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INTRODUCTION 
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Non-profit organizations play a vital role in Kenya’s social and economic landscape. From community-based initiatives in informal settlements to large national and international organizations addressing healthcare, education, human rights, food security, environmental protection, and cultural development, the sector delivers essential public benefit services that complement, and often surpass, those offered by the State. In this context, understanding the tax regime that governs charitable entities is no longer a peripheral administrative task; it is a core pillar of strategic sustainability and regulatory compliance.

The central legal authority overseeing tax matters in Kenya is the Kenya Revenue Authority (KRA). While registration as an NGO, PBO, Trust, or Company Limited by Guarantee establishes an organization’s legal identity, tax exemption is a separate, discretionary status that must be applied for and justified. Acquisition of this status affects donor confidence, program financing, organizational credibility, and the ability to scale social impact. For many organizations, particularly those that rely on grants or philanthropy, exemption from income tax is a prerequisite for partnering with development agencies, corporate foundations, faith-based donors, and international funders.

A major development reshaping the sector is the Income Tax (Donations and Charitable Organisations Exemption) Rules, 2024 (Legal Notice No. 105 of 2024), effective 18 June 2024. These Rules comprehensively revise the framework for charitable exemptions by introducing:

	A unified eligibility test grounded in “public character” and “charitable purpose”;

	Stricter scrutiny of governance, financial practices, and beneficiary selection;

	New operational requirements, including clearer separation of charitable and commercial activities;

	Mandatory compliance standards for renewal every five years; and

	A full regulatory transition period ending 18 June 2025 for previously exempt organizations.


These Rules align Kenya’s exemption regime more closely with international standards, but they also raise the compliance threshold. Many organizations – especially small, emerging, youth-led, faith-based, volunteer-run bodies, and community-founded initiatives – now face new documentation demands, governance expectations, and financial audit requirements that may be unfamiliar or challenging.

This book is designed to bridge that gap. It provides a practical, clear, and grounded guide to navigating the tax exemption process in Kenya, especially under the new 2024 Rules. It explains the law as written and what happens in real practice: how applications are evaluated, the documents KRA actually requests, the common grounds for rejection, and the governance pitfalls that often derail well-intentioned organizations.

Although the 2024 Rules set a 60-day processing timeline, many applications in practice require follow-up, clarifications, site visits, and additional documentation. Understanding the procedure “on paper” is therefore essential; understanding the reality “on the ground” is even more critical.

This eBook will equip your organization to:

	Assess its readiness for exemption;

	Strengthen its constitution or trust deed;

	Prepare a compliant application under the 2024 Rules;

	Engage effectively with KRA during the review process;

	Avoid the common compliance mistakes that lead to rejection or later revocation; and

	Maintain exemption through strong governance, reporting, and financial discipline.


Whether you are establishing a new charitable entity, formalizing a grassroot initiative, improving governance in an existing organization, or preparing for exemption renewal under the transitional provisions, this guide provides the legal clarity and practical grounding to help you stay compliant and sustain your impact.

With that foundation in place, we now turn to the first chapter: understanding the nonprofit landscape in Kenya and the legal nature of tax exemption.

.
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Chapter 1: Understanding Non-Profits and Tax Exemption in Kenya
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Before embarking on the journey to obtain tax-exempt status, it's crucial to have a solid understanding of what constitutes a non-profit organization (NPO) within the Kenyan legal framework, the nature of tax exemption itself, its profound benefits, and the primary laws that govern this landscape. This chapter lays that essential groundwork.

1.1 What is a Non-Profit Organization (NPO) in the Kenyan Context?

In Kenya, a non-profit organization is fundamentally an entity established for purposes other than making a profit for its founders, members, or directors. Its core mission is typically centered around public benefit, charitable activities, or the promotion of social welfare, art, science, religion, or similar causes. While NPOs can and do generate income or surplus funds, these financial gains are legally mandated to be reinvested back into the organization to support its mission and objectives, rather than being distributed as dividends or private profit.

Kenyan law provides for several legal structures under which an NPO can be registered and operate. The choice of structure often depends on the organization's scope, objectives, and governance preferences:

	Non-Governmental Organizations (NGOs): 	Governing Law: Primarily the Non-Governmental Organizations Co-ordination Act, 1990.

	Registration Body: The Non-Governmental Organizations Co-ordination Board (often referred to as the NGO Bureau).

	Key Characteristics: NGOs are broadly defined as private voluntary groupings of individuals or associations, not operated for profit or commercial purposes, organized nationally or internationally, and engaged in activities such as charitable work, development assistance, or lobbying for various causes.

	Registration Snapshot: Involves an application to the NGO Coordination Board, detailing the organization's objectives, proposed activities, constitution, details of officials, and proposed budget, among other requirements.

	Note on PBO Act Transition: It's important to be aware of the Public Benefit Organizations (PBO) Act, 2013. While its full implementation has seen delays, the intent is for existing NGOs to transition and register under this Act. As of May 2025, organizations should stay updated on the directives from the PBO Authority and the NGO Coordination Board regarding this transition. The PBO Act aims to provide a more enabling framework for organizations genuinely serving the public good.



	Public Benefit Organisations (PBOs): 	Governing Law: The Public Benefit Organizations Act, 2013.

	Registration Body: The Public Benefit Organizations Regulatory Authority.

	Key Characteristics: A PBO is defined as a voluntary non-profit entity, not government-controlled, organized locally, nationally, or internationally, and established to engage in public benefit activities. These activities are defined broadly to include areas like welfare, healthcare, education, human rights, environmental protection, and more.

	Registration Snapshot: The PBO Act provides for registration of PBOs and aims to streamline regulation and provide a framework for their benefits and responsibilities. Organizations seeking to register directly as PBOs or transition from NGO status should consult the latest guidelines from the PBO Regulatory Authority.



	Charitable Trusts: 	Governing Law: The Trustees (Perpetual Succession) Act (Cap 164).

	Registration Body: The Registrar of Documents, under the Ministry of Lands and Physical Planning.

	Key Characteristics: A trust is a legal arrangement where property is held by trustees for the benefit of others (beneficiaries) or for specific charitable purposes. For tax exemption purposes, these trusts must be of a "public character."

	Registration Snapshot: Formation involves drafting a Trust Deed, which outlines the charitable objects, names the initial trustees, specifies powers and duties of trustees, and details how the trust will be administered. The Trust Deed is then registered, and an application can be made for a Certificate of Incorporation under the Trustees (Perpetual Succession) Act to give the trust a corporate legal identity.



	Companies Limited by Guarantee: 	Governing Law: The Companies Act, 2015.

	Registration Body: The Registrar of Companies.

	Key Characteristics: This is a type of company often used for non-profit purposes. Instead of having shareholders and share capital, it has guarantors who agree to contribute a nominal sum towards the company's liabilities if it is wound up. The company's Memorandum and Articles of Association must explicitly state its non-profit nature, restrict its objects to charitable or public benefit purposes, and prohibit the distribution of income or assets to its members.

	Registration Snapshot: The incorporation process is similar to that of other companies, involving reservation of a name, drafting the Memorandum and Articles of Association with the specific non-profit clauses, and filing the requisite forms with the Registrar of Companies.




Regardless of the specific legal form, if an NPO wishes to be exempt from certain taxes, it must meet the distinct criteria set out by the Kenya Revenue Authority (KRA), which we will explore in detail in subsequent chapters.

1.2 What is Tax Exemption?

Tax exemption refers to the legal privilege granted to certain organizations (or individuals under specific circumstances) that relieves them from the obligation to pay one or more taxes. For NPOs in Kenya, the most significant and sought-after exemption is typically from Income Tax on income directly related to their charitable activities.

It's vital to understand that tax exemption is not automatic upon registration as an NPO. It is a separate status that must be applied for and granted by the KRA. Furthermore, exemption from one type of tax does not necessarily mean exemption from all taxes.

NPOs in Kenya may interact with various types of taxes, including:

	Income Tax: Tax on the income or profits of an organization. This is the primary tax from which qualifying NPOs seek exemption for income applied to their charitable purposes.

	Value Added Tax (VAT): A consumption tax levied on the supply of taxable goods and services. Generally, NPOs are not automatically exempt from charging VAT on their taxable supplies or paying VAT on their purchases, though specific exemptions can sometimes be sought for goods imported for direct project use, subject to National Treasury approval.

	Pay As You Earn (PAYE): Income tax deducted from employee salaries. NPOs, like other employers, are obligated to deduct and remit PAYE for their employees. The exemption of the organization itself does not extend to its employees' personal income tax liabilities.

	Withholding Tax (WHT): Tax deducted at source from certain payments (e.g., consultancy fees, royalties, management fees). NPOs are generally required to withhold and remit WHT where applicable.

	Customs Duties: Taxes levied on imported goods. Exemptions on customs duties for goods imported specifically for humanitarian or development work can be sought, typically requiring approval from the Cabinet Secretary for the National Treasury.


This ebook will primarily focus on the process of obtaining Income Tax exemption for the organization's income that is utilized for its core charitable work, as this is the most comprehensive exemption available and directly impacts the resources available for an NPO's mission.

1.3 Why is Tax Exemption Important for NPOs?

Securing tax-exempt status, particularly income tax exemption, offers profound advantages for NPOs:

	Maximizing Resources for Charitable Activities: The most direct benefit is financial. When an NPO is exempt from income tax on funds generated or received for its core activities, more of those funds remain available to be spent directly on its charitable programs and serving its beneficiaries. This means greater reach, enhanced services, and a more significant impact on the community.

	Attracting Donors and Enhancing Credibility: Tax-exempt status often serves as an implicit endorsement of an NPO's legitimacy and public benefit purpose. Many individual and institutional donors, both local and international, prefer or even require an organization to have tax-exempt status before making contributions. It assures them that their donations will be used efficiently for the intended charitable purposes rather than being significantly diminished by taxation. Furthermore, under specific conditions outlined in the Income Tax Act and the 2024 Rules, donations made by Kenyan taxpayers to KRA-approved exempt charitable organizations can be tax-deductible for the donor, providing an added incentive for giving.

	Facilitating Partnerships and Grant Opportunities: Many grant-making foundations, government agencies, and international bodies list tax-exempt status as a prerequisite for funding eligibility. It simplifies financial partnerships and accountability.


1.4 The Legal Framework for Tax Exemption:

Navigating the path to tax exemption requires familiarity with key pieces of legislation and regulations. The primary legal instruments include:

1.4.1 The Income Tax Act (Cap. 470) of the Laws of Kenya

This is the primary statute governing income taxation in Kenya. It establishes the framework for assessing, charging, and collecting income tax from all individuals—both natural and juristic—within its jurisdiction. Specific provisions within the Act allow for tax exemptions for non-profit organisations, subject to strict qualifying criteria and procedural compliance.

	Paragraph 10 of the First Schedule — Core Provision on Exempt Income



This provision empowers the Cabinet Secretary for the National Treasury to exempt, by notice in the Kenya Gazette, the income of certain institutions and bodies:

“...of a public character established solely for the relief of poverty or distress of the public, or for the advancement of religion or education, or for any other purposes beneficial to the community...”
(Income Tax Act, Cap. 470, First Schedule, Para. 10)
This provision lays down three cumulative thresholds:


	The institution must be of a public character;

	It must be established solely for qualifying charitable purposes; and

	Its income must be applied exclusively towards those purposes, with no part accruing for private benefit, except reasonable remuneration for services.


	Section 13 — Statutory Income Not Chargeable to Tax



Section 13 of the Act enumerates various types of income that are not chargeable to tax under the law. Although the section mainly applies to certain allowances and compensations, it provides a statutory foundation for exempting specific income categories once recognized under the Act or through ministerial notice. For non-profits, this provision reinforces the principle that income exempted by gazette notice under Paragraph 10 does not fall within the chargeable income bracket.


	Section 15(2)(w) — Deductibility of Donations



This provision relates to donor incentives rather than the exempt status of recipient organizations. Under Section 15(2)(w), a donor may deduct from taxable income cash donations made to charitable organizations that are registered with the Kenya Revenue Authority and approved under Paragraph 10 of the First Schedule.

This provision is crucial because it links the tax-exempt status of the recipient organization with donor deductibility, encouraging philanthropic giving by providing tax relief to donors. It also underscores the importance of maintaining valid exemption status for organizations seeking to attract institutional or high-net-worth donors.


	Section 3 — Charge of Tax



Although general in scope, Section 3 is the charging section of the Act and states that income tax shall be charged for each year of income on the total income of every person, whether resident or non-resident, which accrued in or was derived from


	Sections 52–63 — Administrative and Compliance Provisions





	The Role of Legal Notices Issued under Paragraph 10








	The Non-Governmental Organizations Co-ordination Act, 1990

	The Public Benefit Organizations Act, 2013

	The Trustees (Perpetual Succession) Act (Cap 164)

	The Companies Act, 2015 While these Acts govern the formation and general operation of NPOs, they also form the basis for the legal registration required before an entity can even apply for tax exemption under the Income Tax Act.
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