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Foreword

Kenya is the leading economy in Eastern Africa. Its strategic location, coupled with a 
well developed business infrastructure makes it a natural choice for investors. Many 
regional and international organisations have designated Kenya as their regional 
hub. Kenya is located on the eastern part of the African continent and is bordered by 
Uganda, Tanzania, Sudan, Southern Sudan, Ethiopia and Somalia.

Nairobi is a major transport hub for Eastern Africa with Jomo Kenyatta International 
Airport (JKIA) acting as the nucleus of regional air transport. The airport has 
connectivity to key African, European, Asian and Middle Eastern cities. In the near 
future, there is a strong possibility to increase this connectivity to key cities in 
Northern America. Mombasa, the main principal seaport of Kenya, serves as a major 
distribution hub for the landlocked neighbouring countries. 

Investing in Kenya provides access to the larger regional markets of the East African 
Community (EAC) which has a population of over 133.5 million and a combined Gross 
Domestic Product (GDP) of US$ 75 billion, and the Common Market for Eastern and 
Southern Africa (COMESA) with a population of over 400 million and a combined 
GDP of US$ 360 billion.

RSM Ashvir has prepared this publication for use by its clients, business associates, 
partners and staff. The guide provides a comprehensive coverage on the key aspects 
of setting up and running businesses in Kenya including types of business entities, 
taxation, employment laws, accounting, listing rules and investing in Kenya.

This document is designed to provide general information to those contemplating 
investing in Kenya. We therefore advise you to consult RSM Ashvir offices listed on 
the last page before taking further action.

The data provided reflects current information which is subject to change. Whilst 
every care has been exercised in ensuring the accuracy and completeness of the 
information, RSM Ashvir, RSM International, African Banking Corporation Ltd and 
staff involved in the preparation and review of this booklet will not accept any 
liability for any errors or omissions contained herein whether caused by negligence or 
otherwise; or for any loss however caused or sustained by anyone who acts or refrains 
from acting as a result of placing reliance on the contents of this booklet. The booklet 
and the information therein is intended for information purposes only, and should not 
be used as a basis of decision making without seeking current and independent legal 
and professional advice.
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1.0  About RSM Ashvir and  
RSM International 

RSM Ashvir  

RSM Ashvir is ranked amongst the leading accountancy firms in Kenya. The firm 
provides accounting, audit and assurance, corporate finance, tax, specialist advisory 
and risk management services. RSM Ashvir has offices in Nairobi and Mombasa in 
Kenya, and Dar es Salaam in Tanzania with partner/director strength of 6 and a staff 
complement of over 90. 

At RSM Ashvir, you work with advisers who share your values; fit seamlessly into 
your working culture; obtain an in-depth understanding of your business; and provide 
integrated and holistic business solutions that enable you to progress with a clear, 
confident vision of the future.

Our Vision

To be the leading regional professional services firm recognised for its commitment 
to ethics and upholding professional values, underpinned by a strong culture of 
personalised and partner-led quality service, supported by investment in its human 
capital.

Our Mission
•	  To make our clients the ambassadors of the firm by providing a unique delivery 

standard underpinned by personalised and partner-led provision of professional 
services. 

•	 To equip and invest in our human capital, thereby empowering them to provide 
optimal business solutions tailored to meet the diverse needs of our clients.

•	 To make a useful contribution to the growth and development of the accounting 
profession. 

Our Values
•	 Integrity: This is embedded in building trust, acting ethically and responsibly 

and demonstrating the highest levels of objectivity and independence.

•	 Excellence: We will understand first and deliver with quality.

•	 Leadership: We strive to be thought leaders through continuous professional 
development and contributing to the accounting profession.
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About RSM International

RSM International is a worldwide network of independent accounting and consulting 
firms. RSM International and its member firms are separate and independent 
legal entities. RSM International does not itself provide accounting or consultancy 
services. All such services are provided by member and associate firms practising 
on their own account.

RSM is represented by affiliate independent members in 90 countries and brings 
together the talents of over 32,500 individuals in over 700 offices worldwide.

RSM member and correspondent firms are driven by a common vision of providing 
high quality professional services, both in their domestic markets and in serving the 
international professional service needs of their client base. 

RSM is a full member of the IFAC Forum of Firms (FOF), an association of international 
networks of firms that perform audits of financial statements that are, or may be, 
used across national borders. The Forum’s goal is to promote consistent and high 
quality standards of financial reporting and auditing practices worldwide.

It is not size, but the natural instinct of RSM member firms to put their client’s 
interest before theirs and the human capital backbone of thoughtful and incisive 
people that ensures the creation of a distinct differentiation in the client service 
proposition of the network. 
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2.0  General

2.1 Introduction

Kenya lies on both sides of the equator on the eastern coast of Africa. The country’s 
port of Mombasa serves most of the Eastern and Central African landlocked countries, 
including Burundi, Ethiopia, parts of Northern Tanzania, Rwanda, Sudan, Southern 
Sudan and Uganda. Kenya’s major trading partners are the member states of the 
EAC, COMESA and the European Union (EU) and the countries of Japan, China, the 
United Arab Emirates (UAE) and the United States. It is the largest single exporter to 
the EAC and COMESA.

Geographically, Kenya is well placed to be the financial and air transport hub of the 
region, making the country an ideal investment destination for investors targeting 
regional markets. The country’s strategic location provides easy access to the EAC 
which has a population of over 133.5 million and a combined GDP of US$ 75 billion, 
and COMESA with a population of over 400 million and a combined GDP of US$ 360 
billion.

Kenya occupies an area of 582,646 square kilometers. Agriculture is the dominant 
sector of the economy. Horticulture, agro-processing, fishing and livestock hold 
substantial potential for further development, while natural attractions such as 
mountains, lakes, rivers and game parks, combined with a climate that ranges from 
the tropical to temperate offer tremendous opportunities for tourism. Kenya has 
some of the best natural game parks, white sandy beaches, Mount Kenya and various 
lakes that make it a one-stop tourist destination for persons wanting to enjoy the 
best of what Africa has to offer.

On the political front, Kenya is a multi-party state. The new Constitution of Kenya was 
promulgated on 27th August 2010, and provides a structure for a Government based 
on the essential values of human rights, equality, freedom, democracy, social justice 
and the rule of law. The Constitution in its preamble recognises that the people of 
Kenya are committed to nurturing and protecting the well-being of the individual, the 
family, communities and the nation.
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2.2 Population and Language

The population of Kenya is estimated at 41 million in 2011, with approximately 22% 
living in the urban areas. The population is expected to grow at the rate of 2.46% 
per year. Kenya’s population consists of more than 40 different ethnic groups with 
different languages and cultures. The country boasts a multinational population of 
Africans, Europeans, Asians, Arabs and Americans among others. The Constitution 
of Kenya guarantees freedom of religion and worship, and there is no official state 
religion. The main religions practiced in Kenya are Christianity (Roman Catholic, 
Protestants and Seventh Day Adventists) and Islam.

The national language of Kenya is Kiswahili, a grammatically Bantu language. The 
official languages are Kiswahili and English. English is the business language, and in 
the majority of contracts and accounting records are maintained in English. 

2.3 Foreign Relations

Kenya is a signatory to bilateral, regional and international trade agreements that 
aim at facilitating and increasing trade. The agreements provide certain preferential 
treatment that investors benefit from doing business in Kenya. Trade agreements 
where Kenya is a signatory include Regional Trade Agreements (EAC and COMESA); 
Non-Reciprocal Market Access Arrangements (The African Growth and Opportunity 
Act (AGOA)), ACP/EU Cotonou Partnership Agreement and Generalised System of 
Preferences (GSP); Bilateral Trade Agreements with a number of other countries; 
World Trade Organisation and Intellectual Property Rights.

2.4 Business Infrastructure

2.4.1 Power and Energy

The largest share of Kenya’s electricity supply comes from five hydroelectric 
power generating stations at dams constructed along the upper Tana River. Hydro-
power constitutes around 60% of the total electricity generated in Kenya. The 5 
stations combined have an installed capacity of more than 400 MW. There are also 
several small hydro stations with a combined generation output of 40 MW. Kenya’s 
commercial sector depends heavily on oil for its energy needs, which has serious 
foreign exchange implications. The sector provides for opportunities especially 
Public Private Partnerships (PPP) in the areas of electricity generation and alternate 
sources of energy both for commercial and domestic consumers. 

2.4.2 Telecommunication 

In the last decade, Kenya has undergone a transformation in the Information 
Communication and Technology (ICT) sector which has had a profound impact on 
Kenya’s social and economic structures. ICT has been the main driver of Kenya’s 
economic growth over the last decade. Since the year 2000, the sector has 
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outperformed some other segments of the economy, growing by 15.9% in the year 
2010. The last 3 years has seen the landing of 4 under-sea fiber optic cables, which 
will increase to 5 by this year-end. This is a significant move for a country which up 
to early 2009 relied solely on satellite communication for connectivity. The transport 
and communications sector contributes to 13% of the GDP.

The ICT sector in Kenya has influenced global trends by pioneering products 
like mobile banking and mobile money transfer. With 4 players in the mobile 
communication sector, the number of mobile subscribers in Kenya has exceeded 20 
million. With the proposed development of an ICT and a financial services centre on a 
2,000 hectare development in Konza (60 kilometers from Nairobi), the Government 
of Kenya has created a vision to develop Konza into one of the most successful cities 
in Africa, competing economically and culturally with the best cities in the world. This 
development offers significant opportunities to global players in the ICT, Business 
Process Outsourcing (BPO), financial services and providers of support services to 
these sectors.

2.4.3 Road Transport  

The country’s transport sector, and in particular the roads sub-sector, plays a key 
role in facilitating the marketing of agricultural produce, transportation of cargo, 
development of industries and import-export trade. Roads are also critical in 
facilitating the provision of social services in health and education.

The road network in Kenya at independence was 45,000 kilometers (kms) out of 
which only 2,000 kms were paved, while the rest was mainly earth. In order to support 
the country’s development objectives, the Government embarked on a programme 
of upgrading the roads to bitumen standards and improving rural roads to gravel 
standards. According to the Kenya Roads Board, the current road network has been 
increased to 160,886 kms comprising 11,189 kms of paved roads and 149,697 kms of 
unpaved roads. The speedy and timely rehabilitation of the country’s road network is 
one of the goals outlined in the Vision 2030.

2.4.4 Air Transport  

Kenya has a number of airlines that offer safe and efficient domestic flights between 
the major cities and towns including Nairobi, Mombasa, Kisumu, Eldoret, Malindi and 
Kakamega. Commercial and charter flights are also available to the other smaller 
towns including northern Kenya and game parks. Kenya air travel is convenient and 
flight times between the major cities are approximately an hour.

Kenya has three international airports namely JKIA in Nairobi, Moi International 
Airport in Mombasa and Eldoret International Airport in Eldoret. Nairobi is a popular 
East and Central Africa air-traffic hub as it directly connects most major cities in this 
part of Africa with cities in Africa, Europe, Asia, Middle East and various Indian Ocean 
Islands. In the near future, there is a strong possibility to increase this connectivity 
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to key cities in North America. The national airline Kenya Airways, with its strategic 
partner KLM, has developed flight schedules with convenient timings facilitating 
business travel. JKIA is the biggest cargo airport in Africa, with a facility to handle 
300 million kilograms of cargo annually, putting it ahead of South Africa and Cairo.

In June 2011, JKIA was voted the “Best Airport in Africa” and “Best Cargo Airport” 
at the Emerging Markets Airport Awards, a category of the World Airport Awards 
2011. In 2010, it was also awarded the Excellence in Airport Routes Marketing Africa 
at the World Route Airports Marketing Awards. A new state-of-art terminal, to be 
certified by the World Green Building Council, is being built at JKIA to handle 20 
million passengers with 50 international and 10 domestic check-in positions.

2.5 Vision 2030 and the Economy

Kenya is taking a variety of steps to creating an enabling environment for both 
foreign and domestic investments. This is in line with the Government’s Vision 2030.

The overarching vision under the Vision 2030 is to make Kenya “a globally competitive 
and prosperous nation with a high quality of life by 2030”.

Underlying the vision are 3 pillars namely:

Economic: To maintain a sustained economic growth of 10% p.a. over the next 25 
years.

Social: To create a just and cohesive society enjoying equitable social development in 
a clean and secure environment.

Political: To create a democratic political system that is issue-based, people-centered, 
result-oriented, and accountable to the public. 

According to the Economic Review 2011 published by the Kenya National Bureau of 
Statistics, the Kenya economy grew by 5.6% in 2010. The growth in 2010 can be 
attributed to the growth in the key sectors namely agriculture, wholesale and retail 
trade, transport and communication, manufacturing and financial intermediation. 

The economy was forecasted to grow at 5.3% in 2011/12 driven by strong public 
investments and improved business confidence. However, these estimates were 
revised downwards to 4.8% by the World Bank in June 2011.

2.5.1 Agricultural 

Agriculture is the mainstay of the economy, providing livelihood to approximately 
75% of the population. The sector contributed approximately 21% to GDP. There 
is considerable scope for diversification and expansion of the agricultural sector 
through accelerated food crop production, value addition through processing of 
agriculture produce and increase of non-traditional exports. Intensified irrigation 
and additional value added processing are marketable areas for investments. 
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Less than 20% of the land is suitable for cultivation, of which only 12% is classified 
as high potential (adequate rainfall) agricultural land and about 8% as medium 
potential land. The rest of the land is arid or semi-arid with a potential for cultivation 
through the use of irrigation systems.

2.5.2 Manufacturing

Manufacturing, contributing to 10% of GDP, plays an important role in adding value 
to agricultural output and providing forward and backward linkages. Over the years, 
the sector has been supported by a vibrant domestic demand as well as the regional 
markets. A wide range of opportunities for direct and joint-venture investments exist 
in the manufacturing sector, including agro-processing, manufacture of garments, 
electronics, paper, chemicals, pharmaceuticals, metal and engineering products for 
both domestic and export markets.

2.5.3 Tourism

Tourism is Kenya’s third largest foreign exchange earner with over one million 
visitors annually. The tourism industry is growing as a result of the liberalisation 
measures, diversification of tourist generating markets, continued Government 
commitment to providing an enabling environment and successful tourism promotion 
campaigns. Kenya is also becoming a hub for regional and international conferences. 
The negative foreign press which in most cases overplays the security concerns 
in Kenya continues to negatively impact the sector. Enormous opportunities exist 
for investment in film production; recreation and entertainment facilities including 
conference tourism, cultural tourism, cruise ship tourism, aviation/tour and travel 
tourism and eco-tourism.

2.5.4 Financial

The banking sector was liberalised in 1995 and all exchange controls were lifted. 
The Central Bank of Kenya (CBK) is responsible for formulating and implementing 
the monetary policy, fostering liquidity and solvency and overseeing the proper 
functioning of the financial system. The banking industry in Kenya is governed by 
the Companies Act, the Banking Act, the Central Bank of Kenya Act and the various 
Prudential Guidelines issued by the CBK. 

The banking sector comprises 44 banking institutions. Most banks operate under 
the traditional banking model where interest on loans is their principle source of 
earnings. Loans and advances are the principal assets largely funded from customer 
deposits. Until recently when the Government introduced long-term bonds with 
maturities of up to 30 years, most savings and investment products had short to 
medium tenures of 5 to 7 years. This model negatively affected the growth of medium 
and long-term lending products which were required for projects with long gestation 
periods, especially those in the infrastructure and real estate development sectors.
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The concept of Islamic Banking is growing in Kenya and there are now 2 dedicated 
Islamic Banks, with others offering Islamic Windows. 

2.5.5 Building and Construction

Kenya has a well developed construction industry. Quality engineering, building and 
architectural design services are readily available. The industry is currently on an 
upward trend. With increase in population, opportunities exist in construction of 
residential, commercial and industrial buildings, including prefabricated low-cost 
housing.

2.6 East African Community 

The EAC is the regional inter-governmental organisation of the Republics of Kenya, 
Burundi, Rwanda, Uganda and the United Republic of Tanzania, headquartered in 
Arusha, Tanzania. The Treaty for Establishment of the East African Community was 
signed on 30th November 1999 and entered into force on 7th July 2000 following 
its ratification by the original three partner states - Kenya, Uganda and Tanzania. 
The Republic of Rwanda and the Republic of Burundi acceded to the EAC Treaty 
on 18th June 2007 and became full Members of the Community with effect from 
1st July 2007. The Community has a population of over 133.5 million, a combined 
GDP (nominal) of US$ 75 billion and covers a land mass of over 1.82 million square 
kilometres.

The EAC operates as a Common Market under a Common Market Protocol signed in 
July 2010 which provides for:

•	 Free movement of persons

•	 Free movement of workers

•	 Right of establishment

•	 Right of residence

•	 Schedule on the movement of services

•	 Schedule on the movement of capital

The countries operate a common customs procedure which provides for a Common 
External Tariff (CET) on imports from third countries and duty-free trade between 
the member states.

The common goal of the member states is to have a common currency by 2012 and 
full political federation in 2015.

As at June 2010, the status of the complete integration of the EAC into a Common 
Market was as follows:
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2.7  Relationship of Government and Business

The Kenyan Government encourages private sector participation in economic 
activities in the country and also engages in public-private partnerships in areas 
which require a huge capital outlay or technical expertise such as infrastructure 
development and exploration. The Government is presently divesting its interests in 
various non-strategic commercial enterprises in which it owns shareholding as part 
of its privatization programme. The stated aim of the Government is to have minimal 
interference in the operation of the private sector and is increasingly relegating itself 
to the role of a regulator rather than an active participant. 

In line with improving business environment objectives, the licensing regime in Kenya 
was in 2006 overhauled with a view to reducing the number of licenses required. 
The Licensing Laws (Repeals and Amendments) Act, 2006, which came into effect 
on 1st May 2007, reduced the number of business permits required for a distributor 
of goods or provider of services to carry on its business activities. Applicants having 
obtained a business permit to operate from one local authority are not required 
to obtain another business permit in another local authority. In addition, business 
permit applicants have an opportunity to elect whether to apply for a 1 or 2-year 
permit. The 2006 law also eliminated the requirement to obtain a trading license 
in addition to the permit. There are certain sectors like the financial services sector 
which require licences from the regulators in addition to the single business permit. 
For some regulated professions like accountancy, the licence to operate is provided 
by the regulator and such professions are not subject to a single business permit.

The fee to apply for a business permit varies by type of business, number of 
employees, and size of the company’s premises. In Nairobi, the fee is payable to 
the Nairobi City Council, Licensing Department which is charged with the issue of 
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business permits. For a medium trader, shop, or retail service with 5 to 20 employees 
and/or premises 50-300 sq.m. (fair location) the fee payable is Shs 5,000, and for a 
mid-size business with over 50 employees and premises in excess of 300 sq.m., the 
fee ranges from Shs 20,000 to Shs 50,000, depending on the nature of the business.

2.8 Competition Law

On 1st August 2011, The Competition Act, 2010 came into force in Kenya and replaced 
the Restrictive Trade Practices, Monopolies and Price Control Act (RTPA), Cap 
504. This new Act, in addition to placing general prohibitions on restrictive trade 
practices, controlling mergers and acquisitions and concentration of economic 
power, aims to protect consumers and the public at large from unfair and misleading 
market conduct by criminalising false or misleading statements of or unconscionable 
conduct by tradesmen, banks, retailers, wholesalers, insurers, brokers, businesses, 
suppliers, service providers, manufacturers etc. in connection with the promotion/
marketing, supply or possible supply of goods and/or services. It establishes the 
powers and functions of the Competition Authority (the Authority) which is mandated 
to implement the Act.

This Act has an impact on every sector and player in the economy, including 
importers and exporters and applies to the private sector as well as the public sector 
(Government, state corporations and local authorities) in so far as they engage in 
trade. The Act also applies to conduct outside Kenya of Kenyan citizens or residents, 
companies incorporated or carrying on business in Kenya and persons supplying 
goods or services into or within Kenya.

The Act places a general prohibition against anti-competitive agreements. Any 
agreement which has as its object or effect, the preventing, restricting or distorting 
competition in Kenya falls within the ambit of prohibition e.g. price fixing, division of 
market areas, collusive tendering, minimum retail prices, distortion or restriction of 
competition etc. It also prohibits businesses from abusing their dominant position in 
a market. A business has a dominant position if it produces, supplies, distributes or 
otherwise controls 50% or more of the total goods or services which are produced 
or rendered in Kenya or a substantial part of Kenya. This law governs transactions 
outside Kenya as long as the transaction touches a Kenyan entity or asset generated 
or protected in Kenya. 

Consumer rights are also protected under this Act and it is an offence to supply 
goods to customers where the products do not meet the laid out product safety 
standards. Hence, businesses operating in Kenya will need to be more cautious about 
their product and service offering to consumers and their products must comply with 
consumer safety standards.
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A huge chunk of the Act regulates mergers. Approval of mergers and takeovers are 
now the responsibility of the Authority and not the Minister of Finance as was the 
case under the RTPA.

A merger occurs when one or more undertakings directly or indirectly acquire or 
establish direct or indirect control over the whole or part of the business of another 
undertaking. Mergers may be achieved by a purchase or lease of shares, acquisition 
of an interest, or purchase of assets (where an asset is any real or personal property, 
whether tangible or intangible, intellectual property, goodwill, chose in action, right, 
licence, cause of action or claim and any other asset having a commercial value) 
of an entity, exchange of shares between or among undertakings which results in 
a substantial change in ownership structure through whatever strategy or means 
adopted by the concerned undertakings or even through amalgamations and vertical 
integration. The acquisition of a controlling interest in a section of the business of an 
undertaking capable of itself being operated independently is also considered as a 
merger whether or not the business in question is carried on by a company. 

Furthermore, any acquisition of an undertaking under receivership by another 
undertaking either situated inside or outside Kenya or an acquisition by whatever 
means of the controlling interest in a foreign undertaking that has a controlling 
interest in a subsidiary in Kenya, constitutes a merger.

Mandatory approval by the Authority for a merger is required if a transaction falls 
within the scope of the Act. An application should be made at any time prior to 
the consummation of the merger or takeover - this is understood to mean before 
completion or closing of the deal takes place. The Authority is bound, subject to 
certain exceptions, to make a determination on a merger application within 60 days 
of receipt of the notification by the Authority. 

Any merger carried out in the absence of an authorising order by the Authority, 
will be of no legal effect, and no obligations imposed on the participating parties 
by any agreement in respect of the merger are enforceable in legal proceedings. In 
addition, failure to observe this requirement could lead to imprisonment for a term 
not exceeding 5 years or to a fine not exceeding Shs 10,000,000 or both. In addition 
to these penalties, the Authority may impose a financial penalty in an amount 
not exceeding 10% of the preceding year’s gross annual turnover in Kenya of the 
undertaking or undertakings in question. 
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3.0 Types of Business Entities

3.1  Types of Business Entities and Their Formation 
Procedures

In Kenya, an investor may establish or participate in a business venture in a number 
of ways. The principal types of business enterprises in Kenya are:

•	 Registered companies (private and public);

•	 Branch offices of companies registered outside Kenya;

•	 Partnerships; 

•	 Sole proprietorships; and

•	 Societies.

3.1.1 Registered Companies (Private and Public)

Companies are registered as limited liability companies and are regulated by the 
Companies Act (Cap 486). Kenya’s legal system is based on English law and practice. 
A wide range of legal services are locally available.

Limited companies may be public or private. A private company is prohibited from 
inviting the general public to subscribe for its shares and it cannot have more than 
50 members excluding persons in employment of the company. A public company 
may offer its shares to the general public. There is no maximum number of members 
and its shares are freely transferable. It may be able to raise capital by listing its 
shares on a stock exchange.

The process of registering a company in Kenya may take up to four weeks and 
includes:

•	 Reservation and approval of a name by the Registrar of Companies. The 
company name reservation lasts 30 days and can be renewed for a similar 
period. The associated cost is Shs 100 per each name submitted for reservation.

•	 Preparation of the Memorandum of Association (setting out amongst other 
things the object of the company and its authorised and issued capital) and 
Articles of Association (setting out the procedures governing the operations 
of the company). A private company will require at least 2 subscribers, while a 
public company will require at least 7.

•	 Completion of various forms including Statement of Nominal Capital, Particulars 
of Directors and Shareholders, Situation of Registered Office and Certificate of 
a Lawyer involved in the Formation of the Company. In addition to the above, 
a public company is required to complete Consent to Act as Directors, List of 
Persons who have Consented to Act as Directors and the Statement in Lieu of 
Prospectus forms.
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•	 Stamping of the Memorandum of Association and Articles of Association and 
the Statement of Nominal Capital at the Lands Office together with payment 
of stamp duty on Nominal Capital. Stamp duty payable is 1% of the capital, plus 
a fixed fee of Shs 2,060 for the stamping of three copies of the Memorandum 
and Articles of Association and two copies of the Statement of Nominal Capital.

•	 Filing of the forms above (including a stamped copy of the Statement of Nominal 
Capital) together with one stamped copy of the Memorandum of Association 
and Articles of Association with the Registrar of Companies. The filing fees are 
Shs 2,800 (public company: Shs 3,000) for the first Shs 100,000 of capital, 
and thereafter Shs 120 for each Shs 20,000 of Nominal Capital subject to a 
maximum filing fee cap of Shs 60,000.

•	 Issue of a Certificate of Incorporation by the Registrar of Companies. For public 
companies, in addition to the Certificate of Incorporation, the Registrar will 
issue a Trading Certificate.

The Companies Act also allows for the formation of a company limited by guarantee 
and not having a share capital. These are normally used for the formation of 
charitable foundations and not-for-profit entities. There are special requirements for 
the formation of such companies, and the period of formation may take up to 1 year.

3.1.2 Branch Office of an Overseas Company

A company incorporated outside Kenya may carry on business in Kenya through a 
branch. In order to establish a branch, the following documents and details must 
be submitted to the Registrar of Companies within 30 days of establishing such a 
branch: 

•	 A certified copy of the Charter, Statutes or Memorandum and Articles of the 
company, or other instruments defining the constitution of the company;

•	 A list of the directors and the secretary of the company;

•	 A statement of all existing charges entered into by the company affecting 
properties in Kenya;

•	 Names and postal addresses of one or more persons resident in Kenya 
authorised to accept, on behalf of the company, service of notices required to 
be served on the company;

•	 Full address of the registered or principal office of the company in its home 
country; and

•	 Full address of place of business in Kenya.

The filing fees payable is Shs 6,800. Once the process is complete, the Registrar will 
issue a Certificate of Compliance. The process may take up to 4 weeks.

Companies that may want to have representative or liaison offices are required to 
register using the above process.
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3.1.3 Partnership 

The law relating to partnerships is largely contained in the Partnership Act 1981. 
A partnership is restricted to a maximum of 20 persons, each of whom is jointly 
and separately liable for all debts incurred. If these numbers are exceeded, the 
partnership must be registered under the Companies Act. 

A partnership may be formed by any kind of agreement. This need not be formal 
but is usually in writing. If the partnership does not trade under the names of the 
partners, the business names to be used by the partnership must be registered under 
the Registration of the Business Names Act, Chapter 499 of the Laws of Kenya. 

A Partnership is required to file the statement of particulars form with the Registrar 
of Companies together with a filing fee of Shs 800. The form has to be signed by all 
the partners. Partnership agreements do not have to be filed with the Registrar of 
Companies. The Registrar will then issue a Certificate of Registration. The process 
may take up to four weeks.

A limited partnership may be formed. The same maximum limit on the number of 
partners applies, but at least one partner must be a general partner who is liable for 
all the debts of the partnership without a limit. A limited partner cannot take part in 
the management. Limited partnerships are governed by the Limited Partnership Act 
(Chapter 30 of the Laws of Kenya) and are subject to registration with the Registrar 
of Companies. 

3.1.4 Sole Proprietorship 

A sole proprietor is personally liable for all debts incurred. Where a proprietor does 
not trade under his personal names, the business names used by the proprietor have 
to be registered under the Registration of Business Names Act. The proprietor is 
required to file the Statement of Particulars form with the Registrar of Companies 
together with a filing fee of Shs 800. The Registrar will then issue a Certificate of 
Registration. The process may take up to four weeks.

3.1.5 Societies

Societies are usually formed for the purposes of trade associations and similar 
organisations. They are regulated under the Societies Act.

A society can either be registered or exempted from registration. An exempted 
society is one whose procedure is the same as that of a registered society but differs 
in that it is not required to file Annual Returns with the Registrar of Societies as is 
required of registered societies.

The society must submit the application and the notification of registered office 
or postal address of the society together with the society constitution in duplicate 
accompanied by a registration fee of Shs 2,000. The application is considered by 
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the Registrar within a statutory period of not more than 120 days. Upon registering 
a society or exempting it from registration, the Registrar shall issue to the society a 
certificate of registration or exemption in the prescribed form.

3.1.6 Personal Identification Number and VAT Registration

All businesses are required to obtain a Personal Identification Number (PIN). This 
is the tax registration document. An application for a PIN is to be made to the 
Kenya Revenue Authority (KRA) and can be done online (on their website www.
revenue.go.ke). Such application can only be done after completing the company 
registration formalities and obtaining the Certificate of Incorporation/Registration. 
On rare occasions, a taxpayer may be required to personally take the Certificate of 
Incorporation/Registration to KRA offices for uploading onto their database where 
the information fails to import automatically from the Companies Registry database.  

When undertaking the PIN registration online, the taxpayer is required to endorse the 
tax obligations in the systems which are applicable to it. These include corporation 
tax, PAYE, income tax, withholding tax, etc.

Where the taxpayer is required to register for Value Added Tax (VAT), such 
registration can be done by endorsing the VAT obligation whilst undertaking the PIN 
registration online.

All employees and directors/partners/sole proprietor are also required to have an 
individual PIN. This can also be done online.

3.1.7 Accounting Period Ends

The financial period end needs to be agreed at the time of submission of the 
application of the PIN. The Income Tax Act permits incorporated businesses to 
choose any period end. However, certain laws e.g. the Banking Act and the Insurance 
Act require banks and insurance companies to have an accounting period ending 
on 31st December of each year. Unincorporated businesses (partnerships and sole 
proprietors) are also required to have accounting periods ending on 31st December. 
Incorporated businesses which are not required to have a 31st December ending, can 
change their period end with prior written approval of the Commissioner by giving 
at least a 6 months’ notice before the date to which the financial statements are 
intended to be made up to.   

Unless required by law e.g. for financial institutions, the first period end for the 
preparation of audited financial statements can be 18 months from the date of 
commencement of business. 
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3.1.8 Investment Approval Process

To facilitate the investment approval process, the Investment Promotion Authority 
(IPA) operates a one-stop office as the focal point for investor assistance in the 
acquisition of relevant licences and permits from various Government Ministries, 
among other services.

Potential investors are required to submit their project applications to the IPA in 
a prescribed form and submit it together with the Certificate of Incorporation, 
Memorandum and Articles of Association and PIN.

3.2 Capital Contribution 

3.2.1 Capital  

The Memorandum of Association for a limited liability company lays maximum capital 
that a company is permitted to issue. This authorised level of capital is known as the 
“authorised” or “nominal” share capital. The company can fully issue its authorised 
capital or can have a certain amount of capital which remains unissued. The capital 
issued is known as the “issued” share capital. Shares can be issued at par (the face 
value of the shares) or at a premium. Shares cannot be issued at a discount without 
the sanction of the Court. A company can also not decrease its capital without the 
sanction of the Court.

The authorised capital can be increased by an ordinary resolution of members in a 
general meeting. Statement of increase of Nominal Capital has to be submitted to the 
Lands Office for stamping within 30 days from the date of passing of the resolution. 
The rate of stamp duty payable is 1% of the amount by which the capital is increased. 
The stamped Statement of Nominal Capital has to be filed with the Registrar of 
Companies together with the payment of filing fees of Shs 2,200 for the first Shs 
100,000 and thereafter Shs 120 for each Shs 20,000 of Nominal Capital subject to a 
maximum filing fee cap of Shs 60,000.

3.2.2 Regulation of Foreign Investment   

Subject to a few restrictions on owning shares in financial institutions and the 
owning of agricultural land, there are no restrictions on the percentage of equity that 
foreign nationals may hold in locally incorporated companies. However, having local 
partners assists access to local knowledge and market conditions. Subject to certain 
restrictions in the financial services sector and the owning of agricultural land, there 
are no regulations restricting joint venture arrangements between Kenyans and 
foreigners, or prohibiting the acquisition of Kenyan firms by foreign-owned firms. 
These are matters subject to mutual agreement between partners.
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3.2.3 Thin Capitalisation

Thin capitalisation arises where a company incorporated in Kenya is controlled by a 
non-resident person alone or together with 4 or fewer other persons, and the highest 
amount of all interest bearing loans (defined to include all liabilities on which the 
company is paying interest, financial charge, discount or premium) to that company 
at any time during the year are more than three times the sum of the revenue 
reserves (including accumulated losses) and the issued and paid up capital of that 
company. Where a company is thinly capitalised, the Income Tax Act provides for 
the disallowance for tax purposes part of the interest charged in proportion to the 
amount of debt that exceeds the prescribed ratio of debt to capital. In addition, any 
foreign exchange loss on such loans is also deferred for tax purposes. Control in 
the case of a body corporate, unless defined in its constitution, means the holding 
of 25% or more of the capital or the voting rights. Moreover, where a company 
which is subject to the thin capitalisation rules received interest free loans from the 
shareholders, the Income Tax Act provides for the levying of deemed interest on such 
loans at a rate pegged to the 91 days Treasury Bill rate. Withholding tax is payable 
on the deemed interest, and both the deemed interest and the withholding tax paid 
thereon are not deductible for tax purposes. A bank or a financial institution licence 
under the Banking Act is exempt from this provision.

3.3 Audit Requirements  

All companies in Kenya formed under the Companies Act (Cap 486) are required to 
have their financial statements audited at the end of each financial year. Companies, 
unless specifically restricted under a certain Act, can prepare their first set of 
financial statements for an eighteen month period from the date of commencement 
of operations. 

Section 159 of the Companies Act requires that every company appoint an auditor, 
qualified as per the Accountants Act. The first auditor may be appointed by a 
resolution of the directors at any time before the first Annual General Meeting. The 
auditors shall hold office until the conclusion of that meeting. Subsequently, the 
auditor is appointed at each Annual General Meeting. 

Societies are also required to have their financial statements audited in accordance 
with Section 29 of the Societies Act. Partnerships and sole proprietors do not have 
any audit requirements; however by practice many of the large partnerships and sole 
proprietors have their financial statements audited.
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3.4 Company Secretary

Any company registered under the Companies Act, except a company operating 
under a Certificate of Compliance, is required to appoint a Company Secretary 
registered under the Certified Public Secretaries of Kenya Act. The duty of the 
Company Secretary includes amongst other things maintaining the statutory 
books of the company and filing the relevant returns. A company operating under a 
Certificate of Compliance is required to file a return showing the Company Secretary 
in the country of origin.

There are no such requirements for a society, partnership or a sole proprietor, where 
the returns required in Section 3.5 and 3.6 below can be filed and signed by any three 
officers, a partner and proprietor respectively.

3.5 Annual Statutory Filing 

Every limited liability company and a company limited by guarantee must at least 
once in every year make an Annual Return which must be prepared within fourteen 
days of the Annual General Meeting and filed with the Registrar of Companies within 
28 days of the return date.

For a public limited liability company, the return must be filed together with a 
certified copy of the audited financial statements. Private limited liability companies 
are not bound by this provision unless at least 1 shareholder in the company is a 
public company. 

Every registered society must also file Annual Returns of the previous year latest by 
31st March in the prescribed form signed by 3 officers of the society. 

Branches of foreign companies operating under a Certificate of Compliance, 
partnerships and sole proprietors are not required to file any annual statutory 
returns.

3.6 Other Returns

Companies incorporated under the Companies Act, Societies Act, Partnership Act 
and Registration of Business Names are required to file forms with the applicable 
Registrar on the change of directors/partners, change of registered office/principal 
place of business and changes in nominal and paid up capital amongst other things. 
All forms are subject to payment of a nominal filing fee and have to be filed within a 
stipulated time after the change. 
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4.0 Taxation  

4.1 Overview of Kenya Tax System

The Kenyan tax system comprises both direct and indirect form of taxes. These taxes 
are a major source of Government revenue and include Income Tax, Customs and 
Excise Duties and Value Added Tax (VAT).

The collection and administration of these taxes falls under the responsibility of the 
Kenya Revenue Authority (KRA), which was established in 1995. Penalties and interest 
levied for non-compliance with the tax legislation is punitive, and new investors are 
advised to familiarise themselves with the tax regime in Kenya. Brief descriptions of 
various taxes are given below. 

4.2 Corporate Tax

4.2.1 Basis of Taxation and Tax Rates

This is a direct tax on profits made by corporate bodies and it has its legal basis 
in the Income Tax Act (Cap 470). Kenyan income tax is payable at the corporation 
rate by companies and unincorporated organisations and associations (excluding 
partnerships, sole proprietorships, and interest or dividend paid by a designated co-
operative society) that have taxable income as defined by the Income Tax Act. The 
income of a partnership or a sole proprietorship is not taxable on the business entity 
but is taxed on the individual partner or the proprietor. Each partner of a partnership 
and a sole proprietor is therefore required to declare his business and professional 
income as part of his personal income and pay tax according to his respective 
personal tax bracket.

Exemptions from corporation tax, on the application to the Commissioner, may be 
granted to entities of public character established solely for the relief of poverty or 
distress of the public, or for the advancement of religion or education and pension 
trusts and some other qualifying bodies. 

The Income Tax Act prescribes a charge of income tax on all income of persons, 
whether resident or non-resident, which accrues in or is derived from Kenya. A 
resident person in relation to a body of persons (body corporate) means:

•	 that the body is a company incorporated under a law of Kenya; 

•	 that the management and control of the affairs of the body was exercised in 
Kenya in a particular year of income under consideration; or 

•	 that the body has been declared by the Minister by notice in the Gazette to be 
resident in Kenya for any year of income.
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Where a business is carried on or exercised partly within and partly outside Kenya 
by a resident person, the whole of the gains or profits from that business shall be 
deemed to have accrued in or to have been derived from Kenya.

Dividends received from sources outside Kenya are not chargeable to tax in Kenya.

The tax rates differ between resident and non-resident companies as outlined in the 
table below.

Branches of non-resident companies are taxable on all their incomes derived from 
or accrued in Kenya. In determining the profits of a permanent establishment in 
Kenya, the gains or profits shall be ascertained without any deduction in respect of 
interest, royalties or management or professional fees paid or purported to be paid 
by the permanent establishment to the non-resident person, and by disregarding any 
foreign exchange loss or gain with respect to the net assets or liabilities purportedly 
established between the permanent establishment in Kenya and the foreign head 
office or other offices of a non-resident person.

A permanent establishment is defined under the Income Tax Act as a fixed place of 
business in which that person carries on business and includes a building site and a 
construction/assembly project, which has existed for 6 months or more.

Unless a specific approval is obtained from the Minister of Finance to carry forward 
tax losses for a longer period, such losses can only be carried forward to a maximum 
of 4 succeeding years.

% rate

Resident company 30%

Unincorporated entity with a turnover of up to Shs 5 million - on gross receipts 3%

Non-resident company operating as a branch under Certificate of Compliance 37.5%

Export Processing Zone enterprises

•	 First	10	years Nil

•	 Next	10	years 25%

Newly listed companies following year of listing

•	 List	at	least	20%	of	its	shares 27% for 3 yrs

•	 List	at	least	30%	of	its	shares	 25% for 5 yrs

•	 List	at	least	40%	of	its	shares 20% for 5 yrs

Real Estate Investment Trusts Exempt
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4.2.2 Specified Sources of Income

The Income Tax Act specifies six sources of income (“specified sources”). Gains or 
profits derived from one of the six sources of income shall be computed separately 
from the gains or profits derived from any of the other specified sources. Moreover, 
any losses incurred in any specified source can only be offset against income from 
the same source in the 4 subsequent years, unless an extension application is made 
and approved by the Minister.

The sources are:

•	 Rights granted to other persons for the use or occupation of immovable 
property (rent);

•	 Employment and self-employment professional income;

•	 Wife’s employment, self-employment and professional income;

•	 Agricultural, pastoral, horticultural, forestry and similar activities;

•	 Surplus funds from registered provident and pension schemes; and

•	 Other sources of income chargeable to tax (including business, dividend and 
interest income) and not specified above. 

4.2.3 Export Processing Zone Enterprises

An Export Processing Zone (EPZ) enterprise is an enterprise which is operated in a 
designated export processing zone defined under the Export Processing Zones Act, 
1990. Such enterprises are exempt from paying any corporation tax for a period of 10 
years from commencement of activities for which the enterprise has been licensed, 
and such activities shall not include any commercial activities. The corporation tax 
rate of 25% shall apply thereafter on expiry of the initial 10 year tax holiday period.

“Commercial activities” include trading in, breaking bulk, grading, repacking, or 
relabeling of goods and industrial raw materials.

During the first 10 years where an EPZ enterprise is exempt from taxation:

•	 It shall be deemed to be a non-resident, and subject to the non-resident rate of 
withholding tax on payments made to such an enterprise and, such payments 
shall be final tax.

•	 Payments by it to any person other than a resident person shall be deemed to 
be exempted from tax.

Other benefits enjoyed by EPZ enterprises include:

•	 Exemption from VAT and customs import duty on inputs - raw materials, 
machinery, office equipment, certain petroleum fuel for boilers and generators, 
building materials and other supplies. VAT exemption also applies on local 
purchases of goods and services supplied by companies in the Kenyan customs 
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territory or domestic market. Motor vehicles which do not remain within the 
zone are not eligible for tax exemption.

•	 Perpetual exemption from payment of stamp duty on legal instruments.

•	 100% investment deduction on new investment in EPZ buildings and machinery, 
applicable over 20 years.

•	 Exemption from any quotas or other restrictions or prohibitions on imports or 
exports with the exception of trade in firearms and military equipment.

•	 Exemption from certain licensing requirements.

Employees and directors, other than non-residents, of an EPZ enterprise are however 
liable to personal income tax, and the EPZ enterprise is required to comply with rules 
and regulations in relation to the operation of PAYE.

4.2.4 Deductibility of Expenses  

Subject to certain restrictions, all expenditure which is wholly and exclusively 
incurred in the production of that income shall be deducted in arriving at the taxable 
income including capital allowances and investment deductions. 

The following expenses are specifically allowable:

•	 Specific bad debts written off which are deemed justifiable to the satisfaction 
of the Commissioner (the Commissioner has issued guidelines to assist in the 
determination of what is a qualifying bad debt);

•	 Capital allowances (see Section 4.2.5 below);

•	 Expenses incurred prior to the commencement of business where these would 
have been deductible if incurred after the date of commencement;

•	 Legal fees incurred in connection with recovery of bad debts and acquisition of 
a lease not exceeding ninety-nine years for premises used for business;

•	 Legal and other costs, including expenditure on rating, incurred on the issue of 
share or debentures to the public and listing on a securities exchange in Kenya;

•	 An entrance fee or annual subscription paid to a trade association;

•	 Capital expenditure incurred by an owner or occupier of farmland for the 
prevention of soil erosion;

•	 Structural alterations to premises incurred by the landlord where such 
expenditure is necessary to maintain the existing rent;

•	 Amount considered by the Commissioner to be just and reasonable as 
representing the diminution in value of any implement, utensil or similar article, 
not being machinery or plant;

•	 Capital expenditure incurred by the owner or tenant of agricultural land on 
clearing that land, or on clearing and planting thereon permanent or semi-
permanent crops;

•	 Expenditure on scientific research or payment to a university or scientific 
research association for scientific research;
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•	 Interest paid on borrowings made to generate investment income; limited to 
the amount of investment income. Investment income comprises dividends and 
interest, but excludes qualifying dividends and qualifying interest;

•	 Expenditure incurred in mining a specified mineral;

•	 Club subscriptions paid by an employer on behalf of an employee;

•	 Sums contributed by an employer to a national retirement benefit scheme 
created by a written law;

•	 Expenditure, which the Commissioner considers just and reasonable, incurred 
on advertising and promoting goods and services provided by that business;

•	 Operating and finance lease payments paid by the lessee under a lease contract 
where the title of the asset leased always remains with the lessor;

•	 Donations made, subject to certain conditions, to a charitable organisation 
registered or exempt from registration under the Societies Act or the Non-
Governmental Organisations Co-ordination Act, 1990, and whose income is 
exempt from tax under the Income Tax Act, or to any project approved by the 
Minister of Finance; and

•	 Realised foreign exchange gains or losses.

The following expenses are specifically disallowed:

•	 Non-business and personal expenses (expenses not wholly and exclusively 
incurred in the production of income);

•	 Expenditure or loss which is recoverable under an insurance contract;

•	 All donations with the exception of those specified above; 

•	 School fees;

•	 All legal fees with the exception of those specified above;

•	 Legal and other professional fees of a capital nature (e.g. in relation to 
borrowings, stamp duty, valuation etc.);

•	 General and other provisions for bad debts with the exception of those specified 
above; 

•	 General provision for gratuities/leave pay/staff dues (specific provisions are 
allowed provided these have been taxed on the recipient);

•	 Other general provisions;

•	 Capital expenditure, or any loss, diminution or exhaustion of capital;

•	 Capital repairs and maintenance including costs of extensions or replacements 
of buildings unless specified above; 

•	 Principal tax payments including compensating tax and any interest and 
penalties thereon; 

•	 Employer contributions to a registered fund where these exceed the stipulated 
limits;
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•	 Unrealised foreign exchange losses;

•	 Restricted interest and foreign exchange losses and withholding tax paid on 
deemed interest calculated in accordance with the thin capitalisation rules 
applicable to foreign controlled companies (Section 3.2.3); and

•	 Depreciation and amortisation. 

4.2.5 Capital Allowances

While depreciation on property, plant and equipment and amortisation on pre-paid 
operating lease rentals and computer software are specifically disallowed expenses, 
the Income Tax Act prescribes the following capital allowances.

Wear and Tear Allowance 

Where during a year of income, machinery owned by a person is used by him for 
the purposes of his business, there shall be made in computing his gains or profits 
for that year of income a deduction referred to as a “wear and tear deduction”. The 
deduction is calculated on cost, net of any investment deduction allowance and input 
VAT claimed, on a reducing balance basis.

Nature Rate

Class I: Tractors, combine harvesters, heavy earth-moving equipment 

and similar heavy self-propelling machines (lorries over 3 tonnes 

included by practice)

37.5%

Class II: Computer hardware, calculators, copiers and duplicating 

machines

30%

Class III: Motor vehicles (if not commercial, limited to a cost of US$ 

20,000 per vehicle) and aircrafts

25%

Class IV: All other machinery including ships (by practice, also includes 

furniture, fittings and office equipment)

12.5%

Telecommunications equipment purchased and used by a telecoms 

operator - straight line

20%

Any implement, utensil or similar article, not being machinery or plant, 

employed in the production of gains or profits

What is considered by 

the Commissioner to be 

just and reasonable
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Investment Deductions

Nature Rate

Computer software (calculated on cost) - straight line 20%

Indefeasible rights to use fiber optic cable - straight line 20%

Concessionary arrangements (on purchase of machinery or construction of 

roads, bridges or similar infrastructure)

Equally over the 

concessionary 

period

Industrial building allowance (calculated on cost, net of investment deduction, 

on a straight-line basis):

Industrial building including staff welfare buildings, but excluding office 

buildings, retail shops and dwelling houses except prescribed dwelling 

houses e.g. quarters for employees. Where the disallowed proportion is less 

than 10% of the total cost, the entire cost qualifies. Land does not qualify.

10%

Hotel 10%

Hostel, an educational building and a building in use for training certified by 

the Commissioner

50%

Rental residential building in a planned development area approved by the 

Minister of Housing;

and with stipulated infrastructure provided by the developer

5%

25%

Commercial building with stipulated infrastructure provided by the 

developer

25%

Farm works allowance on structures excluding machinery necessary for proper 

operation of a farm including farm buildings, fences, dips, drains, water and 

electricity works, windbreaks and farmhouses (only 1/3 of the cost of farmhouse 

may be claimed)

100%

Investment deduction on eligible cost of building and machinery used for 

manufacturing (including manufacturing under bond), workshop machinery 

used for factory maintenance, hotel buildings, filming equipment, and 

electricity generation for national grid. Design, storage, show rooms, transport 

or administration units do not quality unless their cost does not exceed 10% of 

the total cost. Land does not qualify.

100%

Investment deduction on construction of buildings or purchase and installation 

of machinery exceeding Shs 200 million outside Nairobi, Mombasa or Kisumu   

150%

Shipping investment deduction on first use of a newly purchased, or the 

purchase and re-fitting of a used power-driven ship of more than 495 tonnes

40%

Mining Allowance on capital expenditure incurred in mining designated 

minerals excluding specified minerals - straight line:

Year 1 40%

Year 2-7 10%

Specified minerals 100%
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4.2.6  Business with Non-Resident Persons, Transfer Pricing 

and Anti-Tax Avoidance Provisions

The Income Tax Act empowers the Commissioner to adjust profits accruing to a 
Kenyan resident where such a person enters into transactions with non-residents 
and the transactions are such that that they produce either no profits or less than 
the ordinary profits which might be expected to accrue to the resident person if the 
transactions had been conducted by independent persons dealing at arm’s-length. 
The Act also gives powers to the Minister to issue guidelines for the determination of 
the arm’s-length value of a transaction.

The Income Tax (Transfer Pricing) Rules, 2006 (Rules) came into operations on 1st 
July 2006. The Rules mirror the principles set out in the Transfer Pricing Guidelines 
for Multinational Enterprises and Tax Administrators which were published on 13th 
July 1995 (OECD Guidelines), and requires related parties to develop an appropriate 
transfer pricing policy based on one of the following methods:

•	 Comparable uncontrolled price method;

•	 Cost plus method;

•	 Resale price method;

•	 Profit split method;

•	 Transnational net margin method; and

•	 Any other method prescribed by the Commissioner.

In addition, the Income Tax Act includes the following provisions in respect of 
business with non-residents:

•	 Where a non-resident person carries on a business in Kenya which consists of 
manufacturing, growing, mining, producing, or harvesting, whether from land 
or from water, a product or produce, and sells or utilises outside Kenya that 
product or produce in a business carried on by him outside Kenya, the gains 
or profits for the Kenya business for tax purposes shall be such amount as 
would accrue if that product or produce would have fetched if it had been sold 
wholesale to the best advantage.

•	 Income derived from deposits, assets or property acquired outside Kenya from 
operations in Kenya by the permanent establishment of a non-resident bank 
shall be deemed to be income derived in Kenya.

•	 For the purpose of ascertaining taxable profits for a business carried on in Kenya, 
no deductions shall be allowed in respect of expenditure incurred outside Kenya 
by a non-resident person other than expenditure which the Commissioner 
determines that adequate consideration has been given. In particular, there are 
restrictions on the amounts which can be charged by a non-resident person to 
a business carried on in Kenya in respect of directors’ fees and executive and 
general expenses.
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Where the Commissioner is of the opinion that the main purpose for which a 
transaction was effected was the avoidance or reduction of liability to tax, he may 
direct that such adjustments as he considers appropriate be made to that transaction 
for tax purposes to counteract the tax avoidance or reduction of liability to tax.

Moreover, where the Commissioner is of the opinion that a company has not 
distributed to its shareholders as dividends within a reasonable period (not 
exceeding 12 months from the end of the accounting period) that part of income 
which could have been distributed without prejudice to the requirements of the 
company’s business, he may direct that such excess be treated for tax purposes, on 
a date 12 months after the end of the accounting period, as having been distributed 
as dividends to the shareholders.

4.2.7 Tax Returns

Each corporate entity (including an EPZ enterprise) is required to file a Self 
Assessment Return (SAR). In addition, a company is required to file a Compensating 
Tax Return. Both the returns are combined in the SAR. A SAR is due for each entity 
holding a PIN irrespective of whether it is dormant or active.

A SAR (together with the audited financial statements for active corporations) is due 
within 6 months after the end of the accounting period. For partnerships where the 
period-end is prescribed to be 31st December, the partnership return is due by 30th 
June of the following year.

The Compensating Tax Return summarises a company’s balance on the Dividend Tax 
Account (DTA) as at the due date for filing the SAR. A DTA is a notional account 
debited with the tax portion of the dividends paid and income tax refunds received, 
and credited with the tax portion of dividends received, income tax paid and 
compensating tax paid. Any credit balance is carried forward, while a debit balance 
represents compensating tax payable at the due date of the SAR. Compensating tax 
is a way of taxing dividends paid out of un-taxed profits (capital gains). 

4.2.8  Advance, Installment and Final Tax Payments and 

Deadlines

Tax payments are made by the payment of:

•	 Advance taxes and other taxes deducted at source e.g. withholding tax;

•	 Installment taxes; and

•	 Final tax (being the difference between the total tax liability for the year less 
advance and other taxes deducted at source and installment taxes paid).

Installment taxes are payable by the 20th day of the respective month (or the last 
working day before the 20th where this falls on a Saturday, Sunday or a public 
holiday) as follows:
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The basis of assessing instalment tax is the lower of the preceding year’s tax liability 
multiplied by 110% and the current year’s estimate.

The final tax due is required to be paid on or before the end of the fourth month 
after the year-end or the last working day before the month-end where it falls on a 
Saturday, Sunday or a public holiday. 

Motor Vehicle Advance Tax

Applicable to all commercial vehicles and PSV’s:

•	 For vans, pickups, trucks, prime movers, trailers and lorries (except tractors and 
trailers used for agricultural purposes), the higher of Shs 1,500 per ton of load 
capacity p.a. or Shs 2,400 p.a.

•	 For saloons, station wagons, mini-buses, buses and coaches, the higher of Shs 
60 per passenger capacity p.m. or Shs 2,400 p.a. 

4.2.9 Set-Off of Tax

Where a taxpayer has any tax or duty payable to the KRA (except VAT and duty 
on imports), such tax may be offset on request against any refund of tax or duty 
confirmed by KRA. Any such request for offset must be made 30 days prior to the 
tax due date.

4.2.10 Turnover Tax

Turnover tax is payable for businesses with a turnover of less than Shs 5,000,000 
per annum. The applicable rate is 3% of the gross receipts of the business. Turnover 
tax is not applicable to:

•	 Rental income and management, professional or training fees;

•	 Incorporated entities; and

•	 Any income which is subject to a final withholding tax.

Installments Due Date Rate

Non-Agricultural Companies

1st Installment 4th month 25%

2nd Installment 6th month 25%

3rd installment 9th month 25%

4th Installment 12th month 25%

Agricultural Companies

1st Installment 9th month 75%

2nd Installment 12th month 25%
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4.3 Personal Income Tax

4.3.1 Introduction   

The Income Tax Act (Cap 470) contains the rules for the ascertainment of income, 
entitlement to personal relief and the assessment and collection of tax in relation to 
personal income.

4.3.2 Basis of Taxation and Tax Rates

A Kenyan resident is taxed on his worldwide employment income, while a non-
resident is taxed on income from employment with a Kenyan resident employer or a 
permanent establishment in Kenya of a non-resident employer. Pension received by 
a resident individual from a pension fund established outside Kenya will be deemed 
to have been derived from Kenya to the extent to which it relates to employment or 
services rendered in Kenya.

An individual is resident in Kenya if he has a permanent home in Kenya and was 
present in the country at any time during a particular year of income, or if he has no 
permanent home in Kenya but was present in Kenya for a period or periods amounting 
in the aggregate to more than 183 days in that year of income. Furthermore, an 
individual is also resident if he has no permanent home in Kenya but was present 
in Kenya in that year of income and in each of the 2 preceding years of income for 
periods averaging to 122 days in each year of income.

Taxable income from employment includes wages, salary, commission, bonus, 
allowances and directors’ fees. Travelling, entertainment and other similar allowances 
are taxable unless they are purely a reimbursement of expenses incurred by the 
employee in the course of their employment. The first Shs 2,000 per day received 
by an employee towards subsistence and travelling allowance for a person working 
outside the usual place of work is not construed as a benefit and therefore not 
subject to tax.

Each employer is required to operate The Pay As You Earn (PAYE) system of 
withholding tax at source from employment income paid to employees and remitting 
the same to KRA. The PAYE rules set out the manner in which the system is to be 
operated and also prescribes the monthly, quarterly and annual returns that are to 
be provided to KRA or to the employees.
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The current Personal Income Tax rates are as follows:

4.3.3 Personal and Other Reliefs

Personal relief represents the amount which can be deducted by an eligible person 
from the tax payable by him. The personal relief is Shs 13,944. The relief is apportioned 
proportionately in a year of income in the case of death or in the case of an individual 
who arrives in Kenya or leaves Kenya permanently.

Other reliefs granted as a deduction against employment income include:

•	 Life, health and education insurance relief - 15% of premium subject to a 
maximum of Shs 60,000 p.a. Where a policy is surrendered before its maturity, 
the tax on the relief granted to the policy holder is refundable.

•	 Mortgage interest relief on owner occupied property (purchase or improvement) 
subject to a maximum of Shs 150,000 p.a.

•	 Home ownership savings plan - a maximum of Shs 48,000 p.a. for a maximum 
period of 10 years. Interest earned on deposits of up to Shs 3,000,000 over 
the ten year period is also exempt. The money shall be held with an approved 
institution (bank, insurance company or a building society). Any withdrawal 
from the plan will be subject to tax at the individual rates of tax in the year of 
withdrawal.

4.3.4 Taxation of Benefits

As a general rule, all non-cash benefits exceeding Shs 36,000 p.a. in aggregate are 
taxable at the higher of cost to the employer of providing the benefit or their fair 
market value.

Tax Free Benefits
•	 Medical benefits provided to a full-time employee and a whole-time service 

director (who spends substantially all of his time on company business and does 
not own or control more than 5% of the company shares or voting power), 
including their beneficiaries.

•	 Medical benefits provided to a director other than a whole-time service director, 
partners and sole proprietors including their beneficiaries subject to a maximum 
value of Shs 1,000,000 p.a.

Taxable Income Rate Cumulative Tax

Shillings p.a. % Shillings p.a.

0 to 121,968 10 12,196

121,969 to 236,880 15 29,432

236,881 to 351,792 20 52,414

351,793 to 466,704 25 81,142

Over 466,704 30
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•	 Amounts paid by an employer into a registered pension scheme subject to 
a maximum of Shs 240,000 p.a. However, employees of organisations not 
chargeable to tax will be taxed on contributions that the employer makes to 
an unregistered fund or on the excess contribution made to a registered fund.

•	 Payment by an employer not exceeding Shs 240,000 p.a. of gratuity or similar 
payment which is paid into a registered pension scheme.

•	 International passage cost for non-citizen employees recruited outside Kenya.

•	 Education fees of an employee’s dependants or relatives, if taxed on the 
employer.

•	 Education fees paid by an educational institution for low income employee’s 
dependants attending the institution. A low income employee is an employee 
whose taxable income is not subject to tax at the rate of more than 20%.

•	 Meals provided at employer’s canteen to low income employees.

•	 The first Shs 150,000 p.m. of total income, and deduction of up to Shs 50,000 
p.m. for drugs treatment and home care services for disabled persons registered 
with the National Council for Persons with Disabilities, and approved by the 
Commissioner.

•	 A deduction of one-third of employment income claimed by a non-citizen 
resident employee of a non-resident company or a partnership trading for profit 
approved by the Commissioner, who is absent from Kenya for an aggregate of 
120 days or more in a year of income and whose employment income is not 
deductible in ascertaining the employer’s income chargeable to tax.

Taxable Employment Benefits

a) Motor Vehicles

•	 Where a company car is provided to an employee, the benefit is taxed at the 
higher of 2% p.m. of the initial cost of the vehicle and the value prescribed 
by the Commissioner.

•	 Leased and hired vehicles provided to an employee are taxed at the cost of 
hiring or leasing the vehicle.

•	 Where the employee has restricted use of the car, the Commissioner may 
upon application determine a lower rate based on usage.

b) Domestic Benefits

•	 Benefits including staff meals (except to low income employees), club 
subscriptions, house helps, water, security, electricity etc. are taxable at 
the higher of cost or fair market value.

•	 The Commissioner has prescribed the value of benefits where the cost to 
the employer is difficult to ascertain. The prescribed rates are:

•	 Telephone (incl. mobile) - 30% of cost to employer

•	 Furniture - 1% p.m. of cost to employer
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c) Housing

•	 The higher of market rental, actual rent paid and:

* For directors: 15% of total income excluding the value of the premises.

* For whole-time service directors: 15% of total employment income 
excluding the value of the premises.

* For employees: 15% of total employment income excluding the value 
of the premises.

•	 Agricultural employees: 10% of total employment income.

•	 Where the total employment income exceeds Shs 600,000 p.a., the housing 
benefit is the higher of rent paid and the fair market value.

•	 Rent received from an employee is deducted in calculating housing 
benefit. 

d) Employee Loans

Loans granted after 11th Jun 1998 are subject to Fringe Benefit Tax payable by the 
employer at the resident corporate tax rate on the difference between the market 
interest rate (average 91-day Treasury Bill interest for the previous quarter) and the 
interest paid by the employee.

e) Registered Employee Share Ownership Plan

Taxable on the employee based on the difference between the offer price and the 
market price per share at the date the option is granted. The benefit accrues at 
vesting. 

f) Pension and Provident Funds

•	 The amount that is deductible against taxable income of an employee for 
contributions made by an employee to a registered fund, including the 
National Social Security Fund (NSSF), is the lower of 30% of pensionable 
income, actual contribution paid or Shs 240,000 p.a.

•	 Insurance premiums paid by an employer to a registered fund on the 
life of, and for the benefit of an employee or his dependents are not a 
taxable benefit on the employee. However, where they are paid to another 
underwriter, they become taxable on the employee. 

•	 An individual who is not a member of a registered fund may contribute to 
a registered individual retirement fund operated by a bank or an insurance 
company. Such a person is entailed to claim contributions made to such 
a fund against his taxable income subject to the limits prescribed above.

•	 Contributions made by employers to registered or un-registered funds 
are not chargeable to tax on the employee. However, employees of tax 
exempt bodies will be taxed on contributions that the employer makes to 
an unregistered fund or on the excess contribution to a registered fund.
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•	 The first Shs 300,000 p.a. of the total pension or retirement annuities 
received by a resident taxpayer is exempt from tax.

•	 Lump sum payments and monthly pension payments to persons of 65 
years of age or above are tax exempt.

•	 Tax exempt lump sum withdrawals:

* Lump sum commuted from a registered pension fund - the first Shs 
600,000.

* Withdrawal from a registered pension fund upon termination of 
employment - Shs 60,000 for each year of pensionable service subject 
to a maximum of Shs 600,000.

* Withdrawal from a registered provident fund (or defined contribution 
fund) - Shs 60,000 for each year of pensionable service subject to 
a maximum of Shs 600,000, plus all lump sums from segregated 
funds on contributions made prior to 1st Jan 1991 and notified to the 
Commissioner prior to 31st Dec 1991.

* A one-off final lump sum payment from a registered fund to the estate 
of a deceased - the first Shs 1,400,000.

* The first Shs 600,000 of NSSF benefits.

* Total pension and retirement annuities received by a resident 
individual from an unregistered fund or scheme, where no tax benefit 
has been claimed on the contributions and the income of the fund has 
been taxed.

* Withdrawals above these limits are subject to withholding tax based 
on length of service.

•	 Any surplus refunded to/withdrawn by an employer from a registered fund 
is taxable on the employer.

•	 Registered funds require the written approval of the Commissioner, and 
must comply with conditions laid down including limits on contributions and 
circumstances in which benefits can be paid out. The income of registered 
funds and pooled funds is exempt from tax.    

4.3.5 Tax Returns and Payment Deadlines

Every person with income chargeable to tax including a partner in a partnership and 
a sole proprietor, with the exception of individuals earning only employment income 
which is fully taxed at source, is required to file a Self Assessment Return (SAR). The 
SAR is due for filing by 30th June of the following year or the last working day before 
the 30th where this falls on a Saturday, Sunday or a public holiday.

A married woman may opt to file a separate tax return and declare income from arms-
length employment, professional services, rent, dividend and interest separately 
from her husband. Income is not considered arms-length for a married woman (and 
therefore deemed to be that of the husband) if it is earned from a company or a 
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partnership in which the husband or the husband and wife jointly own directly or 
through a nominee 12.5% or more of the capital or the voting power.

Every employer operating the PAYE system is required to file the following returns:

•	 Monthly Payment PAYE Slip (P 11) - To be stamped by the bank on payment 
of PAYE deductions. To be paid by the 9th of the following month or the last 
working day before the 9th where this falls on a Saturday, Sunday or a public 
holiday.

•	 PAYE Deduction Summary either to be completed monthly through the KRA 
Online website or quarterly manually. The deadline is either the 9th of the 
following month or quarter, as applicable.

•	 Annual Tax Deduction Card (P 9) to be completed for each employee by the 
28th February of the following year and given to each employee as a proof of 
deduction of tax at source.

4.3.6  Advance, Installment and Final Tax Payments  

and Deadlines

Under the PAYE rules, all deductions made by an employer (including fringe benefit 
tax payable by the employer) must be paid on or before the 9th day of the following 
month or the last working day before the 9th where this falls on a Saturday, Sunday 
or a public holiday.

PAYE deducted at source is included in the individual’s self-assessment return and 
deducted from the tax liability due on the total income.

Where the tax liability for an individual is greater than the tax deducted at source 
(PAYE and withholding tax) and installment tax, the balance of tax is payable by 30th 
April of the following year or the last working day before the 30th where this falls on 
a Saturday, Sunday or a public holiday.

In the case of individuals where the final tax liability (after deduction of taxes at 
source) is Shs 40,000 or less, no installment tax is payable. Where installment tax is 
payable, the basis of calculation and the due dates for payment are similar to a non-
agricultural company (Section 4.2.8).

Where tax is chargeable in Kenya on a Kenya citizen in respect of foreign employment 
income or on income earned from an appearance at an artistic performance or a 
sporting event in a foreign country, and that person proves to the satisfaction of 
the Commissioner that he has paid tax in such other country, he shall be entitled to 
set-off by way of credit that tax paid in the foreign country against the tax payable 
in Kenya. The amount of set-off cannot exceed the tax liability in Kenya on the said 
income.
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4.4 Withholding Tax

Withholding tax is deducted on payment by a resident person or a non-resident person 
with a permanent establishment on certain income deemed to have been derived 
from Kenya (irrespective of whether paid to resident or non-resident persons). 
Withholding tax deducted is payable by the 20th day of the following month (or the 
last working day before the 20th where this falls on a Saturday, Sunday or a public 
holiday). Not later than end of February of the following year, a taxpayer is required 
to submit an annual return of withholding tax deducted and remitted to the KRA. The 
rates of withholding tax are as follows:   

Resident Non-
resident

Telecommunication services - 5%*

Artists and entertainers - 20%*

Royalties 5% 20%*

Dividends (1) / (2) 5%* 10%*

Dividends paid to companies having 12.5% or more voting 

power

Exempt 10%*

Renting property other than immovable (equipment hire) 

(3)

- 15%*

Interest (including Government bearer bonds of at least 2 

years duration) (4)

15% 15%*

Interest from bearer instruments excluding Government 

bearer bonds of at least 2 years duration (4)

25% 25%*

Interest on bearer bonds with maturity of 10 years and 

above (4)

10% 25%*

Housing bond interest (4)/(5) 10% 15%*

Deemed interest on interest free loans in respect of thin 

capitalisation

- 15%*

Betting and gamming winnings 20% -

Rent - land & buildings - 30%*

Pension and taxable withdrawals from pension/ provident 

funds (6)            

10-30%* 5%*

Insurance commissions (7) 10% 20%*

Contractual fees (8)/(9) 3% 20%*

Management, professional or training fees (8)/(9)/(10) 10% 20%*

Surplus pension fund withdrawals 30% 30%*

Shipping business - 2.5%*

  * Final tax
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(1) East African Community partner state citizens at resident rate of 5%.

(2) Dividends received by a specified financial institution operating in Kenya are 
chargeable to corporation tax.

(3) Renting of aircraft, aircraft engines, locomotives and rolling stock exempt.

(4) Final tax for individuals if received from a bank or a financial institution licensed 
under the Banking Act, a building society or the Central Bank of Kenya. Not 
the final tax for resident companies, trusts, clubs etc. Interest paid to an 
approved financial institution is not subject to deduction of withholding tax. 
Interest income received by an individual or a corporate from a listed bond with 
a maturity of at least 3 years used to raise funds for infrastructure or social 
services, and from interest income generated from cash flows and passed to the 
investors in the form of asset-backed securities is exempt from tax.

(5) For non-individual residents, the rate of withholding tax is 15%. In the case 
of housing bonds, the aggregate amount of interest earned by an individual 
subject to the final tax rate of 10% is limited to Shs 300,000 p.a.

(6) Rates based on graduated PAYE tax bands of Shs 400,000 for withdrawals after 
a 15-year period or 50 years of age. For early withdrawals, higher rates apply, 
and withholding tax is not final tax.

(7) 5% if paid to a resident broker. Commission or fee paid by an insurance company 
to another for the provision of insurance cover is not subject to withholding tax.

(8) 15% if paid to citizens of East African Community partner states.

(9) For all payments in excess of Shs 24,000 p.m.

(10) Exempt on agent commissions paid on export of flowers and fruits and 
vegetables from Kenya and auctioned in any market outside Kenya and on audit 
fees for analysis of maximum residue limits paid to non-resident laboratories or 
auditors. 

4.5 Income Tax Penalties

The Income Tax Act provides for various penalties in case of non-compliance. 
The Commissioner has discretionary powers under the Act to remit penalties and 
interest not exceeding Shs 1.5 million. Where an application is made for remission, 
the Commissioner will suspend charging of interest where the taxpayer has paid the 
principal tax pending hearing of the application. Where remission is not granted or 
is partly granted, the balance of interest shall become payable within 90 days of the 
determination of application. If the interest payable at determination remains unpaid 
after the due date, a 2% surcharge shall be levied for each month or part thereof 
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during which it remains unpaid. For amounts in excess of this, an application has to 
me made to the Minister, through the Commissioner. Some of the penalties levied 
include:

4.6 Income Tax Objection and Appeals

Where a taxpayer receives an assessment from the Commissioner, he may within 30 
days of the service of the assessment object to the assessment. The date of service 
of notice or assessment is 10 days from the date of notice / assessment. All such 
objections shall be accompanied with supporting documentation (and the return of 
income where this has not been submitted along with the SAR). The Commissioner 
may amend the assessment in accordance with the objection; amend the assessment 
in light of the objection according to the best of his judgement; or refuse to amend 
the original assessment. 

Offence Penalty

Failure to keep adequate books of 

account

As the Commissioner deems fit, but not exceeding Shs 

20,000

Failure to furnish a SAR by the 

due date

5% of tax due. In calculating the penalty, the tax due shall 

be reduced by tax already paid and tax deducted at source, 

subject to the payment of a minimum penalty of Shs 10,000 

for corporations and Shs 1,000 for individuals

Failure to submit a compensating 

tax return

5% of the compensating tax due. The penalty to be charged 

for each month or part thereof during which the failure 

continues

Penalty on unpaid tax (excluding 

PAYE and withholding tax)

20% of unpaid tax

Underestimation of installment tax 20% on the difference between instalment tax payable and 

110% of installment tax paid 

Interest on unpaid tax / instalment 

tax

2% per month on the amount of tax (excluding penalties 

levied thereon) remaining unpaid for more than one month 

after the due date. Interest is capped to 100% of the 

principal tax owing

Fraud or wilful omission in a return •Additional	tax	of	an	amount	twice	the	tax	concealed	plus	a	

maximum fine not exceeding Shs 200,000; and/or

•Imprisonment	not	exceeding	2	years

Failure to deduct or remit PAYE 25% of the amount of tax involved (minimum of Shs 10,000)

Failure to deduct or remit 

withholding tax

10% of the tax involved subject to a maximum penalty of 

Shs 1 million
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Where the taxpayer still disputes with the original or the amended assessment, he 
may appeal to the Local Committee or Tribunal by first giving the Commissioner 
a Notice of Appeal within 30 days of being issued with the assessment, and then 
within 14 days of the Notice filing a Memorandum of Appeal. Either party may appeal 
to the High Court against the decision of the Local Committee or Tribunal but only 
on a question of law or fact, or both. A further right of appeal against a High Court 
decision exists to the Court of Appeal. Any tax declared by a decision of the Local 
Committee must be paid within 30 days of notice of that decision notwithstanding 
any appeal to the High Court.

4.7 Double Taxation Treaties

Kenya has entered into double taxation treaties which mitigate the tax chargeable on 
the income of persons derived from a country other than the country in which they 
are resident. Countries with which Kenya has such treaties are Canada, Denmark, 
Norway, Sweden, India, Zambia, United Kingdom and Germany.

Treaties with EAC partner states, UAE, Mauritius, Iran and Kuwait have been 
negotiated and concluded but are yet to be ratified. A treaty with France has also 
been ratified.

The withholding tax rates for countries with which Kenya has Double Tax Taxation 
Agreements are:

DTA RATES - %

Payment in Respect Of: UK Germany Canada Denmark, 
Norway, 
Sweden & 
Zambia

India

Management / professional fees 12.5 15 15 20 17.5

Royalty 15 15 15 20 20

Rent from immovable property 30 30 30 30 30

Rent from movable property 15 15 15 15 15

Dividend 10 10 10 10 10

Interest (including from a 

Government bond of at least 2 

years maturity)

15 15 15 15 15

Pension 5 5 5 5 5

Entertainment and sporting 

events

20 20 20 20 20

Ship operators Exempt Exempt 6 5 5
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4.8 Value Added Tax

4.8.1 Basic Concepts and Rates

The operation of VAT has its legal basis in The Value Added Act (Cap 486). The 
Schedules referred to below are Schedules of the VAT Act.

VAT is levied on:

•	 The supply of goods or services, where it is a taxable supply made by a taxable 
person in Kenya in the course of or in furtherance of any business; or

•	 The importation of taxable goods or services into Kenya.

VAT is payable by the:

•	 Taxable person making the taxable supply;

•	 The importer of imported goods; or

•	 The recipient of imported services (reverse VAT). 

A taxable person who makes or intends to make taxable supplies of taxable goods or 
services, or both, the value of which is Shs 5 million or more in a period of 12 months 
is required to be registered under the VAT Act. In the case of an importer of goods or 
services, the onus to pay VAT is on the importer.

A non-resident business who supplies taxable goods or services through a permanent 
establishment or a branch in Kenya is required to obtain registration through a 
resident representative. Moreover, where the supplier of the service is a resident 
outside Kenya, the Commissioner may by notice in writing appoint a person who is 
normally resident in Kenya, as an agent for collecting the tax payable on the service 
and remitting it to the Commissioner.
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The VAT rates applicable in Kenya are:

•	 An exempt supply is a supply of goods specified in the Second Schedule or 
a supply of services specified in the Third Schedule of the VAT Act. Where a 
person makes exempt supplies:

•	 No tax is charged on the exempt supplies.

•	 The value of exempt supplies is disregarded in determining the annual 
registration threshold.

•	 Any input VAT suffered in the provision of exempt supplies is not deductible 
as input VAT and is therefore a cost to the person.

•	 A zero-rated supply is a supply of goods and services listed in the Fifth Schedule, while 
the Eight Schedule provides a list of special goods, privileged persons and institutions 
which enjoy a zero-rated status. Where a person makes zero-rated supplies:

•	 No tax is chargeable on the supply; but

•	 The supply will in all other respects be treated as a taxable supply (including 
in determining the registration threshold).

•	 Taxable supply refers to the supply of any other goods or services which are not 
exempt or zero-rated, and are deemed to be taxable at the standard rate of 16% 
or the lower rate of 12% as stipulated under the First Schedule.

•	 A hotel is defined as premises on which accommodation is supplied or available 
for supply, with or without food and includes serviced flats, serviced apartments, 
beach cottages, holiday cottages, game lodges, safari camps, bandas, holiday 
villas and other premises or establishments used for similar purposes, excluding 
premises on which the only supply is under a lease or license of not less than 
one month or where there is a prior arrangement with the occupier requiring no 
less than 1 month’s notice to vacate. A hotel or a restaurant is required to charge 
2% catering levy in addition to the VAT.

Rate

Standard rate (including hotels, restaurants and rent from non-residential buildings) 16%

A lower rate applicable to diesel oil, industrial fuels and electrical energy 12%

Zero-rated supply includes:

Supply of specified goods and services listed in the Fifth Schedule

Export of goods and taxable services

Supply of goods and services to EPZ enterprises

Ship stores to international sea and air carriers

Supplies to designated foreign aid funded capital investment projects

Supplies to cotton ginning factories, film producers

Supplies of computer hardware and software, generator, dental, medical, veterinary 

and agricultural equipment and supplies (including seeds, fertilizers, pesticides and 

agricultural tools)               

0%

Catering levy for hotels and restaurants 2%
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4.8.2 Application for Registration 

A person who meets the registration requirements should, within 30 days of 
becoming a taxable person, apply for registration. Such registration is done online 
on the KRA website.

Voluntary registration is permissible under the law and is granted at the discretion of 
the Commissioner. A group of companies which is owned or substantially controlled 
by another person, subject to the discretion of the Commissioner, may apply to be 
registered and treated as one person. In the absence of a group registration, all 
taxable transactions between group companies are subject to VAT.

Where a person who is related to another owns, operates or controls one or more 
business entities, the value of his taxable supplies for the purposes of registration 
shall be the aggregate value of the taxable supplies of all the business entities owned, 
operated or controlled by that person.

Every registered person is required to display the registration certificate in a clearly 
visible place in his business premises. Where a person has more than one place of 
business, certified copies (certified by the Commissioner) must be displayed in each 
of those places.

4.8.3 Pre-registration Input VAT 

On the date of registration, where a person has stocks on which VAT had been paid 
and which are intended for use in making taxable supplies; or has constructed a 
building or civil works or has purchased assets for use in making taxable supplies, 
such a person may within 3 months of registration or such longer period as allowed by 
the Commissioner, claim the input tax charged thereon. Input VAT can be claimed on 
purchases done within 24 months preceding the date of registration. An application 
in the prescribed form has to be made to the Commissioner, and input tax can only be 
claimed in the next return following the authorisation by the Commissioner.

Where a registered person making exempt supplies which subsequently become 
taxable, he may within 3 months claim input VAT on the supplies purchased in the 
24 months prior to them becoming taxable and which are in stock at the date of the 
registration.
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4.8.4  De-registration and Disposal of a Business as a  

Going Concern

A person may apply to be de-registered if the taxable turnover of goods or services in 
a period of 12 months does not exceed Shs 5 million; and it is not expected to increase 
in the next period of 12 months. On receipt of the application, the Commissioner 
shall, if satisfied that the person should be de-registered, de-register that person 
with effect from the date when the registered person pays tax due and payable on 
supplies made on stock of materials and other goods on which output tax has not 
been paid or on which input tax has been claimed.

Where a person ceases to make taxable supplies, he shall, within 30 days from 
ceasing to make such supplies, notify the Commissioner of the date of cessation and 
furnish the Commissioner a return showing details of: i) materials and other goods 
in stock and their value and shall pay any tax due thereon and ii) all other taxable 
assets and their values.

In practice, the Commissioner will conduct a VAT audit before granting de-registration.

Where a person disposes off a registered business as a going concern to another 
registered person, and wishes to do so without charging VAT on the assets and stocks 
being transferred, both persons must, within 30 days, provide the Commissioner with 
details of the description, quantities and values of assets and stock of taxable goods 
on hand at the date of disposal. They should also provide details of the arrangements 
made for transferring the responsibility for keeping the records and producing books 
of the business for the period before disposal. Where the Commissioner has any 
objection, he will notify the taxpayers within 14 days, failing which the application is 
deemed to be accepted as long as it complies with the requirements. The purchaser 
will therefore not claim input VAT on such assets and stock. 

4.8.5 Continuing Obligations of a Taxpayer

A registered person is required to notify details to the Commissioner within 14 days 
of the following changes:

•	 Change of address of the place of business;

•	 Additional premises to be used for the purposes of the business; 

•	 Premises used for the business ceases to be used; 

•	 Business or trading name changed; 

•	 An interest of more than 30% of the share capital of a limited company has 
been acquired by a person or group of persons;

•	 The person authorised to sign returns has changed;

•	 Any changes in the partnership; and

•	 A change in the trade classification or the goods or services supplied. 
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4.8.6 Output Tax in Relation to Supply of Goods and Services

Output Tax and Supply

Output tax is the tax due on taxable supplies. A supply is defined to include:

•	 The sale, supply or delivery of taxable goods to another person;

•	 The sale or provision of taxable services to another person;

•	 The appropriation by a registered person of taxable goods or service for his own 
use outside of the business;

•	 Subject to certain exceptions, the making of a gift or providing samples of any 
taxable goods or taxable services;

•	 The provision of taxable services by a contractor to himself in constructing a 
building and related civil engineering works for his own use, sale or renting to 
other persons;

•	 The letting of taxable goods on hire, leasing or other transfers;

•	 The appropriation by a registered person of taxable goods or services for his 
own use inside of the business where if supplied by another registered person, 
the tax charged thereon would have been excluded from the deduction of input 
tax; or

•	 Any other disposal of taxable goods or provisions of taxable services.

Insurance proceeds for loss of taxable goods and supplies are not deemed to be a 
supply and not chargeable to output tax.

Services are deemed to have been supplied in Kenya and not as services exported 
outside Kenya where:

•	 The supplier has established his business or has a fixed physical establishment 
in Kenya and the services are physically used or consumed in Kenya regardless 
of the payer’s location; or

•	 In connection with immovable property, the place is situated in Kenya; or

•	 The service in connection with receiving a signal or a television, radio, telephone 
or other communication services, the person receiving the signal or services is 
in Kenya.

In the case of transportation service, the transport services shall be deemed to have 
been supplied outside Kenya where the transportation ends outside the country 
including goods-in-transit passing through Kenya to a foreign destination.

Time of Supply

The time of supply is technically referred to as the tax point. Generally, a tax point in 
respect of the supply of goods and services falls on the earliest date on which:

•	 The goods are supplied or the services have been rendered;

•	 An invoice is issued in respect of the supply;
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•	 Payment is received for all or part of the supply; or

•	 A certificate is issued by an architect, surveyor or any person acting as a 
consultant.

The tax point in respect of imported services is the earlier of:

•	 The time when the service is received;

•	 When an invoice is received in respect of the service; or

•	 When payment is made for all or part of the service.

Where a supply is made on a continuous basis or by metered supply, the time of the 
supply is the time of each determination or meter reading.

The above rules are crucial in many business decisions and should be considered 
very carefully before entering into an agreement or a contract.

Value of Supply 

Generally, the taxable value of a supply is:

•	 In case of a supply to an independent party dealing at arm’s length, the price for 
which the supply is provided.

•	 In case of supplies to related parties, the price at which the supply would have 
been provided in the ordinary course of business to an independent party. 

•	 Where the price cannot be determined, the Commissioner is empowered to 
determine it. 

The price will include:

•	 The cost of packaging;

•	 Any other goods ancillary or attached to packaging;

•	 Any other liability the purchaser has to pay to the vendor in addition to the price 
charged such as warranty, commission, financing, transport, advertising, etc.

Other provision in relation to determining the value of supply

•	 Where the terms of sale provide for any discount, the value for tax is the 
discounted amount.

•	 Where taxable goods are sold in returnable containers and the containers were 
purchased or imported with tax paid, no tax will be chargeable in respect of the 
containers.

•	 Where tax has been charged in respect of returnable containers which are then 
returned to the supplier, the supplier will be entitled to take credit for the tax in 
the succeeding VAT return.
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•	 In the context of rental of non-residential premises where service charge is 
levied for such services like security, cleaning, electricity, garbage collection 
etc, it forms part of the taxable value and is subject to tax. However, where it is 
a mere reimbursement of payments made by the property manager/owner on 
behalf of the residents, it will be considered as part of disbursement and will not 
be subject to VAT.

•	 The value of taxable services includes any incidental costs incurred by the 
supplier, excluding any disbursements which the supplier has made as an 
agent of the client. Disbursements include costs incurred and recovered on an 
actual basis from the client without any mark-up. Where a mark-up is added, 
such disbursements are vatable, in which case an input VAT suffered on the 
disbursement can be also be claimed.

•	 The taxable value of imported goods is the sum of:

•	 The value of the goods as ascertained for purposes of customs duty 
(whether duty is payable or not); and

•	 The amount of customs duty actually paid.

•	 The taxable value of imported services is the price at which the supply is 
provided.

•	 The taxable value of hotel accommodation and restaurant services shall exclude 
any catering levy and service charge where such service charge is distributed 
to employees and does not exceed 10% of the value of accommodation or 
restaurant services.

•	 The taxable value of mobile cellular phone services shall be the value determined 
for excise duty under the Customs and Excise Act.

•	 In the case of hire purchase or lease agreements, the taxable value excludes any 
interest or finance charges.

•	 Any interest charged for late payment shall be disregarded in determining the 
taxable value.

•	 Disposal of items of property, plant and equipment by an exempt person on 
which no input tax has been claimed are not subject to output tax on disposal.

•	 In relation to samples, VAT is not charged in the following circumstances:

•	 The goods are distributed free as samples by a registered person in 
furtherance of his business;

•	 The samples have a value of less than Shs 200 for each sample;

•	 Are freely available; and

•	 Are distributed to at least 30 persons in any 1 calendar month.
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4.8.7 Records, Invoices, Credit and Debit Notes

Records

A registered person must maintain the following records in Kenya in Kiswahili or 
English for at least 5 years after the tax period to which they relate to:

•	 Copies of all invoices issued in serial number order;

•	 Copies of all credit and debit notes issued, in chronological order;

•	 A VAT account showing totals of output and input tax in each period and 
the tax payable or refundable;

•	 Original purchase invoices, original copies of customs entries, receipts for 
payments of customs duty or tax, and original credit notes and debit notes 
received, to be filed chronologically (by practice either by date of receipt or 
under each supplier’s name);

•	 Details of the amount of VAT charged on each supply made or received 
(including fixed assets, scrap sales etc.);

•	 Totals of the output tax and the input tax in each period and a net total of 
the tax payable or excess tax carried forward, as the case be, at the end of 
each period;

•	 Details of goods manufactured and delivered from the factory;

•	 Details of each supply of goods and services from the business premises;

•	 Copies of stock records kept in a chronological order; and

•	 Journals, ledgers, cash/petty cash books, audited accounts and bank 
statements. 

The Commissioner, or an officer authorised in writing by the Commissioner, is 
empowered at all reasonable times to inspect the records.

Exports

The following records should be retained in case of exports:

•	 A stamped copy of the Customs Export Entry form;

•	 A purchase order form or contract with the foreign customer;

•	 A copy of the invoice issued to the foreign customer; and

•	 Evidence that the goods left Kenya in the form of copies of transit 
documents such as airway bill, road manifest, bill of landing etc.

•	 Moreover, all items for exports should be marked “FOR EXPORT ONLY”.

Tax Invoices

Every registered person who makes a taxable supply is required to issue a tax invoice 
to the purchaser at the time of the supply. 
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The tax invoice must contain the following particulars:

•	 The name, address, PIN and VAT registration number of the supplier;

•	 The date and serial number of the invoice;

•	 The date of the supply, if different from the invoice date;

•	 The name, address and PIN of the person (if known) to whom the supply 
was made,;

•	 The taxable value of the supply, if different from the price charged;

•	 The rate and amount of tax charged on each supply;

•	 Details of whether the supply is a cash or credit sale, and details of cash or 
other discount, if any, that apply;

•	 The total value of the supply and the total amount of VAT charged; 

•	 A business logo; and 

•	 Electronic signature (for persons using an Electronic Signature Device 
(ESD)). Where a person uses an Electronic Tax Register (ETR), the ETR 
receipt should be attached to the invoice.

Any invoice not containing any of the above particulars is not a tax invoice. Taxable 
persons require a valid tax invoice before they can claim credit for input tax.  

Registered persons who make cash sales from retail premises may issue a simplified 
tax receipt, which must satisfy the following requirements:

•	 The name, address, PIN and VAT registration number of the supplier;

•	 The serial number of the receipt;

•	 The date and time of issue of the receipt;

•	 Name, quantity, unit price chargeable to tax, tax rate and the value of the 
recorded sale of the goods or services supplied;

•	 The tax amount payable and total amount payable inclusive of VAT; and

•	 An explicit statement that the price includes VAT.

•	 Such simplified tax invoices must either have an electronic signature or be 
accompanied by an ETR.

Where a registered person is a retailer or is primarily supplying taxable goods or 
services to unregistered persons, he is required to quote or label prices inclusive of 
VAT.

Credit and Debit Notes

A credit note may be issued where goods are returned or where a supplier decides 
to reduce the value of the supply after a tax invoice has been issued. The amount to 
be shown on the credit note is the amount of reduction. A credit note must be issued 
within 12 months after the issue of the relevant tax invoice.
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A credit note should be serially numbered and should have the following details:

•	 The name, address and the PIN of the person to whom it is issued; and

•	 Sufficient details to identify the original invoice.

Debit notes may be issued where there is a further charge on a supply already made. 
It should show all details required for a tax invoice and in addition, it should show 
details of the tax invoice issued at the time of the original supply.

4.8.8 Bad Debts

Where a person has supplied goods or services and has accounted for and paid tax 
on that supply but has not received payment from the buyer, he may apply for a 
refund or remission of the tax upon lapse of 3 years from the date of supply or if the 
buyer has become legally insolvent. An application for refund in respect of bad debts 
must be made within 5 years from the date of supply.

Under these conditions, an application can be made to the Commissioner for refund 
or remission of the tax involved. The application should be accompanied by:

•	 A court decree to prove the insolvency of the debtor;

•	 A copy of the tax invoice provided in respect of each taxable supply upon which 
the claim is based;

•	 Records or other documents, showing that the tax has been accounted for and 
paid on each supply upon which the claim for a refund of tax is based;

•	 Evidence that every reasonable effort has been made to have the debt settled; 
and

•	 A declaration by him that he and the buyers are independent of each other.

4.8.9 Input Tax

Input tax is tax paid by a registered person on the purchase or importation of goods 
or services to be used by him for the purposes of his business. 

Registered suppliers are allowed to deduct the input tax charged to them on supplies 
from output tax on supplies made by them in the course of furtherance of their 
business. The difference between the output tax and input tax is tax payable to KRA 
or recoverable from KRA (where input exceeds output).

Where a registered person acquires as stock in trade any goods of which VAT has not 
been charged, he is to assume that the purchase price is inclusive of VAT and claim 
input tax on such goods.

Where a registered person claims input tax in respect of business premises used 
in making taxable supplies and subsequently sells or disposes off the building or 
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converts it for use in the production of exempt supplies before the expiry of 5 years 
from the date of construction, he shall be required to refund such input within 30 days 
of the sale, disposal or conversion. This does not extend to repairs and maintenance 
costs incurred during the 5 year period.

The VAT Order, 2002 specifies items on which tax may not be deducted, except 
where such goods are stock in trade. These include:   

•	 Oils for use in vehicles, ships, boats and other vessels;

•	 Passenger vehicles and minibuses, including the leasing or hiring services of 
such vehicles for internal use, unless they are provided on lease or hire to third 
parties, or are specifically designed or modified for use in the supply of taxable 
services;

•	 Bodies, parts and services for the repair of passenger vehicles and minibuses 
except where they are used in the supply of repairs and maintenance services 
or other taxable goods or services;

•	 Furniture, fittings and ornaments of decorative items in buildings except where 
such items are permanently attached to buildings, or for use in hotels and 
restaurants subject to the approval of the Commissioner;

•	 Household or domestic electrical appliances other than those approved by the 
Commissioner for use in the manufacture of taxable goods or the supply of 
taxable services;

•	 Entertainment services;

•	 Restaurant services;

•	 Accommodation services; and

•	 Taxable supplies for use in staff housing and similar establishments for the 
welfare of staff.

General Rule

VAT paid can be claimed as input tax:

•	 Only by a taxable person;

•	 If it is attributable to taxable supplies;

•	 If the person claiming input VAT has a valid tax invoice;

•	 If the person claiming input VAT has an original tax invoice from the supplier; 
and

•	 The tax relates to supplies in respect of which the law does not expressly 
prohibit the claiming of a credit.

Time Limit

Input tax cannot be deducted more than twelve months from the date the input tax 
became due and payable (see Section 4.8.6 - Time of Supply). 



DOING BUSINESS IN KENYA54

However, where a motor vehicle or other asset is acquired under a hire purchase or 
lease financing agreement, input tax cannot be deducted before a financier issues 
a letter of undertaking or clearance certificate. The input tax charged in these 
circumstances must be claimed within 12 months of the date of issue of the letter of 
undertaking or clearance certificate.

Partial Exemption

Where a taxable person makes both taxable supplies and exempt supplies, then only 
part of the tax attributable to taxable supplies qualifies as input tax. However, where 
the tax attributable to exempt supplies is less than 5% of the total input tax, the 
whole amount of the input tax can be claimed.

Where a person makes both taxable and exempt supplies, the following methods may 
be used without seeking the prior approval of the Commissioner:

a) Value of taxable supplies x input tax = deductible input tax; or Value of total 
supplies

b) 

•	 full deduction of all the input tax attributable to taxable goods purchased 
and sold in the same state;

•	 no deduction of any input tax which is directly attributed to exempt 
outputs; and

•	 deduction of the input tax attributable to the remainder of the taxable 
supplies, calculated as under sub-paragraph (a).

A person who has restricted the claim for input tax using the above methods is 
required at the end of each accounting year to perform the above calculation based 
on:

•	 Total value of input tax for the year;

•	 Total value of taxable supplies for the year; and

•	 Total value of supplies including exempt supplies for the year.

Where a person has during the year claimed an amount of input tax in excess of what 
is revealed by the above calculation, the excess must be paid to the KRA by adding 
it to the tax payable for the following month after the end of financial year. If the 
amount claimed in the monthly returns is less than the annual credit as calculated 
above, the amount under-claimed can be claimed in the following month’s return.

4.8.10 Remission of Tax  

The Minister has powers to remit the whole or part of the tax payable in respect of 
any taxable goods or services if he is satisfied that it is in the public interest to do 
so. Such cases include:
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•	 Capital goods (excluding vehicles) imported or purchased locally for investment 
primarily for hotel and manufacturing projects. The conditions for approval are 
set out in the Value Added Tax (Remissions) (Investments) Regulations, 2004.

•	 Taxable goods for emergency relief purposes, subject to specified conditions 
imposed, used in specific areas and within a specified period and imported or 
purchased locally by the Government or its approved agent, an NGO or a relief 
agency authorised by the Minister responsible for disaster management;

•	 Goods and taxable services imported or purchased locally by a company that 
has been granted an oil exploration or prospecting license, subject to specified 
conditions;

•	 Goods, including motor vehicles, imported or purchased locally by any company 
granted a geothermal resource licence;

•	 Capital goods and equipment for use in a customs bonded factory for export 
purposes;

•	 Official aid funded projects and goods manufactured under the Essential Goods 
Support Programme;

•	 Good for use by the Kenya Armed Forces;

•	 Goods supplied for ship stores to any national carrier of an any designated 
airline;

•	 Goods and services for use in the construction or expansion of private 
universities, excluding student hostels and staff housing on recommendation of 
the Minister of Education; and

•	 Goods and services for the construction of more than 20 housing units for low 
income earners on the recommendation of the Minister responsible for housing, 
and subject to certain conditions. Such houses should be constructed at a cost 
of not more than Shs 1.6 million and have a plinth area of not less than 30 
sq.mts. They have to be sold to low income earners i.e. persons whose monthly 
gross earnings amount to thirty five thousand shillings or less. 

4.8.11 Collection, Recovery and Refund of Tax 

VAT Return and Payment of Tax

A taxable person is required to lodge a return for each month to the Commissioner 
by the 20th of the month or the last working day before the 20th where it falls on a 
Saturday, Sunday or a public holiday. Any tax due is payable on the same day. 

The return (Form VAT 3) must show the following:

•	 Separately for each tax rate, the total value of the supplies, the rate of tax and 
the amount of output tax;

•	 Separately for each rate of tax, the total value of taxable supplies, the rate of tax 
and the amount of input tax claimed; and

•	 The tax payable after deducting any overpayment claim from the last return 
and adjusting any amounts of overpayments submitted for a VAT Refund Claim.
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Where there is no tax payable a ‘NIL’ return is required.

The VAT 3A form should accompany the VAT Return where the input tax incurred 
is Shs 3 million or more for a Nairobi trader, or Shs 1.5 million or more for other 
districts. 

A VAT 3B form analysing all zero-rated supplies should also be submitted where zero-
rated sales are made. 

Payments can be made at designated banks using Real Time Gross Settlement 
(RTGS), banker’s cheques or cash. All cheques should be crossed “Account Payee 
Only” and made to the Commissioner of Value Added Tax. The following mandatory 
information is required in respect of the payer - name, taxpayer registration number, 
e-slip number and amount of VAT remitted.  

Refund of Tax

If for any tax month the input tax claimed exceeds output tax, the excess is carried 
forward in the VAT return to be set-off against the tax payable in the following month. 
However, in the following circumstances, the Commissioner will refund tax:

•	 The amount of input tax exceeds the amount of output tax as a result of the 
trader making zero-rated supplies; or

•	 Where taxable goods have been manufactured in or imported into Kenya and 
tax has been paid in respect of those goods and, before being used, those goods 
are subsequently exported under customs control; or

•	 Where tax has been paid in error; or

•	 Where in the opinion of the Minister, it is in the public interest to do so.

All VAT refund claims shall be lodged within a 12 month period from the date the 
refund arose or such longer period not exceeding 24 months as the Commissioner 
may allow. All refund claims above Shs 1 million shall be accompanied by an Auditors 
Certificate that the application is true and the amount is properly refundable under 
the Act. An auditor is also required not later than 20th of the following month to 
furnish a certificate to the Commissioner showing all the claims certified by him 
during the last month.

Recovery of Tax

The Commissioner has been granted very wide powers under the VAT Act to collect 
tax that is due and payable. These include:

•	 The Commissioner is empowered to order and empower an authorised officer 
(with or without a police officer being present) to exercise distress upon the 
goods and chattels of the person from whom tax is recoverable. A distress 
levied shall be kept for ten days during which the taxpayer can pay the tax 
and distress costs to recover the goods and chattels distrained upon or else 
they shall be sold by public auction. The proceeds from the auction shall first 
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be applied towards the costs of levying the distress, keeping and selling the 
distrained goods and finally, towards tax. Any amounts remaining shall be paid 
to the distrainee. 

•	 The Commissioner may recover money by issuing an agency notice. He may by 
notice require any person:

•	 From whom money is due or accruing or may become due to the taxable 
person.

•	 Who holds or may subsequently hold money on account of the taxable 
person.

•	 Who holds or may hold money on account of some other person for 
payment to the taxable person.

•	 Any person having authority from some other person to pay money to the 
taxable person.

Where the person does not hold any funds, he is required to inform the Commissioner 
within 7 days of receiving the notice.

•	 If there is likelihood of the person to frustrate collection of the tax, the 
Commissioner may apply to the High Court to obtain an order prohibiting 
transfer, withdrawal or disposal of the funds. Within 30 days of the order, or 
any extension given by the Court upon application by the Commissioner, the 
Commissioner is required to issue an assessment, which shall automatically 
remove the order. The taxpayer has 15 days after the service of the order to 
make an application challenging the order. 

•	 Charge of property and subsequent sell. Where a person liable for tax fails to 
remit the tax within the prescribed time, the Commissioner may, by notice in 
writing, inform the person of his intention to apply to the Registrar of Lands to 
attach any land and buildings owned by the person. If within 30 days of such 
notice, the tax remains unpaid, the Commissioner may by notice in writing, 
direct the Registrar of Lands to hold the land and buildings as security. The 
Commissioner is now empowered to sell land and buildings to recover tax. The 
proceeds from the sale firstly apply towards the selling costs and then recovery 
of tax. Any surplus is paid to the taxpayer.

•	 The Commissioner is empowered to recover outstanding tax as a civil debt due 
to the Government, where he has reasonable belief that:

•	 taxable supplies were made and no tax was charged; or 

•	 tax was charged but not remitted to the Authority; or 

4.8.12 VAT Penalties

The VAT Act provides for various penalties in case of non-compliance. The 
Commissioner has discretionary powers under the Act to remit penalties and interest 
not exceeding Shs 1.5 million. For amounts in excess of this, an application has to be 
made to the Minister, through the Commissioner. Where an application is made for 
remission, the Commissioner will suspend charging of interest where the taxpayer 
has paid the principal tax pending hearing of the application. Where remission is not 
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granted or is partly granted, the balance of interest shall become payable within 90 
days of the determination of application. If the interest payable at determination 
remains unpaid after the due date, a 2% surcharge shall be levied for each month 
or part thereof during which it remains unpaid. Some of the penalties levied include:

Offence Penalty

Late payment of tax Interest of 2% per month compounded. The 

interest chargeable shall not exceed 100% 

of the tax due. Interest is not chargeable on 

penalties

Failure to comply with the Commissioner’s notice 

to pay money owed to a taxable person from 

whom tax is due, or furnish a return showing 

monies held or due to a person from whom tax 

is due

Fine not exceeding Shs 15,000 and/or up to 6 

months imprisonment and liability to pay the 

amount discharged

Failure to produce books, records or provide 

information as required by an authorised officer

Fine not exceeding Shs 15,000 and/or up to 6 

months imprisonment

Failure to produce books, records, statements 

or other documents or to attend summons or to 

answer questions put by the Local Tribunal

Fine not exceeding Shs 15,000 and/or up to 2 

years imprisonment

Making false statements, providing false 

information, involvement in fraudulent evasion of 

tax, a non-registered person who holds himself out 

as a registered person

 Fine up to Sh. 400,000 or double the tax 

evaded, whichever is the greater and/or 3 

years imprisonment. In addition, any taxable 

goods connected with the commission of the 

offence may be forfeited

Failure to display registration certificate in a 

visible place in the business premises

Default penalty of up to Shs 20,000 

and a fine of up to Shs 200,000 and/or 

imprisonment for up to 2 years

Late submission of application for registration Penalty of Shs 20,000

Failure to apply for registration Penalty of Shs 20,000

Failure to issue a tax invoice as required Penalty of between Shs 10,000 and Shs 

200,000. Any goods connected with the 

offence are liable to forfeiture

Failure to keep proper books or records Penalty of between Shs 10,000 and Shs 

200,000

Failure to submit a return 5% of the tax due or a minimum penalty of 

Shs 10,000

Failure to maintain an ETR and other general 

penalty for offences under the Act for which no 

specific penalty is prescribed

A maximum fine of Shs 500,000 and/or up to 

3 years imprisonment

False VAT refund claims Double the tax claimed plus up to 3 years 

imprisonment
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4.8.13 VAT Objections and Appeals

The Commissioner may issue an assessment for tax for a number of reasons 
including:

•	 Failure to keep proper books and records.

•	 Failure to lodge a return.

•	 The Commissioner not being satisfied with the return lodged.

•	 Failure to apply for registration.

Where a taxpayer receives an assessment from the Commissioner, he may within 30 
days of the service of the assessment object to the assessment. The date of service 
of notice or assessment is 10 days from the date of assessment. All such objections 
shall be accompanied with supporting documentation. The Commissioner may 
amend the assessment in accordance with the objection; amend the assessment in 
light of the objection according to the best of his judgement; or refuse to amend the 
original assessment. 

Where the taxpayer still disputes with the original or the amended assessment, he 
may appeal to the Tribunal by first giving the Commissioner a Notice of Appeal within 
30 days of being issued with the assessment, and then within 14 days of the Notice 
filing a Memorandum of Appeal. Either party may appeal to the High Court against 
the decision of the Tribunal but only on a question of law or fact, or both. A further 
right of appeal against a High Court decision exists to the Court of Appeal. Any tax 
declared by a decision of the Tribunal must be paid before the appeal is registered.

4.9 Excise Duty 

Excise duty is imposed under the Customs and Excise Act (Cap 472). The taxes 
are levied on various products including alcoholic beverages, tobacco products, 
petroleum products, motor vehicles, carbonated drinks and mineral water, cosmetics, 
jewellery and cell phone airtime. The taxes rates vary for different products. Some of 
the products on which excise duty is charged and the rates are:

•	 Beers, ciders and spirits - The higher of Shs 70 per litre or 40% of the retail 
selling price

•	 Wines - The higher of Shs 80 per litre or 40% of the retail selling price

•	 Mineral and aerated waters - Shs 3 or 5%

•	 Carbonated drinks, non-alcoholic beverages and juices - 7%

•	 Tobacco products - Higher of Shs 1,200 per mille or 35% of retail selling price

•	 Vehicles:

•	 locally assembled  0%

•	 imported   0 - 20%
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•	 Airtime on cellular mobile phones  10%

•	 Plastic shopping bags    50%

•	 Cosmetics and skin care products  5%

4.10 Customs Duty

The East African Community Customs Management Act provides the rates of duty 
and circumstances in which duty shall be paid on goods. The goods originating from 
the EAC partner states are accorded community tariff treatment according to the 
Rules of Origin provided under the Protocol. Goods imported from outside the EAC 
are subject to a Common External Tariff (CET) as follows:

•	 0% on raw materials and capital goods.

•	 10% on semi-processed and intermediate goods.

•	 25% on finished goods.

•	 2.25% Import Declaration Fees (exempt for imports for EAC countries).

EAC member countries have powers to levy additional anti-dumping or countervailing 
duty rates in addition to the normal duty rates. Certain capital goods for investment, 
subject to Treasury approval, are eligible for duty remission. Goods imported for 
COMESA have preferential duty rates.  
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5.0 EMPLOYMENT 

5.1 Foreign Visa 

5.1.1 Visa Requirements 

A Visa is required by all persons, other than Kenyan citizens, wishing to enter Kenya 
except the persons entitled to privileges and immunities under the Privileges and 
Immunities Act (Cap 179). Applications for visas are submitted to the Immigration 
Department.

Visitors may be issued with a visa on arrival at a port of entry into Kenya valid 
for a period not exceeding 3 months in the first instance, provided that they are 
in possession of a valid passport or other travel document acceptable to the 
Government. Nationals of East African Partner States holding valid passports or 
other acceptable travel documents may be issued with a visitor’s pass on arrival 
at a port of entry into Kenya valid for 6 months. Travellers entering Kenya by road 
are advised to pass through the gazetted entry points and report immediately to an 
Immigration Officer.

The most important documents needed are: 

•	 Visa application form;

•	 Passport size photograph of the applicant;

•	 Valid passport/travel document showing validity of at least 6 months;

•	 Medical referral letter from a hospital or a doctor for medical cases.

Following are the types of visas available:

•	 Ordinary/Entry Visa 

•	 Transit Visa 

•	 Diplomatic Visa 

•	 Multiple Journey Visa

•	 Courtesy Visa

•	 Official/Service Visa

Ordinary/Entry Visas

These are visas issued to all persons whose nationalities require visas to enter Kenya 
for visits or residence. 
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Transit Visas

These are visas required by all persons whose nationalities require visas to enter 
Kenya and are intending to transit through Kenya to a third destination for periods 
not exceeding 3 months.

Diplomatic Visas

Diplomatic (Multiple, Ordinary or Transit) visas are issued gratis to holders of 
Diplomatic Passports on official visits.  

Official/Service Visas

Official/Service (Multiple, Ordinary or Transit) visas are issued gratis to holders of 
Official or Service passports on official visits.  

Multiple Journey Visas 

All persons who are nationals of countries which require visas for Kenya and who 
by nature of their business or circumstances are required to make frequent visits to 
Kenya may be issued with Multiple Journey Visas for Kenya valid for up to 12 months 
or part thereof as the case may be.

Courtesy Visas

Courtesy (Transit and Ordinary) visas may be issued gratis in accordance with the 
Provisions of Categories 1, 2 and 3 of the Visa Regulations, where the applicant is not 
entitled to a Diplomatic Visa, but where it is considered by the issuing officer to be 
desirable on the grounds of international courtesy.

The possession of a visa for Kenya is not the final authority to enter Kenya. The 
Immigration Officer at the port of entry may refuse such a person permission to enter 
if he is satisfied that such a visitor is unable to fulfil the immigration requirements 
and that the entry and presence of such a visitor in Kenya would be contrary to 
national interests even though such a person may be in possession of a valid visa 
for Kenya.

5.2 Foreign Personnel 

5.2.1 Permits & Passes

Permits are issued to any Non-Kenyans wishing to engage in employment in Kenya 
whether in gainful employment or voluntary service. The general requirements for 
obtaining a permit are a duly filled and signed requisite application form (Form 
3), a covering letter from employer, self or organisation depending on the class 
(as applicable), copies of the National Passport and two coloured passport size 
photographs of the applicant.

Permits issued by the Immigration Department are classified from A to M inclusive. 
The following are some of the pertinent classes of Permits and their respective 
requirements:
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Class A is issued to a person who is offered specific employment by a specific 
employer who is qualified to undertake that employment. One is required to present 
copies of academic/professional certificates along with the CV, evidence that the 
organisation failed to fill the vacancy from the local labour market, and the requisite 
form dully filled, signed and sealed by the company. The fee for such a permit is Shs 
100,000 per year. The maximum period of the permit is 2 years and it can be renewed 
on application.

Class D is issued to a holder of a Kenya Dependant’s pass who is offered specific 
employment by a specific employer who is qualified to undertake that employment. 
One is required to present the dependant pass and copies of academic/professional 
certificates along with the CV. The requisite fee is Shs 50,000 per year.

Class E is issued to a member of a missionary society approved by the Government 
and whose presence is beneficial to the country. One is required to present a copy 
of the registration certificate of the organisation and academic and professional 
certificates of the applicant. Fee payable is Shs 2,000 per year.

Class F is issued to persons wishing to invest in agriculture and animal husbandry. 
One is required to present proof of land ownership or leasehold interest in land for 
the purpose, proof of capital available for the purpose, clearance from relevant 
bodies and copy of PIN. Fee charged for this permit Shs 50,000 per year.

Class G is for persons intending to engage in prospecting for minerals or mining. One 
is required to submit with the application the necessary licenses and registrations 
held for prospecting minerals and a copy of the PIN. The application must be 
supported with proof of funds to carry out mining activities.

Class H is issued to investors in trade or business (other than a prescribed 
profession). One is required to present documentary proof of capital to be invested/
already invested a minimum of Shs 10,000,000 or equivalent in any other currency, 
certificate of incorporation/registration, copies of personal and company PIN. For 
renewals, audited financial statements for the previous 2 years and a certificate of 
tax compliance from KRA are required.  The applicable fee is Shs 50,000 per year.

Class I is for investors in the manufacturing sector. The applicant is required to 
present copy of license held, proof of funds for investment of Shs 10,000,000 or 
equivalent in any other currency and copy of the registration certificate of the 
company. For renewals, audited financial statements for the previous 2 years and a 
copy of the company PIN are required. The fee for this permit is Shs 50,000 per year.

Class J is issued to persons wishing to practice certain prescribed professions. One 
must provide proof of membership to a prescribed profession, copies of academic 
and professional qualifications and copies of personal PIN. Fee applicable is Shs 
50,000 per year.
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Class K is for persons who have an assured income derived from sources outside 
and undertakes not to accept paid employment of any kind. One must provide 
documentary proof of assured income. Fee applicable is Shs 50,000 per year.

Class L is issued to retired residents in Kenya. The applicant should have had a 
residence certificate for a continuous period of not less than 10 years. Fee payable 
for this permit is Shs 25,000 per year.

Class M is issued to Conventional Refugees. One must present recognition letters 
from UNHCR and the Department of Refugee Affairs. Permit is issued gratis.

Passes are issued to Non-Kenyans who wish to stay temporarily in Kenya for reasons 
specified in such passes.

A pupil’s pass is issued to person(s) seeking to enter and remain in the country 
for the purpose of receiving education or training at an educational or training 
establishment within the country by which he/she has been accepted as a student/
pupil. One must fill and sign the requisite application form (Form 8), submit a letter 
from the school stating the course and course duration, copy of the passport, two 
passport size photos, a commitment letter from parent/legal guardian/sponsor. The 
fee for such a pass is Shs 2,000 per year.

For a dependant pass, the applicant must be a Kenyan, or holder of a valid entry 
permit, or an exempted person under the Privileges and Immunities Act (Cap 179). 
The applicant must fill and sign the requisite application form and provide a copy of 
the national passport of the dependant, two passport size photos of the dependant 
and copy of birth certificate or marriage certificate for immediate family members. 
The fees payable for a dependant pass is Shs 1,000 for immediate (nuclear) family 
members and Shs 5,000 for other dependants.

Special Pass is issued to person(s) given specific employment by a specific employer 
for a short duration not exceeding 3 months. One must submit an application form 
dully filled and signed, copy of the national passport, two passport size photos, letter 
from institution/applicant (employer) and clearance from regulatory bodies (medical 
and dentist board, pharmacy and poisons board, engineering board, NGO council, 
Ministry of Information). The fee for special pass is Shs 2,000 for filming crew and 
Shs 12,000 for the others.

5.2.2 Dual Citizenship

The Kenya Citizenship and Immigration Act 2011, allows a citizen of Kenya by birth 
who acquires citizenship of another country to retain the citizenship of Kenya.

5.2.3 Permanent Residence 

Under the Kenya Citizenship and Immigration Act 2011, persons who were citizens 
by birth but have since renounced or otherwise lost their citizenship status and 
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are precluded by the laws of the countries of their acquired domicile from holding 
dual citizenship, persons who have held work permits for at least seven years and 
have been continuously resident in Kenya for the 3 years immediately preceding the 
making of the application, children of citizens who are born outside Kenya and have 
acquired citizenship of the domicile and the spouses of Kenyan citizens married for 
at least three years are eligible to be issued with a permanent residence certificate.

5.3 Labour Law

Employment relations in Kenya are regulated by a number of sources including 
constitutional rights, statutory rights, as set out in statutes and regulations; rights 
set by collective agreements; and individual labour contracts. Following are some of 
the Kenyan legislation enacted relating to employment and related matters: 

•	 The Employment Act, 2007 (which repealed the then Employment Act) which 
came into force on 2nd June 2008. 

•	 The Occupational Safety and Health Act, 2007 (which repealed the Factories 
and Other Places of Work Act) which came into force on 26th October 2007. 

•	 The Work Injury Benefits Act No. 13 of 2007 (which repealed the Workman’s 
Compensation Act) which came into force on 2nd June 2008. 

•	 The Labour Institutions Act, 2007 (which repealed the Regulation of Wages and 
Conditions of Employment Act (Chapter 229, Laws of Kenya)) which came into 
force on 2nd June 2008. 

The legal requirements under these statutes are interpreted and enforced by the 
Industrial Court, and in some cases by the ordinary courts. International standards, 
especially ILO Conventions ratified by Kenya are used by the Government and courts 
as guidelines. 

5.3.1 Employment Contracts  

In Kenya, employment contracts are governed primarily by the Employment Act as 
well as the principles of common law. The employer is mandated by law to prepare 
and provide written contracts for all employees hired for more than 3 months at a 
time. 

Employment contracts must contain all employment particulars including the name, 
age, permanent address and sex of the employee, the name of the employer, the 
job description of the employment, the date of commencement of the employment, 
the form and duration of the contract, the place of work, the hours of work, the 
remuneration, scale or rate of remuneration, the method of calculating that 
remuneration and details of any other benefits, the intervals at which remuneration 
is paid. 

Employment terms are negotiated by the employee and employer subject to the 
minimum prescribed by the Employment Act.
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5.3.2 Wages

Although the Employment Act does not make any specific provisions for wages, all 
wages are subject to the minimum wage provided for in the Regulations of Wages 
and Conditions of the Employment Act and the minimum wage guidelines issued and 
revised yearly by the Ministry of Labour. These guidelines outline the occupations 
and the rate of payment on monthly/daily/hourly basis.

In practice, there are two major classes of employees - the management cadre (who 
primarily are not unionised by choice) and the junior staff who are unionised. The 
wages paid to non-unionised staff is negotiated between the employer and the 
employee and is contained in the employment contract. For employees that opt 
to join relevant trade unions, wages are normally negotiated by their union and 
contained in the respective Collective Bargaining Agreement (CBA).  

5.3.3 Working Hours 

The normal working week is outlined by the specific wage regulations order for the 
given industry but is not more than 52 hours spread over 6 days of the week.

5.3.4 Overtime

For the management staff, it is usual practice for the wages negotiated to contain the 
aspect of overtime and as such it is not paid as a separate entitlement.

However, for the junior staff, overtime is paid at the rates of one and one-half time 
the basic hourly rate on weekdays, and at the rate of twice the basic hourly rate 
on Sundays and public holidays. There are different Regulations of Wages Orders in 
force, covering different sectors of the economy. 

5.3.5 Leave  

Annual Leave

Under the Employment Act, every employee shall be entitled to no less than 21 
working days of annual leave with full pay. Where the employee works for less than 
a year, the number of days will be reduced accordingly. This is a minimum and many 
contracts and collective agreements provide for annual leave of between 30 to 45 
days. On average, Kenyan employees enjoy annual leave of 24 days.

Sick Leave

Under the Employment Act, an employee is entitled to paid sick leave after a period 
of 2 consecutive months of service. The minimum period of entitlement is 7 days 
with full pay and 7 days with half-pay for every 12 months. The longest period of 
entitlement is 30 days with full pay and 15 days with half-pay. The employee is 
however expected to produce a certificate of incapacity to work signed by a duly 
qualified medical practitioner.
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Maternity Leave

5.3.6 Public Holidays  

The list below outlines public holidays. Where any of these holidays fall on a Sunday, 
the next working day will be a holiday.

• 1st January  - New Years Day

• 1st May  - Labour Day

• 1st June  - Madaraka (Independence) Day

• 20th October  - Mashujaa Day

• 12th December  - Jamhuri (Republic) Day

• 25th December - Christmas Day

• 26th December - Boxing Day

Undated Public Holidays

• Good Friday and Easter Monday

• Idd-ul-fitr

5.4 Statutory Deductions   

National Social Security Fund

National Social Security Fund (NSSF) is the statutory retirement benefits scheme 
and operates as a public trust. It provides retirement benefits for employees in 
the formal and informal sectors. The trustees of NSSF register members, receive 
contributions, manage funds of the scheme, process and ultimately pay out benefits 
to eligible members or dependants.

There is compulsory registration for all employers irrespective of the number of 
employees. The details required for registration include a copy of the Certificate of 
Incorporation / Registration, PIN, physical location and employee details. In addition, 
each employee subject to deductions is also required to register individually. 

The employer is required to remit to the fund 10% of the monthly income up to a 
maximum of Shs 400; half of which is paid by the employer and half by the employee. 
Volunteer registration is permitted for casual and self-employed workers. For casual 
workers, a special contribution of 5% of gross wages is payable by the employer. 
Deductions have to be remitted by 15th of the following month or last working day 
before the 15th where this falls on a Saturday, Sunday or a public holiday.

Under the Employment Act, a female employee is entitled to 3 months maternity 
leave with full pay, subject to her giving her employer a notice in writing of her 
intention to proceed on such leave on a specific date and return to work thereafter. 
A female employee does not forfeit her annual leave in that year. A male employee 
is entitled to 2 weeks paternity leave with full pay.
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NSSF provides the employee with a lump-sum retirement benefit. Historically, the 
rate of return paid by the state is considerably less than that achieved by private 
schemes, but participation is mandatory.  

National Hospital Insurance Fund

National Hospital Insurance Fund (NHIF) is a state parastatal which provides limited 
in-patient medical insurance cover at accredited health facilities to eligible members 
from both the formal and informal sectors. For those in the formal sector, the employer 
is required to deduct from the salary and remit contributions for all employees, both 
permanent and casual. For those in the informal sector and retirees, membership 
is open and voluntary. For registration, a copy of the Certificate of Incorporation / 
Registration, PIN, physical location and employee details are required.

The lowest contribution starts from Shs 30 for an employee earning a monthly 
income of Shs 1,000 to a maximum contribution of Shs 320 applicable to an employee 
earning a monthly income of Shs 15,000 and above. By concession, all contributions 
are due by the 9th of the following month or the last working day before the 9th 
where this falls on a Saturday, Sunday or a public holiday.

The medial benefits from the scheme in most cases can only cover a fraction of 
the actual medical costs. Hence, most companies provide employees with private 
medical insurance.

Department of Industrial Training (DIT) Levy

DIT levy is payable by every employer at Shs 50 per employee including an 
apprentice, indentured learner, other trainee, temporary, seasonal and casual worker. 
The payment is due by the end of every month. DIT is not applicable to organisations 
deducting and remitting catering levy.

Pay As You Earn (PAYE)

An employer is required to deduct PAYE from salary paid to an employee and remit 
the same to KRA. This is covered under Personal Taxes (Section 4.3).

Union Dues

Where employees are members of a trade union, the employer is required to deduct 
and remit the monthly union dues to the respective union. 

5.5 Trade Union  

The Constitution of Kenya provides the right of freedom of association to every 
person in Kenya and specifically recognises the freedom of association to form 
or belong to trade unions or other associations for the protection of the person’s 
interests. Under the Labour Relations Act, every employee has the right to join a 
trade union. In Kenya, the general practice is that management staff, opt of their own 
volition, not to join a trade union. 
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The Central Organisation of Trade Unions (COTU-K) is the sole national trade union 
center in Kenya. COTU (K) was founded in 1965 upon dissolution of the Kenya 
Federation of Labour and the African Workers’ Congress. COTU (K) is registered and 
operates within the provisions of the Labour Institutions Act (Chapter 12 of 2007) 
of the Laws of Kenya. Currently, COTU (K) has 36 registered and affiliated trade 
unions in the country, and has a membership of about 1 million workers. Since its 
formation in 1965, the workers umbrella body has endeavoured to create, develop 
and maintain a comprehensive social framework for championing the rights of 
workers and advocating for humane and productive work, in conditions of freedom, 
equity, security and dignity. 

The affiliated trade unions are industrial based and the industries involved are: 
commercial, banking, metal works, bakeries and confectionaries, port workers, 
pilots, building and construction, chemical, engineering, game and hunting, local 
government, fishermen, petrol and oil, plantations and agriculture, railway workers, 
scientific research, shipping and clearing, domestic and hotels, entertainment, 
betting, journalism, printing and publishing, sugar plantations, seamen, tailoring and 
textile, transport, post and telecommunications.

Any trade disputes are reported to the Minister for Labour for his reference and 
decision. If any party to the dispute is aggrieved by the Minister’s decision, the party 
may refer the matter to the Industrial Court in Kenya for further consideration.
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6.0 ACCOUNTING  

6.1 Statutory Framework Governing Financial   
 Reporting in Kenya

In Kenya, the main legislation governing companies, including financial reporting is 
the Companies Act. However, there are other legislations that impact on financial 
reporting. These deal with specialised sectors such as insurance, banks, retirement 
benefits schemes and listed companies.

The Companies Act requires all limited liability companies to prepare and keep 
proper books of account as are necessary to give a true and fair view of the state of 
the companies’ affairs. The Act further requires companies to lay before an Annual 
General Meeting a profit and loss account and a balance sheet, and also prescribes 
the contents of these.

With respect to audits, the Act requires companies to appoint auditors who must be 
practising members of ICPAK and who meet the criteria for an auditor as laid out 
in the Accountants Act. The Act further specifies that the auditor’s report should 
appear as an annex to the profit and loss account and balance sheet and prescribes 
the contents of the auditor’s report.

6.2 Financial Reporting and Auditing Standards 

ICPAK, which is the regulatory accountancy body, requires that all financial 
statements must be prepared in accordance with International Financial Reporting 
Standards (IFRS) or International Financial Reporting Standards for Small and 
Medium Enterprises (IFRS for SMEs) framework. Some legislation like the Banking 
Act has enshrined this requirement in the statute. ICPAK also requires that all audits 
are to be carried out in accordance with International Standards on Auditing (ISA). 

The definition of an SME in Kenya as formulated by ICPAK is an entity:

•	 That does not have public accountability; 

•	 That publishes general purpose financial statements for external users (e.g. 
owners not involved in day to day management, KRA, existing and potential 
creditors, credit rating agencies);

•	 Whose debt and equity instruments are not traded in the public market (a 
domestic or foreign stock exchange or an over-the-counter market); and 

•	 That does not hold funds in a fiduciary capacity for a broad group of outsiders 
as one of its primary businesses such as banks, credit unions, insurance 
companies, securities brokers/dealers, mutual funds and investment banks.
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In the context of Kenya, the Council has designated the following entities as publicly 
accountable and therefore cannot use IFRS for SMEs as a framework for external 
reporting:

•	 Companies whose debt or equity instruments are traded in a public market or 
are in the process of issuing such instruments for trading in a public market; 

•	 Banks and building societies; 

•	 Savings and credit unions including SACCOs;

•	 Insurance companies;

•	 Retirement benefit schemes;

•	 State owned entities including state funded parastatals;

•	 Mutual funds;

•	 Investment banks; and

•	 Stock brokers.

All other entities not listed above and preparing general purpose financial statements 
for external users including those that meet the definition of SMEs above may opt 
whether to comply with full IFRS or IFRS for SMEs and should indicate this in their 
financial statements.
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7.0  INTELLECTUAL PROPERTY 
RIGHTS

Kenya is a member of the World Intellectual Property Organization (WIPO) and of the 
Paris Union (International Convention for the Protection of Industrial Property) along 
with the United States and 80 other countries. Kenya is also a member of the African 
Regional Intellectual Property Organization (ARIPO) and a signatory to the Madrid 
Agreement Concerning the International Registration of Marks. Kenya’s existing 
intellectual property legislations have been drafted in line with those provisions.

Kenya has a comprehensive legal framework to ensure intellectual property rights 
protection. Three government ministries administer intellectual property rights. 
Kenya Industrial Property Institute (KIPI), a body corporate in the Ministry of Trade 
and Industry administers the Industrial Property Act 2001 of the laws of Kenya 
covering patents, trademarks, service marks, industrial designs and utility models. 
Copyright is administered by the Copyright Board of Kenya, an office in the Attorney 
General’s Chambers under the Copyright Act 2001 of Kenya. The Plant Varieties Act 
of Kenya is administered by the Kenya Plant Health Inspectorate Services (KEPHIS). 

Intellectual Property comprises the following types of protection:

1. Industrial Property Rights (patents, trademarks, industrial designs, utility 
models, topography of integrated circuits and geographical indications).

2. Copyright (literary and artistic works).

3. Protection of new varieties of plants.

Patent

A patent describes an invention for which the inventor claims the exclusive right. The 
invention must be a new solution to a “technical” problem. It must be new, have an 
inventive step and be industrially applicable.

The application for a patent should be in triplicate and contain:

•	 a request in the prescribed form (Form IP 3);

•	 a description of the invention and at least one mode for carrying out the 
invention in such full, clear, concise and exact terms as to enable any person 
having ordinary skills in the art to make use and to evaluate the invention. The 
description should include any drawing and relevant deposits as in the case 
of micro-organisms and self-replicable material which are essential for the 
undertaking of the invention;

•	 one or more claims which should define the matter for which protection is 
sought and should be clear and concise and fully supported by the description;
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•	 one or more drawings (where necessary) which should not be in colour and the 
lines should be uniformly thick and well-defined; and

•	 an abstract which serves the purpose of technical information.

The application fee of Shs 3,000 is to be submitted together with the application.

The application is vetted for conformance to legal requirements and if found to be 
in order, is accorded a filing date. The application is then published within 18 months 
from the filing date in the Kenya Gazette or in the Industrial Property Journal and 
upon payment of the publication fee of Shs 3,000.

If the application is successful, a patent is granted in the prescribed form upon 
payment of the fee of Shs 3,000. A patent expires at the end of 20 years from the filing 
date of the application. In order to maintain the application or the patent, an annual 
fee is paid in advance to KIPI which shall fall due on the eve of each anniversary of 
the date of filing of the application or the patent. The annual fee payable is as follows:

Utility Model

A utility model is an invention that can be utilised in industry, agriculture, education 
services or environmental conservation and which relates to shape, structure or 
assemblages of articles. It must be new and industrially applicable. The procedure 
for registration is the same as for patents. However, a utility model certificate expires 
at the end of the 10th year after the date of the grant of the utility model, and is not 
renewable. The application fee for registration of a utility model is Shs 1,000, while 
the annual fees are as hereunder:

Years 2 to 7 Shs 2,000

Year 8 Shs 6,000

Year 9 Shs 7,000

Year 10 Shs 8,000

Year 11 Shs 10,000

Year 12 Shs 12,000

Year 13 Shs 14,000

Year 14 Shs 16,000

Year 15 Shs 18,000

Year 16 Shs 20,000

Year 17 Shs 30,000

Year 18 Shs 35,000

Year 19 Shs 45,000

Year 20 Shs 50,000
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Industrial Design

An industrial design is any composition of lines or colours or any three dimensional 
form which gives a special appearance to a product of industry or handicraft and 
can serve as pattern for a product of industry or handicraft. An industrial design is 
registrable if it is new.

A person wishing to register an industrial design must send to KIPI the application 
in the prescribed form, a power of attorney, where the applicant is represented by 
an agent, drawings, photographs or other graphic representations of the article 
embodying the industrial design and an indication of the kind of products for which 
the industrial design is to be used together with the application fee. This should be 
accompanied with a specimen of the article embodying the industrial design.

The duration of protection conferred by a certificate of registration for an industrial 
design is 5 years from the date of filing of the application for registration. However, 
the registration may be renewed for two further consecutive periods of 5 years 
upon payment of a renewal fee. The fees for the renewal of registration of an 
industrial design must be paid within 12 months preceding expiration of the period 
of registration but a grace period of 6 months is allowed for the late payment of the 
renewal fees on payment of a surcharge.

Trademarks

A trademark is a registered design or name used to identify a manufacturer’s goods. 
Trademarks have become more and more important in the recent years. KIPI is 
mandated to implement the Trademarks Act Cap 506 that deals with registration of 
trade and service marks.

Years 1 Shs 1,000

Year 2 Shs 1,500

Year 3 Shs 2,500

Year 4 Shs 3,000

Year 5 Shs 3,500

Year 6 Shs 4,000

Year 7 Shs 4,500

Year 8 Shs 5,000

Year 9 Shs 5,500

Year 10 Shs 5,500
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A trademark is a sign which serves to distinguish the goods of an industrial or a 
commercial enterprise or a group of such enterprises. The sign may consist of 
one or more distinctive works, letters, numbers, drawings or pictures, monograms, 
signatures, colours or combination of colours etc. The sign may consist also of 
combinations of any of the said elements.

The Trade Marks Act helps the producer protect the trade mark. Registering a 
trademark is an important first step for everyone towards safeguarding a trademark 
and combating imitations. Application for registration of a trademark can be done 
directly at KIPI.

The procedure for registering a trademark is:

•	 The applicant must complete the application form and submit it to KIPI with the 
prescribed fee of Shs 4,000.

•	 KIPI checks the completeness and accuracy of the information entered and 
documents submitted and examines the trademark.

•	 If the trademark is available for registration upon examination, it is approved 
for advertisement in the Industrial Property Journal to allow for any opposition, 
within a period of 60 days from the date of the Journal. A fee of Shs 3,000 is 
payable for publication.

•	 If nobody challenges the intention to register the advertised trademark, 
the trademark is registered and the applicant is issued with a Certificate of 
Registration. A registration fee of Shs 2,000 is payable.

An entry in KIPI’s Trademarks Register is valid for ten years from the date of the 
application.  3 months before the validity lapses, the trademark holder is notified 
in writing to this effect so that an application for renewal can be made in good time 
for another set of 10-year period. Trademark protection is indefinite as long as it is 
renewed.

Copyrights

Registration of Copyright is based on the non-formality provision under the Bern 
Convention of 1883 for protection of literary and artistic works. Copyright protection 
is borne by simply expressing the original idea in a fixed form. 

The Copyright Act in Kenya protects literary, musical, artistic, audio-visual works, 
sound recordings and broadcasts, and computer programs. Criminal penalties 
associated with piracy in Kenya include a fine of up to Shs 800,000, a jail term 
of up to 10 years, and confiscation of pirated material. Copyright protection is the 
responsibility of the Kenya Copyright Board (KCB), which resides under the Attorney 
General’s Office.



DOING BUSINESS IN KENYA76

8.0 Listing Rules   

8.1 The Capital Markets Authority 

The Capital Markets Authority, established by the Capital Markets Act (Chapter 
485A), is the Government regulator charged with licensing and regulating the capital 
markets in Kenya. It also approves public offers and listings of securities traded at 
the Nairobi Stock Exchange (NSE).

8.2 Types of Listing Markets 

The following are NSE market segments.

•	 Market for issuing shares

•	 Main Investments Market Segment (MIMS)

•	 Alternative Investments Market Segment (AIMS)

•	 Market for issuing bonds

•	 Fixed Income Securities Market Segment (FISMS)

8.2.1 Main Investments Market Segment 

The minimum eligibility conditions and listing requirements for the MIMS are:

•	 Company to be listed must be a company limited by shares and registered under 
the Companies Act (Cap 486) as a public company.

•	 Company must have a minimum authorised, issued and fully paid up share 
capital of Shs 50,000,000 and net assets of not less than Shs 100,000,000 
before the public offering of shares.

•	 Shares to be listed must be freely transferable and not subject to any restrictions 
on marketability or pre-emptive rights.

•	 Company must have published audited financial statements (prepared under 
the IFRS framework) for an accounting period ending on a date not more than 
4 months prior to the proposed date of the offer.

•	 If more than 4 months will have elapsed since the end of the company’s last 
accounting period for which audited financial statements have been prepared 
and the proposed offer date, the company must prepare a set of un-audited 
interim financial statements for the period following the end of the financial 
period.

•	 The un-audited interim financial statements should not however exceed 6 
months, unless the issuer is already listed in any market segment. In this regard, 
unlisted issuers who have published accounts exceeding a period of 6 months 
will have to carry out an interim audit for the period, or plan the date of offer to 
immediately follow the completion of the next annual audit.
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•	 Company must have prepared financial statements for the latest accounting 
period on a going concern basis and the audited report must not contain any 
emphasis of matter or qualification/modification in this regard.

•	 At the date of application, the company must not be in breach of any of its loan 
covenants particularly in regard to the maximum debt capacity.

•	 For a period of at least 2 years prior to the date of the application, no director 
of the company shall have any petition under bankruptcy or insolvency laws in 
any jurisdiction pending or threatened against the director (for individuals), or 
any winding-up petition pending or threatened against it (for corporate bodies); 
any criminal proceedings in which the director was convicted of fraud or any 
criminal offence, nor be named the subject of pending criminal proceedings, or 
any other offence or action either within or outside Kenya; or been the subject 
of any ruling of a court of competent jurisdiction or any governmental body in 
any jurisdiction, that permanently or temporarily prohibits such a director from 
acting as an investment adviser or as a director or employee of a stockbroker, 
dealer, or any financial service institution or engaging in any type of business 
practice or activity in that jurisdiction.

•	 Company must have suitable senior management with relevant experience 
for at least 1 year prior to the listing, none of whom shall have committed any 
serious offence in any jurisdiction that may be considered inappropriate for the 
management of a listed company.

•	 At least a third of the Board should be non-executive directors, and the company 
must have a clear future dividend policy.

•	 At least 25% of the shares must be held by not less than 1,000 shareholders 
excluding employees of the issuer.

•	 In the case of a listing by introduction, the company shall ensure that the 
existing shareholders, associated persons or such other group of controlling 
shareholders who have influence over management shall give an undertaking 
not to sell their shareholding before the expiry of a period of 24 months following 
listing and such undertaking shall be disclosed in the Information Memorandum.

•	 Company to be listed must have declared positive profits after tax attributable 
to shareholders in at least 3 of the last 5 completed accounting periods to the 
date of the offer.

•	 Company shall be solvent and have adequate working capital.

8.2.2 Alternative Investments Market Segment 

The minimum eligibility conditions and listing requirements for the AIMS are:

•	 Company seeking listing must be incorporated or registered as a public limited 
liability company under the Companies Act (Cap 486).

•	 Company must have a minimum authorised, issued and fully paid up shares of 
Shs 20,000,000 and net assets of Shs 20,000,000 before seeking listing.

•	 The shares to be listed must be freely transferable and not subject to any 
restriction on their marketability or pre-emptive rights.
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•	 At the date of application, the company must not be in breach of any of its loan 
covenants particularly in regard to the maximum debt capacity.

•	 Company shall not be eligible to list unless:

•	 It has a minimum of 25 investors;

•	 At least 20% of the paid up capital after listing, excluding any holding by 
the employees or family members, is held by not less than the prescribed 
minimum number of investors; and

•	 No investor shall hold more than 3% of the shares above.

•	 Company must have been in existence in the same line of business for a minimum 
of 2 years with good growth potential in order to provide a comparative and 
reliable track record.

•	 A subsidiary whose parent company has a 5 year track record may list, provided 
that the subsidiary has an operating track record of at least 1 year.

•	 The financial statements of the company must not be older than 4 months 
before the listing and must be audited.

•	 Company must be solvent and the auditor’s report must be unqualified.

•	 Company may not use the proceeds of a public issue to redeem any loans by the 
directors or the shareholders prior to the listing.

•	 Company must ensure that the existing shareholders, related persons or such 
other group of controlling shareholders who have influence over management, 
undertake not to sell their shareholding, before the expiry of a period of 24 
months following listing.

•	 Company must have at least 2 non-executive and independent directors on its 
board of directors.

•	 Company must disclose a clear policy on dividends.

•	 Company listed on AIMS may only change from this segment after a minimum 
of 1 year and on satisfying, the requirements for MIMS.

8.2.3 Fixed Income Securities Market Segment 

Companies intending to list their commercial papers or corporate bonds in the FIMS 
must satisfy the following eligibility requirements:

•	 Company to be listed must be a company limited by shares and registered under 
the Companies Act (Cap 486).

•	 The company must have a minimum authorised, issued and fully paid up share 
capital of Shs 50,000,000 and net assets of Shs 100,000,000 before the public 
offering of the securities. In the event that the issuer does not have net assets 
of Shs 100,000,000, the issuer must obtain from a bank or any other approved 
institution a financial guarantee to support the issue.

•	 The securities to be listed must be freely transferable and not subject to any 
restrictions on marketability or pre-emption rights.
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•	 The company must have published audited financial statements complying with 
IFRS for an accounting period ending on a date not more than 4 months prior 
to the proposed date of the offer.

•	 If more than 4 months will have elapsed since the end of the company’s last 
accounting period for which audited financial statements have been prepared 
and the proposed offer date, the company must prepare a set of un-audited 
interim financial statements for the period following the end of the financial 
period.

•	 The un-audited interim financial statements should not however exceed 6 
months, unless the issuer is already listed in any market segment. In this regard, 
unlisted issuers with published accounts exceeding a period of 6 months will 
have to carry out an interim audit for the period, or plan the date of offer to 
immediately follow completion of the next annual audit.

•	 The company must have prepared financial statements for the latest accounting 
period on a going concern basis and the audit report must not contain any 
emphasis of matter or qualification/modification in this regard.

•	 At the date of the application, the company must not be in breach of any of its 
loan covenants particularly in regard to the maximum debt capacity.

•	 The company should have made profits in at least 2 of the last 3 years preceding 
the issue of the commercial paper or the corporate bond.

•	 Companies wishing to issue or list debt securities should not be insolvent.

•	 Total indebtedness of the issuer, including the new issue of the commercial 
paper or the corporate bond shall not exceed 400% of the company’s net worth 
(or a gearing ratio of 4:1) as at the date of the latest balance sheet.

•	 The ratio of funds generated from operations to total debt for the 3 trading 
periods preceding the issue shall be maintained at a weighted average of 40% 
or more. These requirements of solvency and adequacy of working capital will 
apply both to the issuer on its own and to the group.

•	 The above two conditions must be maintained as long as the commercial paper 
or corporate bond remains outstanding.

•	 The directors and senior management of an applicant must have collectively 
appropriate expertise and experience for the management of the group’s 
business. Details of such expertise must be disclosed in the issue information 
memorandum.
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8.3 Payable Fees

Companies pay an initial fee to join any of the NSE’s markets and an annual fee 
thereafter. If the company issues additional shares, it pays an additional listing fee. 
The table below provides the fees details.

Initial Listing Fee

MIMS AIMS FIMS

0.6% of securities value to be 

listed, subject to a minimum 

of Shs 200,000 and a 

maximum of Shs 1,500,000.

0.06% of securities value 

to be listed, subject to a 

minimum of Shs 100,000 

and a maximum of Shs 

1,000,000.

0.0125% of the value of fixed 

income securities (bonds) to be 

listed as follows:

•	 A minimum of Shs 100,000 

and a maximum of Shs 

1,000,000 for corporate 

bonds and other fixed 

income securities.

•	 A minimum of Shs 

100,000 and a maximum 

of Shs 500,000 for 

treasury bonds and other 

Government securities.

Annual Listing Fee

0.6% of securities market 

capitalisation, subject to a 

minimum of Shs 2,000 and a 

maximum of Shs 15,000.

0.06% of securities market 

capitalisation, subject to a 

minimum of Shs 1,000 and a 

maximum of Shs 10,000.

0.0125% of the market value 

of outstanding fixed income 

securities (bonds) listed as

follows: 

•	 A minimum of Shs 1,000 

and a maximum of Shs 

10,000 for corporate bonds 

and other fixed income 

securities.

•	 A minimum of Shs 1,000 

and a maximum of Shs 

25,000 for Treasury bonds 

and other Government 

securities.

Additional Listing Fee

0.1% of the nominal of 

the additional securities, 

subject to a minimum of Shs 

500,000.

0.1% of the nominal of the 

additional securities, subject 

to a minimum of Shs 25,000 

and a maximum of Shs 

250,000.
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8.4 Listing Incentives

Following are incentives available to the company wishing to list on the NSE:

•	 No stamp duty payable on the share capital or increase in share capital of a 
company listed on the Nairobi Stock Exchange.

•	 Instruments executed pursuant to or in connection with issue of asset-backed 
securities approved by the CMA exempt from stamp duty.

•	 All citizens of the East African Community Partner States who invest in 
securities listed on the Nairobi Stock Exchange and earn dividend income are 
treated the same as Kenyan residents and therefore pay withholding tax at 5%.

•	 The Capital Markets Act has been amended to increase the percentage of the 
equity offer in an initial public offer that is reserved for Kenyans, from 25% to 
40%, and citizens of the other East African Community Partner States can also 
access this allocation. 

•	 Foreign investors can now acquire shares freely in the stock market subject to a 
minimum reserved ratio of 40% for domestic investors in each listed company.

•	 Legal and other costs, including expenditure on rating, incurred on the issue of 
share or debentures (including listing without raising capital) to the public and 
listing on a securities exchange in Kenya are corporate tax deductible;

•	 Interest income received by an individual or a corporate from a listed bond with 
a maturity of at least 3 years used to raise funds for infrastructure or social 
services, and from interest income generated from cash flows and passed to the 
investors in the form of asset-backed securities is exempt from tax.

•	 Investment ceiling by retirement benefits schemes in fixed income securities 
(e.g. bonds and commercial papers) has been raised from 15% to 30%.

•	 To encourage savings, collective investment schemes set up by employers on 
behalf of employees to invest in listed shares is exempted from income tax.

•	 Newly listed companies pay a lower corporation tax of following the year of 
listing as follows:

•	 Lists at least 20% of its shares - 27% for 3yrs

•	 Lists at least 30% of its shares -  25% for 5yrs

•	 Lists at least 40% of its shares -  20% for 5yrs

•	 Registered venture capital funds are accorded major tax incentives including 
tax holidays of up to 10 years on the funds income. 
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9.0 Investing in Kenya   

9.1 General Information About Investing In Kenya 

9.1.1 Gateway to East Africa 

Kenya is well placed to be the financial and air transport hub of the region, making the 
country an ideal investment destination for investors targeting regional markets. The 
country’s strategic location provides easy access to the EAC and COMESA markets. 

9.1.2 Access to Large Pool of Skilled Workers    

 Kenya prides itself in its large pool of professional workers, trained both within the 
country and in institutions in Europe, North America, Australia and other parts of the 
world. For years, Kenya has produced well-educated professionals, fluent in English 
and highly trained in various fields. Kenya holds the distinction of having the highest 
number of universities and colleges educating English speaking professionals in East 
Africa.

9.1.3 Kenya: Living the Good Life     

Kenya offers many advantages that make it a good choice for settlement and 
investment. There is the spectacular and diverse nature with landscapes ranging 
from mountains to beautiful beaches. There are the many wild and spectacular 
animals and birds. All of these can easily be enjoyed due to a professional and very 
well developed tourism industry, which is very open to investment and partnerships.

With nature scenes like the Maasai Mara that was recently branded as the 8th 
wonder of the world and Tsavo national parks, which draw thousands of visitors every 
year and perfect beaches and hotel infrastructure located on the east coast, near 
Mombasa, suppliers of tourist services have secured a large and expanding market. 
Kenya also offers a rich cultural experience and many forms of entertainment where 
residents and visitors alike can gain insight into the many diverse and fascinating 
cultures found in the country.

Residents living in Kenya lack nothing. Kenya provides residents with well-stocked 
supermarkets, wide range of quality restaurants, world standard primary and 
secondary schools and high quality health care. Quality housing is also available in 
all the key towns in Kenya.

9.1.4 Fully Liberalised Economy

Kenya has now fully liberalised its economy by removing all obstacles that previously 
hampered the free flow of trade and foreign private investment. 
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9.1.5 Money Transfers Outside Kenya

There are no exchange controls in Kenya after the Exchange Control Act was 
repealed in 1995.

9.1.6 Well Established Local and Foreign Private Sector 

By African standards, Kenya has a very substantial private sector, including a 
significant number of foreign investors and is touted as one of the most resilient 
economies amongst the emerging economies.

9.2 Tax-Related Incentives for Investing in Kenya  

9.2.1 Tax Treaties and Investment Promotion 

Kenya has a number of tax treaties and investment promotion and protection 
agreements. Exports from Kenya enjoy preferential access to world markets under 
a number of special access and duty reduction programmes. Kenya is signatory to 
various agreements aimed at enhancing trade amongst member states.

9.2.2 Bilateral Trade Agreements

Kenya has signed bilateral trade agreements with several countries around the world. 
Some of the countries are already members of existing schemes offering market 
access/duty reduction preferences.

9.2.3 Investment Allowances

The capital allowance and other incentives, including Export Processing Zones, 
available to investors are covered in detail in Section 4 of this Booklet.

9.2.4  Capital Gain

There is no tax on capital gains in Kenya and the provisions in the Income Tax Act 
in relation to taxation of capital gains were suspended with effect from 14th June 
1985. There have been attempts in the last 5 years to bring back capital gains tax 
by the Treasury, but the proposals were rejected by Parliament. There are no rules 
or precedents in law which comprehensively distinguish between what is a trading 
profit and what is capital gains and the intention is considered on a case by case 
basis.

9.2.5 Received Dividends

Dividends distributed to residents (including citizens of East African Partner States) 
and non-residents are subjected to a final withholding tax at the rate of 5% and 
10% respectively. The 5% tax is applicable to all countries under the East African 
Community. Dividends received by a resident holding company with a beneficial 
shareholding of more than 12.5% are exempt from taxation.
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9.3 Foreign Ownership of Shares and Land

9.3.1 Shares in Companies Incorporated in Kenya

As a result of the repeal of exchange control laws in 1995, there are presently no 
restrictions on non-Kenyan residents or citizens owning shares in a private limited 
company incorporated in Kenya. However, there are restrictions on non-Kenyan 
residents or citizens (excluding citizens of East African Community member states) 
owning shares in listed companies. Non-Kenyan residents or citizens cannot hold 
more than 60% of the voting power in a listed company. 

9.3.2 Restrictions on Land Ownership

Any sale, transfer, lease, mortgage, exchange, partition or other disposal of or 
dealing with any agricultural land which is situated within a land control area and the 
issue, sale, transfer, mortgage or any other disposal of or dealing with any share in a 
private company or co-operative society which for the time being owns agricultural 
land situated within a land control area requires the mandatory consent of the Land 
Control Board for the land control area or division in which the land is situated in 
respect of that transaction in accordance with The Land Control Act (Chapter 302). 

Such land has been defined under the Act as that which is outside the jurisdiction of 
Nairobi City Council, a municipal council or township, or where the user has not been 
changed to a non-agricultural user.

Such land control boards are mandated by the Act to refuse consent in any case in 
which the land or share is to be disposed of by way of sale, transfer, lease, exchange 
or partition to a person who is not a citizen of Kenya or a private company or co-
operative society all of whose members are not citizens of Kenya.

As regards any other type of land ownership, the Constitution of Kenya provides that 
any person who is not a citizen of Kenya may hold land on the basis of leasehold 
tenure not exceeding 99 years. A company is regarded as a citizen only if it is wholly 
owned by one or more citizens.

9.3.3 Investment Regulation

Apart from the restrictions discussed above in relation to “agricultural land”, there 
are generally no laws that bar foreign investors from participating in any specific 
industry.
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9.4 The Investment Promotions Act

The IPA was enacted by the National Assembly to encourage more inward investment 
to Kenya, through creation of an Investment Promotion Authority (IPA). The primary 
aim of the IPA is to reduce the bureaucracy faced by an investor in relation to 
licensing, immigration and negotiating tax incentives and exemptions from the 
relevant authorities.  

The benefits that can be negotiated by or granted to the holder of an investment 
certificate are as follows: 

•	 Certain specified licenses appropriate to the business of the investor excluding 
regulated businesses such as the banking, insurance and  petroleum sectors; 

•	 Incentives or exemptions under the Income Tax Act, the East African Customs 
Management Act, Excise Act and the Value Added Tax Act; and 

•	 A certain number of specific classes of entry permits for management and 
technical staff as well as for owners, shareholders or partners and their 
dependants. 

In deciding whether to issue an investment certificate, the Authority is required to 
consider the extent to which the investment will contribute to the Kenyan economy 
by either increasing the number and quality of jobs in Kenya, training of Kenyans 
in new skills or technology, contributing to economic development, the transfer of 
technology or increasing tax revenues and foreign exchange.  
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Contact Details – RSM Ashvir

RSM Ashvir

Nairobi 

1st Floor, Reliance Centre, Woodvale Grove, Westlands

P.O. Box 349 - 00606, Nairobi, Kenya

Tel: +254 (0)20 4451747/8/9

Fax: +254 (0)20 4451773

Email: info@ke.rsmashvir.com

Contact: Ashif Kassam - Group Chief Executive, Kenya

Mombasa

2nd Floor, Ralli House, Nyerere Avenue

P.O. Box 87227, Mombasa, Kenya

Tel: +254 (0)41 2311778

Fax: +254 (0)41 2222397

Email: info@ke.rsmashvir.com

Contact: Zakir Datoo - Managing Partner, Mombasa 

Tanzania

1st Floor, Alfa House, New Bagamoyo Road

P.O. Box 79586, Dar es Salaam, Tanzania

Tel: +255 (0)22 2761383/7

Fax: +255 (0)22 2761385

Email: info@tz.rsmashvir.com

Contact: Lina Ratansi - Managing Partner, Tanzania

www.rsmashvir.com
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Contact Details – RSM International

RSM International Executive Office 

11 Old Jewry  

2nd Floor  

London EC2R 8DU 

United Kingdom

Tel: +44 (0)20 7601 1080  

Fax: +44 (0)20 7601 1090  

Email: rsmcommunications@rsmi.com

www.rsmi.com
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“AGOA”   African Growth and Opportunity Act

“AIMS”   Alternative Investments Market Segment 

“ARIPO”   African Regional Intellectual Property Organisation 

“BPO”   Business Process Outsourcing

“CBK”   Central Bank of Kenya

“CET”   Common External Tariff

“CMA”   Capital Markets Authority

“COMESA”  Common Market for East and Southern Africa 

“Commissioner”  Commissioner General or any other Commissioner to which certain powers or functions 

have been delegated under the KRA Act

“COTU”    The Central Organisation of Trade Unions 

“DIT”     Department of Industrial Training 

“DTA”     Dividend Tax Account 

“EAC”     East African Community

“EPZ”    Export Processing Zone 

“EU”     European Union

“FISMS”    Fixed Income Securities Market Segment

“GDP”    Gross Domestic Product

“GSP”    Generalised System of Preferences

“IBD”    Industrial Building Deduction

“ICPAK”    Institute of Certified Public Accountants of Kenya 

“ICT”    Information Communication and Technology

“IFRS”    International Financial Reporting Standards

“IPA”    Investment Promotion Authority 

“JKIA”    Jomo Kenyatta International Airport

“KEPHIS”   Kenya Plant Health Inspectorate Services

“KIPI”    Kenya Industrial Property Institute

“KM”    Kilometres 

“KRA”     Kenya Revenue Authority

“MIMS”    Main Investments Market Segment 

“MW”     Megawatt

“Minister”   Minister for Finance

“NGO”    Non Governmental Organisation

“NHIF”    National Hospital Insurance Fund

“NSE”    Nairobi Stock Exchange

“NSSF”    National Social Security Fund 

“OECD”    Organisation for Economic Cooperation and Development

“PAYE”     Pay As You Earn

“PIN”     Personal Identification Number

“PSV”     Public Service Vehicles

“RTPA”    Restrictive Trade Practices, Monopolies and Price Control Act 

“SAR”    Self Assessment Return 

“SHS”    Kenya Shilling (Exchange rate: 1 US$ = Shs 100)

“SQ.M”    Square Metres

“UAE”    United Arab Emirates 

“UNHCR”    United Nations High Commissioner for Refugees

“USD”    United States Dollar

“VAT”    Value Added Tax

“WIPO”    World Intellectual Property Organisation

Appendix of Acronyms used in the Booklet
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RSM Ashvir

 
1st Floor, Reliance Centre

 Woodvale Grove 
Westlands

 P.O. Box 349, 00606
Nairobi
Kenya

T: +254 (0)20 4451747/8/9 
F: +254 (0)20 4451773  
E: info@ke.rsmashvir.com

www.rsmashvir.com

The aim of this publication is to provide general information about doing business in Kenya and every effort has been made to ensure 
the contents are accurate and current. However, tax rates, legislation and economic conditions referred to in this publication are 
only accurate at time of writing. Information in this publication is in no way intended to replace or supersede independent or other 
professional advice. Copies of this booklet or additional information can be obtained from the RSM International Executive Office or 
RSM Ashvir. 

RSM Ashvir is a member firm of RSM International. RSM International is the name given to a network of independent accounting  
and consulting firms each of which practices in its own right. RSM International does not exist in any jurisdiction as a separate legal 
entity. The network is administered by RSM International Limited, a company registered in England and Wales (company number 4040598) 
whose registered office is at 11 Old Jewry, London EC2R 8DU. Intellectual property rights used by members of the network including 
the trademark RSM International are owned by RSM International Association, an association governed by articles 60 et seq of the 
Civil Code of Switzerland whose seat is in Zug. 
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