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The Project Context

This study is made possible through support from the ‘Advancing Transport Climate

Strategies’ (TraCS) project funded by the German Federal Ministry for the Environment,

Nature Conservation, and Nuclear Safety's, International Climate Initiative. The project aims

to support developing countries in systematically assessing GHG emissions from transport,

in analysing emission reduction potentials and in optimising the sector’s contribution to the

mitigation target in countries’ NDC. TraCS feeds into other international cooperation

projects run by the Government of Germany.

Facilitating climate actions in mobility

GIZ works on changing transport towards a sustainable pathway and facilitating climate actions in
mobility. We support decision-makers in emerging and developing countries through training and
consulting services, as well as by connecting stakeholders. Our ultimate goal is to keep global
temperature change to well below 2 degrees Celsius.

www.changing-transport.org
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1. Introduction

Kenya aims to reduce its overall greenhouse gas (GHG) emissions by 30% by the year 2030 compared
to the business as usual (BAU) scenario. In 2016, the country enacted the Climate Change Act which
mandated every state agency to set up a Climate Change Coordination Unit. The role of the unit is to
coordinate mainstreaming of all climate change duties in the sector/agency. Since 2017 the Advancing
Transport Climate Strategies (TraCS) project has been supporting the institutionalization of the

Climate Change Coordination Unit at the State Department of Transport (SDoT).

According to the Transport Sector Climate Change Annual Report 2018/2019, the Kenyan transport
sector accounts for about 20% of Kenya’s total GHG emissions, which amounts to 11.25 MtCOze as
at 2015. The emissions are increasing at a faster rate than in any other sector. The sector's emissions
target is to reduce 3.46 MtCOze by 2030 against BAU by adopting a sustainable and low carbon
mobility pathway. From an analysis done by TraCS, an increased uptake of electric mobility has the
second highest mitigation potential, contributing to a reduction of about 0.6 MtCOZ2e against the BAU
scenario. This is largely due to a relatively low grid emission factor in the country’s electricity grid,

occasioned by high shares of renewable energy.

Electric mobility is therefore a key area of action to contribute to Kenya’s NDC and as a result has
been highlighted as a key action in the National Climate Change Action Plan (NCCAP) 2018-2022. To
progress this, TraCS has convened various stakeholder consultations involving public and private
sector experts with the objective of identifying barriers that hinder further uptake of electric mobility
in Kenya. This report is a result of these efforts and aims to identify batriers, particularly those

attributed to taxation and importation of electric vehicles.

The report is one out of three reports on electric mobility by Strathmore University and Knights
Energy. The study is funded by the Advancing Transport Climate Strategies in Rapidly Motorising
Countries project (TraCS), a project implemented by the Deutsche Gesellschaft fir Internationale
Zusammenarbeit (GIZ) GmbH and funded through the International Climate Initiative (IKI) of the

German Federal Ministry for Environment, Nature Conservation and Nuclear Safety (BMU).

Kenya not being a manufacturer of vehicles, importation and taxation plays a key role in the availability
and affordability of vehicles. Taxation is a determinant of the final price of electric vehicles and in
order to improve the uptake of a new technology, taxation often plays a role in increasing awareness
and uptake in the new stages. The study will identify the impact of taxes on eatly adoption of electric
mobility in Kenya and propose mitigation measures that can enable accelerated adoption of this

technology.



2. Importation and Taxation of Electric Vehicles in
Kenya

2.1. Importation

The process of importation of vehicles in Kenya begins with the Pre-export Verification of Conformity
(PVoC) program which is guided by the Kenya Bureau of Standards (KKEBS). Usually, all vehicles
imported in the country must satisfy the criteria and guidelines set out by the government in the Kenya
Standard Code of Practice for Inspection of Road Vehicles! (IKS1515:2000). The key requirements that

must be complied with even before inspection are:

B The vehicle must be Right Hand Drive (unless with special authorization from the Ministry

of Transport e.g. returning residents operating from left hand drive countries).
B The vehicle must be less than 8 years old from the year of first registration.

B The difference between manufacture and registration must be less than one year in the country

of origin.

In addition to the key requirements at inspection, the vehicle is checked for the Certificate of
Roadworthiness? (COR) which is presented by the owner of the vehicle to KEBS appointed inspection
agents. This certificate is required for a Pre-export verification of conformity to standards at origin so
as to obtain the Certificate of Conformity? (COC) for cars coming from Japan / Dubai / Singapore /

South Africa / UK even though there ate partial imports from other regions.

Vehicle documentation after the inspection process include: Vehicle purchase invoice, radiation
contamination inspection, vehicle maintenance and ownership history, certificate of road worthiness,
certificate of conformity, vehicle inventory documentation, the Original Bill of Landing* (OBL) or an
Air Waybills (AWB) must show the details of the motor vehicle e.g. chassis and engine numbers, make,

model, color etc. These documents are critical for the clearing process at port of entry.

1 KS1515:2000 -

https:/ /infotradekenya.go.ke/media/Kenya%20Standard%20Code%200f%20practice%20for%20inspection%200f%20roa
d%20vehicles.pdf

2 A Certificate of roadworthiness ensures vehicles are checked for any mechanical and structural defects and any quality of
repair.

3 A Certificate of conformity after a PVOC which is a conformity assessment procedure applied at the country of
supply/origin to ensure compliance of imported products with applicable Kenya Standards, approved specifications or
applicable regulations.

4 An original bill of lading (OBL) is a contract of carriage that serves as a title of the cargo and confirms the carriet’s receipt
of the cargo.

5 An air waybill (AWB) is a document that accompanies goods shipped by an international air courier to provide detailed
information about the shipment



2.2. Clearing process

On arrival of the vehicle in the country it can be cleared by the importer or a hired clearing agent. The
process of clearing begins by presentation of all the vehicle documentation at port of entry to port
officials. This documentation contains release documentation from shipping line, pre-export
inspection documentation, certificate of conformity and vehicle purchase invoice. The vehicle goes
through an inspection process by KEBS to check if the vehicle complies with Kenyan standards.

Vehicles that arrive without COCs are prohibited® from entering the country.

Where the vehicle shipment meets the requisite standards, the vehicle documentation is submitted to
the Kenya Revenue Authority (IKRA) for detailed capture and tax determination. KRA is a government
agency whose main functions are the assessment, collection and accounting of all revenues that are
due to the Kenyan government, in accordance with the laws of Kenya. The flow chart below illustrates

the importation process for vehicles in Kenya.

Importing & Clearing Process for a Vehicle
Importer Port KEBS KRA NTSA Importer

Detail capture and

Start > cuslomsentry . Registration of vehicle on
, creation NTSA's TIMS
Verification of Pre
> export inspection
—> Notification of arrival fociane
d Mo _Vehicle on CRSP
PVOC done at origin of ENGh ok
vehicle and Certificate template
of Conformity Payment of
documentation issued Yes »  warehouse
Passes all Yes charges
Presentation of release checks?
documentation of
vehicle from from
shipping line AJ
Y No —» Duty determination
Registraion approval
Shipment of vehicle —1 l
Presentation of vehicle
inspection documents
done before export Vehicle not Payment of duty —— Release of
allowed in vehicle
country
v
Valuation by a
KRA Officer
Radiation
inspection

Figure 1: Process flow of importing, clearing and registration of a vehicle

¢ https:/ /www.kebs.org/images/PVOC_MANUAL_Issued_on_21st_August_2020.pdf
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2.3. Taxation

Tax determination for vehicles is guided by the Current Retail Selling Price (CRSP) and the Motor
Valuation Template which governs both electric vehicles (EV) and internal combustion engine (ICE)
vehicles. These guidelines are published” and periodically reviewed to update the database when new
models of vehicles are manufactured or available for import. Currently, this template guides tax
calculations using the following vehicle characteristics:

m  Model

m Engine capacity

m  Body type

m  Drive configuration

m  Seating

m  Fuel type

B Gross vehicle weight (GVW)

m  Current retail selling price (CRSP)

B Year of manufacture (YOM)

The year of manufacture is used to calculate the depreciation rate, while the current retail selling price
(CRSP) is provided by the vehicle manufacturer. KRA obtains the CRSP value from licensed local
dealers, for example Toyota Kenya for Toyota, Simbacolt for Mitsubishi, Nissan Kenya for Nissan etc.

If a vehicle doesn’t have a local dealership, KRA reaches out to the manufacturer for the pricing.

The year manufacture (YOM) and CRSP are the two vehicle features that determine its customs value

which is used to compute the total tax to be paid.

Tax Computation

The total tax to be paid is a summation of:

B Import duty: 25% of customs value

B Value added tax (VAT): 14% of [Customs value + Import duty + Excise duty]
m  Railway development levy (RDL): 2% of Customs value

B Import declaration fees IDF): 3.5% of Customs value

m  Excise duty*: Calculated as a percentage of [Customs value + Import duty].

Excise duty varies depending on engine capacity and has recently been reduced to 10% for Electric
Powered Vehicles as shown below in table 1.

"https:/ /www.kra.go.ke/images/publications/ NEW%20CRSP%202020%20EFFECTIVE %207 TH%20JULY %202020.xls
8 https:/ /www.kra.go.ke/images/publications/New-Motot-Vehicle-Valuation-Template--Effective-7th-July--2020.xls
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Table 1: Excise duty rate from the Financial Act in November 2019

Engine Capacity Excise duty

<1500 20%
1500 - 3000 25%
>3000 35%
Electric powered 10%

2.4. Comparative Analysis of ICE vs EV Taxation

In this section, a comparative demonstration is done of the tax calculation when importing a Nissan
Leaf (Electric) vs a Toyota Premio (ICE) in Kenya. The two vehicles were chosen for the comparative
analysis as they are similar in cost, insurance and freight (CIF) pricing from well-known Japanese
export dealers. This comparison is purely for demonstration purposes to show the effect of the excise

duty on the total duty to be paid even when the vehicles are similarly priced at source.

Nissan Leaf (2013) Toyota Premio (2013)

CIF $9,245 CIF $9,386

Figure 2: 2013 Models of Nissan Leaf and Toyota Premio
Source: BE FORWARD, 2020

Table 2 gives an overview of the different dimensions of the two cars.



Table 2: Size dimensions of the two cars

Dimensions Nissan Leaf (2013) Toyota Premio (2013)
Length (mm) 4,440 4,595

Width (mm) 1,770 1,695

Height (mm) 1,549 1,475
Wheelbase (mm) 2,700 2,700

Gross vehicle weight (GVW) 1,902 1,475 — 1,605

The specifications and the current retail selling price (CRSP) of these vehicles extracted from the motor

vehicle valuation template by the KRA, the vehicle details from the template are as depicted in table 3.

Table 3: Current CRSP from KRA effective 7th July 2020

Model Engine Body Fuel Drive CRSP

Capacity Type Configuration (KES)
Leaf - S/Wagon  Electric - 4,810,550
Premio T240 1490 Saloon Petrol 2wd 2,704,600
1.51

The tables below are also extracted from the KRA motor vehicle valuation template and they represent

the tabulation of taxes. The tabulation for the Nissan Leaf and the Toyota Premio is as follows:

Table 4: Tabulation of total tax to be paid for a 2013 Nissan Leaf & 2013 Toyota Premio

Nissan Leaf Toyota Premio

Current Retail Selling 4,810,550 2,704,600
Price

Depreciation 70% 70%
Extra Depreciation 0% 0%
Customs Value 810,198 379,593
Import Duty 25% 202,549 94,898
Excise Value 1,012,747 474,491




Excise Duty? 101,257 94,898

VAT Value 1,114,022 569,389
VAT 14% 155,963 79,715
RDL 2% 16,204 7,592
IDF Fees 3.5% 28,357 13,286
Grand Total 504,348 290,389

As extracted from table 4, the total duty paid on a used Nissan Leaf is almost double the total duty

paid on a Toyota Premio and demonstrated below.

Table 5: Grand total of bringing an EV from Japan and out of the port

VEHICLE CIF (KES) DUTY (KES) GRAND TOTAL
(KES)

Toyota Premio 1,008,525.70 290,389.00 1,298,914.70

Nissan Leaf 993,590.15 504,348.00 1,497,938.15

Given that the pricing before taxation expressed in CIF of these two vehicles is almost equal, the
general assumption would be that the cost of having either delivered to your doorstep would be
somewhat similar or even cheaper for the EV because besides the lower cost of the Nissan Leaf, the
excise duty on electric vehicles is 10% less than that of the Premio. However, as shown, when one
purchases the Nissan Leaf, the final cost of the vehicle is considerably higher due to its higher CRSP
(almost double the CRSP of the Toyota Premio, cf. table 3) which leads to a higher custom value.

910% for the electric powered Nissan Leaf and 20% for the Toyota Premio.
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2.5. Case Studies of EV Taxation in Asia and Europe

Table 6: Case studies of EV taxation regime and incenties from around the world

Taxes/ Germany France Norway UK China Japan
incentives
Registration | Waived the registration | Vehicles that emit less | The vehicle weight of | Zero emission vehicles are Tax incentive on the
tax tax for electric vehicles | than 120gCO,/km are | PHEV is reduced by exempt from paying the first | manufacture of EVs
with the annual tax exempted from paying | 26% for the calculation | tax payment when
being determined by registration tax. of the import tax. registering a vehicle. Taxes
COz emissions (€2 for HEVs get a weight begin at GBP 10 for CO2
every gram above 95 advantage of 10% and | emissions of between 1 to
gCO,/km). until 2016, the engine 50g/km, and go to as high as
power was also part of | GBP 2,175 for vehicles
the calculation scheme. | emitting over 255¢/km!0
Annual Electric company car Annual tax exemption | EVs are exempt from EVs (zero emission vehicles) | There is an annual vehicle | Full battery-electric and

vehicle tax

tax deduction: Set at a

monthly rate of .5% of
the vehicle price which
is half the standard tax

rate paid for an internal

of EUR 160 applied
on low emission

vehicles.

Annual road traffic

insurance tax.

BEVs and PHEVs pay

the minimum amount

are generally exempt from

paying annual vehicle taxes.

tax exemption for BEVs

and PHEVs.

plug-in hybrid vehicles
are exempted from
tonnage tax and 50%
reduction from

automobile/road tax.

10 Vehicle tax rates - GOV.UK (www.gov.uk)



https://www.gov.uk/vehicle-tax-rate-tables

combustion engine

vehicle.

Annual road/vehicle
tax benefit: All newly
registered EVs from
2016-2020 receive a
ten-year exemption
from motor vehicle
tax. EVs are granted
50% reduction of base
amount based on EV
weights after the

exemption.

Annual company car
tax emission for

BEVs.

(USD53) in ownership

tax.

BEVs qualify for a 40%
reduction in company

car taxes.

BEVs are exempt from

company car tax.

Purchase
subsidies

The subsidy is only
applicable for vehicles
with a purchase price

of up to EUR 60,000.

Full Electric BEVs
receive EUR 4,000

New BEVs and
PHEVs qualify for a
purchase bonus of up
to EUR 5,500 and
EUR 1000

respectively.

Scrappage and

replacement scheme:

BEVs are exempt from
the 25% VAT of the

purchase amount.

New BEVs qualify for a
GBP 3,000 in purchase

subsidies.

Electric cars are exempted
from the purchase tax
which is usually 10% of

purchase price.

The government
provides a 2.7%
reduction in acquisition

tax for EVs.




PHEV with at least
40km of all electric
range and vehicles with
a maximum emission
rate of 50g of CO2
receive EUR 3,000.

- Government grants
funding if
manufacturer also

provides half the grant.

Owners of old ICE
vehicles are granted an
additional bonus of
USD 1120 for an EV

replacement.

Electric quadricycles
with a power rating
between 2-3KW ate
eligible for a 20-27%
bonus or up to USD
1,010 depending on

the rated power.

Non-taxable
households qualify for
a 20% subsidy of the
purchase cost of an

electric bicycle.

Electric buses, taxies
and other EVs used in
SMEs and driving
schools qualify for a




subsidy of USD 9,000,
USD 3,370 and USD
6,740 respectively.

Fringe
benefits

EVs qualify for an E-
badge sticker that
grants them access to
special traffic lanes,
loading lanes, bus
lanes, free parking and

reserved parking.

Free unrestricted
access to low emission

zones.

Discounted or free
parking on public

streets

Reduced toll fees.

In some municipalities,
BEVs have access to
bus lanes, enjoy up to
50% discount on
parking, toll roads and

ferries.

Free parking for EVs in

major cities.

BEVs are exempted from
congestion charges on the

city of London.

By 2020 a city like Beijing
allowed only the use of
electric buses in its urban

centers

Include parking fee
incentives. The availability
and extent of incentives
vary across cities. Electric
vehicles are entitled to a

reduction of parking fee




3. Recommendations

There is need for cohesion between government institutions involved in effecting different
aspects of electric mobility. This includes establishing an electric mobility inter-agency team
consisting of relevant public sector institutions (e.g. KEBS, KRA, NTSA, SDoT, Ministry of Energy,
Ministry of Environment), stakeholders, and private sector. This will be the central point of
coordination for electric mobility information to the public, strategy and policy development. This will
also involve building capacity of these public officers by training them and enhancing their

understanding of the critical aspects of electric mobility.

For electric vehicle components, a policy for tax reliefs or exemptions for electric vehicles components
should be developed. This will spur industry growth in local assembly, conversion, and manufacturing
of electric vehicles. Additionally, electric vehicle batteries should also be added to the vehicle

characteristics descriptions as currently there is only engine capacity.

Electric vehicles should be incentivized through favorable taxes. This is because the technology is new
and as a consequence, electric vehicles are considerably more expensive compared to their ICE
counterparts. However, analysts and industrial insiders predict that EVs will reach price parity with

ICE vehicles between 2025 and 2030.

For the Kenyan market, the mode of vehicle taxation depends on the initial cost of vehicles represented
in the CRSP values. This dependence on initial cost for taxation is detrimental to EV ownership as it
results in high customs value when compared to a similatly priced ICE in the used market. This is
shown in table 4 and it leads to heavy taxation of EVs compared to the ICE, thus making the purchase
of EVs more expensive.

The most practical approach to counter this issue is the introduction of tax incentives to enable parity

or lower taxation of EVs compared to ICE. To achieve this, the study proposes the following:

a. Import duty and VAT exemption for electric vehicles
A policy for incentivizing importation of electric vehicle components by using tax reliefs or exemptions
should be considered to spur growth of local electric vehicle value chain. This can include the waiving
of import duty and VAT on electric vehicles to reduce the cost to consumers and enable their adoption.
This can be applied across the region for a limited period of time till the number of EVs in the country
achieve price parity with ICE. As seen in table 4, zero rating of the import duty and VAT on a 2013
Nissan Leaf would reduce the total duty from KES 504,348 to KES 125,581.



CIF & Actual Fiscal duty Suggested Fiscal
1.600.000,00 KES

1.400.000,00 KES

1.200.000,00 KES 20

125.581 E
1.000.000,00 KES 5.581,00 KIS

800.000,00 KES

600.000,00 KES
1.008:525;70-KES 993.596,15 KES 993.596,15-KES
400.000,00 KES

200.000,00 KES

0,00 KES
ICE Nissan Leaf (actual) ~ Nissan Leaf (suggested)

Figure 3: Comparison of actual Vs proposed import taxes on electric vehicles

Such a policy has been used before in the solar industry to incentivize uptake of solar power. The East
Africa Community Customs Management Acts 2004 (EACCMA, 2004) provided for import duty
exemption of specialized solar powered equipment and accessories. Later provisions similar to
EACCMA 2004 were included in Kenya’s legislation where the Fifth Schedule of the Value Added
Tax Cap 476 Revised Edition 2012 provided for zero-rating of specialized solar equipment and
accessoties that exclusively use and/or store solar powet. The local solar industry saw a significant

growth thanks to that policy.



Table 7: Total tax after exempting Import duty and VAT for a 2013 Nissan Leaf used in this demonstration

Current Retail Selling Price 4,810,550 4,810,550
Depreciation 70% 70%
Extra Depreciation 0% 0%
Customs Value 810,198 810,198
Import Duty 25% 202,549 -
Excise Value 1,012,747 810,198
Excise Duty 10% 101,257 81,020
VAT Value 1,114,022 891,218
VAT 14% 155,963 -

RDL 2% 16,204 16,204
IDF Fees 3.5% 28,357 28,357
Grand Total 504,348 125,581

Kenya currently imports a very small numbers of EVs; lower taxes will offset the loss in collected
revenue by increasing the number of imported electric vehicles. This is because a reduction in tax will
result in an increase in EV importation volumes which in turn will raise more taxes for KRA compared

to the current punitive regime which disincentivizes EV importation.

All this is besides the non-financial incentives since the electric vehicles sector seeks to reduce carbon
emissions. Due to current prevalence of renewables in the Kenyan grid and off grid solar solutions in
Kenya, the use of EVs is set to reduce carbon emissions significantly. This will enable the country to
achieve its emissions targets towards climate change goals, create a new green industry, new businesses
and jobs. It will also grow our energy demand, thus enable the consumption of surplus produced

energy.

b. Implementation of the fee bate system
A review of the fee bate program extensively covered in the Development of a Fuel Economy Labeling and
Fee bate Programme for Motor 1 ehicles in Kenya report was submitted to Energy Regulatory Commission
by the University of Nairobi Enterprises and Services Ltd (UNES) in June 2016. In the report, a fee
bate is defined as a combination of fees and rebates in which a ‘fee’ is levied on inefficient vehicles

and a ‘rebate’ is rewarded to efficient vehicles. A fee bate system is further described as a set benchmark



emission (for instance, in gCO,/km), above which a fee is levied on the inefficient vehicles and a rebate
system through which less polluting vehicles (efficient vehicles) are rewarded (University of Nairobi
Enterprises and Services Ltd (UNES), 2016). The report can be reviewed to explore the potential of
further mitigation strategies for carbon emissions reduction and how to incentivize the adoption of

electric vehicles.!!

One important prerequisite for the implementation of a fee bate system is the availability of data: The
adoption of feebates and similar programmes relies on CO2 emissions data or fuel consumption data
from the vehicles that enter the Kenyan market. Hence, a system needs to be in place that captures
these data upon entry of the vehicle. Moreover, a data sharing framework between relevant institutions
needs to be installed, in the Kenyan case these institutions are the ones mentioned in the first part of
the recommendations section of this report, namely KEBS, KRA, NTSA, SDoT, and the Ministry of

Energy, among others.

300,000
200,000

100,000

o
0.00 16g.00

Rebate

-100,000

-200,000

-300,000

400,000

CO2 Emissions (gCO2/Km)

Figure 4: A demonstration of the fee bate system
Source: Development of a Fuel Economy Labeling and Fee bate Programme for Motor Vehicles in Kenya,
2016

c. Updating of the Current Retail Selling Price (CRSP) List by the Kenya Revenue Authority
Vehicle manufacturers regularly release new models and update existing models of their vehicles every

other year. Most of these manufacturers have launched or are in the process of developing electric

vehicles and they range from well-known traditional vehicle manufactures e.g. Toyota, Nissan, and

11 The report can be accessed here: https:/ /www.globalfueleconomy.org/media/367814/fecbate-2016-feebate-report.pdf
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Mercedes to new entrants like Tesla and BYD. As more options become available for consumers due

to improved range and efficiency, a growth in electric car importation is likely.

The Kenya Revenue Authority is guided by the CRSP when calculating taxes to be paid for vehicles.
The current retail selling price of a vehicle is provided to KRA by the vehicle manufactures, their
representatives in the country or by determination by the KRA. The KRA motor vehicle CRSP only
has one electric vehicle which is the Nissan Leaf because it is the most frequently imported electric car
in the country. Therefore, on importation of an electric vehicle which does not yet exist in the database,
determination of duty is bound to be a challenge and officials at the port do not have capacity to clear
these vehicles. In some instances, improvisations are made where the EV is compared with a ‘similar’

ICE vehicle to determine duty.

Therefore, KRA should update the CRSP database with EV models that currently exist in Kenya or
those that are mostly likely to get imported to Kenya in the near future. This database should also
include two-wheeler and three-wheeler electric powered vehicles. Updating the CRSP will enable a

smooth and clear process importation of electric vehicles into the country.
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