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​Introduction
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Starting a nonprofit in Kenya requires not only passion and a clear vision but also a well-thought-out legal and business structure. Nonprofits operate in a complex environment, often driven by social impact rather than profit, but they still need to be organized like any business, with proper governance, financing, and operational plans.

Kenya is home to a vibrant nonprofit sector, with organizations addressing issues ranging from poverty alleviation and healthcare to education and environmental sustainability. For anyone looking to launch a nonprofit organization, the first decision to make is choosing the right business model. In Kenya, two primary legal structures are used by nonprofits: the Company Limited by Guarantee (CLG) and the Non-Governmental Organization (NGO).

Each of these models offers distinct advantages and comes with its own set of regulations, reporting requirements, and operational frameworks. A CLG allows for a simpler, more flexible organizational structure with fewer regulatory burdens, while an NGO model offers broader access to international funding and the possibility of tax exemptions, but with more stringent oversight and compliance requirements.

In this eBook, we will break down the features, benefits, and challenges of both the CLG and NGO models. By understanding the key differences, you can make an informed decision that aligns with your organization’s mission, growth potential, and operational needs.
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​Chapter 1: What is a Company Limited by Guarantee (CLG)?
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A Company Limited by Guarantee (CLG) is one of the most commonly used legal structures for nonprofits in Kenya. It is essentially a nonprofit company that does not issue shares or have shareholders. Instead, it operates through a group of members (guarantors), who guarantee to contribute a fixed amount of money toward the company’s debts if it is ever wound up. This structure is widely used by organizations such as charities, professional associations, and educational institutions, where profit distribution is not the primary objective.

​Key Features of a CLG

	Legal Status:
A CLG is a legally incorporated entity under the Companies Act, 2015. This means that it is recognized as a separate legal person from its members. The organization itself can own property, enter into contracts, and be sued or sue in its name. The primary benefit here is that the members’ personal liability is limited to the amount they guarantee (often a nominal figure, such as Kshs. 1,000 or less).

	Governance Structure:
The governance of a CLG is carried out by a Board of Directors and a group of members. The Board of Directors is responsible for the day-to-day management and strategic direction of the company, while members play a role in providing oversight and decision-making on key issues, such as approving financial statements or appointing directors. Importantly, because there are no shareholders, there is no profit distribution. Any surplus income must be reinvested into the company’s mission.

	Sources of Funding:
One of the appealing aspects of the CLG model is its ability to raise funds from a variety of sources. These include donations, grants from both local and international bodies, membership fees, and income from business activities that are related to the nonprofit’s objectives. Unlike NGOs, which face strict regulations on certain types of funding, CLGs have greater freedom in how they generate income, as long as it aligns with their mission and objectives.

	Flexibility:
CLGs are well-suited for small to mid-size organizations that may not want the stringent compliance requirements imposed on NGOs. The registration process for a CLG is simpler, and there are fewer restrictions on operations. CLGs can also engage in a variety of activities, including social enterprises that generate income, so long as the profits are reinvested in the nonprofit’s mission.

	Regulation:
CLGs are regulated by the Registrar of Companies and must comply with the provisions of the Companies Act, 2015. While they are required to file annual returns, the reporting requirements are less burdensome compared to those imposed on NGOs. CLGs are generally free from the heavy oversight that comes with NGO registration and are not subject to the same level of government scrutiny unless they engage in activities that warrant additional regulation.


​Advantages of a CLG

	Simple Registration and Compliance:
Registering a CLG is a straightforward process compared to an NGO. You need to submit the company's Memorandum of Association and Articles of Association, along with registration fees, to the Registrar of Companies. Once registered, compliance is limited to filing annual returns and maintaining proper financial records. This makes it ideal for smaller organizations with limited resources for legal and administrative tasks.

	Limited Liability:
Like a standard company, a CLG offers limited liability to its members. This means that in the event the organization accrues debts, the personal assets of members are protected. The only financial obligation is the amount they have agreed to contribute (usually a nominal sum).

	Operational Flexibility:
Unlike NGOs, CLGs do not face the same level of operational scrutiny from government agencies. They have greater freedom to engage in a broader range of activities, including commercial ventures that are aligned with the organization’s mission. This flexibility makes the CLG model an attractive option for social enterprises or organizations that blend nonprofit and commercial activities.

	No Requirement for International Approval:
While NGOs in Kenya are required to seek permission from the NGO Coordination Board for receiving international funding or collaborating with foreign organizations, CLGs are not subject to such requirements. This allows for quicker and more direct partnerships with international donors and agencies.


​Disadvantages of a CLG

	Limited Access to International Funding:
Although CLGs can raise funds from both local and international sources, they are not automatically recognized as charitable entities by international donors. In some cases, donors prefer or are required to fund NGOs due to their more rigorous governance and reporting standards. This can limit the fundraising opportunities available to a CLG, especially if your organization plans to rely heavily on international aid.

	No Automatic Tax Exemptions:
While NGOs may apply for tax exemptions and duty-free imports under the Kenya Revenue Authority (KRA), CLGs do not automatically qualify for such exemptions. This can increase operational costs, as CLGs are subject to corporate taxes and VAT unless they successfully apply for exemptions.

	Limited Appeal to Donors:
Some potential donors, especially international ones, may be hesitant to fund a CLG due to its commercial flexibility and lack of stringent oversight. NGOs often appear more transparent and accountable because of the heavy regulations imposed by the NGO Coordination Board, making them more attractive to some donors.


​When Should You Choose a CLG?

A CLG is an ideal business model for nonprofits that are:


●  Focused on domestic operations and do not need international recognition or funding.

●  Interested in a simpler, more flexible legal structure.

●  Engaged in activities that combine nonprofit and commercial interests, such as a social enterprise.

●  Seeking a limited governance structure with less oversight and fewer compliance requirements.


In summary, a CLG is best suited for smaller organizations or those that wish to operate with more autonomy and fewer reporting obligations. However, for organizations with ambitions to work on a larger, international scale, the NGO model may offer more advantages, which will be discussed in the following chapter.
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​Chapter 2: Understanding Non-Governmental Organizations (NGOs)
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A Non-Governmental Organization (NGO) is a formal, non-profit entity that typically focuses on developmental, humanitarian, or advocacy work. NGOs in Kenya are distinct from other types of nonprofits because they are subject to a specific regulatory framework under the NGO Coordination Act, 1990. While the NGO structure provides greater access to international funding, government aid, and tax exemptions, it also comes with stringent regulatory oversight and compliance obligations. This makes the NGO model particularly suited to organizations that intend to operate at a larger scale, especially in areas like poverty alleviation, public health, education, environmental protection, and human rights advocacy.

​Key Features of an NGO

	Legal Status:
NGOs are independent legal entities. Once registered under the NGO Coordination Act, an NGO has the capacity to enter into contracts, own property, sue, and be sued in its own name. Like a CLG, NGOs provide limited liability protection for their directors and employees, meaning they are not personally responsible for the organization’s debts or liabilities.

	Governance Structure:
NGOs are managed by a Board of Directors and governed by a constitution. The Board plays a crucial role in overseeing the organization’s activities, financial management, and overall strategic direction. In most cases, NGOs are required to adopt strict governance practices, including internal checks and balances, regular meetings, and reporting mechanisms. The constitution typically outlines the organization’s mission, objectives, governance rules, and the procedures for appointing and removing directors or trustees. This structure ensures accountability, transparency, and adherence to the organization’s mission.

	Sources of Funding:
NGOs are in a unique position when it comes to fundraising. Unlike CLGs, they can access a broad range of international funding sources, including grants from foreign governments, international aid organizations, and partnerships with global NGOs. Many international donors specifically look to fund organizations that are officially registered as NGOs, because they perceive these entities as more regulated and transparent.
NGOs can also raise funds from local sources, including donations from individuals and corporations, grants from local foundations, and income from activities related to their mission. However, NGOs must follow strict rules regarding the use of funds, as their financial operations are closely monitored by the government.

	Tax Exemptions and Benefits:
One of the significant advantages of registering as an NGO is the potential to qualify for tax exemptions. Under Kenyan law, NGOs may apply for exemption from income tax, value-added tax (VAT), and customs duties on goods and services that are directly related to their operations. These exemptions are not automatic; NGOs must apply to the Kenya Revenue Authority (KRA) and prove that their activities qualify for such benefits. If approved, these exemptions can significantly reduce the operational costs of the organization, freeing up more resources for their charitable activities.

	Regulation and Compliance:
NGOs are regulated by the NGO Coordination Board, a government agency responsible for overseeing the registration, regulation, and monitoring of all NGOs operating in Kenya. The board ensures that NGOs comply with the law, maintain transparency, and adhere to high standards of governance. NGOs are required to submit annual reports, audited financial statements, and regular updates on their activities. Failure to comply with these regulations can lead to penalties, including suspension or deregistration.
In addition, NGOs must adhere to strict rules on how they spend and report on funds, particularly when dealing with international grants. This level of oversight is intended to ensure that NGOs are not misused for purposes such as money laundering, political activities, or other non-charitable objectives.


​Advantages of an NGO

	Access to International Funding:
NGOs are in a prime position to secure funding from international sources. Global aid agencies, foreign governments, and international charities often prefer to fund NGOs because of their strong regulatory framework and transparency. Many of these donors have strict requirements about where their funds go, and NGOs, with their oversight mechanisms, offer greater assurance.

	Tax Exemptions:
Once approved, NGOs can benefit from various tax exemptions, which help reduce their operational costs. These exemptions can be particularly beneficial for NGOs that import goods (such as medical equipment or educational supplies) or rely heavily on international grants.

	Credibility and Transparency:
Being registered as an NGO enhances an organization’s credibility both locally and internationally. The strict compliance and reporting requirements ensure that NGOs are transparent about their activities and finances. This credibility can be instrumental in securing partnerships with larger organizations, governments, and multilateral institutions.

	Ideal for Large-Scale Operations:
NGOs are well-suited for organizations that aim to operate on a national or international scale, especially in sectors such as public health, education, or humanitarian work. Their structure, access to international funding, and regulatory oversight make them a strong fit for complex, large-scale projects that require sustained funding and collaboration.

	Partnership Opportunities:
NGOs often collaborate with other international organizations, governments, or UN agencies on large-scale projects. This is especially true in areas like disaster relief, development, and advocacy. Being registered as an NGO opens doors to these partnerships and the potential for multi-million-shilling projects.


​Disadvantages of an NGO

	Complex Registration Process:
Registering an NGO in Kenya is a detailed and sometimes lengthy process. Applicants must provide a detailed constitution, profiles of the organization's founders, proof of initial funding, and plans for the organization’s activities. The NGO Coordination Board scrutinizes all applications to ensure they meet the necessary criteria. This can take several months, and any errors or missing documents may cause delays.

	Heavy Compliance Burden:
NGOs are subject to stringent regulatory requirements. They must submit annual returns, conduct regular audits, and report on their activities to the NGO Coordination Board. This level of oversight can be burdensome, especially for smaller NGOs with limited administrative capacity. Additionally, NGOs must be transparent about their sources of funding and how they use those funds, which can require detailed documentation and financial reporting.

	Restrictions on Political Activities:
NGOs in Kenya are legally prohibited from engaging in direct political activities. While they can engage in advocacy work, they must be cautious about how they approach political issues. The NGO Coordination Board has the authority to investigate NGOs suspected of involvement in political campaigns or activities, and violations can lead to deregistration.

	Government Scrutiny:
Due to the access to international funding and the potential for misuse of funds, NGOs often operate under intense government scrutiny. The NGO Coordination Board monitors NGOs closely to ensure they comply with all relevant laws, and failure to do so can result in sanctions, including the freezing of accounts or deregistration.

	Costly Compliance:
The costs associated with maintaining compliance can be high. NGOs need to hire accountants, auditors, and legal experts to ensure they meet all the regulatory requirements. For smaller NGOs, these costs can consume a significant portion of their budget.


​When Should You Choose an NGO?

An NGO is the best option if your organization:


●  Seeks to operate on a large scale, especially in development, humanitarian, or advocacy work.

●  Aims to secure international funding or grants from large multilateral organizations.

●  Requires tax exemptions to maximize the impact of its funds.

●  Is prepared to adhere to strict governance, transparency, and reporting requirements.


●  Plans to collaborate with global NGOs, UN agencies, or government bodies on long-term projects.



NGOs are ideal for organizations with larger ambitions, particularly those looking to access international aid, tax exemptions, and high levels of credibility. However, the associated regulatory burdens and compliance requirements mean that NGOs need strong governance and financial management from the start. Organizations that cannot meet these demands may find themselves overwhelmed by the administrative load and unable to focus on their core mission. In contrast, a CLG offers a simpler alternative for smaller organizations or those that prefer more operational flexibility, as we discussed in the previous chapter.
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​Chapter 3: Key Differences Between CLG and NGO
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When deciding between registering as a Company Limited by Guarantee (CLG) or a Non-Governmental Organization (NGO) in Kenya, it's essential to understand the key differences between these two structures. While both models serve nonprofit purposes, they operate under different legal frameworks, governance structures, and regulatory regimes. These differences can significantly impact how your organization functions, raises funds, and maintains compliance. In this chapter, we will explore the critical distinctions between CLGs and NGOs to help you determine which model best suits your nonprofit's mission and needs.

​1. Legal Framework

CLG:
A CLG is registered under the Companies Act, 2015. It is essentially a private company without share capital, meaning it cannot distribute profits to shareholders (because there are none). Instead, it has members who guarantee to pay a nominal amount if the company is wound up. The legal framework governing CLGs is primarily commercial, even though the organization itself is not profit-oriented.
NGO:
An NGO is registered under the NGO Coordination Act, 1990, a legal framework specifically designed to govern non-profit, non-governmental entities. The act sets out strict rules for registration, operations, and reporting. NGOs must adhere to sector-specific regulations and are monitored by the NGO Coordination Board, a government body tasked with overseeing all NGOs in the country.
Key Difference: CLGs operate under a general company law framework with more flexibility, whereas NGOs are subject to a specialized, more rigid regulatory environment.

​2. Governance and Structure

CLG:
A CLG is governed by its Board of Directors and members. The board is responsible for managing the organization's activities, finances, and strategic direction. Members play an oversight role, approving annual reports and financial statements and making key decisions during general meetings. While there are governance obligations, they are not as stringent as those imposed on NGOs.
NGO:
NGOs are governed by a Board of Directors as well, but their governance structure tends to be more formalized and heavily regulated. NGOs must operate according to a constitution, which outlines the organization's purpose, governance rules, and decision-making processes. The NGO Coordination Board mandates regular board meetings, transparent decision-making, and detailed reporting on the NGO's activities.
Key Difference: NGOs have stricter governance requirements, including mandatory internal audits, financial transparency, and detailed reporting to the NGO Coordination Board, while CLGs enjoy more flexibility in internal governance.

​3. Sources of Funding

CLG:
CLGs can raise funds from a wide variety of sources, including local donations, grants, membership fees, and income-generating activities related to their mission (such as a social enterprise). CLGs are free to engage in commercial activities, provided that profits are reinvested into the organization. However, CLGs may face challenges in attracting large international donors, as some funding agencies prefer to work with NGOs due to their stricter regulatory framework.
NGO:
NGOs can access local and international funding. Many international donors, such as foreign governments, aid agencies, and large foundations, specifically require that organizations be registered as NGOs to ensure they are accountable and transparent. NGOs can also apply for funding through official partnerships with global organizations like the UN, World Bank, and international NGOs.
Key Difference: NGOs

​4. Tax Exemptions and Benefits


​5. Regulation and Compliance


​6. Operational Flexibility


​7. Scope and Reach


​Conclusion: CLG or NGO?
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