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ACRONYMS
Acronym Full Form
1. SME Small and Medium Enterprise
2. | GDP Gross Domestic Product
3. MSME Micro, Small and Medium Enterprise
4, PAYE Pay As You Earn
5. USAID United States Agency for International Development
6. KRA Kenya Revenue Authority
7. | VAT Value Added Tax
8. RTGS Real Time Gross Settlement
9. PIN Personal Identification Number
10. [ KSh Kenyan Shilling
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SUMMARY

Small and Medium Enterprises (SMEs) form the cornerstone of the Kenyan
economy, conftributing significantly to employment and fostering economic
growth. These enterprises typically employ between 10 to 100 individuals and
maintain annual sales below the 1 million Kenyan shilling mark. Kenya proudly
hosts a thriving ecosystem of micro, small, and medium-sized enterprises
(MSMEs), encompassing approximately 1.5 million formally registered entities, in
addition to an estimated 5 million informal operators. This sector stands as a
robust pillar of the Kenyan economy, collectively accounting for an impressive
30 percent of the nation's GDP.'

The significance of MSMEs franscends mere economic statistics, as they play a
crucial role in providing livelihoods that extend beyond the confines of the
agricultural sector. With over 90 percent of Kenya's labor force deriving their
sustenance from these enterprises, MSMEs emerge as essential drivers in poverty
alleviation and the overall advancement of the nation's economy. Spanning a
diverse array of sectors, ranging from wholesale and retail trade to
manufacturing and food services, these businesses are now an integral part of
Kenyan economic activity, with annual turnovers frequently reaching 50 million
Kenyan shilings. As Kenya charts the course for its economic future, the
elevation and empowerment of MSMEs take center stage, offering the promise
of heightened productivity, enhanced profitability, and regional prosperity.?

tUSAID. “Small Business Development Centers.” USAID. Last Modified April 3, 2023
https://www.usaid.gov/kenya/document/small-business-development-centers#

2 F, Cheruiyot."SMEs in Kenya: Meaning, Characteristics & Economic Benefits.”
IntaSend. Last modifiedFebruary22nd,2023.
hitps://intasend.com/payments/what-is-an-sme-in-kenya-meaning-of-sme/



https://intasend.com/payments/what-is-an-sme-in-kenya-meaning-of-sme/
https://intasend.com/payments/what-is-an-sme-in-kenya-meaning-of-sme/
https://www.usaid.gov/kenya/document/small-business-development-centers
https://www.usaid.gov/kenya/document/small-business-development-centers
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TAX OBLIGATIONS

DIRECT TAX OBLIGATIONS FOR SMEs KENYA

As integral players in the nation's economic landscape, Small and Medium-sized
Enterprises (SMEs) bear the responsibility of contributing to the country's fiscal
structure through a range of direct taxes. In this comprehensive guide, we will
dive deeper into these direct tax obligations, shedding light on what SMEs are
mandated to pay and clarifying the procedures for their tax filings. By gaining a
thorough understanding of these fiscal responsibilities, SMEs are better equipped
to operate within the legal framework, ensuring compliance while continuing to
make substantial contributions to Kenya's economic advancement.
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Turnover tax 3%
e In the context of Small and Medium-sized Enterprises (SMEs), when their annual

turnover falls within the range of 1 million to 25 million, they are mandated to pay a
Turnover Tax at a fixed rate of 3%. This specific tax requirement is designed to ensure
that businesses within this revenue bracket contribute their fair share to the tax
system.

e To facilitate a smooth and efficient tax collection process, SMEs need to be mindful
of the Turnover Tax due date. Itf's important to note that this tax should be settled on
or before the 20th day of the following month.?

3 Kenyo “File & Poy Kenyo revenue ou’rhorl’ry 2023.



https://kra.go.ke/individual/filing-paying/types-of-taxes/turnover-tax-tot#
https://kra.go.ke/individual/filing-paying/types-of-taxes/turnover-tax-tot#
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PAYE

10 to 35%

Small and Medium-sized Enterprises (SMEs) are not only responsible for paying taxes
on their own income but also for ensuring that the income earned by their
employees is subjected to the graduated scale of taxation.

This dual responsibility emphasizes the crucial role that SMEs play in contributing to
the national revenue and the equitable distribution of taxes.

To maintain compliance with this taxation structure, SMEs must diligently calculate
and deduct the appropriate amount of income tax from their employees' earnings
and remit the deducted money to the Kenya Revenue Authority (KRA) in a timely
manner. The due date for remitting these deductions to the KRA is on or before the
9th day of the month following the deduction.*

Corporate tax

30%

Small and Medium-sized Enterprises (SMEs) have a vital role in the economy and are
obligated to pay corporate income tax at a rate of 30%.

To make this process manageable, payments are divided into four equall
installments due in the fourth, sixth, ninth, and twelfth months. The timing is based on
the lesser of 110% of the prior year's tax or an estimate of the current year's liability,
offering flexibility fo SMEs.

This structured approach ensures a balanced tax regime, supporting SME growth
and conftributing to the nation's fiscal health.

*Kenya. “File & Pay.” https:.//www.kra.go.ke/individual/filing-paying/types-of-taxes/paye#



https://www.kra.go.ke/individual/filing-paying/types-of-taxes/paye#
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Withholding tax

3% to 30%.

Small and medium-sized businesses may find themselves in the position of
withholding taxes on specific types of income payments. This withholding is typically
applied to payments such as management fees and professional fees made to
payees. It serves as a crucial mechanism to ensure that taxes are collected at the
source, thus contributing to the overall tax revenue.

Once the tax is withheld, businesses are obligated to remit it fo the Kenya Revenue
Authority (KRA) in a fimely and efficient manner. The regulatory requirement
stipulates that the tax withheld must be remitted within five working days following
the deduction.’

Property rates

Varying rates

Property rate responsibilities could be applicable if a SME runs its operations out of a
physical facility like an office, storefront, or factory.

Both property owners and leaseholders are impacted by these requirements. If a
SME owns the real estate, they are immediately liable for the property taxes.
Contrarily, if the SME leases the property, the lessor (the owner of the real estate)
may include property rate fees in the lease agreement, thus fransferring these
liabilities to the lessee (the SME)

sKPMG, Finance Act, 2023 Analysis Kenya. KPMG, Accessed July, 2023, p. 19
https://assets.kpomg.com/content/dam/kpma/ke/pdf/tax/2023/KPMG%20Finance%20Act%202023%20Analysis.p

df



https://assets.kpmg.com/content/dam/kpmg/ke/pdf/tax/2023/KPMG%20Finance%20Act%202023%20Analysis.pdf
https://assets.kpmg.com/content/dam/kpmg/ke/pdf/tax/2023/KPMG%20Finance%20Act%202023%20Analysis.pdf
https://assets.kpmg.com/content/dam/kpmg/ke/pdf/tax/2023/KPMG%20Finance%20Act%202023%20Analysis.pdf
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Capital Gains tax

15%

Small and Medium-sized Enterprises (SMEs) involved in asset sales may face Capital
Gains Tax, which has been effective since January 1, 2015.

This tax applies to gains from property transfers within Kenya, including profits from
selling shares in foreign entities mainly tied to Kenyan property. Non-resident
individuals or corporations holding over 20% of a Kenyan company's share capital
may also be subject to this tax when they sell their interest.

Compliance with these tax obligations is crucial for SMEs to manage their finances
effectively. ¢

sKenya. “File & Pay.” https.//kra.go.ke/individual/filing-paying/types-of-taxes/capital-gains-tax



https://kra.go.ke/helping-tax-payers/faqs/capital-gain-taxes#
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Turnover tax filing guide

1. Login to https://itax.kra.go.ke
2. Under the returns menu, select file return, then turnover tax and download

the excel return.

3. Complete the return and submit.

4. After filing the return, go to the payment menu, select “payment”, select
the amount payable, and generate a payment slip.

5. Make the payment at a partner bank or through M-PESA. ’

PAYE filing and payment guide
Income Tax Individual Tax Rates

To calculate PAYE (Pay As You Earn), employers must utilize the Individual
Income Tax Rates (Bands) specified in the Finance Act of 2023, which are
applicable from 1st July 2023. These rates vary from 10% to 35%, as outlined in
the table below.

On the first KSh. 24,000 On the first KSh. 288,000 10
On the next KSh. 8,333 On the next KSh.100,000 25
On the next KSh. 467,667 On the next KSh. 5,612,000 30
On the next KSh.300,000 On the next KSh. 3,600,00 325
On all income above KSh. 800,0000 | On allincome above KSh. 9,600,000 35
Personal Tax Relief

2,400 28,800

’Kenya, “File & Pay.”
https: indi

kra.go.ke/individual/fiing-paying/t



https://itax.kra.go.ke/
https://itax.kra.go.ke
https://kra.go.ke/individual/filing-paying/types-of-taxes/turnover-tax-tot#
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Pension tax rates

Any amount in excess of tax free amounts:

On first 400,000 On first 400,000
On next 400,000 15%
On next 400,000 20%
On next 400,000 25%

On any amount in excess of KSh 1,600,000 30%
Filing guide

At the end of each month, an employer needs to compile a list of employees
from whom they've deducted taxes. If there are no taxes to report for PAYE, the
employer must still submit a "nil" return.

Here's how to go about filing:

1. Login to the iTax platform using your KRA PIN and password.
2. Navigate to the "Returns" tab and choose the "File Return" option.

10
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Tax

Simple, Swift, Secure

( 3 KENYA REVENUE
/J; AUTHORITY

Home  Registration Returns Debt and Enforcement Payments Assessment Disputes Refund Certificates Useful Links

e-Communication My File Return

File Amended Return - Last Login : OCT 08, 2023 06:33:06

View Filed Return
My Profile

File Nil Return

ITR For Employment Income ‘_) H %
Only @ b

Voluntary Tax Disclosure
Programme

e-Dormance Change Password View Profile My Ledger

Download PAYE CSV

-I-—-_:-—'._‘f E = "-
— 2 é
e-Retum Consult e-Returns Payment Registration Consult Payments

3. Select the tax obligation as "Income Tax - PAYE."
4. Download the Excel return form, complete it accurately, and click on the
'VALIDATE' button located at the end of the sheet labeled "N_Tax Due."

lembers (Total records of M1_INITA Lewvy Ditls)
FTotal of "Standard INIT A Deduction” from

WE_Payment_Credits M_Housing_Lewvy_Dtls MI_MNITA_Lewvy_Dtls

5. The system will generate a zipped file containing your completed return,
accessible in the "Documents"” section.

6. Return to your iTax profile, go to the "Returns" tab, and choose "File
Retfurn."

11
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7. Upload the zipped return file in the "Upload Form" section, and confirm
your agreement to the Terms and Conditions by checking the
appropriate box.

8. Click on the submission button.

9. Upon successful filing of your PAYE return, you'll receive an
acknowledgment receipt for your records.

Payment guide

1.Login to iTax using your PIN and password via https://itax.kra.go.ke.

Wi ) T (N SanaiR Kivd A | g | Rroor Froteen | Ciec bl | Domne His | i Vieos

( N\ KENYA REVENUE
jJ. AUTHORITY
Do you have a PIN? iTax Online eServices
Enier PiliUser D PIN Cheacker TCC Checher WHT Chackes
To vy PIM, Cica bgle T ety your T compiance  To wartly @ VWilhisaiding
u Certicate Jiick Hese Cortficale Cici Hera
Do you want to apply for a PIN? Status Checker Agent Checkar
To consult slatus of jour applcatons (o Hare To weely Witholfieg Apart Cick hare
New PIN Ragrstrabon
T gAMb POLOR Fise Inwoce Number Checker
Controd Unit Chacker Ta ety Comal LT Nvacd humber 3t
o w PRR To verty Musclenare Seral hurmber Do e Here
Manufacturer Authorization

Need Assistance?
s Manuiaciures Authorgation

T L ‘ | o : 0 ‘ e'.

Fowiied By
KENTA ,-—-/"' Teres Touste e Selaine Lvenme e
i 2030 B0 Box 5060 - 0000 GO Harsts Tel 0010000 000000 Fax MM '|'
b 1 = s = Gal Contpr Gelads T T20-HPT95 1 204350000 Coll 671109999 EmBl Calarteima go e TATA

12
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2. Click on Payments tab, select Payment

( 3 KENYA REVENUE
J) AUTHORITY

Home Registration Returns Debt and Enforcement Payments Assessment Disputes Refund Certificates Useful Links

ilax

Simple, Swift, Secure

e-Communication My Ledger Logout Payment Registration
Make Payment , 2023 06:33:06
Apply Payment Plan

e-Registration ly Profile
Consult Payments

% | Consult CGT Return H %
*

Setoff Advance Payment/Offset
e-Amendment e-Cancellation P} Overpayment View Profile My Ledger

L erenms
3 =

=" s =4 =
i
e-Retumn Consult e-Returns Payment Registration Consult Payments

3. Select Tax head as Income

4. Select Tax Subhead as Income Tax-

5. Select Payment Type as Self-Assessment.
6. Select Tax Period

7. Select the liability and click on add
8. Select Mode of Payment as Other Payment Mode or RTGS
9. Click on the submit button

The system will generate a Payment slip, which you will download and use to
make the payment. A copy of the payment slip is sent to the taxpayer’s
registered email address. Payment can be done by Bank or M-Pesa.

13
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Artists and entertainers - 20%
Management fees 5% 20%
Professional fees 5% 20%
Training fees (inclusive of incidental costs) 5% 20%
Winnings from betting, gaming, prize competition, gambling) 20% 20%
Royalties or natural resource income 5% 20%
Dividends (nil for resident companies with shareholding>12.5%), 10% 15%
(5% resident qualifying dividend and citizens of EAC)

Equipment (movable) Leasing N/A 5%
Interest (Bank) 15% 15%
Interest (Housing Bond HBI) 10% 15%
Interest on at least two year government bearer bonds, (issued 15% 15%
outside KE- 7.5%)

Other bearer bonds interest 25% 25%
Bearer bonds with maturity of ten years or more 10%

Rent - buildings (immovable) 10% 30%

14
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Rent - others (except aircraft) N/A 15%
Pensions/provident schemes (withdrawal) 10 - 30% 5%
Insurance Commissions - brokers 5% 20%
Insurance Commissions - Others 10%

Consultancy and agency(from 1 July 2003), ( Consultancy feesto | 5% 20%
EAC citizen - 15%)

Contractual (from 1 July 2003) 3% 20%
Telecommunication services/Message transmission - 5%
Natural Resource Income (w.e.f. 1st January 2015) 5% 20%
Digital content monetization (w.e.f. 1st July 2023) 5% 20%
Sales promotion, marketing and advertising services 5% 20%
Withholding on rental income tax by tax agents (w.ef. 1st January | 7.5% N/A
2024)

Gains from financial derivatives N/A 15%

15
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The rate of deduction varies depending on the type of incomes payable and
the residency status of the payee as provided in the table below.

Filing guide
1. LogIn:
o Access the KRA iTax portal using your company PIN Number and
secret Password.
2. Navigate to Payments:

o Afterlogging in, go to the "Payments" tab.
o Under the "Payments" tab, choose "Payment registration.”

( Q KENYA REVENUE
N AUTHORITY

Home Registration  Returns  Debtand Enforcement  Payments ~ Assessment Disputes  Refund  Cerfificates  Useful Links

ilax

Simple, Swift, Secure

e-Communication =~ MyLedger Logout Payment Registration
 Make Payment , 2023 06:33:06
Apply Payment Plan

e-Registration ly Profile
Consult Payments

% { Consult CGT Return ﬁ %
b

Setoff Advance Payment/Offset
eAmendment  eCancellaton oD LI View Profile My Ledger

m

z B % #

e-Retum Consult e-Returns Payment Registration Consult Payments

16
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3. Verify Company Information:

o The system will pre-fill an "e-Payment registration form" with your

company's information.
4. Specify Tax Head:

o Fill'in the "Tax Head" by clicking the drop-down menu and selecting
"Income Tax" from the list. This is because the company is reporting
another person's tax (income tax).

o Ensure that "(0105) Income Tax — Withholding" is selected as the "Tax
Sub Head."

YJ).Y AUTHORITY

I ——

{uome »>

|
LY
b
Pa
How do you want to pay?

Mode of Payment® ~Select-

5. Choose Filing Method:
o Decide between two options for returning withholding tax: a. Excel
Upload (recommended for multiple consultants). b. Web Form (for
individual submissions).



5. Click on submit to file returns (Version 12.1.0)
Click here to download Income Tax - Resident Individual Form(Excel)
Click here to download Income Tax - Resident Individual Form(ODS)

6. Excel Upload:
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o If using the Excel upload option:
m Download the provided Excel sheet.
m Fillin the necessary information and save the file.
m Validate the Excel sheet.
m Upload the validated file through iTax using the upload
button.
100 [INUH N _CIOWW_UWITSISP_ DRV I WL DU FUDECT 10 VTR B0,ULA NS —
T —
Employment Income (" Total Taxable Employment Income” trom
121 |F_Employement_Income)
Taxable Income from Estate(s)/ Trust(s)/ Settlement (Total of "Amount of Share
122 |of Income (Ksh)' trom H_Estate_Trust_Income)
123 | Allowable Tax Exemption in case of Person with Disablility
124 [Net Taxable Income (12.1¢ 12.2+Line Number 9 (Consolidated) - 11.12.3)
125 [ Tax on Taxable Income (124 "applicable rates)
| 126 Personal Relief - o = 16,896.00]
Insurance Relief (Total of *Amount of Insurance Relief " from
| 127 _|L Computation of lnsu_Relief but subject to Maxianum 60,000 Ksh)
13 |Tax Credits (13.1+413.2¢013,3413.4413.5+13.6+13.7+13.8)
PAYE Deducted from Salary (Total of "Amount of Tax Deducted (PAYE)" from
13.1 |M_Details_of_PAYE_Deducted) 0 Sheets are ready to be uploaded.Do You want to generate
\Allowable Tax in case of Estate(s)/ Trust(s)/Settlement ((Total of *Amount of upload file?
132 [Share of Income from H_Estate_Trust_Income) * 30%)
Total Installment Tax Paid (Total of "Amount of Installment Tax Paid” from
133 |N_Installment_Tax_Credits) E =
134 |Withholding Tax (Total of "Withholding Tax Amount’ from O_WHT _Credits)
Credits u/s 12A - Advance Tax on Commercial Velacle (Total of "Amount of
135 |Advance Tax Paid" from P_Advance_Tax_Credits) 0.00)
Income Tax Paid in Advance (Total of "Amount of Income Tax Paid’ from
136 |Q.IT Payment Credits)
137 |Credits u/s 41 (Total of *Amount of Tax Relief” from R DTAA Credits)
Withholding Tax (Total of "Withholding Tax Amount Of Monthly Rental o
138 _|lncome’)
U [TaxDue 1) + 12 (Wike) - 13(Self) - 13
7. Web Form:
o If opting for the Web Form option:

m Select the nature of the tfransaction from a drop-down list.
8. Establish Withholdee Information:

18
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o Use the provided table to determine relevant withholding tax rates.
o Enter the Withholdee Pin Number.
o The iTax system will auto-generate the Withholdee's information,
including names, email, and addresses.
9. Enter Gross Amount:
o Specify the "Gross Amount" you intend to pay for the Withholdee.
10. Add Multiple Transactions:
o Click on the "Add" button to include a list of other similar
transactions.
o Continue adding new lines until you've accounted for all the
suppliers or Withholders in your list of withheld income.
11.Select Payment Details:
o Choose the "Mode of Payment" and specify the "Receiving Bank
Name."
12.Submit:
o Click the "Submit" button to complete the process of returning your
withholding tax.?

¢ J. Wangare, How to file withholding tax returns in Kenya (and current rates).
Tuko, Last Updated September 1,2023.
hitps://www.tuko.co.ke/289758-how-file-withholding-tax-returns-kenya-current-ra
tes.html

19
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INDIRECT TAX OBLIGATIONS FOR SMEs IN KENYA

Excise duty Varying Rates e Small and Medium-sized Enterprises (SMEs) involved in the local manufacture,
importation, or local supply of various goods, including bottled water, soft drinks,
cigarettes, alcohol, fuels, and motor vehicles, are subject to the payment of Excise
duty on these commodities. This tax is aimed af regulating specific goods and
generating government revenue.

e SMEs in this category must file Excise returns, outlining their fransactions and tax
liabilities, by the 20th day of the following month. Timely compliance with these

regulations is essential to avoid penalties and ensure adherence to tax rules.’

*Worldwide tax summaries.Kenya Corporate-Other taxes.PWC,Last Reviewed September 25, 2023.
https://taxsummaries.pwc.com/kenya/corporate/other-taxes#

20
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VAT

16% (General rate)

0% (Zero-rate)

Small and Medium-sized businesses, with the expectation of making taxable supplies
exceeding KES 5 million within a 12-month period, are obligated to register for Value
Added Tax (VAT) and charge VAT on their taxable supplies. This registration
requirement ensures that businesses that reach a certain level of economic activity
participate in the VAT system

When determining the registration threshold, it's important to note that the sale of
capital assets is excluded. This exclusion allows businesses to distinguish between their
regular operational activities and the sale of assets, which may not reflect the core

business turnover.'®

vKenya. “File & Pay."” hitps://www .kra.go.ke/individual/filing-paying/types-of-taxes/value-added-tax#

21
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Customs duty

0%, 25% and 100%

Small and Medium-sized Enterprises (SMEs) involved in importing goods to Kenya may
be subject to customs duties, which vary depending on the nature and assessed
value of the products.

SMEs might also need to pay a 3.5% Import Declaration Fee (IDF) based on the
customs value of the imported goods."

The exact customs duty is determined by the goods' value and the duty rate

assigned to their category.'?

1 Kenya. “Taxation for Companies & Partnerships.”
https://www.kra.go.ke/business/companies-partnerships/companies-partnerships-pin-taxes/company-partners

hip-imports-exemptions

2 Privacy. Kenya — Import Tariffs. Privacy Shield Framework.
https://www.privacyshield.gov/ps/article2id=Kenya-import-tariffs #

22
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Environmental levies

Varying rates

SMEs in businesses generating waste or causing pollution may be subject to
environmental levies. These levies aim to reduce the environmental impact of
companies and promote sustainability.

The impact of these levies varies based on SMEs' industry, size, finances, and their
commitment to eco-friendly practices.

The goal is to encourage environmental responsibility and sustainability, with the
extent of impact depending on SMEs' specific circumstances and environmental

commitment.

23
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VAT
Filing guide

1. The taxpayer logs into iTax using their log-in credentials, which include the

PIN and password.

Click on the "Returns" tab.

Under the "Returns" tab, choose "File Return."

Select "VAT" as the Tax Obligation.

Download the VAT Excel form provided.

Complete the mandatory fields in Section A of the VAT Excel form.

Input the total sales made for all B2C (Business-to-Consumer) transactions

for the specific month.

Click on the "Validate" option to zip the file.

9. A pop-up message will display the location where the zipped file has
been saved on your computer.

10.Select the zipped file you just created and saved.

11.Click on the "Submit" button to upload and submit the VAT return.

12.Upon successful submission of the return, an acknowledgment receipt will
be sent to the iTax registered email address.

N o~

®
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Payment guide

1. Access iTax by logging in with your unique PIN and password at
https://itax.kra.go.ke.

Navigate to the Payments tab and choose Payment Registration.

Pick VAT as the Tax category, and specifically VAT for Tax Subcategory.
Choose Self-Assessment as the preferred Payment Type.

Select the applicable Tax Period and the specific liability and click on
add.

6. Opt for the Mode of Payment, either as Other Payment Mode or RTGS.

7. Proceed by clicking the submit button.

S Sl A

The system will then generate a downloadable Payment slip for your use in
making the payment. Additionally, a duplicate of the payment slip will be
sent to the email address you've registered with as a taxpayer.
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