LANDLORDS, FASTEN YOUR SEAT BELTS: KENYA’S NEW RENTAL
TAX REGIME SIGNALS A DIGITAL ENFORCEMENT REVOLUTION

Draft Residential Rental Income Tax Regulations, 2026 and the Rise of Data-Driven

Property Tax Compliance

Introduction

K enya’s rental property sector is heading

into a major regulatory shift as the National
Treasury and the Kenya Revenue Authority roll
out the proposed Residential Rental Income Tax
Regulations, 2026. The draft framework
introduces a stricter, fully digitized compliance
regime bringing in mandatory landlord
registration, monthly tax filings and real-time
monitoring of rental income.

At its core, the new regime replaces the 2016
framework under Section 6A of the Income Tax
Act with a more data-driven system built on online
property registration, integrated tax platforms,
system-to-system data sharing and enhanced audit
capabilities. It signals a clear move toward
continuous compliance rather than periodic
reporting.

This transformation is closely tied to Kenya’s
wider digital governance agenda, anchored on
platforms such as Ardhisasa National Land
Information Management System (NLIMS), which
is steadily linking land records, property
ownership data and tax systems into a single and
traceable ecosystem.

This article unpacks the proposed changes in
practical terms and sets out a clear roadmap for
landlords, developers and property owners to stay
ahead of the new compliance landscape.

Digital Governance and mandatory
property registration

The proposed Regulations reflect Kenya’s broader
shift toward digital governance in land and
property administration. Through platforms such
as Ardhisasa NLIMS, the Government has
digitized key land services including title
verification, land searches, and electronic
transactions, with the objective of improving
transparency, efficiency, traceability, and access in
the property sector.

Building on this foundation, the new Rental
Income Tax framework extends digitization into
tax compliance. Landlords are required to
register each rental property on the Kenya
Revenue Authority’s electronic Rental Income
Tax System (eRITS), with registration applied at
the individual unit level rather than just the
landlord level. This means every income-
generating unit must be separately captured in
the system.

For example, a landlord with five rental units
must register each unit independently. This
enables KRA to develop a detailed, property-
specific database that can be cross-referenced
with land records, tenant information, banking
data, and county records. This integrated digital
ecosystem strengthens enforcement by enabling
KRA to more effectively:

a) Identify undeclared rental properties

b) Match ownership records with declared
income

c¢) Compare rental declarations with financial
transactions

d) Detect underreporting of income

e) Enhance taxpayer risk profiling

Overall, the reforms mark a continued shift
toward a fully digitized, data-driven property and
tax administration system aimed at improving
compliance, accountability, and transparency in
Kenya’s rental market.
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Who Will Be Affected?

The draft Residential Rental Income Tax
Regulations, 2026 are expected to apply to a broad
range of property owners and investors involved in

the residential rental sector.

« Individual landlords — Any Kenyan tax
resident earning income from residential

property is likely to fall within the scope of the

regulations, whether they own a single rental
unit or a large property portfolio. Persons
earning annual residential rental income
exceeding KES 288,000 but not exceeding
KES 15 million.

« Partnerships — Registered partnerships that

own residential rental properties will be
required to comply at the partnership level,
with partners potentially assuming additional
reporting obligations depending on the
structure of income allocation under the
partnership agreement.

« Companies and corporate landlords —

Companies and other body corporates deriving

residential rental income will be expected to
register and file returns under the Residential
Rental Income (RRI) framework alongside
their existing corporate tax obligations.

« Non-resident property owners —

Although the draft regulations primarily target
resident taxpayers, non-resident landlords are

also expected to be captured through the

appointment of local agents or representatives

responsible for registration, filing and

remittance of taxes on their behalf, in line with

existing withholding tax principles under the
Income Tax Act.

Monthly Tax Returns: The End of Passive
Compliance

The draft framework introduces a strict monthly
compliance cycle, replacing reliance on annual
self-assessment practices. Landlords must file
returns and pay tax by the 20th of the month
Jollowing receipt of rental income, with
immediate penalties for late filing or payment.
There is no year-end deferral. This means rental
income must be reported and paid in near real
time, for example, June rent is due by 20 July, and
July rent by 20 August.

Overall, the change demands tighter bookkeeping
discipline and continuous monthly compliance.
For many landlords particularly informal or self-
managed property owners this represents a
substantial operational shift requiring:

1.monthly income tracking

2.accurate tenant records

3. consistent banking reconciliation
4.timely digital filing systems
5.ongoing tax administration processes

The traditional approach of informal year-end
reconciliation may no longer be viable under the
proposed framework.

Gross Rent Taxation: No Relief for
Expenses

The draft Regulations preserve the simplified
residential rental income tax model by expressly
disallowing deductions for expenses and capital
allowances. Tax is therefore imposed on gross
rental receipts rather than net profit.

For heavily financed developments, high-
maintenance buildings, or properties with
significant operating expenses, this may
materially increase the effective tax burden and
create cash flow pressures.

KRA’s Expanded Inspection Powers

The proposed framework grants KRA broad
powers to demand information and inspect
records.

The Commissioner may require taxpayers to:
» produce books and records
« appear before KRA officers
» update property information within
prescribed electronic systems

In the context of growing digitization across
government systems, these powers may become
increasingly effective as multiple data sources
become capable of cross-verification. The
practical reality is that digital compliance systems
reduce informational gaps that previously
allowed informal rental arrangements to remain
outside the formal tax net.

Opting Out Is Possible — But Closely
Regulated

Taxpayers may opt out of the residential rental
income tax regime by notifying the
Commissioner at least three months before the
end of the year of income.

Where annual rental income exceeds or is
expected to exceed KES 15 million, taxpayers
must notify KRA before the end of that year.
Failure to do so constitutes an offence under the
Act.

This reflects KRA’s intention to closely supervise
movement between simplified and ordinary tax
regimes.

What this means for Property Owners,
Investors and Family-Owned Property
Holdings

The proposed Regulations represent more than a
tax compliance measure. They signal a broader
transition toward a highly visible, technology-
driven, and enforcement-oriented regulatory
environment within Kenya’s property sector.
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As land administration systems, tax reporting
platforms, banking systems, and regulatory
databases become increasingly digitized and
interconnected, property ownership is no longer
merely a real estate matter. It is increasingly
becoming a combined issue of tax efficiency,
governance, succession planning, regulatory
compliance, and long-term wealth preservation.

For landlords, developers, family-owned property
enterprises, and high-net-worth individuals, the
evolving environment requires a more strategic
and structured approach to property ownership
and management.

Developer and Transaction Implications
Under the Sectional Properties Framework

The proposed Residential Rental Income Tax
Regulations, 2026 is expected to have significant
implications for developers, particularly those
undertaking sectional title conversions under the
Sectional Properties Act framework.

Developers who retain unsold units for rental
purposes pending sale will likely be required to
comply fully with the Residential Rental Income
(RRI) regime. In practice, this means that each
sectional unit rented out may require separate
eRITS registration, tenancy documentation and
monthly tax filing obligations.

The position becomes especially relevant in mixed-
use developments and phased sales projects where
developers continue generating rental income
from inventory that has not yet been transferred to
purchasers. As a result, developers should factor
anticipated RRI compliance costs into project
feasibility studies, cash flow projections and
operational budgets from the outset.

In addition, sale agreements and pre-sale
documentation should clearly disclose potential
rental tax obligations to purchasers who intend to
lease out their units after completion. Early
disclosure may help minimize future disputes and
ensure buyers understand their ongoing
compliance responsibilities under the proposed
framework.

Emerging Areas of Regulatory Exposure

The increasing digitisation of land and tax
administration is likely to significantly enhance
the Government’s ability to reconcile ownership
records, rental income declarations, banking
activity, and tax filings.

As a result, property owners should begin
proactively reviewing;:
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a) ownership and beneficial ownership structures
b) undeclared rental units and informal rental
arrangements

c¢) tenancy documentation and lease
administration

d) banking and rental payment flows

e) tax reporting systems and historical
compliance exposure

f) alignment between title records and declared
income

g) succession and intergenerational transfer
arrangements

h) nominee, partnership, and family-held
property structures

Businesses operating through SPVs, partnerships,
nominee arrangements, or informal family
structures may face increased scrutiny as digital
visibility and cross-referencing capabilities
continue to expand.

Rethinking Property Holding Structures

For many investors - particularly families with
large or multi-generational property portfolios -
the evolving compliance environment may
necessitate reconsideration of how property assets
are owned, managed, transferred, and protected.
Increasingly, landlords and investors may need to
explore more structured and tax-efficient holding
arrangements aimed at improving governance,
continuity, compliance, and risk management.

These may include:

1.consolidation of fragmented property holdings

2.partitioning and regularization of jointly
owned assets

3.transfer of properties into family-owned
companies or investment vehicles

4.establishment of SPVs and holding companies

5.group reorganizations and intra-group
restructuring

6.separation of personal assets from operational
rental businesses

7.establishment of family trusts and private
wealth structures

8.succession and estate planning arrangements

9.ring-fencing of liabilities and asset protection
mechanisms

Properly structured arrangements may assist in
reducing personal exposure, streamlining
administration, improving financing flexibility,
facilitating intergenerational succession, and
externalizing certain operational and tax
obligations from individuals into more sustainable
corporate or fiduciary structures, subject to
applicable legal and tax requirements.




Wealth Preservation and Intergenerational
Planning
The proposed framework also highlights the
increasing importance of long-term wealth
structuring  within  family-owned  property
portfolios.

Many family property arrangements in Kenya
remain undocumented, informally managed, or
heavily dependent on individual ownership. Such
structures may create significant legal, succession,
tax, and operational risk in an environment
characterized by growing regulatory visibility and
enhanced enforcement capability.

A proactive restructuring strategy may therefore
become critical not only for compliance purposes,
but also for:

a) preservation of generational wealth

b) continuity of family-owned investments

¢) mitigation of succession disputes

d) governance and management efficiency

e) investor and lender readiness

f) long-term sustainability of property portfolios

In many cases, family trusts, holding companies,
and structured governance frameworks may
provide more sustainable mechanisms for
preserving and transferring wealth across
generations.

Conclusion

The draft Income Tax (Residential Rental Income
Tax) Regulations, 2026 proposed rental tax
reforms if adopted will shift Kenya to a fully
digital, real-time compliance system. Landlords
will face monthly filings, unit-based registration,
and gross-income taxation with no expense
deductions.

With KRA integrating land, banking and tax data,
rental income will be fully traceable, making
compliance stricter and harder to avoid. Property
owners will need more structured, well-
documented and digitally compliant systems to
operate effectively.
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