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In this edition

In a groundbreaking move to revolutionize tax compliance,
the Kenya Revenue Authority (KRA) is set to reshape the
landscape of income tax filing starting January 1, 2026. By
cross-verifying declared incomes and expenses with robust
third-party data, from electronic tax invoices (eTIMS/TIMS)
and withholding tax schedules to customs import records,
this innovative system promises to boost transparency,
thwart tax evasion, and propel Kenya's fiscal framework
toward global excellence.
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NAVIGATING KRA’S NEW VALIDATION
FRAMEWORK FOR INCOME TAX RETURNS:
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The Kenya Revenue Authority (KRA) has introduced a
transformative compliance measure that will significantly
impact how taxpayers prepare and submit income tax returns.
Beginning 1  January 2026, KRA will validate income and
expense declarations against third-party data sources,
including electronic tax invoices (eTIMS/TIMS), withholding
tax schedules and customs import records. This initiative is
designed to enhance transparency, curb tax evasion and align
Kenya’s tax administration with international best practices.

st

For taxpayers, both individuals and corporates, this means
that every figure declared in the income tax return must be
backed by verifiable documentation. Failure to comply could
result in disallowed expenses, inflated tax liabilities and
potential penalties.

Under the new framework, the use of eTIMS-compliant
electronic tax invoices becomes mandatory. All income and
expenses must be supported by valid invoices transmitted
through eTIMS, and these invoices should include the buyer’s
PIN where applicable. Informal transactions or undocumented
expenses will no longer be recognized for tax purposes which
poses a challenge for businesses that rely on cash-based or
informal procurement practices.
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KRA will cross-check declared figures against data from
eTIMS, withholding tax records, and customs systems. This
means that any mismatch between your tax return and these
sources could trigger audits or lead to disallowed claims.
While certain transactions may qualify for exceptions under
Section 23A of the Tax Procedures Act and the Tax
Procedures (Electronic Tax Invoice) Regulations, 2024,
taxpayers must maintain clear documentation to justify such
exceptions.

The implications for businesses are far-reaching. Disallowed
expenses will increase taxable income, leading to higher tax
bills. Companies must ensure their suppliers issue compliant e-
invoices and that internal accounting systems are aligned with
eTIMS requirements. Operational adjustments will be necessary
to formalize procurement processes and eliminate reliance on
undocumented transactions.

Although this may appear burdensome, it presents strategic
opportunities. Enhanced record-keeping will reduce audit risks,
improve supplier management and provide accurate financial
data for better decision-making. Businesses that embrace
compliance early will gain a competitive edge and avoid costly
penalties.
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KRA’s validation framework marks a turning point in Kenya’s tax
compliance landscape. Taxpayers must act now to align
systems, processes and supplier relationships with eTIMS
requirements.

Proactive compliance will not only mitigate risks but also
position businesses for smoother interactions with KRA. The era
of informal transactions is ending, and those who adapt quickly
will thrive in this new environment.

Conclusion
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