '+ # % !

9: # +// 8 '2:190 8 '02:01,
+1/ % 8 '9:9,0 8 ' 9:9,0
+9./ %  +3/F+1/ 8 '0:<. 8 '00:920
+99/7 %( #$ 9 # +/

% L % (- 8 '9'0<. 8 ' 9'<0-
+90/ +# 9. 99/ 8 '2:,2- 8 '22:-1<
+92/ %$ I +90/ 0 +9/ % $%

# +/ 16/ 8 '09;,2-RR 8 '32:-1<RR

M 14"#4"G 46:

MM  # 891 >#<" " 3 ' +E*

MMM # 8 95 <” 5#"3 ' +E*

42



1 +! *
+ ) (
4AL<6 5 # AA  4AL<6 4'@ 46 145 145
4@ '# 867* 5 # 4A 4 08: 08
4% <k '5x : @ . @
vk 'k
7% ! 8 "' 90 9= 9'999 9'92.
| 8 !
"068 '9.9:< !
@"% 9.9,
7% | 8 ' 90 # 8° 9<= 9'9-: 90.3
%! 8 '9.9< # 9,2:
#"%8 '91-9 | 8 '1<-
7% ! 8 '0,<0 # 0.= 9'0<. 9011
%! 8 ' 91-9 # .
! 8 ' 919«
#"%8 '0129- B 1<
7% | 8 "2 # 0<= 9'222 9.
%! 8 ' 0120-#
8 ' 021,
#"%8 '23312 e
7% ! 8 'm0 # 2= 901 9'<0-
7%1 8 ' 23312 M 2.=
! % 8
23310

43




4A4<6 5# 4N 4A4<6 5# 4@ 46 4A | 145 145
4@ " 4667* o 4 08: 08
Y S r @ r @
'k 'k
7% ! 8 '90910
@"%8 '9091:1 ! 9.2 9'999 9'92.
8 '9091:3
7% EE 8 ' 90910 # 8 '
90911 # #"% 8 ' | 9-020
: 9<= 99-; 90.3
02:339 I 8 '99,190
7% | %! 8 '01,0, #
2 :200531329 ##"% g o013, 0.= 9'0<. 9011
< | 8 '99,190
7% | % | |8 '<0,, #
2 (2<9-l2 # #% g 0303 0<= 9222 9.,
S | 8 '99,190
7% | %! 8 ' 30920 # M
8 - 2.= !
IEE] 2_= 9.,01 9I<O'
%8 .-

44




-3 KENYA REVENUE
7) ¥ AUTHORITY

ISO 9001:2000 CERTIFIED

P.10 EMPLOYER'S PIN

$$% 3 C(C(
NNNNNNNNNNNNNN

TO Senior ASSIStant CoOMMISSIONET oun it it ettt e e e e sraaranensenaennen

CD %(%" %( >>>>>> "# %" +1 D16/ ($ Wy
+ "9 # S 8 >
! (JF
+2 ] '
* | ) ! ()
+ *
TG rogr rog
G@5s
76@ 5
4
*
5
G@
G@*
@@
6
6
E 6
6
+
$
JF
+9/ 8 47 (* 6>"'/l* % %
+0/ ! % % " " ( ( #%
#% ! 64 " 84 J DN 3
+2/ % " %! %P#%" % 6#% # "+ % |/
CD % % #% %" % %%

| FFFFFFFFFFFFFFFFFFFFFFFFFFFFFSS
FFFFFFFFFFFFFFFFFFFFFFFFFFFFFFFFFFFSS
FFFFFFFFFFFFFFFFFFFFFFFFFFFFFFFFFFS
FFFFFFFFFFFFFF FFFFFFFFFFFFFFFFFFFFFFFSS

45




() t

( + ! (&FFFFFFFFFFFFFFFF$FFF
( ( ( &FFFFFFFFFFFFFFFFFFFFFF
( ( &FFFF FFFFFFFFFFFFF$FFFS$S

$/$

46

% " %! " (S # %
/ ) "9%( ! 6%
# % #" # / ( % /
( % /
) ! ( ()(CS
() ( 1IK2 E2BE CCE2J EEC2K KK2B
'S * IIK2 E2BE CCE2J EEC2K KK2B )
FFFFFFFFFFFFS
FFFFFFFFFFFFFFFFFFFS
n( $




( N KENYA REVENUE
/J; AUTHORITY

ISO 9001:2000 CERTIFIED

$/ (+
$33% Loor (N & FFFFFFF
. $ [(TTTTTTTTTT]
. FFFFFFFFFFFFFFFFFFFFFFFFFFFFFFSS
: : (
$ $
+
0(
M + I
M+ (I @+
R * J 4C 74+ 7

a7




" KENYA REVENUE
/J; AUTHORITY

1ISO 9001:2000 CERTIFIED

/) ( +

) I+ I NNNNNNNNNNNNNN
, FFFFFFFFFFFFFFFFFFFFF$$ ’ ‘ |
) , +) | 1

) ( ) ( ) ! ) !

1 cl (3 ! +

$
$ D $ $
$
T ——

#>67" & 97 )6 7 4 ) 6* 7

2) SUBMIT TWO COPIES OF THIS FORM TOGETHER WATPAYE END OF YEAR RETURN
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DOMESTIC TAXES DEPARTMENT

$$I )1 +( FFFFFF
47 66 8 FFFFFFFFF
Employers Name .............ooeveevennns L PO Bank
Please pay the Central Bank of Kenya, for the ti&dhe “Paymaster-General”’, PAYE accoitd. 05-010-0056
KShS....oiiiiiiii, (In words) Kenya Shillings ........oit i e e e e
NATUR E OF PAYMENT ................................................................................................................
L e
2
NOTES/COINS 1. PAYE TAX 2. PAYE 3. OTHERS
KSHS INTEREST/PENALTY (WCPS. ETC)
KSHS. KSHS
Bank Stamp & Shs. 1000/=
Tellers Initials Shs. 500/=

Shs. 200/=
Shs. 100/=
Shs.50/=

Shs. 20/=

Shs. 10/=

Shs. 5/=
OTHER COINS
CHEQUE NO.

TOTAL CREDITS

eI O i Tot= T o O g = Vo = S Domestic Taxes Office

(A) PAYING-IN CERTIFICATE

Wel/l certify that the above represent:-
The full amount of tax which was required to beutgdd for the month shown above and includes arpuats brought forward from
the previous months for which the cumulative tetak less than 100/=.

(B) NIL CERFICATE

Wel/l certify that for the month shown above the antof PAYE/FRINGE BENEFIT TAX required to be deded was Nil, or less than shs. 100-

= which sum is being carried forward.

EMP LOYER’ S NAME ... e e e e e e e e e e e
POSTAL ADDRESS........ccooiiii i TELEPHONE........coiiii
NAME OF PAYING OFFICER.......oiii ittt i e e et e et et e e nee e e e s
SIGNATURE ..ot DATE ...

NOTE TO ACCEPTING BANK

Original — Domestic Taxes Department

Duplicate —Remitting Bank

Triplicate — To remain in book as employer’s receipt
ANALYSIS OF TOTAL CREDITS AND LIABLE EMPLOYEES
To be completed by Employer

TOTAL PAYE/INT/PEN./FRINGE BENEFIT TAX PAID PAYE AUDIT TAX KShS.......ooiiiiiii i
KShS...ocoovviiiiiiiiiiin,
TOTALWCPS KSNS...ooivieiiieiiene, TOTAL CREDIT KShS...viviii it v e,

Liable employees are employees from whose monthiyil@ments the total tax paid is deducted
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E E E E E E
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LIST OF P.A.Y.E FORMS USED BY EMPLOYERS

P7 EMPLOYERS GUIDE TO PAYE
(INCLUDES MONTHLY TAX TABLES)

POA TAX DEDUCTION CARD (BENEFITS/OWNER
OCCUPIED INTEREST DEDUCTION/NORMAL CASES)

POA (HOSP) TAX DEDUCTION CARDS (HOME OWNERSHIP
SAVINGS PLAN)

POB TAX DEDUCTION CARD (TAX FREE
REMUNERATION)

P10 EMPLOYERS COVERING CERTIFICATE
FOR P.A.Y.E END OF YEAR RETURNS

P10A SUPPORTING LIST TO END OF YEAR
CERTIFICATE (P10)

P10B FRINGE BENEFIT TAX RETURN

P10C EMPLOYER’S CERTIFICATE (WCPS CASES ONLY)

P11 CREDIT SLIP PAY IN BOOK




