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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.

Nairobiis 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 177 million and a combined Gross Domestic Product (GDP) of USS 193.7 billion, and the Common
Market for Eastern and Southern Africa (COMESA) with a population of over 560 million and a combined GDP of USS$ 768
billion.

RSM Eastern Africa has prepared this publication for use by its clients, business associates, partners and staff. The guide
provides a comprehensive coverage of 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 Eastern Africa offices listed on the last page before taking further action.

The data provided reflects current information at the publication date which is subject to change. Whilst every care has
been exercised in ensuring the accuracy and completeness of the information, RSM Eastern Africa, RSM International
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.

Caveat

RSM (Eastern Africa) Consulting Limited 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 (Eastern Africa) Consulting Limited 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 (Eastern Africa) Consulting Limited, RSM
International 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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ABOUT RSM — YOUR GLOBAL NETWORK

At RSM, we help clients overcome new challenges, embrace change and adapt to thrive. By working together, creating
deep insights, combining world-class technology and real-world experience, we deliver understanding that's
unmatched, and confidence that builds. For a changing world. For the future. For all.

RSMis a powerful Network of assurance, tax and consulting experts with offices all over the world. As an integrated
team, we share skills, insight and resources, as well as a client-centric approach that’s based on a deep understanding of
your business. This is how we empower you to move forward with confidence and realise your full potential.

We put ourselves at the heart of your business where we can be most effective. As your long-term adviser, we gain a
deep understanding of every aspect of your business so we can respond with the right expertise andinsights at the right
time. Wherever you are in the world, you will enjoy the same seamless service, combining astute local knowledge with
the global expertise of our most senior professionals. We're passionate about your success and about empowering you
so you can face the future with confidence.

RSM International is a member of the Forum of Firms. The objective of the Forum of Firms is to promote consistent and
high-quality standards of financial and auditing practices worldwide.

RSM is the brand used by a network of independent accounting and advisory firms, each of which practises in its own
right. RSM International Limited does not itself provide any accounting and advisory services.

e A worldleading provider of audit, tax and consulting services to entrepreneurial growth-focused
organisations globally

e Firmsin120 countries and are in each of the top 40 major business centres throughout the world

e 65,000 peopleinover 900 offices covering Africa, Asia Pacific, Europe, MENA and the Americas

Visit rsm.global for afulllist of our RSM firms and contact details
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EXPERIENCE THE POWER OF BEING UNDERSTOOD

As an organisation, we are committed to instilling confidence - in our clients, people and communities - in a world of
change. We do this by living our values and the RSM DNA, and delivering on our brand promise. The team identified for
this engagement possess extensive knowledge and experience on similar engagements.

We empower you to Take Charge of Change in your business or environment, professionally or personally, by using our

expert insights and deep understanding to help you make confident decisions.
This is the POWER OF BEING UNDERSTOOQOD. This is the RSM experience.

RSM INTERNATIONAL
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WHAT DOES RSM STAND FOR?

— In1964, an association, what we now know as RSM International, was born

— Three companies form an alliance LHBD - Lasser, Harmood Banner and Dunwoody

— In1993,the network was renamed RSM Internationalin a meeting between Lawrence Robson (Robson Rhodes),
Edouard Salustro (Salustro Reydel) and Ira McGladrey (McGladrey)

— October 2015 - Unified global name, brand and network under the name RSM
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OUR PURPOSE, VALUES AND PROMISE

Our aimis to act and be perceived as one global organisation
that is inspiring, contemporary and forward-looking.

Instill confidence in a world of change

Driveanunrivalled, | Deliverrich, Champlorand Win withindustry
inclusive culture personalised embrace and compeling
and talent experiences future-focused global products
experience through agile, digital and and services
market-leading giobal delivery
Insights models

The Power of Being Understood | The Power of Understanding
Promise
Caring | Curious | Collaborative | Courageous | Critical thinkers
Respect and uncompromising integrity | Succeeding together

Excellencein all we do | Impactful innovation | Acting responsibly _
Values

2030 RSM Global Strategy: Taking Charge of Change

RSM IN EASTERN AFRICA

10 Partners/

250+ minds
Directors
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Staff in Eastern Africa - 48% Female
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In @ world of complexity and uncertainty, change is
both inevitable and vital. We exist to empower our
clients and our people for the future and give them
the confidence to Take Charge of Change.
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INTRODUCTION

Kenyais located on both sides of the equator along the eastern coast of Africa. The port of Mombasa serves as a critical
access point for landlocked countries in Eastern and Central Africa, including Burundi, Ethiopia, northern Tanzania,
Rwanda, Sudan, South Sudan, and Uganda. Kenya's main trading partners include member states of the East African
Community (EAC), the Common Market for Eastern and Southern Africa (COMESA), the European Union (EU), Japan,
China, the United Arab Emirates (UAE), and the United States. It is the leading exporter within both the EAC and COMESA
regions.

With its strategic geographic position, Kenya is well placed to serve as a financial and air transport hub for the region,
making it anideal investment destination for businesses targeting regional markets. As of mid-2024, the country has an
estimated population of 52.4 million and enjoys seamless access to both EAC and COMESA markets.

Covering 580,367 square kilometres, Kenya's economy is primarily driven by agriculture. Horticulture, agro-processing,
fishing, and livestock hold strong potential for further development. The country’s diverse natural landscape—including
mountains, lakes, rivers, and game parks—and its tropical to temperate climate offer significant opportunities in tourism.
Kenya is renowned for its world-class game parks, white sandy beaches, Mount Kenya, and scenic lakes, positioning it
as a premier African tourist destination.

Politically, Kenyais a multiparty democracy governed by the Constitution enacted on 27" August 2010. This Constitution
establishes a government framework rooted in the values of human rights, equality, freedom, democracy, social justice,
and the rule of law. The preamble affirms the nation’s commitment to promoting the well-being of individuals, families,
communities, and the country at large.

POPULATION AND LANGUAGE

As of mid-2024, Kenya's population is estimated at 53,330,978, with approximately 30% residing in urban areas. The
country is home to over 70 ethnic groups, each with distinct languages and cultural identities. Kenya also has a diverse
multinational population, including Africans, Europeans, Asians, Arabs, and Americans. The Constitution guarantees
freedom of religion and worship, with no official state religion. The major religions practised are Christianity—comprising
Roman Catholics, Protestants, and Seventh Day Adventists—and Islam.

Kiswahili, a Bantu language, is the national language of Kenya. Kiswahili and English are the official languages. English
serves as the primary language of business, and most contracts and financial records are maintained in English.

FOREIGN RELATIONS

Kenya is a signatory to various bilateral, regional, and international trade agreements that promote and facilitate trade.
These agreements offer preferential terms that benefitinvestors operating in Kenya. Key trade frameworks include the
East African Community (EAC), COMESA, the African Growth and Opportunity Act (AGOA), the ACP/EU Cotonou
Partnership Agreement, the African Continental Free Trade Area (AfCFTA), and the Generalised System of Preferences
(GSP). Kenya also maintains bilateral trade agreements with China, India, the Netherlands, Pakistan, and South Korea.
Kenya has been a member of the World Trade Organization since 15t January 1995 and of the General Agreement on
Tariffs and Trade (GATT) since 5" February 1964.
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BUSINESS INFRASTRUCTURE

POWER AND ENERGY

Kenya's electricity supply is largely drawn from five hydroelectric power stations along the upper Tana River. As of 30"
June 2024, Kenya had a total installed capacity of 3,778 MW. Geothermal energy leads at 26.37%, followed by hydro
(24.38%) and thermal (17.78%). Solar photovoltaic systems and wind generation contribute 12.38% and 12.19%,
respectively.

Kenya’'s commercial sector relies heavily on oil for energy, which impacts foreign exchange reserves. However, this

dependency also opens up investment opportunities—especially through Public Private Partnerships (PPPs)—in power
generation and alternative energy solutions for both commercial and domestic use.

TELECOMMUNICATION

Over the past decade, Kenya has undergone a major transformation in the Information Communication and Technology
(ICT) sector, reinforcing its status as a regional digital leader. With six submarine fibre-optic cables, Kenya has
significantly reduced internet costs and expanded access well beyond the pre-2009 satellite era. ICT is now a key driver
of economic growth and productivity across sectors.

The government continues to strengthen digital service delivery through platforms like e-Citizen. Internet penetration
rose from 32% to 48% as of January 2025, supported by widespread 4G and expanding 5G coverage. Smartphone usage
stands at approximately 66%, while fixed broadband—particularly home fibre is growing steadily.

Kenya’'s mobile ecosystem is led by Safaricom and Airtel, with other players such as Equitel operating as Mobile Virtual
Network Operators (MVNOs). The government’s Digital Masterplan 2022—2032 outlines ambitious goals: 100,000 km
of fibre rollout, 25,000 public Wi-Fi hotspots, 80% digitization of public services, and the establishment of ICT hubs.
Meanwhile, the Konza Technopolis—located 60 km from Nairobi—is advancing steadily. Its first phase includes a device
assembly plant, virtual university, and Al innovation labs, positioning Kenya as a continental centre for ICT, BPO, and
fintech investment.

TRANSPORT

Kenya's transport infrastructure is rapidly expanding across road, rail, air, and port networks, with flagship projects
aimed at enhancing trade, logistics, and socio-economic development. The sector is a key enabler of economic growth,
supporting agriculture, industry, commerce, and access to social services. Kenya has an extensive road network, with
projects like the Nairobi Expressway (completed in 2022 under a China-backed PPP) and the Dongo Kundu Bypass
(opened mid-2024) improving connectivity to the Mombasa Port and the South Coast. Upcoming road PPPs include the
Nairobi—Mombasa Expressway (Usahihi Express), part of the broader Mombasa—Nairobi toll highway, designed to
reduce travel time and logistics costs.

In rail, the Standard Gauge Railway (SGR) has transformed passenger and freight transport. Phase 1(Mombasa—Nairobi,
485 km) and Phase 2A (Nairobi—Naivasha) are operational, with plans to extend to Kisumu and Malaba (Phases 2B and
2C) viafunding from China, UAE, and private investors. Kenya Railways is also advancing commuter rail lines and railway
cities like the Nairobi Railway City in partnership with the UK.

The Port of Mombasa remains a vital regional gateway, serving millions in neighbouring countries. The LAPSSET
Corridor, under Vision 2030, is developing a new Lamu Port, highways, rail, airports, and an oil pipeline to boost East
African integration. Mombasa Port is also undergoing expansion, and rural/urban roads are being upgraded to bitumen
and gravel standards.

Inair transport, JKIA—Kenya's busiest airport—handles over 8 million passengers (exceedingits 7.5 million capacity), with
phased upgrades including baggage systems, e-gates, and a planned second runway under PPPs. Moi International
Airport (Mombasa) is expanding its cargo and passenger facilities, enhanced by routes like Mombasa—Dubai. Airports in
Eldoret, Kisumu, and Nakuru/Lanet are being upgraded to support exports, multimodal trade, and international
operations. Wilson Airport is set for runway, apron, and terminal enhancements to support domestic and private
aviation.
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Regionally, airstrips such as Kabunde (Homa Bay) and Angama Mara, along with others in Western Kenya and the Maasai
Mara, are benefiting from expansion via KAA and county-level funding. These developments are unlocking investment
in tourism, cold-chain logistics, hospitality, and regional connectivity.

The Kenya Airports Authority (KAA) is promoting PPPs in cargo sheds, e-warehousing, airport cities, and transit zones—
creating opportunities across construction, logistics, agribusiness exports, and commercial real estate tied to airport
infrastructure.

REAL ESTATE

In the real estate sector, there's notable growth in hospitality infrastructure, with several international hotel brands
entering or expanding their presence. At the same time, the government’s strong focus on affordable housing is creating
significant opportunities for construction firms and housing technology providers.

Businesses looking to enter or expand in Kenya can tap into opportunities in low-cost housing solutions, construction
equipment supply, engineering design, consultancy, and broader infrastructure development.

However, navigating Public-Private Partnership (PPP) structures can be complex. Success requires effective
engagement with both national and county governments, compliance with local content requirements, and in some
cases, project proposals under the Privately Initiated Investment Proposal (PIIP) framework.

BOTTOM-UP ECONOMIC TRANSFORMATION AGENDA(BETA)

The Bottom-Up Economic Transformation Agenda (BETA), central to Kenya's Fourth Medium Term Plan (MTP IV) 2023—
2027, is designed to drive economic recovery and inclusive growth by focusing on high-impact sectors. Its objectives
include reducing the cost of living, eliminating hunger, creating jobs, broadening the tax base, improving foreign
exchange inflows, and ensuring equitable growth.

BETA targets five core investment pillars that play a vital role in stimulating economic activity and addressing socio-
economic challenges:

Agriculture Healthcare
& &

v
Expand Universal Health
Coverage (UHC)

+
Boosting productivity
and sustainability
across value chains.

Digital Superhighway
and Creative Economy

Housing and
Settlement

*
Enhance digital connectivity and
foster innovation

Large-scale affordable
housing construction

Micro, Small and Medium
Enterprises (MSMEs)
Affordable credit,

capacity building, and
market access

Through BETA, Kenya aims to build a moreresilient, inclusive, and diversified economy that addresses current needs and
long-term development goals.
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EAST AFRICAN COMMUNITY

The East African Community (EAC) is aregional intergovernmental organization comprising eight partner states: Kenya,
Burundi, Democratic Republic of Congo, Federal Republic of Somalia (admitted on 24th November 2023), South Sudan,
Rwanda, Uganda, and Tanzania. The EAC s headquartered in Arusha, Tanzania. The Treaty for the Establishment of the
EAC was signed on 30th November 1999 and came into force on 7th July 2000 following ratification by the founding
members—Kenya, Uganda, and Tanzania. Rwanda and Burundi acceded to the treaty on 18th June 2007 and became full
members on 1st July 2007. The EAC has a population of over 174 million, a combined nominal GDP of USD 16 3.4 billion, and
spans more than 2.5 million square kilometres.

Theregion operates as a Common Market under a protocol signed in July 2010, which provides for:
e Free movement of persons
e Freemovement of workers
e Right of establishment
e Right of residence
e Movement of services
e Movement of capital

EAC member states also use a Common External Tariff (CET) for imports from outside the bloc and allow duty-free trade
within the region, subject to some restrictions.

EAC TRADE AGREEMENTS

The EAC is a rapidly growing and increasingly integrated regional bloc, offering a sizable market and a gateway to the
rest of Africa. The vision is to transform the region into a globally competitive investment destination. It has trade
agreements with COMESA, SADC, AfCTA and bilateral trade agreements with EU, United States and some countries like
Japan.

EAC trade agreements

Source: EAC
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RELATIONSHIP OF GOVERNMENT AND BUSINESS

Kenya’'s government actively encourages private sector participation, especially in capital-intensive or technically
demanding areas like infrastructure and exploration. Public-Private Partnerships (PPPs) are widely used, and Kenya is
currently divesting from non-strategic state-owned enterprises as part of its privatisation programme. The
government’s stated goal is to minimize direct involvement in business operations and focus instead on regulation.

To support a better business environment, Kenya reformed its licensing regime through the Licensing Laws (Repeals
and Amendments) Act, 2006, which took effect on 1st May 2007, This significantly reduced the number of permits
required for businesses providing goods and services.

The Nairobi City County has simplified licensing further by introducing a Unified Business Permit, accessible online. This
consolidates five permits into one: single business permit, fire clearance certificate, advertising signage, health
certificate, and food hygiene. Regulated sectors—such as financial services and accountancy—still require licensing from
their respective professional bodies. The Kenya Revenue Authority (KRA) now manages business permit collections, and
fees are based on business size and are renewed annually.

Kenya's electronic portal, kenya.eregulations.org, offers a step-by-step guide to regulatory requirements for both local
and foreigninvestors.

Kenya's improved global doing business ranking is credited to:

e Transparent construction permit processes

e Reliable electricity supply through infrastructure upgrades
e Easier credit access via online systems and credit bureaus
e Stronger minority investor protections

e Improvedinsolvency resolution mechanisms

e More efficient movement of capital
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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:

e Registered companies (private and public);

e Branch offices of companies registered outside Kenya;

e Partnerships;

e Limited liability partnerships;

e Sole proprietorships; and

e Societies.

REGISTERED COMPANIES (PRIVATE AND PUBLIC)

Companies with liability limited by shares or by guarantee or with unlimited liability are regulated by the Companies Act.

Limited liability companies may be public or private. A private company is prohibited from inviting the general public to
subscribe for its shares, must restrict a member’s right to transfer shares, and cannot have more than 50 shareholders.
A member does not include a member who is an employee of the company and a person who was a member while being
an employee of the company who continues to be a member after ceasing to be such employee. A public company may
offer its shares to the general public: there is no maximum number of shareholders, its shares must be freely
transferable, and its name must end with the words “public limited company" or the abbreviation “plc”. 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 one week and includes:

e The registration of a company is a one-step online process i.e. application for reservation of the proposed
name(s) and submission of the required forms are done at the same time.

e The forms generated during company registration include: Company Registration Form, Memorandum of
Association, Notice of the Residential Address of the Directors, Statement of Nominal Capital and Register of
Beneficial Owners (Form BOF 1).

e Submission of a Memorandum of Association (setting out amongst other things the names, addresses and
occupation of the subscribers, number of shares taken, nominal value of shares taken, class of shares taken and
rights (if any) attached to each class of shares). A company may not be registered unless the memorandumiis in
the form prescribed by the regulations and signed by each subscriber.

e Submission of its proposed Articles of Association. In so far as they do not exclude or modify the relevant model
articles prescribedin regulations, the model articles will also apply. If no Articles of Association are submitted, the
relevant model articles will apply by default.

e The details of the ultimate beneficial owners are required to be disclosed at the incorporation stage. The
beneficial owner is a natural person who meets any of the following conditions in relation to the company:

a) holds at least 10% of the issued shares in the company either directly or indirectly;

b) exercises at least 10% of the voting rights in the company;

c) holds aright to directly or indirectly appoint or remove a director of the company; or

d) exercises significant influence or control over the company (whether directly or indirectly).

¢ Theinitial nominal share capital of a company registered or to be registered with limited liability shall be exempt
from ad valorem stamp duty. 1% stamp duty is charged on any subsequent increases in Nominal Capital.

A Certificate of Incorporation together with a CR 12 (confirming the directors, shareholders, authorised and issued
share capital and the address of the registered office of the company) will be issued by the Registrar of Companies.
If the new company provides an email address that has never beenused ontheiTax platform,itis ableto get aKenya
Revenue Authority Personal Identification Number (PIN) via email within 3-5 working days after the Certificate of
Incorporation is issued. If the email address has been used oniTax, a KRA PIN will need to be applied for separately.
The SNHIF and NSSF registration certificates are obtained separately from the respective regulatory bodies.

If the directors of a company being registered in Kenya are Kenyan citizens, the KRA PIN for the company will be
generated automatically. However, if the directors are foreigners, they must first obtain individual KRA PIN's before
the company canbeissued a KRA PIN.
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The following information is required for the purpose of obtaining a KRA PIN for foreign directors (non-Kenyans) of an
already incorporated entity in Kenya, through Kenlnvest:

Personal details: Physical address, email address and phone number;

Certified or notarized coloured copies of the individual's passport;

Acknowledgement receipt for PIN application;

Certificate of Incorporation of the entity for which the individual is a director;

The CR12 of the Kenyan entity for which he/she is a director indicating him/her as a director in the entity;
Letter from the individual appointing a registered tax agent;

Acceptance letter from the tax agent to the investor;

A letter from the tax agent to KRA acknowledging that they have been appointed as tax agents of the
investor;

Recent bank statement (foreign or local) showing proof of funds to be invested of atleast USD 100,000. If bank
statement provided is foreign, it should be translated in English;

10. Introductory letter from the Kenya Investment Authority;

11.  Duly filled Keninvest application form (www.invest.go.ke).

O N A WN S

©

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 1year.

BRANCH OFFICE OF A FOREIGN 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:

o A certified copy of a current certificate of the foreign company’s incorporation or registration in its place of
origin, or a document of similar effect.

o A certified copy of its constitution.

e A list containing the names of its directors and shareholders and their personal details. If the list includes
directors who reside in Kenya and are members of a local board of directors, a memorandum duly executed by
or on behalf of the foreign company should state the powers of those directors.

o Alist of all existing charges entered into by the company affecting properties in Kenya;

e 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;

e Fulladdress of the registered or principal office of the company in its home country; and

e Fulladdress of the company’s place of business in Kenya.

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.
Foreign Companies are also required to keep a register of beneficial owners.

PARTNERSHIP

A Partnership Act, 2012, has been passed, but has not yet been brought into force. The law relating to partnerships is
therefore largely contained in the Partnership Act (Chapter 29 of the Laws of Kenya).

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 Business Names Act.

A Partnership is required to file the Statement of Particulars form with the Registrar of Companies together with a filing
fee. 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 two weeks.

(«
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LIMITED LIABILITY PARTNERSHIP

A limited liability partnership may be formed under the Limited Liability Partnership Act, 2011. A limited liability
partnership is a body corporate with perpetual succession with a legal personality separate from that of its partners.

A partner is not personally liable for the partnership’s obligations other than as a result of a wrongful act or omission by
that partner, and other partners are not liable for the wrongful act or omission of another partner. Limited Liability
Partnerships are also required to keep a register of beneficial owners.

A limited liability partnership can be governed by a partnership agreement, but if there is no such agreement or if there
is an agreement that does not deal with a particular matter, it will be governed by the default provisions set out in the
First Schedule to the Act. A limited liability partnership must have at least one manager, who must be resident in Kenya.

Two or more persons (individuals or body corporates) may form a limited liability partnership by lodging with the
Registrar of Companies a statement in the prescribed form including the name of the partnership and the general nature
of its proposed business, the address of its registered office, the name, nationality and address of each person who will
be a partner, and the name, nationality and address of each person who will be a manager of the partnership. The name
of the partnership must end with the words "limited liability partnership” or the abbreviation “LLP" or “llp". It is possible
for partnerships or private companies to convert themselves into limited liability partnerships.

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 Business Names together with a
filing fee. The Registrar will then issue a Certificate of Registration. The process may take up to two weeks.

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, at the discretion of the Registrar of
Societies. 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 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. The application is considered by the
Registrar within a statutory period of not more than 120 days. Upon registering a society or exempting it from
registration, the Registrar shallissue to the society a certificate of registration or exemptionin the prescribed form.

PERSONAL IDENTIFICATION NUMBER AND VAT REGISTRATION

All businesses are required to obtain a Personal Identification Number (PIN). This is the tax registration number. An
application for a PIN is to be made to the Kenya Revenue Authority (KRA) online. Such application can only be done after
completing the company registration formalities and obtaining the Certificate of Incorporation/Registration. A taxpayer
is required to personally take the original and a copy of the Certificate of Incorporation/Registration to KRA offices for
approval of the PIN registration.

When undertaking the PIN registration, the taxpayer is required to endorse the tax obligations which are applicable to
the taxpayer. These include corporation tax, VAT, PAYE, income tax, etc.

All employees and directors/partners/sole proprietors are also required to have an individual PIN. This registration is
done online.

A PIN is required for certain transactions including opening accounts with financial institutions and investment banks,
importation of goods and customs clearing and forwarding, registration of titles and stamping of instruments, provision
of digital services, among others. An application may be made to the Commissioner by a person who may be exempt
from the requirement for a PIN for the transactions listed above.
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ACCOUNTING PERIOD ENDS

The financial period end needs to be agreed at the time of submission of the application for the PIN. The Income Tax Act
permits incorporated businesses to choose any period end. The Companies Act, 2015, requires notice to be given of any
changein period end, and does not allow a change to be made within 5 years of a previous change. However, certain laws
e.g. the Banking Act and the Insurance Act require banks and insurance companies to have an accounting period ending
on 371t December of each year.

Unincorporated businesses (partnerships and sole proprietors) are also required to have accounting periods ending on
315t December. Incorporated businesses which are not required to have a 31 December ending, can change their period
end with prior written approval of the Commissioner by giving at least 6 months’ notice before the date to which the
financial statements are intended to he 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 up to 18 months from the date of commencement of business.

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.

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

SHARE CAPITAL

The form “Statement of Nominal Capital” indicates the share capital of the company. The directors can allot acompany’s
share capitalin full as paid-up, partly paid, or unpaid. Shares can be issued at par (the nominal value of the shares) or at a
premium. Shares cannot be issued at a discount without the sanction of the Court. A public company cannot decreaseits
capital without the sanction of the Court, but Section 419 of the Companies Act provides an option for private companies
to reduce capital without going through court. In this case, the special resolution for reduction of capital must be
supported by a solvency statement.

The share capital can be increased by an ordinary resolution of members in a general meeting. A Statement of Increase
of Nominal Capital has to be submitted at the Lands Office for stamping within 30 days from the date of passing of the
resolution. The rate of stamp duty payableis 1% of the amount by which the capital is increased. The stamped Statement
of Increase of Nominal Capital has to be filed with the Registrar of Companies.

REGULATION OF FOREIGN INVESTMENT

Subject to a few restrictions on owning shares in financial institutions and in the telecoms sector 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 certainrestrictions 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.

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, of 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.
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Effective 1 January 2022, the thin capitalisation provisions have been amended to restrict the total interest claimablein
a year of income to 30% of earnings before interest, taxes, depreciation and amortization (“EBITDA™); provided in the
calculation of EBITDA, any income that is exempt from tax is to be excluded. This is applicable both to locally and foreign
controlled companies.
The interest restriction will apply to:

e interestonallloans;

e payments that are economically equivalent to interest; and

e expensesincurredin connection with raising of finance.
However, with the enactment of the Finance Act 2023, effective 1°t January 2024, this restriction only applies to interest
on foreign loans in excess of 30% of EBITDA but these would be a carried forward for a period of 3 years to allow the
claim of interest but not exceeding 30% of the EBITDA.

The restriction of the payment of deemed interest on interest free loans by entities controlled by a non-resident alone
or together with not more than four other persons (excluding a licensed bank or a financial institution) still applies. The
above interest restriction provisions will not apply to:
a) Banks or financial institutions;
b) Micro and small enterprises registered under the Micro and Small Enterprises Act, 2012;
c) Microfinance Institutions licensed and non-deposit taking microfinance businesses under the Microfinance Act
2006;
d) Entities licensed under the Hire Purchase Act;
e) Non-deposit taking institutions involved in lending and leasing business;
f) Companies undertaking the manufacture of human vaccines;
g) Companies engaged in manufacturing whose cumulative investments in the preceding five years from the
commencement of this provision is at least five billion shillings;
h) Companies engaged in manufacturing whose cumulative investments is at least five billion shillings: provided
that the investment shall have been outside Nairobi City County and Mombasa County; and
i) Holding companies that are regulated under the Capital Markets Act.

Controlinrelation to a person shall now include:

a) A person holding at least 20% voting rights in a company, directly or indirectly;

b) Aloanadvanced by one person to another, constituting at least 70% of the book value of the total assets of the
entity, excluding a loan from a financial institution not associated with the person advancing the loan;

c) Aguarantee by aperson for any form of indebtedness constituting at least 70% of the total indebtedness of the
entity, excluding a guarantee from a financial institution not associated with that guarantor;

d) Thepower to appoint more than half of the board of directors of the entity, or at least one director or executive
member of the governing board of that entity;

e) A person who has exclusive rights over the know-how (includes patent, copyright, trademark, license,
franchise, and any other business or commercial right) on which the entity is wholly dependent for the
manufacture or processing of goods or articles or business carried on by the other person;

f) The person or another person designated by him supplies at least 90% of the purchases of the entity; or in the
opinion of the Commissioner, influences the price or other conditions relating to the supply of the purchases of
the entity;

g) The person or another person designated by him purchases 90% of the sales of the entity; or in the opinion of
the Commissioner, influences the price or any other conditions of sales of the entity; or

h) Any other relationship, dealing or practice that the Commissioner may deem to constitute control.

The definition of control, effective 1°t July 2021, is a considered in determining the residency status of a corporate body
and evaluation of whether a Kenyan entity is an ultimate parent company. In addition, it is a consideration for compliance
with transfer pricing provisions.

Inrespect to a thinly capitalised company, deemed interest is applicable onloans advanced to the company interest free
by a non-resident person alone or together with not more than four other persons and where the company is not a bank
or a financial institution licensed under the Banking Act. Withholding tax is payable on the deemed interest, and neither
the deemed interest nor the withholding tax paid thereon are deductible for tax purposes.
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COMPANY SECRETARY

A private company is required to have a secretary only if it has a paid-up capital of KShs. 5 million or more. If a company
does not have a secretary, anything required or authorised to be done by the secretary may be done by a director or a
person authorised generally or specifically for that purpose by the directors. The new section 243 A of the Companies
Actrequires a private company or company limited by guarantee not having a secretary or aresident director to appoint
a contact person who is a natural person with permanent residence in Kenya. Every public company is required to have
at least one secretary. A secretary must be a holder of a practising certificate issued 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.

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 or a sole proprietor respectively.

ANNUAL STATUTORY FILING

Every limited liability company, including companies limited by guarantee, is required to submit to the registrar annual
returns made up to a date not later than the anniversary of the company’s incorporation or, if the company’s last return
lodged with the registrar was made up to a different date, the anniversary of that date.

For a public company, audited financial statements should be lodged with the registrar within 6 months after the end of
the company'’s accounting period. Private limited companies should lodge their financial statements with the registrar
within 9 months after the end of the accounting period. Directors of a company that is subject to the small companies’
regime (see below) should lodge with the registrar for each financial year a copy of a balance sheet drawn up as at the
last day of that year. Such companies may also lodge with the registrar a copy of the company’s profit and loss account
and a copy of the directors' report for that year.

A company subject to the small companies’ regime is a private company that is not part of a larger group and that
satisfies two or more of the following:

a) ithasaturnover of not more than KShs. 50 million;

b) the value of its net assets as per its balance sheet at the end of the year is not more than KShs. 20 million;

c) it does not have more than 25 employees (based on average of number of persons employed on contracts of

service each month).

Aforeign company with abranchin Kenyais required tolodge, at least oncein every calendar year and atintervals of not
more than fifteen months, a copy of its financial statements made up to the end of its last financial year, together with a
statutory declaration verifying that the copies are true copies of the original.

Every registered society must also file Annual Returns in respect of the previous year by 315 March each year in the
prescribed form signed by 3 officers of the society.
Partnerships and sole proprietors are not required to file any annual statutory returns.
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OTHER RETURNS

Entities incorporated under the Companies Act, Societies Act, Partnership Act, Limited Liability Partnership Act, and
Registration of Business Names Act 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 filing fee and have to be filed within a stipulated time after
the change.

ACCOUNTING

STATUTORY FRAMEWORK GOVERNING FINANCIAL REPORTING IN KENYA

In Kenya, the main legislation governing financial reporting by companies is the Companies Act. However, thereis other
legislation that impacts on financial reporting. This deals with specialised sectors such as insurance, banks, retirement
benefits schemes and listed companies.

The Companies Act requires the directors of all limited liability companies to prepare and keep proper accounting records
as are necessary to give atrue andfair view of the company’s assets, liabilities, and profit or loss. The Act further requires
that the directors prepare a financial statement for each financial year that is sent to shareholders. In addition, directors
of companies with subsidiaries are required to prepare consolidated financial statements, with limited exceptions.

FINANCIAL REPORTING AND AUDITING STANDARDS

The Institute of Certified Public Accountants of Kenya (ICPAK), which is the regulatory accountancy body, requires that
all financial statements be prepared in accordance with IFRS Accounting Standards (IFRS) or the International Financial
Reporting Standard for Small and Medium-sized Entities (IFRS for SMEs). 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 (ISAs).

To be allowed to apply the IFRS for SMEs in Kenya, an entity must be one:

e That does not have public accountability;

e 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);

e  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

e 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.

Inthe context of Kenya, ICPAK has designated the following entities as publicly accountable and therefore not permitted
to apply the IFRS for SMEs as a framework for external reporting:

e 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;

e Banks and building societies;

e Savings and credit unions including SACCOs;

e Insurance companies;

e Retirement benefit schemes;

e State owned entities including state funded parastatals;

e  Mutual funds;

e Investment banks; and

e Stockbrokers.
All other entities not listed above and preparing general purpose financial statements for external users and that meet
the definition of SMEs above may opt whether to comply with full IFRS or the IFRS for SMEs and should indicate the
applicable framework in their financial statements.
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CORPORATE TAX

BASIS OF TAXATION AND TAX RATES

Profits made by corporate entities are subject to income tax, under the Income Tax Act. The income of companies,
unincorporated organisations and associations (excluding partnerships, sole proprietors and interest or dividends paid by
designated co-operative societies) is taxable in Kenya, subject to the Act. The income of a partnerships or a sole
proprietor is taxed on the individual partner or the proprietor. Therefore, each partner of a partnership and a sole
proprietor is required to disclose their business or professional income as a part of their personalincome and pay tax with
respect to their personal tax bracket.

A taxpayer may obtain an exemption from corporation tax, on application to the Commissioner if the taxpayer qualifies
under the First Schedule of the Income Tax Act. Common examples of entities that usually apply for an income tax
exemption would be entities of a public character established solely for the relief of poverty or distress of the public or for
the advancement of religion or education and use their assets or income for the benefit of residents of Kenya. Such
exemptions are subject to renewal every 5 years. Additionally, the income of registered pension and provident funds,
certain qualifying organisations and from securities issued by qualifying institutions are also exempt from income tax
under the First Schedule to the Act.

Kenyaimplements a source-based system of income tax, such that allincome that has been deemed accrued or derived
from Kenya, whether earned by resident or non-resident persons, is taxed in Kenya. The Act defines a resident for tax
purposes as:
1. Inrelation to anindividual:
e Theindividual has a permanent home in Kenya and was present in Kenya for any period in a particular
year of income under consideration; or
¢ Theindividual does not have a permanent homein Kenya but was present in Kenya for at least 183 days
in a year of income or was in Kenya for at least 122 days in each of the preceding 2 years in addition to
that particular year of income.
2. Inrelation to abody of persons (body corporate):
e Thebodyis acompany incorporated under alaw of Kenya;
e The place of effective management and control of the body is Kenya for any particular year of income;
or
e Thebody hasbeen declared to be aresident by the Cabinet Secretary of the National Treasury through
a Gazette Notice for any year of income.

Where aresident carries out business activities partly within and partly outside Kenya, the whole of the gains or profits
fromthat business shallbe deemed to have accruedin or to have been derived from Kenya. However, dividends received
from sources outside Kenya are not chargeable to tax in Kenya.

Where an entity incurs tax losses that arise from business activities, such losses can be deducted when computing the
entity's taxable income. However, the loss must be arising from the same income source as the income against which
the loss is offset. Any unutilised losses can be carried forward to be used in future periods, against that same source of
income. These tax losses can be carried forward indefinitely, effective 1 July 2021. Previously, tax losses could only be
carried forward indefinitely. However, with effect from 15t July 2025 tax losses can only be carry forward for period of 5
years. An extension of further five years can be obtained from the Cabinet Secretary on recommendation of the
Commissioner.
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Resident company:

Effective rate from January 2021

Effective rate from April 2020 to December 2020

Effective rate March 2020 and prior

Dividends distributed out of untaxed gains or profits.

Turnover Tax applicable for businesses (including incorporated and
unincorporated) with a turnover of KShs. 1million up to KShs. 25 million (excluding
rental, management, professional, training income and any income which is
subject to a final withholding tax under Income Tax Act) - applicable from April
2020

Permanent establishment of a non-resident company (a branch under a
Certificate of Compliance)

On gross residential rentalincome between KShs. 288,001and KShs. 15 million p.a.
(monthly returns filing and tax payable monthly by 20t of the subsequent month)
Local assembler of motor vehicles

e First5years

e Next 5 years (subject to conditions)

Export Processing Zone enterprises not engaging in commercial activity

e First10years

e Next10 years

Special Economic Zone enterprises, developer or operator

e First10years

e Next10 years

Significant Economic Presence Tax on income of a non-resident accruing from
provision of services through a business carriedout over the internet or an
electronic networkincluding through a digital marketplace (effective 27t
December 2024). Digital marketplace means an online or electronic platform,
which enables users to sell or provide services, goods or other property to other
users.

Effective 27" December 2024, SEPT shall be payable by non-residents and
excludes non-residents with a permanent establishment in Kenya, income
already subject to withholding tax or business carried on for transmitting
messages by cable, radio, optical fibre etc., non-residents providing digital
services to an airline in which the government of Kenya has at least 45%
shareholding and non-residents.. SEPT replaces Digital Service Tax which has
now been repealed.

Minimum Top-Up Tax onincome of a multinational group with a presencein Kenya
and consolidated annual turnover of at least 750 million Euros in at least 2 of the 4
preceding years of income.

The Minimum Top-Up Tax is due by end of fourth month after the close of the
year of income.

Digital A (T
Income of aregistered Unit Trust, Collective Investment Scheme and Real Estate
Investment Trusts

Operator of a shipping business in Kenya

First 10 years

First 10 years
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% Rate

30%

25%

30%

30%

1.5% of gross receipts of
business

30% and 15% on any repatriated
profits by the permanent
establishment

7.5%

15%
15%

Nil
25%
10%

15%
30% of 10% of gross turnover

15%

3%

Exempt

15%

10%

30
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Next 10 years 20%
Permanent Establishment
The definition of a permanent establishment includes the following:
i. A fixed place of business through which business is wholly or partly carried on and includes:

e Aplace of management, a branch, an office, a factory, a workshop and a sales outlet;

e A mine, anoil or gas well, a quarry, or any other place of extraction or exploitation of natural resources;

e A warehouseinrelation to a person whose business is providing storage facilities to others; or

e Afarm, plantation or other place where agricultural, forestry plantation or related activities are carried
out;

ii. A building site, construction, assembly or installation project, or any supervisory activity connected to a site or
project if it continues for a period of more than 183 days, provided that:

e Where a person carries on activities at a place that constitutes a building site or construction or
installation project and these activities are carried on during one or more periods of time that, in the
aggregate, exceed 30 days but do not exceed 183 days; and

e (Connected activities are carried on at the same building site or construction or installation project
during different periods of time, each exceeding thirty days, by one or more enterprises closely related
to the first-mentioned enterprise; the different periods of time shall be added to the aggregate period
of time during which the first-mentioned enterprise has carried on activities at that building site or
construction or installation project;

ii. The provision of services including consultancy services provided by a person through employees or other
personnel engaged for those purposes if the period exceeds the aggregate 91 days in any 12-month period
commencing or ending the year of income concerned;

iv. An installation or structure used in the exploration of natural resources provided the exploration continues for
aperiod equal to 91days or more; or

V. A dependent agent of a person who habitually concludes, contracts or plays the principal role leading to the
conclusion of contracts without material modification by the person, excluding the activities that are of a
preparatory or auxiliary character such as:

e The use of facilities solely for the purpose of storage or display of goods or merchandise belonging to
the enterprise;

e The maintenance of stock of goods or merchandise belonging to the enterprise solely for the purpose
of storage or display, for the purpose of processing by another enterprise; or

e The maintenance of a fixed place of business solely for the purpose of purchasing goods or
merchandise, or collecting information for the enterprise, for the purpose of carrying on any other
activity or combination of activities.

Branches of non-resident companies are taxable on all their income derived from or accrued in Kenya. In determining the
profits of a permanent establishment, the gains or profits shall be ascertained without any deduction of interest,
royalties or management or professional fees 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 established between the
permanent establishment in Kenya and the foreign head office or other offices of a non-resident person. A non-resident
personin this context includes the head office and other offices of the non-resident person.

DOING BUSINESS IN KENYA, 2025 31



RSM

SPECIFIED SOURCES OF INCOME

There are six sources of income (“specified sources”). Gains or profits derived from one specified source 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 current and nine
subsequent years, unless an extension application is made and approved by CS Treasury.

The sources are:

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

Employment and self-employment professionalincome;

Agricultural, pastoral, horticultural, forestry and similar activities;

Surplus funds withdrawn by an employer from registered provident and pension funds;

Income of alicensee or contractor from one licence or contact area; and

e Othersources of income chargeable to tax (including gains or profit from business; dividend or interest income;
pension or annuity charge and amounts withdrawn from a registered home ownership savings plan; income
accruing through a digital marketplace; capital gains; natural resource income and the net gain derived from a
disposal of an interest in a mining right or petroleum agreement which derives 25% or more of its value from
Kenya) and not specified above.

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 for a further period of
10 years.

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

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

e It shall be deemed to be a non-resident for withholding tax purposes, and subject to the non-resident rate of
withholding tax on payments made to such an enterprise and, such payments shall be final tax.
e Paymentsby it to any person other than a resident person shall be deemed to be exempted from tax.

Other benefits enjoyed by EPZ enterprises include:

e Exemption from VAT and customs import duty oninputs - 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 territory or domestic
market. Motor vehicles which do not remain within the zone are not eligible for tax exemption.

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

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

e 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.

SPECIAL ECONOMIC ZONE ENTERPRISES

In Kenya, an SEZ is a designated geographical area where business-enabling policies are implemented, and sector-
appropriate on-site and off-site infrastructure and utilities are provided for by the Kenyan Government.

An SEZ has the potential to be developed, whether on a public, private or public-private partnership basis. SEZs are
considered to be outside the customs territory of Kenya.

The Special Economic Zones Act, 2015 (the “Act"”) that establishes SEZs came into force on 15" December 2015.
Corporation tax for an SEZ enterprise (whether the enterprise sells its products to markets within or outside Kenya),
developer and operator shall be 10% for the first 10 years from the date of first operation and 15% for another 10 years.
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Payments made for management or professional fees or training fees, royalty fees and interest arising from
Government bearer bond of at least 2 years by an SEZ enterprise, developer or operator to a non-resident persons, a
rate of 5% of the gross amount is payable.

Gains ontransfer of property within a SEZ enterprise, developer and operator are exempt from tax. A further exemption
is granted on royalties, interest, management fees, professional fees, training fees, consultancy fee, agency or
contractual fees paid by a special economic zone developer, operator or enterprise to a non-resident person, in the first
ten years of its establishment.

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.

Any expenditure orlossincurred where theinvoices of the transactions are not generated from an Electronic Tax Invoice
Management System (eTIMS) except where the transactions have been exempted in accordance with the Tax
Procedures Act, 2015 are not deductible. The exempted transactions include emoluments, imports, investment
allowances, interest, airline passenger ticketing, similar payments and any other payments which have been subject to
withholding tax.

The following expenses are specifically allowable:

e 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);

e Investment allowances (see Section 4.1.6 below);

e 150% of the salaries and wages paid to 10 university graduates hired as apprentices, with the written approval
of the Director-General of the National Industrial Training Authority, for a period of six to twelve months during
any year of income;

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

e Legalfeesincurred in connection with recovery of bad debts and acquisition of a lease not exceeding ninety-
nine years for premises used for business;

e (Capital expenditureincurred by an owner or occupier of farmland for the prevention of soil erosion;

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

e (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;

e Expenditure on scientific research or payment to a university or scientific research association for scientific
research;

e 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;

e Expenditureincurred in mining a specified mineral;

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

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

e 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;

e Employers' matching contributions of the Affordable Housing Levy

e Any donation in that year of income to a charitable organisation whose income is exempt from tax under
Paragraph 10 of the First Schedule to this Act, or to any project approved by the Cabinet Secretary responsible
for matters relating to finance, provided that the donation does not result in placing the taxpayer at a taxable
loss

e Expenditureincurredin the construction of a public sports facility; and

e Realised foreign exchange gains or losses. Forex losses for persons whose gross interest paid or payable to
non-residents exceeds 30% of the EBITDA will be deferred (and not taken into account) and claimed over a
period of five years from the date the losses were realized.
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The following expenses are specifically disallowed:

e Non-business and personal expenses (expenses not wholly and exclusively incurredin the production of income
for ayear of income);

e Expenditure or loss whichis recoverable under an insurance contract;

e Alldonations with the exception of those specified above;

e Schoolfees;

o Alllegal fees with the exception of those specified above;

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

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

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

e Other general provisions;

e (Capital expenditure, or any loss, diminution or exhaustion of capital;

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

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

e Employer contributions to aregistered fund where these exceed the stipulated limits;

e Unrealised foreign exchange losses;

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

e Depreciation and amortisation.

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.

Effective 1° January 2022, the basis of investment allowance will change from reducing balance to straight line
wherever applicable.

Wear and Tear and Miscellaneous Allowance — applicable to the year of income prior to April 2020

Where during a year of income, machinery owned by a personis 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.

Class I: Tractors, combine harvesters, heavy earth-moving equipment and similar 37.5%
heavy self-propelling machines (lorries over 3 tonnes included by practice)

Class IIl: Computer and peripheral hardware, calculators, copiers and duplicating 30%
machines

Class Ill: Motor vehicles (if not commercial, limited to a cost of KShs. 2 million per 25%
vehicle) and aircrafts

Class IV: All other machinery including ships (by practice, also includes furniture, 12.5%
fittings and office equipment)

Computer software (calculated on cost) - straight line 20%
Indefeasible right to use a fibre optic cable - straight line 5%
Telecommunications equipment purchased and used by a telecoms operator - 20%
straight line

Capital expenditure incurred on the construction of public school, hospital, road or 100%

any similar social infrastructure (with the approval of CS Treasury)
Concessionary arrangements (on purchase of machinery or construction of
roads, bridges or similar infrastructure employed in the arrangement)

Any implement, utensil or similar article, not being machinery or plant, employedin
the production of gains or profits - straight line
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Nature Rate

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 10%
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.
e Hotel including any building directly related to the operations and contained within the 10%
grounds of the hotel complex (including staff quarters, kitchens, and entertainment and
sporting facilities)
e Hostel, an educational building or a building used for training, certified by the Commissioner 50%
o A building used for training film producers, actors or crew, certified by the Commissioner 100%
e Rentalresidential building in a planned development area approved by the Cabinet Secretary 5%
responsible for Housing;
o and with stipulated infrastructure provided by the developer 25%
o Commercial building with stipulated infrastructure provided by the developer 25%
Farm works allowance on structures excluding machinery necessary for proper operation of a 100%
farm including farm buildings, fences, dips, drains, water and electricity works, windbreaks and
farmhouses (only /3™ of the cost of farmhouse may be claimed)
Investment deduction on eligible cost of building and machinery used for manufacturing (including 100%
manufacturing under bond), workshop machinery used for factory maintenance, hotel buildings,
filming equipment, and electricity generation for national grid. Buildings used for design, storage,
showrooms, transport or administration do not qualify unless their cost does not exceed 10% of
the total cost. Land does not qualify.
Investment deduction on construction of buildings or purchase and installation of machinery 150%
exceeding KShs. 2 billion outside Nairobi, Mombasa or Kisumu
Shipping investment deduction on purchase of a new unused, or the purchase and re-fitting of a 100%
used, power-driven ship of more than 125 tonnes
Mining and Petroleum Operations:
e on plant and machinery employed 100%
e extraction and development expenditure 20%

The Second schedule of the Income Tax Act was repealed and replaced with a new second schedule effective April 2020
onwards. Only provision 24E was not repealed and shall be in force until 31t December 2022. Section 24E was introduced
on 18" March 2020 and provides for investment deduction of 150% where a person incurs capital expenditure of at least
KShs. 5 hillion on the construction of bulk storage and handling facilities for supporting the SGR operations. The said

facilities must have a minimum storage capacity of 100,000 metric tonnes of supplies.

Any investment allowances from 15 July 2021, on any written down values, shall be claimed on a straight-line basis.

The new rates of investment allowances are as follows:

Investment Allowances applicable to the year of income ended April Rate & method
2020 onwards (calculated on cost

Hotel (licenced by competent authority) 50% in the first year of use, and
25% on a straight line basis

Building used for manufacture 50% in the first year of use, and
25% on a straight line basis

Hospital (licenced by competent authority) 50% in the first year of use, and
25% on a straight line basis

Petroleum or gas storage facilities 50% in the first year of use, and
25% on a straight line basis

DOING BUSINESS IN KENYA, 2025

35



Investment Allowances applicable to the year of income ended April

2020 onwards (calculated on cost

Educational buildings including student hostels (licenced by competent
authority)

Commercial building
Industrial building

Docks
Machinery used for manufacture

Hospital Equipment
Ships or aircrafts

Motor vehicles (restricted to KShs. 3 million if not a commercial vehicle) and
heavy earth moving equipment

Computer and peripheral computer hardware and software, calculators, copiers
and duplicating machines

Furniture and fittings

Telecommunications equipment

Filming equipment by a local film producer licenced by the Cabinet Secretary
responsible for filming

Machinery used to undertake operations under a prospecting right

Machinery used to undertake exploration operations under a mining right

Other machinery

Purchase or an acquisition of anindefeasible right to use fibre optic cable by a
telecommunication operator

Farm works

Any implement, utensil or similar article, not being machinery or plant, employed
in the production of gains or profits - straight line

Cumulative investment value in the preceding three years outside Nairobi City
County and Mombasa County is at least KShs. 2 billion:

Provided that where the cumulative value of investment for the preceding three
years of income was KShs. 2 hillion on or before the 25" of April 2020, and the
applicable rate of investment deduction was 150%that rate shall continue to
apply for the investment made on or before the 25" of April 2020; However,
effective 1 January 2024, this investment deduction is restricted to only hotel
buildings, buildings used for manufacture and machinery used for manufacture
Investment value outside Nairobi City County and Mombasa County in that year
of income is at least KShs. 250 million

Cumulative investment value for the preceding four years from the date that
this provision comes into force or the cumulative investment for the succeeding
three years outside Nairobi City County or Mombasa County is at least KShs. 2
billion

Investment in a special economic zone
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Rate & method

10% on a straight line basis

10% on a straight line basis
10%

10% On a straight line basis
50% in the first year of use, and
25% on a straight line basis
50% in the first year of use, and
25% on a straight line basis
50% in the first year of use, and
25% on a straight line basis
25% on a straight line basis

25% on a straight line basis

10% on a straight line basis
10% on a straight line basis
25% on a straight line basis

50% in the first year of use, and
25% on a straight line basis
50% in the first year of use, and
25% on a straight line basis
10% on a straight line basis
10% on a straight line basis

50% in the first year of use, and
25% on a straight line basis
Whatis just and reasonable to
the Commissioner’s satisfaction
- 33"/3 by practice but can be
adjusted based on the use and
nature of the tool

100%

100%

150%

100%
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BUSINESS WITH RESIDENT AND 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 operation on 1 July 2006. The Rules mirror the
principles set out in the Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrators which were
published on 13™ July 1995 (OECD Guidelines), and requires related parties to develop an appropriate transfer pricing
policy based on one of the following methods:

e Comparable uncontrolled price method;

e (Cost plus method;

e Resale price method;

e  Profit split method;

e Transactional net margin method; and

e Any other method prescribed by the Commissioner.

Transactions between resident entities operating in preferential tax regimes and related entities operating outside
preferential tax regimes will also be subject to the Transfer Pricing Rules effective 15t January 2018.

The Finance Act 2025 expanded related person definition to cover third parties who control multiple entities. This will
apply whereindividuals or entities participate, directly or indirectly, in the management, control, or capital of two or more
businesses. The proposal also includes individuals related by marriage, blood, or affinity, as well as situations where
businesses are involved in the individual's management, control, or capital.

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

e Where anon-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 have accrued if that product or produce had been sold
wholesale to the best advantage;

e 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; and

e To ascertain 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 for 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.

Where the Commissioner is of the opinion that the main purpose for which a transaction was affected 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 its
income that 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.

Low High
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COUNTRY BY COUNTRY REPORTING

e AKenyanresident company whois anultimate parent company who owns or controls a multinational enterprise
group is now required to submit to the Commissioner areturn describing the group’s financial activities in Kenya,
where its gross turnover exceeds the gross turnover of KShs. 95 billion (including investment income), andin all
other jurisdictions where the group has a taxable presence.

e The return needs to be submitted by the Kenyan parent company or a constituent entity that is resident in
Kenya not later than 12 months after the last day of the reporting financial year of the group.

e The information required in the group return in relation to each jurisdiction in which the group operates shall
consist of the group’s aggregate information relating to:
= revenue;
= profit or loss before income tax;
= income tax paid;
= income taxaccrued;
= stated capital;
= accumulated earnings;
= number of employees; and
= tangible assets other than cash or cash equivalents.

Under the current framework, a Surrogate Parent Entity (SPE) is exempt from filing a CBC report in Kenyaif the
following conditions are met:

e TheUPEisrequiredto file a CBC reportinits jurisdiction of tax residence;

e The jurisdiction of tax residence of the UPE has both an international agreement and a competent authority
agreement in force with Kenya; and

e The Commissioner has not issued a notification of a systemic failure with respect to the exchange of such
reports.

All MNE groups with a consolidated group turnover exceeding KShs. 95 billion will be required to file a CBC reportin
Kenya, irrespective of any parallel reporting obligations or exemptions in other jurisdictions.

TAX RETURNS

Each corporate entity (including an EPZ enterprise) is required to file a Self-Assessment Return (SAR). The SARis to be
filed on-line using the iTax system. 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 31 December, the partnership return
is due by 30' June of the following year.

TAX COMPLIANCE CERTIFICATE

A tax compliance or tax clearance certificate is an official document issued by KRA to a taxpayer as proof of having filed
allreturns and paid all taxes. A tax compliance certificateis valid for 12 months and an application is required to be lodged
by the taxpayer on the iTax platform 7 days before the expiry of the previous one.
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ADVANCE, INSTALMENT AND FINAL TAX PAYMENTS AND DEADLINES

Tax payments are made by the payment of:
e Advance taxes and other taxes deducted at source e.g. withholding tax;
e Instalment taxes;and
e Finaltax (being the difference between the total tax liability for the year less advance and other taxes deducted
at source and instalment taxes paid).

Instalment taxes (effective 1t January 2021) are payable by the 20" day of the respective month after the start of the
accounting period (or the last working day before the 20™" where this falls on a Saturday, Sunday or a public holiday
unless payment is made electronically then due date shall remain as specified in the law) as follows:

Instalments \ Due date ‘ Rate ‘
Non-agricultural companies

T*tinstalment 4" month 25%
2"instalment 6" month 25%
3"instalment 9" month 25%
4t instalment 12" month 25%
Agricultural companies

Ttinstalment 9" month 75%
2"instalment 12" month 25%

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 whereit falls on a Saturday, Sunday or a public holiday unless payment is made electronically,
then the due date remains as specified in the law.

Motor Vehicle Advance Tax

Applicable to all commercial vehicles and PSV's and payable on or before the 20" day of the first month of the year of
income or before registration:
e For vans, pickups, trucks, prime movers, trailers and lorries (except tractors and trailers used for
agricultural purposes), the higher of KShs. 2,500 per ton of load capacity p.a. or KShs. 5,000 p.a.
e For saloons, station wagons, mini-buses, buses and coaches, the higher of KShs. 60 per passenger capacity
p-m.or KShs. 2,400 p.a.

TURNOVER TAX

Turnover tax is payable monthly for incorporated and unincorporated entities with a turnover of KShs. 1 million, up to
KShs. 25 million. The applicable rate is 1.5% of the gross receipts of the business. Turnover tax is not applicable to:

e Rentalincome and management, professional or training income;

e Anyincome whichis subject to afinal withholding tax.

PERSONAL INCOME TAX

INTRODUCTION

Thelncome Tax Act contains therules for the ascertainment of income, entitlement to personalrelief and the assessment
and collection of tax in relation to personal income.

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.
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Anindividualis resident in Kenyaif 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, anindividual 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 or more 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 areimbursement of expenses incurred by
the employeein the course of their employment. The first KShs. 10,000 (with effect from 15t July 2025)(KShs. 2,000 prior
to 1%t July 2025) 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 employeris 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 systemis to
be operated and prescribes the returns that are to be provided to KRA or to the employees.

The Personal Income Tax rates for the year 2022-23 are as follows:

Taxable Income - Tax Year 2019 and up to 31t March 2020

Cumulative Tax

KShs. p.a. KShs. p.a.
0 - 147,580 10 14,758
147,581 - 286,623 15 35,615
286,624 - 425,666 20 63,424
425667 - 564,709 25 98,185
Over 564,709 30

Taxable Income - From April 2020 to December 2020

Cumulative Tax

KShs. p.a. KShs. p.a.
0 - 288,000 10 28,800
288,001 - 488,000 15 58,800
488,001 - 688,000 20 98,800
Over 688,000 25

Taxable Income - From January 2021

Cumulative Tax

KShs. p.a. KShs. p.a.
0 - 288,000 10 28,800
288,001 - 388,000 25 53,800
Over 388,000 30

Taxable Income — From 15t July 2023

Cumulative Tax

KShs. p.a. KShs. p.a.
0 - 288,000 10 28,800
288,001 - 388,000 25 53,800
388,001 - 6,000,000 30 1,737,400
6,000,001 - 9,600,000 325 2,907,400
Over 9,600,000 35
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PERSONAL AND OTHER RELIEFS

Other reliefs granted as a deduction against employment income include:

e Life, health and education insurance relief - 15% of premium subject to a maximum of KShs. 60,000 p.a. Where a
policy is surrendered before its maturity, the tax on the relief granted to the policy holder is refundable.
Contributions made to Social Health Insurance Fund shall be treated as an allowable deduction when computing
taxable salary.

e Mortgage interest relief on owner occupied property (purchase, improvement or construction) subject to a
maximum of KShs. 360,000 p.a.

e Affordable Housing Levy contributions shall be treated as an allowable deduction when computing taxable salary.

e Contributions to a post-retirement medical fund shall be treated as an allowable deduction when computing taxable
salary, subject to a cap of KShs. 15,000 per month.

TAXATION OF BENEFITS

Generally, all non-cash benefits exceeding KShs. 60,000 p.a. in aggregate are taxable at the higher of cost to the
employer of providing the benefit or their fair market value.

Personal relief represents the amount which can be deducted by an eligible person from the tax payable by him. The
personalrelief up to April 2020 is KShs. 16,896 while that for April 2020 onwards is KShs. 28,800. Therelief 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.

Tax Free Benefits

e Non-cash benefits not exceeding KShs. 60,000 p.a.in aggregate.

e Meals provided at the employer’'s canteen or by a third party registered taxpayer both at the employer’s and third
party premises where the value of the meal does not exceed KShs. 60,000 p.a. per employee.

e Daily allowance of the first KShs. 10,000 (KShs. 2,000 up to 30%" June 2025) paid to an employee whilst on official
duty.

e 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 (spouse and up to 4 children below 21years).

e 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 KShs. 1,000,000 p.a.

e Amounts paid by an employer into a registered pension scheme subject to a maximum of KShs. 360,000 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.

e Payment by an employer not exceeding KShs. 360,000 p.a. of gratuity or similar payment paid into a registered
pension scheme.

e International passage cost for non-citizen employees recruited outside Kenya solely for the purpose of serving the
employer.

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

e Thefirst KShs. 150,000 p.m. of totalincome, and deduction of up to KShs. 50,000 p.m. of non-reimbursable hospital
admission costs, drugs treatment and home care services for disabled persons registered with the National Council
for Persons with Disabilities and approved by the Commissioner. Exemptionis valid for 5 years.

e Premiums paid for group life policy cover where they do not confer a benefit on the employee or his dependents.

e Income earned by individuals registered under the Ajira Digital Program for a period of 3 years beginning 1°* January
2020, provided qualifying members remit the KShs. 10,000 subscription upon registration.

Taxable Employment Benefits
a) Motor Vehicles
e 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.
e |Leased and hired vehicles provided to an employee are taxed at the cost of hiring or leasing the vehicle.
o Where the employee has restricted use of the car, the Commissioner may upon application determine alower
rate based on usage.
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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:

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

Furniture - 1% p.m. of cost to employer

Water (provided communally) - KShs. 500 (KShs. 200 for agricultural employees)

Electricity (provided communally) - KShs. 1,500 (KShs. 900 for agricultural employees)

c) Housing

e The higher of market rental, actual rent paid and:
o Fordirectors: 15% of totalincome excluding the value of the premises.
o Forwhole-time service directors: 15% of total employment income excluding the value of the premises.
o Foremployees: 15% of total employment income excluding the value of the premises.

e Agricultural employees: 10% of total employmentincome.

e Wherethetotalemploymentincome exceeds KShs. 600,000 p.a., the housing benefitis the higher of rent paid

and the fair market value.
e Rentreceived from an employee is deducted in calculating housing benefit.

d) Employee Loans
Loans granted after 11" 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 at the date the optionis granted and
the market price per share at the date when the employee exercises the option. The benefit accrues at the date
the employee exercises the option.

f) Pension and Provident Funds

e 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 KShs. 360,000 p.a.

¢ Insurance premiums paid by an employer to aregistered 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.

¢ Anindividual 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 entitled to claim contributions made to
such a fund against his taxable income subject to the limits prescribed above.

e 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 un-registered fund or on the excess contribution to a registered fund.

e The first KShs. 300,000 p.a. of the total pension or retirement annuities received by a resident taxpayer is
exempt from tax.

e Monthly pension payments to persons of 65 years of age or above are tax exempt Lump sum pension
payments to persons of 65 years of age or above are taxable effective 30" June 2020.

e Tax exempt lump sum withdrawals:

=  Lump sum commuted from aregistered pension fund - the first KShs. 600,000.

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

*  Withdrawal from a registered provident fund (or defined contribution fund) - KShs. 60,000 for each
year of pensionable service subject to a maximum of KShs. 600,000, plus all lump sums from
segregated funds on contributions made prior to 15t Jan 1991 and notified to the Commissioner prior to
315t Dec 1991.
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= A one-off final lump sum payment from a registered fund to the estate of a deceased - the first KShs.
1,400,000.

=  Thefirst KShs. 600,000 of NSSF benefits.

= Total pension and retirement annuities received by a resident individual from an un-registered 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 onlength of service.

= Any surplus refunded to/withdrawn by an employer from aregistered 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.

=  Payment of gratuity.

= Other allowances paid under a public pension scheme.

g) Taxation of Shares Issued in Lieu of Cash Emoluments by Start-ups
Taxation of benefit of shares issued by a start-up to its employees in lieu of cash emolument shall be deferred
and taxed within thirty days of the earlier of:
e theexpiry of five years from the end of the year of the award of the shares;
e thedisposal of the shares by the employee; or
o thedatethe employee ceases to be an employee of the eligible start-up.

The value of the taxable benefit shall be the fair market value of the shares at the earlier of the occurrence of
the events contemplated in paragraphs (a), (b) or (c); or where the fair market value is not available, the
Commissioner shall determine the value of the shares based on the last issued financial statements.

The subsection does not apply to any cash emoluments or other benefits in kind offered to an employee by
virtue of the employment.

The term “Eligible start-ups™ means a business incorporated in Kenya that:
e Hasanannual turnover of not more than KShs. 100 million;
e Doesnot carry on management, professional or training business;
e Hasnotbeenformed as a result of splitting or restructuring of an existing entity; and
e Hasbeeninexistence for a period of not more than five years.

AFFORDABLE HOUSING LEVY

The Affordable Housing Act, 2024 introduced a levy on the income of employees and other persons. The levy is
chargeable at 1.5% of an employee’s gross salary or a person'’s gross income. Employers are also required to contribute
1.5% of their employees’ gross salaries under the Act. The levy applies to all the income of a person. However, theincome
of aperson who is also an employer and makes the matching contribution shall be exempt from the levy.

The burdenis on the employer to deduct and remit the Levy within 9 working days after the end of the month in which
the payments are due. Employers who fail to comply with this provision shall be penalized at 3% of the unpaid funds, for
every month the funds remain unpaid.

TAX RETURNS AND PAYMENT DEADLINES

Every personwithincome chargeable to tax including a partnerina partnership and asole proprietor, includingindividuals
earning only employment income, which s fully taxed at source, is required to file a Self-Assessment Return (SAR). The
SAR s due for filing by 30™" June of the following year.

A married woman should file a separate tax return and declare income from arms-length employment, professicnal
services, rent, dividend and interest separately from her husband.

Every employer operating the PAYE systemis required to file returns as follows:

e Complete the Monthly Payment PAYE return and submit it online on the iTax platform by 9% of the month following
the month of income. iTaxis the online system used by KRA in administration and collection of taxes. TheiTax return
is very comprehensive and covers details such as employer PIN, disability status, residency status, type of
employee (primary or secondary), allowances, lump sum payments, relief, overtime and arrears among other
details.
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e Upon filing of the return, generate a Payment Registration Number (PRN) for PAYE and Fringe Benefit Tax (FBT)
from the iTax portal. The PRN is used as the reference number to credit the payments in the employer’'s KRA
account. The payments should be submitted by 9t of the month following the month in which the taxes relate.
Payments can be made through cash, cheque, RTGS or mobile money transfer.

e The tax deduction card, previously known as P9A, P9A (HOSP) and P9B is automatically generated in each of the
employee’siTax accounts upon submission of the return and payment of the PAYE and FBT by the employer.

ADVANCE, INSTALMENT, MINIMUM 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 9" day of the following month.

PAYE deducted at sourceis included in the individual's self-assessment return and deducted from the tax liability due on
the totalincome.

Where the tax liability for an individual is greater than the tax deducted at source (PAYE and withholding tax) and
instalment tax, the balance of tax is payable by 30 April of the following year or the last working day before the 30"
where this falls on a Saturday, Sunday or a public holiday unless the payment of tax is made electronically then the due
date shall remain as specified in the law.

In the case of individuals, where the final tax liability (after deduction of taxes at source) is KShs. 40,000 or less, no
instalment tax is payable. Where instalment tax is payable, the basis of calculation and the due dates for payment are
similar to a non-agricultural company (Section 4.1.8). Minimum tax provisions have been introduced effective 1 January
2021 where minimum tax is payable where instalment tax is lower.

Where taxis chargeable in Kenya on a Kenya citizen in respect of foreign employment income or onincome 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 payablein Kenya. The amount of set-off cannot exceed the tax
liability in Kenya on the said income.

WITHHOLDING TAX

Withholding tax is deducted on payment by a resident person or a non-resident person with a permanent establishment
in Kenya on certain income deemed to have been derived from Kenya (irrespective of whether paid to resident or non-
resident persons). Withholding tax deducted was payable by the 20t day of the following month however after 1 July
2023, withholding tax is payable within 5 working days after payment. The rates of withholding tax are as follows:

Withholding Tax Rates Resident Non-
Resident
Telecommunication services - 5%
Artists and entertainers (excluding payment to approved foreign actors and - 20%
crew)
Royalties (including payment for extraction of natural resources) (15) 5% 20%"
Dividends (1)/ (2)/ (18)/ (20)/(22) 5% 15%
Dividends paid to companies having 12.5% or more voting power Exempt 15%
Renting property other than immovable (3) - 15%"
Rent - land and buildings (13) 7.5% (10% prior to 30%"
15t January 2024)
Interest (including 2-year Gov't bearer bonds) (4)/ (16)/ (17) 15% 15%
Interest from other bearer bonds (5) 25% 25%
Interest on bearer bonds with maturity of 10 years and above 10% 15%*
Housing bond interest (4)/ (5) 10% 15%"
Deemed interest oninterest-free loans from non-residents - 15%
Pension and taxable withdrawals from pension/provident funds (6) 10-30%" 5%
Insurance commissions (7) 10% | Not Specified
Contractual fees (8)/ (9) 7 (17) 3% 20%
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Withholding Tax Rates Resident Non-
Resident
Management, professional or training fees (8)/ (9)/ (10)/ (11)/ (14)/ (17)/(20) 5% 20%"
Surplus pension fund withdrawals 25% 25%*
Shipping business or aircraft (21) - 2.5%*
Interestincome from listed infrastructure bonds - -
Insurance and reinsurance premium except insurance paid for aircraft - 5%*
insurance
Gross winnings from betting, lotteries and gaming 20% 20%
Sales promotion, marketing, advertising services and transportation of goods 5% (effective 20%*
(excluding air and shipping transport services) (19) 15t july 2023) *
Disbursement of deemed income to beneficiaries 25% -
Interest and deemed interest arising from a bearer bond outside Kenya of at - 7.5%
least 2 years duration and interest, discount and original issue discount
Gains from financial derivatives - 15%
Digital content monetization 5% 20%
Payment made by a public entity for supply of goods to public entities 0.5% 5%
Making or facilitating payment on digital marketplace by owner 5% 20%

* Final tax

East African Community partner state citizens at resident rate of 5%.

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

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

(3) Final tax for individuals unless received from sources other than financial institutions. Not final tax for resident
companies, trusts, clubs etc.

(4) Limited to income of KShs. 300,000 p.a.

(5) Rates based on graduated PAYE tax bands of KShs. 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.

(6) 5%if paid to aresident broker.

(7) 15%if paid to East African Community countries.

(8) Forall payments in excess of KShs. 24,000 p.m.

(9) Exempt on agency fees paid on export of flowers and fruits and vegetables and on audit fees for analysis of
maximum residue limits paid to non-resident laboratories or auditors. Also exempt on courses provided by colleges,
universities and institutions that promote adult education.

(10) Extractiveindustries - the rateis 5.625% for sub-contractors. In the case of petroleum companies, for management,
professional and training fees the rateis 12.5%.

(11) In case of mining and petroleum companies, the net gain arising for a farm-out is subject to tax at a rate based on
percentage farmed-out.

(12) Deducted by tenants and agents appointed by the Commissioner.

(13) Payments for management, professional and training paid by SEZ, Developer or Operator to a non-resident -5%
these are however exempt in the first ten years of its establishment.

(14) Royalty paid by SEZ, Developer or Operator to a non-resident is subject to withholding tax at a rate of 5% % these
are however exempt in the first ten years of its establishment.

(15) Interest paid by SEZ, Developer or Operator to a non-resident is subject to withholding tax at a rate of 5% % these
are however exempt in the first ten years of its establishment.

(16) Payments made by a branch in Kenya to its Head Office is subject to withholding tax provided the Head Office is
domiciled in a country with a Double Tax Agreement with Kenya.

(17) Dividends received by Special Economic Zone enterprises, developers and operators exempted from withholding
tax.

(18) Rate not applicable to East African Community citizens.

(19) Rate for non-residents prior to April 2020 is 10%, resident rate of 5% effective 1%t July 2023(resident WHT not
applicable before the effective date).

(20)Dividends paid by companies certified by the Nairobi International Financial Centre Authority from tax, provided the
company reinvests at least 250 million shillings in Kenya within the year of income are exempted from tax.

(21) Payable by a resident person who procures services of a non-resident ship owner.

(22)Royalty” includes distribution of software where regular payments are made for its use through a distributor.
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TAX PROCEDURES ACT

The Tax Procedures Act provides uniform procedures for the administration of the tax laws in Kenya.

Continuous Obligations
Every person carrying on a business is required within 30 days to notify the Commissioner of any changes:
* inthe place of business, trading name and registered address; or
* incaseof:
— anincorporated person - persons holding 10% or more of the issued share capital;
— anominee ownership - disclose the beneficial owner of the shareholding;
— atrust - the fullidentity and address of the trustees and beneficiaries of the trust;
— apartnership - the identity and address of all partners; or
— cessation or sale of the business - all relevant information regarding liquidation or details of ownership.

Due Date of Submission of Returns

If the date for submitting or lodging a tax return, application, notice, or other document; the payment of a tax; or taking
any other action under a tax law, falls on a Saturday, Sunday or public holiday, the due date shall be the previous working
day; provided that a person who submits a tax return in electronic form and pays the tax electronically, the due date
remains the date specified in the relevant tax law.

Where a person cannot file a tax return by the due date, the person may seek for an extension of time required to submit
the tax return by submitting an application before the due date to the Commissioner. The Commissioner may grant an
applicationif satisfied that there is reasonable cause and shall notify the applicant in writing. An extension for filing of the
tax return shall not alter the due date for payment of any tax due.

Refund of Tax

When a taxpayer has overpaid a tax, the taxpayer may apply to the Commissioner, in the approved form, for arefund of
the overpaid tax within five years of the date on which the tax was paid (except for VAT where the refund shall be as
provided for in the VAT Act). The Commissioner may subject the validity of the refund to an audit. The Commissioner
shall notify the taxpayer within 90 days of the application of the refund.

When the Commissioner has approved a refund claim and the sameis to be utilized against any outstanding tax liability,
the penalties and interest for the outstanding liability will cease to accrue on the date the Commissioner gives
notification that the refund claim has been ascertained.

Any tax liability that remains unpaid or outstanding after the Commissioner has applied the refund amount towards
payment of an outstanding tax shall continue accruing interest and penalties in accordance with the provision of the TPA.
Any other tax overpayment approved by the Commissioner may be utilized against the taxpayer’s future tax liabilities.
The Commissioner shall repay overpaid tax within a period of 2 years from the date of application, failing which the
amount shall attract interest at 1% per month.

Effective 15 July 2023, a taxpayer can opt to utilise overpaid taxes through offsetting both outstanding tax debts and
future tax liabilities. Previously, overpaid taxes were only used to offset future tax liabilities.

TAX PENALTIES

The Tax Procedures Act and the Income Tax Act provides for various penalties in case of non-compliance. The
Commissioner may upon an application or on the Commissioner's own motion and with the approval of the CS Treasury
remit, in whole or in part, any penalty or interest payable by a person except a tax avoidance penalty, provided that, in
the case of interest remission, it willonly be grantedif thereis uncertainty as to any question of law or fact; consideration
of hardship or equity; or impossibility or undue difficulty or expense, of recovery of tax.

Interestis charged at 1% per month or part of a month, calculated as simple interest, on any tax that remains unpaid and
shall not exceed the principal tax outstanding.
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Some of the penalties levied include:
Offence/General Penalties

Failure to apply for registration or deregistration (excluding VAT)

RSM

Penalty/Fine

KShs. 100,000 for each month or part thereof
(max. KShs. 1million)

Failure to retain or maintain documents required

Higher of KShs. 100,000 or 10% of tax payable
relating to documents

Failure to submit a tax return by the due date

=  Employmentincome - higher of KShs. 10,000
or 25% of the tax due

= Individual - higher of 5% of the tax payable or
KShs. 2,000

= Company - higher of 5% of the tax payable or
KShs. 20,000

= KShs. 1,000 for submission under Turnover
Tax

Failure to submit a document other than a tax return

KShs. 1,000 for each day or part thereof (max
KShs. 50,000)

Knowingly making a false or misleading statement or omitting
from a statement any matter that leads to a tax shortfall

= 75% of the tax shortfall when statement or
omission made deliberately

= Increased by 10% on second application and
25% on third or subsequent applications

=  Reduced by 10% on voluntary disclosure

Tax avoidance or fraudulent claim for arefund

Double the amount of tax avoided/claimed

Failure to submit a tax return or pay tax due electronically

KShs. 100,000

Failure to pay the tax by the due date

5% of the unpaid tax

Failure to submit a tax return by an EPZ

KShs. 2,000 per day for as long as the failure
continues

SpecificIncome Tax Penalties

= Failure to display the tax registration certificate at all
premises

= Failure to notify the Commissioner of any change in name,
address, place of business and nature of business

Penalty on unpaid tax 5% of unpaid tax
Unpaid PAYE — 25%
Underestimation of instalment tax 5% of unpaid tax
Specific VAT Penalties
= Failure to apply for registration or deregistration Fine not exceeding KShs. 200,000, or

imprisonment not exceeding 2 years, or both

Issue of a tax invoice for a non-vatable supply or by a non-
registered person

KShs. 1 million, or imprisonment not exceeding 3
years, or hoth

Failure to maintain proper records, using an ETR or provide
access to an authorized officer

KShs. 1 million, or imprisonment not exceeding 3
years, or both

Failure to submit a return on time

5% of tax due (min. KShs. 10,000)

month

Failure to withhold the whole amount of VAT which should be | 10% of the tax due
withheld
Failure to remit withheld VAT by twentieth day of the following | 10% of the tax due

VAT on excise duty

5% of the tax payable or KShs. 10,000
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TAX OBJECTION AND APPEALS

Where ataxpayer receives an assessment from the Commissioner, he may within 30 working days of the service of the
assessment object to the assessment. A notice of objection is validly lodged if it states precisely the grounds of the
objection; the amendments required; and the reasons for the amendments and provided that the taxpayer has paid the
entire amount of tax due that is not in dispute.

The Commissioner shall consider the objection and decide either to allow the objection in whole or in part or disallow it
(Objection Decision) and notify the taxpayer of the objection decision. An objection decision shallinclude a statement of
findings on the material facts and the reasons for the decision. Where an objection decision is not made within 60 days,
the objection shall be allowed.

Where the taxpayer disputes the objection decision, he may appeal to the Tax Appeals Tribunal. The taxpayer is required
to give aNotice of Appeal in writing to the Tribunal within 30 working days of receipt of the objection decision and paying
anon-refundable fee of KShs. 20,000. The Notice of Appealis required to be served on the Commissioner within 2 days
of serving it onthe Tribunal. A Noticeis valid if the taxpayer has paid the tax not in dispute or entered into an arrangement
with the Commissioner. The burden shall be on the taxpayer to prove that a tax decision is incorrect, and the taxpayer
shallrely only on the grounds stated in the objection.

Within 14 working days of filing the Notice, the taxpayer is required to submit enough copies, as advised by the Tribunal,
of a memorandum of appeal, statements of facts, and the tax decision. Unless the Tribunal orders otherwise, an appeal
is limited to the grounds stated in the appeal. The documents are also required to be served on the Commissioner within
2 days of filing them in the Tribunal.

The Commissioner is required to, within 30 days after being served, submit to the Tribunal enough copies as may be
advised by the Tribunal of the statement of facts including the reasons for the tax decision and any other document
which may be necessary for review of the decision. The Commissioner is also required to serve the documents on the
taxpayer within 2 days of filing themin the Tribunal.

Either party who is dissatisfied with the decision of the Tax Appeals Tribunal may within 30 days of being notified of the
decision or within such further period as the High Court may allow, appeal the decision to the High Court. A further right
of appeal against a High Court decision exists to the Court of Appeal. An appeal to the High Court or Court of Appeal shall
be on a question of law only.

Where the Tribunal or Court permits the parties to settle a dispute out of the Tribunal or Court using the ADR process,
the settlement shall be made within 120 days from the date the Tribunal or the Court permits the settlement. Where
parties fail to settle the dispute within 120 days, the dispute shall be referred back to the Tribunal or the Court that
permitted the settlement.

VALIDITY AND ENFORCEMENTS OF INTERNATIONAL TAX AGREEMENTS

Multilateral agreements and treaties that have been entered into by or on behalf of the Government of Kenyarelating to
international tax compliance and prevention of evasion of tax or exchange of information on tax matters to take effect
in the manner stipulated in such agreements or treaties.

Any information obtained pursuant to agreements shall not be disclosed except in accordance with the conditions
specifiedin the agreements.

This amendment is a stepping stone into Kenya entering common reporting standards regime pursuant to the signing
and depositing the required instruments under the Multilateral Convention on Mutual Administrative Assistance.

COMMON REPORTING STANDARDS PROVISIONS

The Act has introduced due diligence procedures and record keeping requirements as set out in the common reporting
standards (“CRS") regulation to be developed by the CS Treasury to:

e Any financial institution that is resident in Kenya (excluding any branch located outside Kenya); or

e Abranch of aforeign financial institution located in Kenya.
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The CRS is a global initiative developed by the Organization for Economic Co-operation and Development (“*OECD"). Its
objectiveis to enable tax authorities to obtain more information about their residents’ tax affairs.

The reporting requirements under CRS include furnishing the Commissioner with all reportable accounts held, managed
or administered by the reporting institution; or nil accounts if no account is held by a date to be set out under the
regulations.

It also prescribes anti-avoidance provisions to circumvent reporting.

The penalty for non-compliance with the CRS obligations are as follows;

e Making a false statement or omission of any information required - KShs. 100,000 for each false statement or
omission, an imprisonment for a term not exceeding 3 years or both (unless reasonable effort was made to
obtain information);

e Failure to file aninformation return or nil return by a financial institution - KShs. 1million for each failure;

e  Failure to comply with a duty or obligation, where no other penalty is prescribed - penalty of KShs. 20,000; and
KShs. 20,000 per day for each day of non-compliance, however, not exceeding 60 days.

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. Lower rates may apply where tax treaties arein force.
Currently with Canada, Denmark, France, Germany, India, Iran, Norway, South Korea, South Africa, Sweden, Qatar, United
Arab Emirates, United Kingdom and Zambia. For persons to be entitled to DTA benefits, at least 50% of the ownership
has to be enjoyed by the residents of the contracting state. DTA with India amended with effect from 15t January 2018.

The withholding tax rates for countries with which Kenya has Double Tax Taxation Agreements (DTA’s) are:

Paymentinrespect of DTA rates: Canada Denmark | France | Germany India Norway
(renegotiated)

Management or professional fees 15% 20% 5% | 10%|  20% |

Royalties 15% 20% 10% 15% 10% 20%

Rent fromimmovable property 30% 30% 30% 30% 30% 30%

Rent from movable property 15% 15% 15% 15% 15% 15%

Dividends 15%/25% | 20%/30%° 10% 15% 10% | 15%/25%
b a

Interest (including from 15% 20% 12% 15% 10% 20%

Government bonds)

Pension and annuities 15% 5%* 5%* 5%* 5%* 5%*

Entertainment and sporting 20%*** 20%** | 20%*** 20%*** 20%*** 20%***

events

Payment in respect of South South Sweden Qatar UAE and Zambia

DTA rates: Africa Korea Iran

Management or e e 20% o o 12.5% 20%

professional fees

Royalties 10% 10% 20% 10% 10% 15% o

Rent from immovable 30% 30% 30% 30% 30% 30% 30%

property

Rent from movable 15% 15% 15% 15% 15% 15% 15%

property

Dividends 10% | 8%/10%2 | 15%/25%°2 | 5%/10%" 5% 15% R

Interest (including from 10% 12% 15% 10% 10% 15% TR

Government bonds)

Pension and annuities 5%* 5%* 5%* 5%* 5%* 5% 5%*

Entertainment and 20%*** 20%*** 20%*** 20%*** 20%*** 20%*** 20%*

sporting events
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NOTES

The above rates are the maximum rates of taxation applicable if the income derived from Kenya by a non-resident.

*— Withholding tax applicable on pension and annuities paid to non-residents.

** - Professional fees are exempt from taxation in Kenya unless the non-resident has a fixed base regularly available on
Kenya or the stay in Kenya exceeds 183 days in any year.

*** - Where activities are exercised in Kenya, provided that their visit to Kenya is not wholly or substantially supported
from public funds of their State or local authority, withholding tax rate is applicable on such activities paid to non-
residents.

**** — Exempt from taxation in Kenya provided the income is subject to tax in the non-resident’s State.

a— where company owns 25% or more voting rights/ in any other case.

b — where company owns 10% or more voting rights/in any other case.

VALUE ADDED TAX

BASIC CONCEPTS AND RATES

The operation of Value Added Tax (VAT) has its legal basis in The Value Added Act, 2013 (No. 35 of 2013). VAT is to be
charged on:

e ataxable supply made by aregistered personin Kenya;

e theimportation of taxable goods;

o theimportation of taxable services; and

e supply of services made on a digital marketplace.

In the case of importation of taxable goods or services, the onus to pay VAT is on the importer. An importer, in the case
of goods, includes any person who owns the goods, or any other person who is, for the time being, in possession of or
beneficially interested in the goods.

Where a non-resident person with no fixed place of business in Kenya is required to register for VAT, the non-resident
person shall appoint in writing a tax representative in Kenya. Where the person fails to do so, 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 the same to the Commissioner.

The VAT rates applicable in Kenya are:

Rate
Standard rate (including on sale and rental of non-residential premises)
Tax year 2019 up to 31t March 2020 16%
1t April 2020 to 315t December 2020 14%
1°t January 2021and subsequently onwards 16%
Zero-rated supply, which includes: 0%
e Export of goods
o Supply of taxable services in respect of goods in transit
¢ Supply of goods and taxable services to an Export Processing Zone Business (EPZ) and
to a Special Economic Zone Enterprise (SEZ)
o Supply of coffee or tea for export to coffee or tea auction centres
e Shipstores and taxable services supplied to international sea or air carriers on
international voyage or flight
e Transportation of passengers by air carriers on international flights
o Supplies before the imposition of tax or imported before clearance through customs to
designated public bodies and institutions, privileged persons and first arrivals persons
subject to any limitations imposed
Catering levy for hotels and restaurants 2%
VAT as afraction of inclusive price (standard rate) — 16% 4/29
14% 7/16
Petroleum products listed in Section B of Part 1of the First Schedule (taxable value now 8% up to 1°t July 2023
includes excise duty, fees and other charges) and 16% there after
Supply of liquefied petroleum gas including propane 8% up to 1*tJuly 2023
and 0% there after
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e Anexempt supplyisasupply specifiedin the First Schedule to the VAT Act. Where a person makes exempt supplies:
o notaxis charged onthe exempt supplies;
o thevalue of exempt supplies is disregarded in determining the annual registration threshold; and
o anyinput VAT suffered in the provision of exempt supplies is not deductible as input VAT and is therefore a
cost to the person.

e Azero-rated supplyis a supply listed in the Second Schedule to the VAT Act including supplies to designated public
bodies and institutions, privileged persons and first arrivals persons subject to any limitations which enjoy a zero-
rated status. Where a person makes zero-rated supplies:

o notaxis chargeable on the supply; but
o thesupply shallin all other respects be treated as a taxable supply (included in determining the registration
threshold).

e Taxable supply is a supply, other than an exempt supply, made in Kenya by a personin the course or furtherance of
abusiness carried on by that person, and such supplies are deemed to be taxable at the standard rate of 14% or are
zero-rated.

e A hotel or a restaurant is required to charge 2% catering levy in addition to the VAT. A hotel includes premises
commonly referred to as service flats, service apartments, beach cottages, holiday cottages, game lodges, safari
camps, bandas or holiday villas and other premises or establishments used for similar purposes, excluding premises
on which the only supply is under a lease or licence of not less than one month and premises operated by education,
training or medical institutions for use by staff and students of that institution.

APPLICATION FOR REGISTRATION

A person who in the course of business makes or intends to make taxable supplies of taxable goods or services, or both,
the value of which is KShs. 5 million or more in any period of 12 months is liable for registration under the VAT Act. The
registration threshold excludes any taxable supply of capital assets of the person, and a taxable supply made solely as a
consequence of the person selling the whole or part of his business. Also persons supplying imported digital services
over the internet or an electronic network or through a digital marketplace shall be required to register for VAT
regardless of the registration threshold.

A person who meets the registration requirements should, within 30 days of becoming so liable, apply for registration.
Such registration is done electronically through the iTax system administered by KRA.

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. The Cabinet Secretary to the National Treasury has yet to
develop regulations for the registration of a group of companies as one registered person.

Under the recently introduced ‘digital marketplace supply” VAT regulations, a non-registered person providing a
business to consumer supply of services through a digital marketplace to a recipient in Kenya shall register for tax
through a simplified tax registration framework or shall elect to appoint a tax representative in Kenya.

Supplies made by non-resident persons to resident persons (whether registered or unregistered) are deemed as made
in Kenya. This means that non-resident suppliers will effective 1°* July 2023 be required to register and account for VAT.
Prior to its enactment, the onus to account for VAT onimported services made to any Kenyan resident personis on the
Kenyanresident.

PRE-REGISTRATION INPUT VAT

Where a person has incurred input VAT on supplies which were exempt and which have now become taxable, or on the
date he is registered, a person had incurred tax on taxable supplies which are intended for use in the making of taxable
supplies, the person may within 3 months from that date, claim relief on any tax incurred on such supplies. The input can
only be claimed on trading stock on hand at the date the person becomes registered.

The claim for relief shall be made in the prescribed form and shall be limited to supplies that are purchased within the
period of 24 months immediately preceding registration or the exempt supplies becoming taxable.

The claim shall be deducted from the next return due after the Commissioner has authorised the person to make the
deduction of relief claimed, having satisfied himself that the claim for relief is justified.
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DE-REGISTRATION

A person may apply to be de-registered if he does not meet the annual registration threshold. On receipt of the
application, the Commissioner, if satisfied that the person is not required to be registered:

= shall cancel the registration where the person has been registered for more than 12 months, or

= may cancel the registration where the person has been registered for less than 12 months.

Where one ceases to make taxable supplies, the person shall within 30 days of ceasing write to the Commissioner for
the cancellation of registration. The Commissioner shall cancel the registration if he is satisfied that the person has
ceased to make taxable supplies. The Commissioner can also cancel the registration where a person has not applied, but
the Commissioner is satisfied that the person has ceased to make taxable supplies.

The cancellation of the registration shall take effect from the date specified in the notice of cancellation. The notice may
be issued through the online iTax portal. Where a person’s registration is cancelled, the person shallimmediately cease
to hold out as a registered person (including on any documents used by the person) and submit a final return and pay all
tax due including output tax on stock at hand at the date of cancellation of registration within 15 days of the date of
cancellation of registration.

The Commissioner may also de-register a personif he has failed to keep proper records or furnished regular and reliable
returns or failed to comply with the obligation under other tax laws.

In practice, the Commissioner will conduct a VAT audit before granting de-registration.
Notwithstanding the cancellation of registration, a person shall be liable for any acts done or omitted to be done while

registered.

CONTINUING OBLIGATIONS OF A TAXPAYER

Aregistered personis required to display the tax registration certificate at the principal place at which the person carries
on business, and a copy at every other place at which the business is carried on. A registered personis required to notify
to the Commissioner of any of the following changes within 21 days following the change:

e name (including business names);
e address;

e place of business; or

e nature of business.

OUTPUT TAX IN RELATION TO SUPPLY OF GOODS AND SERVICES
Output Tax and Supply

Output tax is tax which is due on taxable supplies. Supply means a supply of goods and services. Supply of services
means anything done that is not a supply of goods or money, including:

e theperformance of services for another person;

e thegrant, assignment, or surrender of any right;

e themaking available of any facility or advantage; or

e thetoleration of any situation or the refraining from the doing of any act.

A supply of services is madein Kenya if the place of business from which the services are suppliedis in Kenya. If the place
of business of the supplier is not in Kenya, the supply of services will be deemed to be made in Kenya if the recipient of
the supply is not aregistered person and:

e theservices are physically performedin Kenya by a person who was in Kenya at the time of supply;

e theservices are directly related to immovable property in Kenya;

e theservices are radio or television broadcasting services received at an address in Kenya;

e theservices are electronic services delivered to a person in Kenya at the time of supply; or

e thesupply is a transfer or assignment of, or grant of aright to use, a copyright, patent, trademark or similar right in
Kenya.
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Supply of goods means:
e asale, exchange, or other transfer of the right to dispose of the goods as owner; or
e theprovision of electrical or thermal energy, gas or water.

A supply of goods occurs in Kenyaif:

e thegoods are delivered or made available in Kenya by the supplier;

e thesupply of the goods involves their installation or assembly at a place in Kenya; and

e thegoods are delivered outside Kenya the goods were in Kenya when their transportation commenced.

The supplies chargeable to VAT include supplies made over the internet or an electronic network, in addition to the
supplies made through a digital marketplace.

The definition of a digital marketplace means an online platform which enables users to sell or provide services, goods or
other property to other users, rather than the existing definition which defines a digital marketplace merely as a platform
that allows direct interaction between buyers and sellers.

Taxable supplies made through a digital marketplace include:

e downloadable digital content including downloadable mobile applications, e-books and films;

e subscription based media including news, magazines and journals;

e over-the-topservicesincluding streaming television shows, films, music, podcasts and any other form of digital
content;

e software programmes including software, drivers, website filters and firewalls;

e electronic data management including website hosting, online data warehousing, fire sharing and cloud storing
services;

e music and games;

e searchengine and automated help desk services including customisable search engine services;

o ticketsforlive events, theatres or restaurants;

e distance teaching through pre-recorded media or e-learning including online courses and training;

e digital content for listening, viewing or playing on any audio, visual or digital media;

e services that links the supplier to the recipient including transport hailing services or platforms;

e electronic services;

e any other service provided through a digital marketplace that is not exempt under the Act.

= Asupply on adigital marketplace shall be deemed to have been made in Kenya where the recipient of the supply is
in Kenya. In determining whether arecipient of a supply is in Kenya, the Commissioner shall consider:
o Whether the payment proxy including credit card or debit card information and bank account details of the

recipient of the digital supplies is in Kenya; or

= Whether the residence proxy including the billing or home address or access proxy including internet address,
mobile country code or SIM card of the recipient is in Kenya. Where a registered person carried on business both in
Kenya and outside Kenya, the part of the business carried on outside Kenya shall be treated as if it were carried on
by a person separate from the registered person.

=  Where taxable supplies are used outside the business, they shall not be treated as taxable unless the person has
been allowed a deduction for input tax.

In case of goods, exportation shall take place when the goods are exported under the East African Community Customs
Management Act and are delivered to a recipient outside Kenya for use, consumption or enjoyment outside Kenya. In
case of services, an exportation occurs when the service is provided to a recipient outside Kenya for use, consumption
or enjoyment outside Kenya.

Exportation of service shall not include taxable services consumed on the exportation of goods unless the services are
in relation to transportation of goods which terminates outside Kenya.

Time of Supply
The time of supply is generally referred to as "“the tax point”. The tax point in respect of a supply, including imported

services, shall be the earlier of:

e thedateon whichthe goods are delivered or the services performed;
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e the date a certificate is issued by an architect, surveyor, or any other person acting as a consultant or in a
supervisory capacity;

e thedate on which theinvoice or receipt for the supply is issued; or

e thedate on which the payment for the supply is received, in whole or in part.

In the case of supply of imported goods, the tax point shall be:

e Incase of goods cleared for home use at the port of importation or from an inland station - at the time of customs
clearance;

e Incaseof alicensed warehouse - at the time of final clearance from the warehouse for home use;

e Incase of an EPZ - at the time of removal from the EPZ for home use; and

e Inother cases - at the time the goods are brought into Kenya.

Regarding the national carrier (Kenya Airways), time of supply shall be the date of delivery of goods or performance of

services

Where goods are supplied under a rental agreement, are made by metered supplies, or under an agreement or law that
provides for periodic payment, the tax point shall be the earlier of the date on which the payment for the successive
supply is due or received.

In the case of supply by means of a vending machine, meter, or other devices operated by use of a coin, note, or token
shall be on the date that the coin, note, or token is taken from the machine, meter or other device by or on behalf of the
supplier.

Value of Supply

The taxable value of a supply including imported services shall be:
e the consideration for the supply, or
o the open market value of the supply if the supplier and the recipient are related.

The taxable value of imported goods comprise:
e The value of the goods as ascertained for the purpose of customs duty, in accordance with the East African
Community Customs Management Act, 2004 (whether or not any duty of customs is payable);
e A supply of services that is ancillary or incidental to the importation of goods shall be treated as part of the
importation;
e Totheextent notincluded above, the:
o costof insurance and freight incurred in bringing the goods to Kenya;
o cost of services treated as part of the imported goods under this section; and
o amount of customs duty paid on those goods.

The open market value would be the price that the supply would be expected to fetchin an arm’s length transaction and
where the open market value cannot be determined. It shall be an objective approximation of the consideration that the
supply would fetch in an arm'’s length transaction as determined by the Commissioner based on generally accepted
principles of valuation.

The consideration for the supply shall include:

e The amount paid or payable, directly or indirectly for the supply, reduced by any discounts and rebates allowed
and accounted for at the time of supply;

e Where the payment is made in kind, directly or indirectly, the open market value of the supply at the time the
supply is made reduced by any discount or rebate allowed and accounted for at the time of supply;

e Any taxes, duties, fees and charges (excluding VAT) paid or payable on or by reason of the supply;

e Amount charged for wrapper, package, box, bottle, or other container in which the goods are supplied including
other goods contained in or attached thereto;

e Any amount charged for any liability that has to be paid in respect of the supply in addition to the amount charged
as price;

¢ Incidental costs incurred by the supplier of the services in the course of making the supply to the client (excluding
disbursements to a third party as an agent of the client); and

¢ Inthe case of mobile cellular services, the value of the service shall be the value as determined for the purpose of
calculating excise duty.
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Other provisions in relation to determining the value of supply
e Consideration for a supply shall not include:

o Incaseof goods supplied under a hire purchase agreement, any financial charges payable in relation to supply
of credit under the agreement;
o Anyinterestincurred for late payment of the consideration of supply;

Tourism Levy imposed under the Tourism Act; and

o Service charge charged by a hotel or restaurant provided it is distributed directly to the employees in
accordance with a written agreement with the employer and does not exceed 10% of the price of the service,
excluding such service charge.

e Inthecase of importedservices,reverse VAT is only payable by the importer of such services where theimporter
is not entitled to claim the full amount of the VAT paid as input VAT. Where an importer can claim part of the VAT
paid as input credit, the value of the taxable service shall be reduced by an amount equal to the supply that is
entitled for the input tax credit.

e Where taxable goods are sold in returnable containers then:

o iftheregistered person has purchased or imported those containers, the amount of any tax payable as part
of determining the taxable value in respect of the containers shall be remitted (i.e. no tax will be chargeable
in respect of the containers); or

o inany other case, the amount of tax so payable upon those containers which are returned to the registered
person, and upon which he has given a credit to the purchaser, shall be remitted by means of a credit taken
by the registered person on his next succeeding tax return.

¢ Inthe context of rental of non-residential premises where service charge s levied for such services like security,
cleaning, electricity, garbage collection etc., it shall form part of the taxable value and is subject to tax.

e Disbursements include costs recovered from a customer purely as an agent of that customer and which are
incurred on their behalf and recovered on an actual basis from the customer without any mark-up. Where a mark-
up is added, such disbursements are vatable, in which case any input VAT suffered on the disbursement can also
be claimed as input to the extent allowed.

e The taxable value of hotel accommodation and restaurant services shall exclude any catering levy.

e No VAT shall be charged on the disposal of items of property, plant and equipment by an exempt person or on a
supply where no input tax deduction was allowed.

e By practice, insurance proceeds received as compensation for the loss of taxable supplies and loss of profits are
not deemed to be a supply and not chargeable to output tax.

e}

RECORDS, INVOICES, CREDIT AND DEBIT NOTES

Records

Eachregistered personis required to keep full and true written records in the course of business, in English or Kiswahili,
covering every transaction made by the business and such records shall be kept in Kenya for a period of 5 years from
the date of the last entry made therein.

Therecords to be keptinclude:

o (opies of allinvoices and simplified tax invoices issued in serial number order;

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

e AVAT account showing totals of output and input tax in each period and the tax payable or the excess tax carried
forward at the end of the period;

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

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

e Copies of stock records kept in a chronological order (in practice, also for goods manufactured and delivered from
the factory);

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

e Any other records as may be specified in writing by the Commissioner (in practice, includes journals, ledgers,
cash/petty cash books, bank statements, delivery notes and audited accounts).

The records shall be made available, at all reasonable times, to an authorised officer for inspection and there is a
requirement to give the officer every facility necessary to inspect the records. The Commissioner may require a person
to use an ETR of such type and description as he may prescribe for the purpose of assessing the information regarding
any matter or transaction which may affect the tax liability of the person.
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There is a new requirement to register on TIMS (Tax Invoice Management System) which is an upgrade of the current
Electronic Tax Register (ETR) regime that was rolled out in 2005. It will facilitate electronic tax invoice management
through standardization, validation, and transmission of invoices to KRA on a real time or near real time basis.

A taxpayer must:

e Be VAT Registered as per the provisions of the VAT Act 2013

e Haveaninvoicing system with the capability to transmit invoices to KRA systems

e Haveinternet connectivity
Imports
Effective 15t July 2025, no person shall import goods in Kenya without presenting a valid certificate of origin to the
Commissioner or an authorised officer.

Exports
The following records should be retained in the case of exports:
e A copy of theinvoice showing the recipient of the supply is a person outside Kenya;
e Proof of payment for the supply (in practice, a purchase order form or contract with the foreign customer and proof that
payment was received in foreign currency);
e Inthe case of goods, copies of transit documents such as airway bill, road manifest, bill of lading etc,
e Inthe case of goods, the export or transfer entry certified by a proper officer of Customs at the port of exit;
e Forexcisable goods, the documents required under the Excise Duty Act; and
e In the case of services, the Commissioner may require proof that the services have been used or consumed outside
Kenya.
In the case of supplies to an SEZ, EPZ or Manufacturing Under Bond (MUB) enterprise or to any organisation enjoying
zero-rated status, the records proving the supply shallinclude:
e Incase of SEZ and EPZ, the respectivelicenses;
e A certificate signed by the recipient stating that the goods have been received and are for use in the approved
operations; and
e Anexport entry duly certified by the proper officer of customs;
Such goods as specified by the Commissioner which are manufactured or purchased for export (including EPZ/MUB),
shall be marked with the inscription “FOR EXPORT ONLY".

Tax Invoices

Aninvoice shall at the time of supply be furnished to the purchaser. The invoice shall be serially numbered and generated
through aregister or attached to a register receipt containing details of the transaction. Where aregistered personis a
retailer or is primarily supplying to unregistered persons, the prices of such goods or services shall be quoted or labelled
including the amount of tax.

Only one original of invoice, debit note, or credit note shall be issued. Any copies of an invoice, credit note or a debit note
clearly marked as such, may be provided to aregistered person who claims to have lost the original.
The tax invoice generated from a register shall contain the following particulars:

e ThePIN of theregistered user of the register;

e Time and date of theissuance;

e Serial number of the invoice;

e Thebuyer's PIN;

e Thetotal gross amount;

e Thetotaltax amount;

e Theitem code of supplies (exempt, zero rated and other rate supplies) as provided by the Commissioner in accordance

with the Act;

o Abrief description of the goods or service;

e The quantity of supply;

e Theunit of measure;

e Thetaxrate charged;

e Theunique register identifier;

e The unique invoice identifier;

e Aquick response(QR) code; and

e any other requirement as may be specified by the Commissioner.
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.
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A business-to-consumer supplier on a digital marketplace from an export country who is registered in Kenya for VAT
shall not be required to issue an electronic tax invoice. Provided that the supplier shallissue an invoice or receipt showing
the value of the supply and the tax deducted thereon.

Credit and Debit Notes

A credit note may be issued where goods are returned, or for good and valid reasons the registered person decides for
business reasons to reduce the value of the supply after the issue of a tax invoice. The amount to be shown on the credit
note is the amount of reduction. A credit note must be issued within 6 months after the issue of the relevant tax invoice
or where there is a commercial dispute in court with regard to the price payable, within thirty days after the
determination of the matter and can only be issued after the registered person has refunded the excess tax to the
recipient of the supply, whether in cash or as a credit against any amount owing to the supplier.

Where a user of a register issues a credit note or a debit note, the credit note, or debit note shall indicate the PIN and
invoice number to which the supply relates.

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 been placed under statutory management through the appointment of an administrator, receiver or
liquidator. An application for refund in respect of bad debts must be made within 10 years from the date of supply. Where
the tax refundedis subsequently recovered from the buyers, the person shall refund the tax to the Commissioner within
60 days of the recovery of the debt.

The application should be accompanied by:

e A document, in the case of insolvency, specifying the total amount proved except where 2 years have elapsed
since the supply (in practice, 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;

e 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;

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

e Adeclaration by him that he and the buyers are independent of each other.

INPUT TAX

Input tax may be deducted on a taxable supply to, orimportation made by aregistered person at the end of the tax period
in which the supply or importation occurred against the tax payable by him on supplies made in that tax period, but only
to the extent that the supply or importation was acquired to make taxable supplies.

The difference between the output tax and input tax is tax payable to KRA or recoverable from KRA (where input
exceeds output).
Input VAT is restricted in the following cases:

e Acquisition, leasing, hiring and repairs or maintenance thereof including spare parts of passenger cars or
minibuses, unless these are acquired exclusively for the purposes of making a taxable supply of that automobile
in the ordinary course of a continuous and regular business of selling, dealing in or hiring of such automobiles.

e Entertainment, restaurant and accommodation services, unless they are provided in the ordinary course of
business and are not supplied to an associate or employee; or while the recipient is away from home for the
purposes of business of the recipient or the recipient’s employer.

General Rule
VAT paid can be claimed as an input VAT credit:
e Only by ataxable person;
e Ifitis attributable to taxable supplies;
e |f the person claiming input VAT has an original or a certified copy of a valid tax invoice;
e Thetaxrelates to suppliesinrespect of which the law does not expressly prohibit the claiming of a credit; and
e Theregistered supplier has declared the sales invoice in a return.
* The Finance Act 2023, provided that effective 15t of July 2023, a taxpayer claiming any input VAT must not only have a
valid tax invoice but must also ensure that the supplier has declared the sale invoice in the return.
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Time Limit
Input tax shall not be allowed until the first tax period in which the person holds valid documents for claim, which period
shall not exceed 6 months after the end of the tax period in which the supply or importation occurred.

Aregistered person who receives a credit note shall reduce the amount of deductible input tax in the month in which the
credit noteis received by the amount of tax credited.

A person receiving a debit note shall claim input VAT to the extent that it has not already been claimed in the month in
which the debit note was issued or in the next subsequent month.

Input VAT on Mixed Supplies
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.

The direct attribution method shall be used for claiming input VAT by a registered person providing both taxable and
exempt supplies (mixed supplies), in which case:
e Fulldeductionis made of allinput tax attributable to taxable supplies;
e Nodeductionis allowed for any input tax related to exempt supplies; and
e There shall be an apportionment of input tax attributable to mixed supplies using the formula below.
A x (B/C); where:
A -is the total amount of input VAT paid during the tax period on acquisitions that relate partly to making
taxable supplies and partly for another use;
B - is the value of all taxable supplies made during the period; and
C -is the value of all supplies made during the period.

COLLECTION AND REFUND OF TAX

VAT Return and Payment of Tax

A taxable personis required to lodge a return for each month to the Commissioner by the 20" of the month. In case of a
manual return, where the 20" falls on a Saturday, Sunday or a public holiday, the return is due on the last working day
before the 20™.

Tax is due by or on the 20", and where this falls on a Saturday, Sunday or a public holiday, the payment is due on or by
last working day before the 20,

If the returnis filed electronically or tax is paid electronically, the due date shall remain the date specified in the law.

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

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

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

e The tax payable after deducting any overpayment claim from the last return and adjusting any amounts of
overpayments submitted for a VAT Refund Claim.

Where thereis no tax payable, a ‘NIL' returnis required.

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 Domestic Taxes. The following
mandatory information is required in respect of the payer - name, taxpayer registration number, e-slip humber 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:

e Theamount of input tax exceeds the amount of output tax as a result of the supplier making zero-rated supplies; or
Where tax has been paid in error provided that the claim is lodged within 12 months from the date the tax became due
and payable.
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A person who supplies at both the general rate and zero rate shall be entitled to arefund arising from making zero-rated
supplies. In determining the refund, the Commissioner shall use the following formula:
R=Z/T x E; where:
R - is the value of input tax relating to zero-rated supplies;
Z - is total value of the zero-rated supplies;
T - is the total value of the taxable supplies; and
E - is the deductible input tax for the month of supply.

WITHHOLDING VAT AGENTS

The Commissioner may appoint a person as a withholding VAT agent which include government ministries and
departments, county governments and appointed private sector enterprises. An appointed person is required to
withhold 2% of the taxable value at the time of paying for the supplies.

VAT withheld by the withholding VAT agent is due to be remitted, together with the return by 20" of the month following
in which it was withheld prior to 1 July 2023 after which any withholding VAT deducted should be remitted to the
Commissioner within 5 working days after payment.

Any taxpayer who has excess credits arising after 23" July 2019 from withholding VAT may apply for an offset/refund
within a period of 24 months from the date the tax became due. The application for offset/refund shall be subjected to
verification and approval by the Commissioner. All applications for refund/offset must be made through theiTax system.

VAT PENALTIES

The VAT Act provides for penalties in case of non-compliance.

Offence

Penalty

e Failure to apply for registration or deregistration

e Wrongful application for cancellation of registration

e Failure to display in a conspicuous place the tax registration certificate at
each place where business is carried on

e Failure to notify the Commissioner of any change in name, address, place
of business and nature of business

e Failure to cease holding out on cancellation of registration

Failure to produce goods imported by air, land or water to a proper officer of

customs at the customs station or nearest place of entry

Failure to submit areturn as required

Issue of an invoice for a supply that is not a taxable supply or by a person
who is not registered

Giving false information or failing to give full information in respect of
registration or making an application to register a person already registered

An auditor issuing a certificate in contravention of the regulations

Failing to maintain proper records, using an ETR, or to provide access to an
authorised officer

Not refunding to the Commissioner within 30 days of recovery, tax
subsequently recovered from the recipient of the supply, where such tax
was refunded by the Commissioner

Failure to withhold the whole amount of VAT which should be withheld
Failure to remit withheld VAT by the 20" day of the following month

Fine not exceeding KShs. 200,000, or
imprisonment not exceeding 2 years,
or both

KShs. 1million, or imprisonment not
exceeding 3 years, or both
Forfeiture of goods

The higher of KShs. 10,000 and 5% of
the tax due

KShs. 1million, or imprisonment not
exceeding 3 years, or both

Fine not exceeding KShs. 1 million or
imprisonment not exceeding 3 years,
or both

Fine not exceeding KShs. 1 million or
imprisonment not exceeding 3 years,
or both

KShs. 1 million, or imprisonment not
exceeding 3 years, or both

1% interest of the tax per month or
part thereof. No provision to apply for
mitigation

10% of the amount involved

10% of the amount involved

Late payment interest calculated on simple interest basis at 1% per month or part thereof; and restricted to a

maximum of the principal tax due.
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VALUE ADDED TAX REGULATIONS, 2017

The Value Added Tax Regulations, 2017 were gazetted on 30" March 2017. The rules aim at enabling better carrying of
the provisions of the Value Added Tax Act by providing procedural guidance as well as limited substantive provisions
about value added tax. Additionally, the VAT Regulations, 2017 have revoked 6 of the existing VAT Subsidiary
Legislations.

Subsequently Value Added Tax (Amendment) Regulations 2020 has repealed regulation 9 of the VAT Regulations, 2017.
Further Value Added Tax (Electronic Tax Invoice) Regulations, 2020 and Value Added Tax (Digital Marketplace Supply)
Regulations, 2020 were gazetted in October 2020 which provide guidance regarding tax invoice and digital marketplace
supply respectively.

CUSTOMS DUTY

LEGAL AND ADMINISTRATIVE FRAMEWORK

Customs duties are levied in accordance with the East African Community Customs Management Act 2004 (EACCMA).
The law applies uniformly across the East African Community Countries (EAC) which include Kenya, Tanzania, Uganda,
Rwanda and Burundi. EACis a single customs territory.

Tariff classification of goods imported or exported from EAC is based on the EAC Common External Tariff (CET). The CET
is available in the EAC website as Annex 1to the Protocol on the Establishment of the EAC Customs Union.

KRA, through the Commissioner of Customs and the Customs Services Department are in charge of administering and
supervising the clearing of goods imported into or exported from the country. Declaration of imports and exports is
undertaken through clearing agents licensed by KRA through the Asycuda online system (previously Simba System
2005).

IMPORT DUTIES AND LEVIES

Customs import duty is chargeable on imported goods at the rates outlined in the CET. In addition, VAT, excise duty,
import declaration fee, railway development levy are also collected, where applicable, on imported goods cleared for
home consumption. Customs duty is paid at the applicable rate or a bond guarantee executed and deposited with the
Customs Services Department to secure the duty that may be applicable, if goods are admitted under customs control.

Anlmport Declaration Form (C63) Entry is prepared and lodged by the importer for clearing the imports. The declaration
is usually submitted through customs clearing agents.

The Import Entry is supported by a Certificate of Compliance (COC) issued following a pre-shipment inspection of the
goods. An Import Declaration Fee (IDF) is charged on all imported goods at 2.5% of the customs value of the goods
imported for home use as per the Miscellaneous Fees and Levies Act (“MFLA"). Goods imported under the EAC Duty
Remission Scheme shall be subject to an IDF fee of 1.5% of the customs value. There are goods which are exempted from
the IDF fee, if purchased before customs clearance. These are listed in Part A of the Second Schedule to the MFLA and
include goods imported from EAC member states that meet the Rules of Origin (ROO) requirements, goods destined for
EPZ, approved manufacturers under bond, samples without commercial value, gifts and supplies to UN and diplomatic
missions, and goods to official aid funded projects.

In addition, allimported goods attract a 1.5% Railway Development Levy (“RDL") on the customs value except for goods
listedin Part B of the Second Schedule to the MFLA, which are exempt.

Import duties are charged based on an ad valorem (on price paid or payable on the declared good) and specific units (on
quantity, weight, number or measurement). The duty rates vary from 0 to 100%. The Chairman of the Council of Ministers
(for Finance) may remit, reduce, increase or apply special duty rates subject to specified conditions. He publishes such
rates and conditions in the EAC Gazette Notices. Reduced duty rates are applicable on some imports from COMESA
region countries.
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In summary, import duty rates may be summarised are as outlined":
e 0% onraw materials and capital goods
e 10% onsemi-processed and intermediate goods
e 25%onfinished goods
e 2.5%Import Declaration Fees
e 2% Railway Development Levy

Goods which meet the conditions stipulated in the EAC Customs Union Rules of Origin (2015) do not attract import duty
if from EAC Partner States. EAC is considered as a single customs territory. EAC Partner States issue Certificates of
Origin (COO's) where goods are manufactured in their jurisdiction or substantially using materials sourced therein,
Goods that are specifically exempt from duty are listed in the Fifth Schedule to the EACCMA. Conditions for such
exemptions are also outlined. They include goods imported by privileged persons (i.e. diplomatic bodies, armed forces
and disabled) and other specially exempted items.

Effective 1 July 2021, any goods which the Cabinet Secretary may determine is in the public interest, or to promote
investment and the value of which shall not be less than KShs. 5 billion will be exempt from IDF and RDL.

Duty is refundable on imported goods which are subsequently exported. Transit goods are not dutiable, but the
applicable duty is secured by a bond guarantee. Duty may be remitted if goods are destroyed or damaged while under

customs control or during voyage or goods are returned unused to the seller, or duty has been paidin error.

Refund claims must be presented within one year from the date of payment of that duty.

DETERMINATION OF CUSTOMS VALUE (VALUATION)

The value of imported goods is the value paid or payable for the goods and is generally based on the price of the specific
goods or similar goods if the transaction value is not available. The most applicable of the valuation methods is selected
and applied by the Customs Services Department. The methods are as follows:

e Method 1: Transactional Value Method: This is based on the value of the goods as indicated in the invoice. It
appliesin over 90% of transactions. The method may be disregarded if it is shown that it doesn't reflect the price
payable.

e Method 2: Transactional Value of Identical Goods Method: This is based on the value of identical goods
purchased by other importers from same suppliers in the same country of importation.

e Method 3: Transactional Value of Similar Goods Method: If data on identical goods is not reliable, the value of
similar goods (from the same supplier and country, capable of performing the same functions as that imported)
is used.

e Method 4: Deductive Value Method: This is applied if the first three methods are inapplicable. The customs
valueis worked backwards from the unit price of identical or similar goods. Commissions, profits, transportation
costs and taxes generally expected to be paid by the importer for similar goods are deducted from such unit
price of identical or similar goods.

e Method 5: Computed Value Method: This method is applied if the above-listed ones are inapplicable. The
customs value is determined based on the cost of producing the goods plus profits and general expenses
expected in the country of origin.

* Method 6: The Fallback Method: This method is explored when no one method is reliable but a combination of
two or more may be more reliable. Customs value should be fair, reasonable, uniform and neutral, and should
reflect commercial reality to the extent possible.

"This summary is for reader guidance only. Specific rates are as per the CET, which is updated yearly by the Chairman of the Council of Ministers.

DOING BUSINESS IN KENYA, 2025 61



RSM

EXPORT LEVY

Export levy is payable on specific items listed in Part | of the First Schedule to the MFLA. These items include hides and
skins, scrap metal and nuts. The export levy rates are also provided in Part | of the First Schedule to the MFLA. The
Commissioner shall adjust export levy rates on 1°t July each year to factor inflation. Export levy is not applicable on goods
exported to EAC countries.

EXCISE DUTY

DUTY AND APPLICATION

Excise duty is duty imposed under the Excise Duty Act 2015 on specific goods and services. Historically, excise duty was
intended to discourage the consumption of certain goods or services which were deemed to be morally, socially or
environmentally injurious. However, the duty is no longer only attached to injurious items.

KRA's Domestic Taxes Department enforces excise duty on locally manufactured and supplied excisable goods and
services. The Customs Services Department enforces excise duty onimported excisable goods.

The goods and services subject to excise duty are listed in Parts 1and 2 of the First Schedule to the Excise Duty Act and
they include fruit and vegetable juices, (bottled) water and other non-alcoholic beverages, food supplements, beer,
cider, alcoholic and spirituous beverages, wine and fermented fruit beverages, cigarettes, cosmetic and beauty
products, motor vehicles, motor cycles, imported sugar confectionary, white chocolate, imported gas cylinders,
imported glass bottles (excluding glass bottles imported from within EAC), mobile and other wireless telephone services,
mobile money transfer services, charges and commissions charged by financial institutions.

The specific duty rates are provided in the First Schedule to the Excise Duty Act and shall be adjusted by the
Commissioner annually to cater for inflation. Excise duty is not applicable on exported excisable goods or services.
Evidence of exportation must be submitted. Exported services are those services for use and consumption outside
Kenya.

KEY COMPLIANCE ISSUES

The liability for excise duty on excisable goods manufactured in Kenya shall arise at the time of removal of the goods
from the manufacturer’s factory.

The liability for excise duty on excisable services shall arise at the time of supply of the services. The time of supply may
be taken to be the time when the invoice is issued.

The excisable value of excisable goods manufactured in Kenya shall be the ex-factory selling price of the goods, but not
including:

e The value added tax payable on the supply of the goods;

e The cost of excise stamps, if any; or

e The cost of returnable containers.

The excisable value of excisable goods imported into Kenya shall be the sum of the following amounts:
e The customs value of the goods, even if customs duty is not payable on the goods; and
e The amount of duty of customs (if any) payable on the goods.

Excisable value of excisable services shall be:
e [f supplied at arm’s length, the fee, commission, or charge payable for the services; or
e Inany other case (i.e. related parties), the open market value of the services.

The excisable value of excisable services shall not include the VAT payable and any interest or an insurance premium.

THE PUBLIC PROCUREMENT CAPACITY BUILDING LEVY

Persons involved in public procurement and asset disposal proceedings through mentoring, training and technical
assistance are required to pay zero point zero three percent (0.03%) of the value of the signed contract exclusive of
applicable taxes.
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FOREIGN VISA

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 Kenya Citizenship and Immigration Act 2011. 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 monthsin 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 required to pass through the gazetted entry points and report immediately to an Immigration Officer.

The mostimportant documents needed are:
e Visaapplication form;
e Passport size photograph of the applicant;
e Valid passport/travel document showing validity of at least 6 months; and

e 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

East Africa
Tourist Visa

ORDINARY/ENTRY VISAS

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

TRANSIT VISAS

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

DIPLOMATIC VISAS

Diplomatic (Multiple, Ordinary or Transit) visas are issued gratis to holders of Diplomatic 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 6 months or part thereof as the case may be, and in the case of American nationals, the period has been
extended to five years.

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.
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OFFICIAL/SERVICE VISAS

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

EAST AFRICA TOURIST VISAS

This is a joint tourist visa that entitles holders to travel to and within the Republic of Kenya, Republic of Rwanda and
Republic of Uganda for the purpose of tourism. Validity of an East Africa Tourist Visa is 90 days with multiple entry.

FOREIGN PERSONNEL

PERMITS AND 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
applicant’s National Passport and two-coloured passport size photographs of the applicant.

Permits issued by the Immigration Department are classified from A to R inclusive. The following are some of the
pertinent classes of Permits and their respective requirements:

Class Ais issued to persons who intend to engage in prospecting for minerals or mining. One is required to obtain or is
assured to obtain the necessary licences and registrations. For renewals, a current licence held for prospecting minerals
and copy of the applicant’s PIN is required. One must also have sufficient capital or resources for investment.

Class B 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 one's PIN.

Class C is issued to persons wishing to practise certain prescribed professions. The applicant must provide proof of
membership to a professional body, association or institute to which he belongs in his own country, copies of academic
and professional qualifications, proof that he has in his own right and at his full and free disposition sufficient capital and
other resources for the purpose, and copies of his PIN.

Class D is issued to a person who is offered specific employment by a specific employer, the Government of Kenya or
any other person or authority under the control of the Government or an approved technical aid scheme under the United
Nations Organisation or some other approved Agency who is qualified to undertake that employment. Oneis 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 Form 25 duly filled, signed and sealed by the company.

Class Fis forinvestors in the manufacturing sector. The applicant is required to present a copy of the licence held, proof
that he hasin his own right and at his full and free disposition sufficient capital and other resources for the purpose and a
copy of the registration certificate of the company. For renewals, audited financial statements for the previous two
years and a copy of the company PIN are required.
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Class Gisissued to investors in specific trade business or consultancy. One is required to present documentary proof of
capital to be invested/already invested a minimum of USD 100,000 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.

Class lisissued for approved religious and charitable activities to a person who is a member of an institution registered
under the Societies Act who is engaged as a missionary or member of a company limited by guarantee or a member of a
trust registered under the Trustees Act andis approved by the Government of Kenya, and whose presence in Kenya will
be of benefit to Kenya. Oneis required to present a copy of the registration certificate of the organisation and academic
and professional certificates of the applicant.

Class K is for ordinary residents who are above the age of thirty-five years and who have an assured income derived
from sources outside and undertake not to accept paid employment of any kind. One must provide documentary proof
of assured income.

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

Class N is a digital nomad visa for non-Kenyan citizens who are employed outside the country but work remotely from
Kenya or a freelancer working remotely from Kenya for a company based outside the country. One must present a valid
passport, provide evidence of annual income of USD 24,000 derived from outside Kenya, proof of accommaodation in
Kenya and proof of a clean criminal record from the country of habitual residence.

Class Pisissued to staff of the United Nations, Diplomatic Missions, Inter-Governmental Organizations and International
Non-governmental organizations accredited to neighbouring hardship countries.

Class Q is issued to professionals working for religious charitable organizations. This permit is issued to professionals
such as doctors, teachers and pilots working for religious or charitable organizations. To qualify the applicant must not
beinvolved in preaching or conducting any religious rituals.

ClassRisissuedto citizens of the East African Community who wish to engage in employment, business, trade or engage
in any prescribed profession. The applicant must prove that they are not a prohibited immigrant and that their presence
is beneficial to the Country. This permit is issued at no fee.

Passes areissued to non-Kenyans who wish to stay temporarily in Kenya for reasons specified in such passes.

A Student’s Passis 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, and a commitment letter from parent/legal
guardian/sponsor.

For a Dependant Pass, the applicant must be a Kenyan, or holder of a valid entry permit, or an exempted person under
Section 34 (3) (a) to (g) of the Kenya Citizenship and Immigration Act 2011. 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.

A Special Passisissuedto person(s) given specificemployment by a specificemployer for a short duration not exceeding
3 months. One must submit an application form duly 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).

TOP 5
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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. Every dual citizen must disclose his or her other citizenship within three
months of becoming a dual citizen. A dual citizen who holds a Kenyan passport and a passport of any other country is
entitled to use any of the passports held for entry into or exit from Kenya.

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 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 three 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.

A permanent resident has the right to enter and remainin Kenya, to be employedin Kenya, to attend educational facilities
and the right to own property in Kenya.

EMPLOYMENT & LABOUR LAW

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

e The Employment Act, 2007 (which repealed the Employment Act Chapter 226 of the Laws of Kenya) which
cameinto force on 2" June 2008, This is the primary statute governing employment relationships in Kenya.

e The Occupational Safety and Health Act, 2007 (which repealed the Factories and Other Places of Work Act)
which came into force on 26" October 2007. This statute addresses workplace health and safety standards.

e The Work Injury Benefits Act No. 13 of 2007 (which repealed the Workman's Compensation Act) which came
into force on 2" June 2008. It provides for the compensation of employees for work related injuries and
occupational diseases.

e 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 2™ June 2008. It establishes key labour institutions and
provides some mechanisms for dispute resolution.

e The Employment and Labour Relations Court Act CAP 8E Laws of Kenya which came into force on 30" August
2011. This statute establishes the Employment and Labour Relations Court of Kenya.

The legal requirements under these statutes are interpreted and enforced by the Employment and Labour Relations
Court, and in some cases, by subordinate courts, particularly the Magistrates Court. Kenyais a member of the
International Labour Organization (ILO) and has ratified several ILO conventions. These international labour standards
guide both the Government and the courtsin the interpretation and application of employment laws.

EMPLOYMENT CONTRACTS

In Kenya, employment contracts are governed primarily by the Employment Act and supplemented by common law
principles. 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, and theintervals at which
remunerationis paid.

Employment terms are negotiated between the employee and employer subject to the minimum prescribed by the
Employment Act. Any contractual provisions that offer terms less favourable than those inthe Act are void to the extent

of theinconsistency.
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WAGES

Although the Employment Act does not make any specific provisions for wages, all wages are subject to the minimum
wage provided under the Labour Institutions Act 2007 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.
Not all occupations are subject to the minimum wage guidelines.

In practice, there are two major classes of employees - the management cadre (who primarily are not unionised by virtue
of their roles) and the junior staff who are unionisable, The wages paid to non-unionised staff are negotiated between
the employer and the employee and are 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). The terms and conditions which are captured in the CBA bind all unionisable workers, whether or not
they belong to the union.

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.

OVERTIME

For 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. It is however important to indicate this in the contract to avoid unnecessary
argument.

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

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.

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 Regulation
of Wages (General) Order however provides a sick leave a maximum of 30 days with full pay and a maximum of 15 days
with half-pay. Several courts have favoured the latter since it is more favourable to the employee. The employee is,
however, expected to produce a certificate of incapacity to work signed by a duly qualified medical practitioner.

Maternity/Paternity Leave

Under Section 29 of the Employment Act, a female employee is entitled to maternity leave of three (3) months with full
pay, provided that no female employee will forfeit her annual leave entitlement on account of taking her maternity leave
in that year. In addition, the female employee has aright to return to the job held immediately prior to her maternity leave
or to areasonably suitable job on similar terms and conditions.

A male employee is entitled to two (2) weeks paternity leave with full pay.
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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.

Tt January New Year's Day
tMay Labour Day
1t June Madaraka (Independence) Day
10" October Huduma Day
20t October Mashujaa (Heroes) Day
12 December Jamhuri (Republic) Day
25% December Christmas Day
26" December Boxing Day
Undated Good Friday and Easter Monday

Eid ul Fitr and Eid ul Adha

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. Voluntary registrations permitted
for casual or self-employed workers.

Contributions are based on 12% of the pensionable earnings of an employee; 50% is payable by the employee and 50%
by the employer. Pensionable earnings are defined as the lower of the member's monthly wage and the Upper Earnings
Limit. Upper Earnings Limit is the average level of earnings equal to 4 times the National Average Earnings (NAE).
Graduated rates apply for the first 4 years.

There is a compulsory contribution to the NSSF of Tier 1 contributions up to a maximum of 6% of the Lower Earnings
Limit (set currently at KShs. 6,000) while Tier 2 Contributions being the difference between the total contribution and
the Tier 1 contribution can be contributed to either the NSSF or any other registered retirement benefit scheme.

Deductions must be remitted by the 9% of the following month or the last working day before the 9" where this falls on
a Saturday, Sunday or a public holiday.

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.
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SOCIAL HEALTH INSURANCE FUND

The Social Health Authority 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, replacing the National Health Insurance
Fund. The Social Health Authority established the Social Health Insurance Fund to collect contributions and to make
medical payments. 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. The contribution is set at 2.75% of an employee’s gross
salary, with a minimum contribution of KShs. 300. For registration, a copy of the Certificate of Incorporation/
Registration, PIN, physical location and employee details are required.

Those who are not in formal employment are still required to contribute to the Fund. However, the contributions will be
assessed by the Authority using a means testing instrument.

By concession, all contributions are due by the 9% of the following month.

The medical 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.

NATIONAL INDUSTRIAL TRAINING AUTHORITY (NITA) LEVY

NITA levy is payable by every employer at KShs. 50 per employee monthly including an apprentice, indentured learner,
other trainee, temporary, seasonal and casual worker. The payment is due by the 9t of the following month.

NATIONAL HOUSING DEVELOPMENT FUND (NHDF)

Employers and employees are required to contribute 1.5% of the employee’s monthly basic salary to the National
Housing Development Fund subject to a maximum contribution of KShs. 5,000 per month. The due date for remittance
is 9t day of the following month. The courts have currently suspended the levy until further notice.

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 4.2).

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.

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.

The Central Organisation of Trade Unions (COTU-K) is the sole national trade union centre 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 43 registered and affiliated trade unions in the country and has a membership of about 2.5 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 industry 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, and 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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Kenyais amember of the World Intellectual Property Organisation (WIPQ) and of the Paris Union (International
Convention for the Protection of Industrial Property) along with the United States and over 185 other countries. Kenya
is also a member of the African Regional Intellectual Property Organisation (ARIPO) and a signatory to the Madrid
Agreement Concerning the International Registration of Marks. Kenya's existing intellectual property legislations have
been draftedin line with those provisions.

Kenya has a comprehensive legal framework to ensure intellectual property rights protection. Three government
agencies administer intellectual property rights in Kenya. The Kenya Industrial Property Institute (KIPI), a parastatal
under the Ministry of Industrialisation and Enterprise Development, administers the provisions of inter aliathe Industrial
Property Act, 2001 and the Trade Marks Act. These laws govern patents, trademarks, service marks, industrial designs
and utility models. Copyright is administered by the Kenya Copyright Board (KECOBO), a State Corporation under the
office of the Attorney General established under the Copyright Act, 2001. The Seeds and Plant Varieties Act is
administered by the Kenya Plant Health Inspectorate Services (KEPHIS).

The following are the most noticeable forms of intellectual property rights in Kenya:
1. Industrial Property Rights (these include patents, trademarks, service marks, industrial designs, utility models,
topography of integrated circuits, and protection against unfair competition);
2. Copyright (these include literary and artistic works); and
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 aninventive step and be industrially applicable.
The application for a patent should be in triplicate and contain:
= Arequestinthe prescribed form (Form IP 3);
= Adescription of theinvention and at least one mode for carrying out the invention in such full, clear, concise and
exact terms as to enable any person that has ordinary skills in the art to make use and to evaluate theinvention.
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;
=  One or more drawings (where necessary) which should not be in colour and the lines should be uniformly thick
and well-defined; and
=  Anabstract which serves the purpose of technical information.

The application fee is to be submitted together with the application. The application undergoes a formal examination
during which it 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.

An application for substantive examination of a patent is required to be made within three years from the filing date of
an application by submitting a request vide form IP 8. During substantive examination, an application is examined to
check whether the application is patentable as required under the Industrial Property Act, 2001.

If the application is successful, a patent is granted in the prescribed form upon payment of a fee. A patent expires at the
end of 20 years from the filing date of the application. 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.
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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
10" year after the date of the grant of the utility model and is not renewable.

INDUSTRIAL DESIGN

An industrial design is defined under the Industrial Property Act, 2001 to be 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. An industrial design is deemed to be
new if it has not been disclosed to the public, anywhere in the world, by publication in tangible form or, in Kenya, by use
orinany other way, prior to the filing date or, where applicable, the priority date of the application for registration.

A person wishing to register an industrial desigh 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 two specimens 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.

TRADE MARKS

Atrade markis a sign which serves to distinguish the goods of anindustrial or a commercial enterprise or a group of such
enterprises. The sigh 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.

Trade marks have become more and moreimportantinrecent years. KIPlis mandated under the Trade Marks Act to deal
with registration of trade and service marks. The Trade Marks Act helps the producer protect the trade mark.
Registering a trade mark is an important first step for everyone towards safeguarding a trade mark and combating
imitations. Application for registration of a trade mark can be done directly at KIPI.

The procedure for registering a trade markis:

= The applicant must complete the application form and submit it to KIPI together with the prescribed fee;

= KIPIchecks the completeness and accuracy of the information entered and documents submitted and examines
the trade mark;

= |f the trade mark is available for registration upon examination and is inherently registrable, it is approved for
advertisement, upon payment of a fee, in the Industrial Property Journal to allow for any opposition, within a
period of 60 days from the date of the Journal; and

= If nobody challenges the intention to register the advertised trade mark, the trade mark is registered and the
applicant is issued with a Certificate of Registration upon payment of aregistration fee.

AnentryinKIPI's Trademarks Register is valid for ten years from the date of the application. 3 months before the validity
lapses, the trade mark 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. Trade mark protection is indefinite as long as it is renewed.

The Trade Marks Act also recognises the right to enforce (unregistered) rights by way of a civil action founded on the

common law tort of “passing off"”. Because of the high legal threshold required to succeed in “passing off" actions,
registration provides a better (statutory) mechanism to enforce one’s rights against infringement.
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COPYRIGHTS

Protection of Copyright is based on the provisions of the Berne Convention of 1883 for protection of literary and artistic
works. Copyright protection is obtained by simply expressing the original idea in a fixed form and as such, registration is
not mandatory.

The Copyright Act, 2001 provides for the protection of literary, musical, artistic, audio-visual works, sound recordings
and broadcasts, and computer programs. The Kenya Copyright Board has the mandate for the overall administration and
enforcement of copyright and related rightsin Kenya. Any person who infringes another’s copyright commits an offence
and is liable upon conviction to a fine orimprisonment or both.

Copyrightin Kenyaisinfringed by a person who, without the licence of the owner of the copyright does, or causes to be
done, an act the doing of which is controlled by the copyright, or imports, or causes to be imported, otherwise than for
his private and domestic use, an article which he knows to be aninfringing copy.
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THE CAPITAL MARKETS AUTHORITY

The Capital Markets Authority (CMA), established by the Capital Markets Act, 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 Securities Exchange (NSE).

TYPES OF LISTING MARKETS

The following are NSE market segments.
e Market for issuing shares
v/ Main Investments Market Segment (MIMS)
v Small and Medium Enterprises Market Segment (SMEMS)

e Market for issuing bonds
v Main Fixed Income Securities Market Segment (Main FISMS)
v Small and Medium Enterprises Fixed Income Securities Market Segment (SME FISMS)

MAIN INVESTMENTS MARKET SEGMENT

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

e Company to be listed must be a company limited by shares and registered under the Companies Act, 2015 as a
public company and must have been in operations for at least five years before the listing;

e Company must have a minimum authorised, issued and fully paid-up share capital of KShs. 50 million with a
minimum of 250 shareholders and net assets of not less than KShs. 1billion before the public offering of shares;

e Shares to be listed must be freely transferable and not subject to any restrictions on marketability or pre-
emptiverights;

e 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 (or 6 months
for entities already listed on an exchange);

e If more than 4 months 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
unaudited interim financial statements for the period following the end of the financial period;

e The unaudited 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;

e Company must have prepared financial statements for the latest accounting period on a going concern bhasis
and the audited report must not contain any emphasis of matter or qualification/modificationin this regard with
an external auditor confirming the appropriateness of the going concern basis of accounting, and that no
material uncertainties exist;

e 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;

e No director of the company shall: (a) 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); (b) have been convicted of any crime in Kenya within the past two years ; or
been the subject of any ruling of a court of competent jurisdiction or any governmental body in any jurisdiction
or a professional body to which he/she may belong to that disables him/her from acting as a director or
employee for professional in the relevant fields or engaging in business practice or activity in that jurisdiction;

e Company must have suitable senior management with relevant experience for at least 1year 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;

e The board must comprise executive and non-executive directors with a majority of non-executive directors
and at least one third of the total number being independent directors;

e Thecompany must have a clear dividend policy;

e Following the public offer or immediately prior to listing by introduction, at least 15% of the shares must be
available for trading, excluding those held by the controlling shareholder or people associated/acting in concert
with them or the issuer’s senior managers;
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e Thecompany 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;

e Company to be listed must have declared positive profits after tax attributable to shareholders in at least 1 of
the last 5 completed accounting periods to the date of the offer; and

e Company must be solvent and have adequate working capital.

SMALL AND MEDIUM INVESTMENT MARKET SEGMENT

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

e Company seeking listing must be incorporated or registered as a public limited liability company under the
Companies Act, 2015 and must have been in operations for at least two years before the listing;

e Company must have a minimum authorised, issued and fully paid up share capital of KShs. 10 million and net
assets of KShs. 100 million before seeking listing;

e The shares to be listed must be freely transferable and not subject to any restriction on their marketability or
pre-emptive rights;

e 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;

e  Company must have a minimum of 7 shareholders;

e Following the public offer or immediately prior to listing by introduction, at least 10% of the shares must be
available for trading, excluding those held by the controlling shareholder or people associated/acting in concert
with them or the issuer’s senior managers

e Company must have a credible and auditable business plan with verifiable growth potential and at least a major
asset or a contracted business opportunity that is consistent with its line of business;

e Theissuer must have audited financial statements complying with IFRS for an accounting period ending on a
date not more than four months prior to the proposed date of the offer if the issuer has no securities listed on
the market, or six months prior to the proposed date of the offer if theissuer has securities listed on the market;

e The unaudited 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;

e Company must be a going concern with an external auditor who will confirm the appropriateness of the use of
the going concern basis accounting and confirmation that no material uncertainties exist;

e 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;

e Company must have a board of directors comprising a balance of executive and non-executive members, with
a majority of non-executive directors who, together with the independent directors shall comprise at least one
third of the total number of board members; and

e Company must disclose a clear policy on dividends.

MAIN FIXED INCOME SECURITIES MARKET SEGMENT

Companies intending to list their commercial papers or corporate bonds in the Main FISMS must satisfy the following
eligibility requirements:
e The company to be listed must be a body corporate incorporated or registered under the laws of Kenya and
must have beenin business for at least 5 years;
e Thecompany must have a minimum authorised, issued and fully paid up share capital of KShs. 50 million and net
assets of KShs. 100 million before the public offering of the securities;
e The securities to be listed must be freely transferable and not subject to any restrictions on marketability or
pre-emptionrights;
e 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;
e |f more than 4 months 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
unaudited interim financial statements for the period following the end of the financial period;
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e The unaudited 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;

e Thecompany must be a going concern with an external auditor who will confirm the appropriateness of the use
of the going concern basis accounting and confirmation that no material uncertainties exist;

e 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;

e 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;

e Companies wishing to issue or list debt securities should not be insolvent;

e 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;

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

e Where theissuer doe does not satisfy any of the listing requirements, it may seek a guarantee from a bank, an
insurance company or any other institution with the necessary financial capacity. Where the guarantor is a
foreign bank, the foreign bank shall provide the CMA with a letter of no objection from the foreign regulator;

e The minimum size of the issue shall be KShs. 20 million and a maximum of KShs. 400 million with the minimum
subscription price being KShs. 10,000;

e The directors and senior management of an applicant must have collectively appropriate expertise and
experience for the management of the group’s business for at least one year prior to the listing, none of whom
shallhave committed any serious offence that may be considered inappropriate for the management of alisted
company. Details of such expertise must be disclosed in the issue information memorandum;

e No director of the company shall: (a) 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); (b) have been convicted of any crime in Kenya within the past two years; (c) or
been the subject of any ruling of a court of competent jurisdiction or any governmental body in any jurisdiction
or a professional body to which he/she may belong to that disables him/her from acting as a director or
employee for professional in the relevant fields or engaging in business practice or activity in that jurisdiction;

e The company must ensure that commercial papers are not transferable or listed at the NSE;

e  Where the company has issued commercial paper, it shall apply for renewal at least three months before the
expiry of the approved period of twelve months from the date of approval;

e Anissuer shall, where thereis any security or enhancement for the fixed income security, and may in any other
case, appoint a trustee to represent the holders of its debt securities listed on the Exchange. The trustee shall
be a body corporate; and comprised of professionals with relevant and sufficient understanding of the capital
markets;

e Theissuer shall ensure that it has no interest in or relation to the trustee which may conflict with the trustee’s
role as trustee and the trustee shallissue a statutory declaration to the effect thatitisindependent of theissuer.
In evaluating if it has such an interest or relation, the issuer shall take into account whether it controls the
trustee. Theissuer shall submit the trust deed between it and the trustee to the CMA;

e Thereceiving bank shall be independent of the issuer where the issuer is a licensed bank;

e Any proceeds of the issue shall be held in the receiving bank in a trust account until after the securities are
credited to buyers’ CDS accounts; and

e The issuer shall submit to the CMA signed copies of all agreements between itself and the transaction team
before the offer opening date.
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SMALL AND MEDIUM ENTERPRISE FIXED INCOME SECURITIES MARKET SEGMENT

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

e Theissuer must be a body corporate duly incorporated or registered under Kenyan law and must have beenin
continuous operation for a minimum period of two (2) years;

e Theissuer must have a minimum issued and fully paid-up share capital of KShs. 10 million (if a company) and
minimum net assets of KShs. 20 million immediately prior to the public offering or listing, subject to any
modification by the CMA,;

e Theissuer must have audited financial statements complying with International Financial Reporting Standards
(IFRS) for an accounting period ending on a date not more than four months prior to the proposed date of the
offer;

e Theissuer shall provide alimited review of the interim financial statements where the recent accounting period
ends on a date that is more than four months from the proposed date of the commencement of the offer;

e Theissuer must be a going concern with the external auditor confirming the appropriateness of the use by the
issuer’'s directors of the going concern basis of accounting as well as a confirmation that no material
uncertainties exist;

e Atthedate of the application, the issuer must not be in breach of any of its loan covenants;

e Inthe case of issuers whose securities are listed at a securities exchange in Kenya but where not more than six
months have elapsed since the end of the financial year, un-audited financial statements covering the period
preceding the six months must be included in or appended to the Information Memorandum;

e Fixedincome securities intended for listing on the SME FISMS must be freely transferable. They should not be
subject to any marketability restrictions or pre-emptive rights;

e No director of the company shall: (a) 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); (b) have been convicted of any crime in Kenya within the past two years; (c) or
been the subject of any ruling of a court of competent jurisdiction or any governmental body in any jurisdiction
or a professional body to which he/she may belong to that disables him/her from acting as a director or
employee for professional in the relevant fields or engaging in business practice or activity in that jurisdiction;

e Theissuer must have suitable senior management with relevant and sufficient experience, none of whom shall
have been convicted of any serious offence that may be considered inappropriate for the management of a
listed company;

e Theissuer shall have a mix of both executive directors, non-executive and independent directors;

o Iftheissuerislicensedto operate by any regulator in any country, a certificate of no objection from the relevant
regulators will be required;

e Wheretheissuer doe does not satisfy any of the listing requirements, it may seek a guarantee from a bank, an

insurance company or any other institution with the necessary financial capacity. Where the guarantoris a
foreign bank, the foreign bank shall provide the CMA with a letter of no objection from the foreign regulator;

e Total liabilities, including the new issue of fixed income securities shall not exceed four (4) times the level of
shareholder's funds;
e  The minimum size of theissue shall be KShs. 20,000,000 and a maximum of KShs. 400,000,000;

e The minimum subscription shall be KShs. 10,000 or such a higher amount as the CMA may prescribe from time
to time;

e Anissuer shall, where thereis any security or enhancement for the fixed income security, and may in any other
case, appoint a trustee to represent the holders of its debt securities listed on the Exchange. The trustee shall
be a body corporate; and comprised of professionals with relevant and sufficient understanding of the capital
markets;

e Theissuer shall ensure that it has no interest in or relation to the trustee which may conflict with the trustee’s
roleas trustee and the trustee shallissue a statutory declaration to the effect thatitisindependent of theissuer.
In evaluating if it has such an interest or relation, the issuer shall take into account whether it controls the
trustee. The issuer shall submit the trust deed between it and the trustee to the CMA;

e Thereceiving bank shall be independent of the issuer where the issuer is a licensed bank;

e Any proceeds of the issue shall be held in the receiving bank in a trust account until after the securities are
credited to buyers' CDS accounts; and
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e Theissuer shall submit to the CMA signed copies of all agreements between itself and transaction team before
the offer opening date.

SHARIAH COMPLIANT BONDS

Kenya's bond market is experiencing significant developments that signal a shift towards more diverse and longer-term
investment options. In a landmark move, the Nairobi Securities Exchange (NSE) has introduced the Linzi Sukuk bond,
marking the debut of Islamic and Sharia-compliant financial assets on the bourse.

The Linzi Sukuk serves not only as afinancial instrument but also as a testament to Kenya's commitment to attracting a
broader array of investors, particularly those interested in ethical and Sharia-compliant options. This 15-year bond,
offering an appealing 11.13% internal rate of return, is associated with the construction of more than 3,000 affordable
housing units.

TREASURY BONDS

In tandem with this initiative, the Central Bank of Kenya (CBK) is taking steps that highlight a focus onlong-term financial
planning. In its September 2024 auction, the CBK aims to raise KShs. 30 billion through the reopening of two bonds with
maturities of 9.5 and 12 years.

The 10-year bond, originally issued in March 2024, experienced some difficulties with a 59.7% undersubscription.
However,its reissuance, alongside the 20-year bond, demonstrates the government’s determination to foster a market
for long-term bonds. These bonds will be listed on the Nairobi Securities Exchange’s secondary market, expected to
begin trading in increments of KShs. 50,000 on Monday, September 23, 2024. Both bonds will incur a 10% withholding
tax oninterest, whichis a crucial consideration for businesses and investors in their financial strategies.

REGIONAL ISSUES

Companies intending to list their corporate bonds in more than one jurisdiction in the East African Community must
satisfy the following eligibility requirements:

= Theissuer shallbe an entity incorporated or registered as a foreign entity in all jurisdictions where the offer is to
be made;

= Where theissuer is not a company, then the issuer shall be duly established under a written law or recognised
under an international treaty;

= The minimum paid-up share capital shall be the local currency equivalent of USD 850,000;

= Theissuer's net assets shall be the local currency equivalent of at least USD 1,700,000;

=  Anissuer, other than a special purpose vehicle, shall be required to have reported profits in at least two of the
previous three years preceding the offer provided that the regulatory authorities shall retain the discretion to
grant a waiver in circumstances where decline in profitability is not considered to be a consequence of the
fundamentals of the company;

* The issuer can be a special purpose vehicle (SPV) without a track record but such SPV shall be subjected to
disclosure requirements on performance projections, risk factors and mitigations and on the availability of
financial information to assess any projections made;

= Anissuer that is an SPV shall be eligible for approval to make offers to institutional or sophisticated investors
but not unrestricted offers to the public;

= The minimum size of a regional fixed income security issue shall be the local currency equivalent of USD
850,000;

=  Anissuer may raise funds in any jurisdiction in the region without restriction on the jurisdiction where proceeds
are to be used subject to disclosure of that fact in the information memorandum and subject to obtaining the
necessary exemptions on exchange controls, if required;

= Notwithstanding that an issuer has made a regional fixed income security offer, the issuer, may, at any time,
raise an additional amount in any one or more jurisdictions in accordance with a further pricing supplement
updating the disclosures in the regional information memorandum. In all events, where a green shoe option is
available, it shall be made to all countries where the offer has heen made available; and

= Anissuer may secure credit enhancement provided that:
e Inthe case of aguarantee, the guarantor shall be a bank, duly licensed non-bank financial institution, or
recognised international financial institution and have a valid credit rating; and
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e aletter of no objection shall be provided by the credit enhancer’s primary regulator (other than in the
case of aninternational financial institution).

LISTING BY INTRODUCTION

The minimum eligibility conditions and listing requirements for listing by introduction are:

= |fthe companyislisted on aforeign exchange, it must have been listed for a minimum of two years;

*  The company must ensure that following the listing on MIMS, at least 15% of the shares must (excluding those
held by the controlling shareholder and the senior management) must be available for trading on the date of
commencement of trading on the exchange;

*  Thecompany must ensure thatimmediately prior to the listing SMEMS, 10% of the shares must (excluding those
held by the controlling shareholder and the senior management) must be available for trading on the date of
commencement of trading on the exchange;

= The Company must ensure that existing shareholders, associated persons or such other group of controlling
shareholders who influence management give an undertaking restricting the sale of shares before a period of
24 months following listing. This should be disclosed in the Information Memorandum; and

=  The company must have a clear future dividend policy.

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

SMEMS

Main FISMS

SME FISMS

0.15% (percentage of
the value of theissue)
subject to a maximum
fee of KShs.
30,000,000

0.15% (percentage of
the value of the
issue) subject to a
maximum fee of
KShs. 30,000,000

0.1% of the value of theissue
subject to a maximum fee of
KShs. 30,000,000.

0.1% of the value of the issue
subject to a maximum fee of KShs.
30,000,000

Annual Listing Fee

0.6% of securities
market capitalisation,
subject to a minimum
of KShs. 200,000 and a
maximum of KShs.
1,500,000

0.06% of securities
market capitalisation,
subject to a minimum
of KShs. 100,000 and
a maximum of KShs.
1,000,000

0.1% of the value of the issue
subject to a maximum fee of
KShs. 30,000,000

0.1% of the value of the issue
subject to amaximum fee of KShs.
30,000,000

Additional Listing Fees

Market development
fees to support
investor education and
infrastructure
development -

0.01% (percentage of
market capitalization
as at of November 30
of each year subject
to a minimum fee of
November 30 of each
year) subjectto a
minimum of KShs.
50,000 and a
maximum of KShs.
100,000

Market development
fees to support
investor education
and infrastructure
development -
0.01% (percentage
of market
capitalization as at
of November 30 of
each year subject to
a minimum fee of
November 30 of
each year) subject
to a minimum of
KShs. 50,000 and a
maximum of KShs.
100,000

Market development fees to
supportinvestor education
andinfrastructure
development -

0.005% (percentage of the
aggregate value of the
listed securities as of
November 30 of each year)
with respect to listed fixed
income securities on the
Fixed Income Market
Segment, subject to a
minimum fee of KShs.
100,000 per year and a
maximum of KShs. 2.5
million

Market development fees to
supportinvestor education and
infrastructure development -
0.005% (percentage of the
aggregate value of the listed
securities as of November 30 of
each year) with respect to listed
fixed income securities on the
Fixed Income Market Segment,
subject to a minimum fee of
KShs. 100,000 per year and a
maximum of KShs. 2.5 million
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LISTING INCENTIVES

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

e Nostampduty is payable on the share capital or increase in share capital of a company listed on the NSE;

e Thetransfer of listed securities is exempt from the payment of stamp duty and value added tax on the transfer
of listed securities;

e Instruments executed pursuant to or in connection with issue of asset-backed securities and approved by the
CMA are exempt from stamp duty;

e Instruments used in the transfer of property to listed property investment vehicles are exempt from stamp
duty in order to encourage land consolidation and discourage non-productive land use;

e Allcitizens of the East African Community Partner States who invest in securities listed on the Nairobi Securities
Exchange and earn dividend income are treated the same as Kenyan residents and therefore pay withholding
tax at 5%,

e The percentage of the equity offer in an initial public offer that is reserved for Kenyans is 40%, and citizens of
the other East African Community Partner States can also access this allocation;

e Foreigninvestors can acquire shares freely in the stock market subject to a minimum reserved ratio of 40% for
domestic investors in each listed company;

e 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;

e Any gains made from trade in securities listed on any securities exchange operating in Kenya by any dealer
licensed under the Capital Markets Act are exempt from tax provided that such securities have been held for a
period not exceeding twenty-four months from the date of acquisition;

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

e Toencourage savings, collective investment schemes set up by employers on behalf of employees toinvestin
listed shares is exempted from income tax;

e Registered venture capital funds are accorded major tax incentives including tax holidays of up to 10 years on
the funds income; and

e Inthe case of acompany introducing its shares through listing or any securities exchange via introduction, 25%
for the period of 5 years commencing immediately after the year of income following the date of such listing.
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GENERAL INFORMATION ABOUT INVESTING IN KENYA

KENYA'S ECONOMIC OUTLOOK

Kenya, often referred to as “The Gateway to East Africa”, is a land of opportunity characterized by its strategic
geographic location, diverse economy and vibrant culture. With a population recorded at 52,428,290 (average annual
growthrate of 2%) and a GDP growthrate of 4.8% in 2025, the nation continues to expand to be an attractive destination
for both local and international investors.

Businesses considering entering the Kenyan market, need to understand the economic landscape, regulatory
environment, cultural nuances, and actionable strategies for success.

Kenya has established itself as one of the robust economies in Africa, driven by sectors such as Agriculture,
Manufacturing, Services, and Technology.

KENYA'S ECONOMIC OVERVIEW UNIT
Real GDP (USD Billion) * 131.67
GDP growth rate (%) * 4.8
GDP per capita (USD)* 2,470
Inflation rate* 4Mm
Country risk premium 10.01%
FDI as % of GDP (flow) 142
FDI as % of GDP (stock) 10.53
*Data as of April 2025

Source: World Economic Outlook, IMF

FISCAL AND MONETARY POLICIES

In June 2025, Kenya approved its FY 2025/26 budget of KES 4.29 trillion, up from KES 3.9 trillion. Anchored in the
Bottom-Up Economic Transformation Agenda (BETA), the budget prioritises education, infrastructure, and social
services.

Education receives the highest allocation at KES 702.7 billion, with KES 387.2 bhillion for the Teachers Service
Commission. Security gets KES 464.9 billion, and infrastructure (roads, rail, energy) receives KES 318.1billion. Health is
allocated KES 133.4 billion, while affordable housing gets KES 120.2 hillion. County governments receive KES 474.9 billion,
including KES 405.1billion as equitable share. Agriculture funding drops 20% to KES 47.6 billion, including KES 8 billion for
fertiliser subsidies.

The fiscal deficit is targeted at 4.5% of GDP (down from 5.1%), aiming to enhance creditworthiness and reduce borrowing
costs. This could support business financing and stabilise inflation and the exchange rate. However, tighter tax
enforcement is expected, and businesses must ensure compliance. Improved public service efficiency may ease access
to permits and reduce red tape. Investors can use the Kenlnvest portal for regulatory guidance:
https://eregulations.invest.go.ke/

Short-term, consoclidation may slow growth and reduce consumer spending. Long-term, it could lead to a more stable
economic environment. Businesses that stay informed, adaptable, and innovative will be better positioned to grow.
Meanwhile, monetary policy remains mildly accommodative. In June 2025, the CBK cut its base rate to 9.75% (sixth
consecutive reduction), lowering interbank and commercial lending rates to 9.65% and 15.4%, respectively.
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Central Bank Balance Sheet 2,004,207 1,905,198 KES Million Jun-24
Foreign Exchange Reserves 15,967.80 15,075.00 USD Million Mar-25
Interbank Rate 9.65 9.70 percent Jun-25
Interest Rate 9.75 10.00 percent Jun-25
Money Supply M1 2,109.80 213470 KES Billion Mar-25
Money Supply M2 4,277.60 4,262.50 KES Billion Mar-25
Money Supply M3 5,516.60 5,503.80 KES Billion Mar-25

Source: Economic Insights

M1 (cash/demand deposits) fell to KES 2,109.80 billion. M2 and M3 rose to KES 4,277.60 billion and KES 5,516.60 billion,
reflecting increased liquidity. Lower interest rates and higher money supply suggest pro-growth stimulus. This may
ease borrowing for businesses, but inflation or external risks could prompt policy shifts.

Despite fiscal tightening, sectors like fintech, agriculture, renewable energy, and private services may benefit. Rising
forex reserves support currency stability, helping businesses with cross-border exposure.

In summary, Kenya presents cautious but improving conditions. Businesses should stay agile, track policy trends, and
adjust strategies to thrive in a shifting economic landscape.

THE INVESTMENT PROMOTION ACT

The Investment Promotion Act was enacted by the National Assembly to boost inward investment into Kenya through
the establishment of the Investment Promotion Authority (IPA). The IPA's main objective is to reduce bureaucratic
hurdles for investors, particularly in obtaining licences, handling immigration matters, and negotiating tax incentives or
exemptions with the relevant authorities.

Holders of aninvestment certificate may be eligible for the following benefits:

e C(Certainlicencesrelevant to theinvestor's business, excluding regulated sectors such as banking, insurance, and
petroleum

e Incentives or exemptions under the Income Tax Act, East African Customs Management Act, Excise Act, and
VAT Act

e Specific entry permits for management and technical staff, as well as for owners, shareholders, partners, and
their dependants

In assessing whether to issue an investment certificate, the Authority must consider the investment's potential
contribution to Kenya's economy—such as job creation, training of Kenyans, technology transfer, increased tax
revenues, and foreign exchange earnings.
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APPENDIX OF ACRONYMS USED IN THIS BOOKLET

“AGOA" African Growth and Opportunity Act

“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

“COoTuU” 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" IFRS Accounting 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

“Main FISM" Main Fixed Income Securities Market Segment
“MIMS” Main Investments Market Segment

“MW" Megawatt

“Minister” Minister for Finance

“NGO" Non-Governmental Organisation

“NHIF" National Hospital Insurance Fund

“NSE" Nairobi Securities 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

"KShs" Kenya Shilling

“SME FISM” Small and Medium Enterprises Fixed Income Securities Market Segment
“"SMEMS" Small and Medium Enterprise Market Segment
“SQ.M” Square Metres

“UAE" United Arab Emirates

“UNHCR” United Nations High Commissioner for Refugees
“uspD” United States Dollar

“VAT" Value Added Tax

“"WIPQ" World Intellectual Property Organisation
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NAIROBI

1st Floor, Pacis Centre,

Slip Road, off Waiyaki Way, Westlands
P.0.Box 349,00606

Nairobi, Kenya

Tel: +254 20 3614000/4451747/8/9
Mobile: +254 706 347950/772 786111
Email: info@ke.rsm-ea.com

Website: www.rsm.global/kenya

Contact: Elvis Ogeto (Managing Partner)

KAMPALA
ASSOCIATE OFFICE

6th Floor, DTB Centre,
Plot 17/19, Kampala Road
P.0.Box 31704,
Kampala, Uganda

Tel: +256 414 342780
Email:info@ug.rsm-ea.com
Website: www.rsm.global/uganda

Contact: John Walabyeki (Managing Partner)

Follow us for news and more updates on:

RSM

MOMBASA

Acacia Center, Mezzanine 1,
Nyerere Avenue

P.0.Box 87227,80100
Mombasa, Kenya

Tel: +254 412311778/2312640/2224116
Mobile: +254 707 613329
Email:infomsa@ke.rsm-ea.com
Website: www.rsm.global/kenya

Contact: Ashif Kassam (Senior Partner)

DARES SALAAM
ASSOCIATE OFFICE

1st Floor, Plot No. 1040,
Haile Selassie Road, Masaki
P.0.Box 79586

Dar es Salaam, Tanzania

Tel: +255 22 2137314/15
Email: info@tz.rsm-ea.co.tz
Website: www.rsm.global/tanzania

Contact: Lina Ratansi (Managing Partner)

m/company/RSMEasternAfrica | @RSMEasternAfrica \ /RSMEasternAfrica |

RSM Eastern Africa LLP & RSM (Eastern Africa) Consulting Ltd are members of the RSM network and trade as RSM. RSM is the trading name used by the members of
the RSM network. Each member of the RSM network is anindependent accounting and consulting firm, each of which practises inits own right. The RSM network is not itself
a separate legal entity of any description in any jurisdiction. The RSM network is administered by RSM International Limited, a company registered in England and Wales
(company number 4040598) whose registered office is at 200 Aldersgate Street, London, EC1A 4HD, United Kingdom. The brand and trademark RSM and other intellectual
property rights used by members of the network are owned by RSM International Association, an association governed by article 60 et seq of the Civil Code of Switzerland
whose seat is in Zug.
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