KASNEB

CPAPART | SECTHON 2
CS PART I SECTION 2
CIFA PART I SECTION 2
COPPART 1 5ECTION 2
PUBLIC FINANCE AND TAXATION
WEDNESDAY: 25 Muy 2006, Time Allowed: 3 hours.

Answer ALL gquestions, Marks allocated to euch gqoestion nre s#wn ai the end of the guesfion. Show ALL your
workings. Any assumptions made must be clearly and concisely siated,

BATES OF TAX (Includig wile's emplovment, sel-employment and professional income rates of tax).

Year of income 2] 5.

Monthly tnxable pay Annunl taxnble pay Hate of tax
{=h.) (5h) e In cach Sh,
| . 141, 1t | = 1214968 Hi®%
[, 163 = %740 121,69 = 236,880 F3%s
14,741 - | 236,881 - 3515793 e
P = 34,8592 351,795 - 406,704 1%
Excessover - 3R 802 Exemtm over = 466,704 s

Personul reliel 5h. 162 per month (Sh 135944 per annom)

Prescribed benefil rates of motor vehicles provided by emplover
Monthly rates  Annaal rates

i5h. g {=h
Capital allowance: (11 Sabeons, Hweh Backs and Estates
Wear and tear allowance: Lip 1o | M e ERCL ] 43,200
Chass | 37584 20l 500 g 4. 20eb (1,400
Chass [N Ay (Bl )] ] 1550 et 5 HiMp htk G
Class 111 2504 1751 2 ec el 1] R 4nl
Class IV EE 5% (¥ 3000 ci B 6l 105,200
Sallwire 1% Over FUHMD ai 14, AeH) 172,800
Industrial building allowince:
Lp o 2009 2 5%
From 1 January 2010 Flry
Hotel= 1%
Hostels/Bducation Film producers
b |dings M
From § Yanuary 201 -
Conmiercial building;
{Shep, 0ifice or show room) ril
Farm works allowance M e} Pick=ups, Panel Yans {umconverted)
Investment deduction allowance 1 iM% Upio 1750 cc X600 A5, 200
Chver (=Y 4,200 A4
Shippang invesiment deduciion 1M
{Ships aver 115 tonnes) {a1i) Land Rovers'Cruisers T.200 1R
Exiraction cxpenditure:
Written off over 5 vears {20}
Commissioner’s prescribed benefit rntes
Manthly rates Annunl rifes
Servives 5h. Sh.
i1 Electreiny {Comimunal or from @ generation] 1,300 1R o0
iy Water {Communal or {rom a borchole) 00 6,000
Agncaliure employess: Reduced rates of benehits
il Woater 200 2400
(i} Electricity oo TELE00
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QUESTION ONE

{a} Explain the following terms as used in public finance managersent:

{1} Financial regulations, {2 marks)

(i) Treasury circulars. {2 marks)
(L Ousline cight genem| responsibilities of a County Treasury with respect 1o public funds, (8 marks)
(e Diescribe the stages of the annual budget process for the national government, (& marks)

(Total: 20 marks)
QUESTION TWO
{a) Section 68 of the Publiz Procurement and Asset Disposal Acteeequires an sccounting officer of o procuring entity to
keep records for each procurement for at leass six vears after the resulting contract has been completed or, if no
contract resulted, after the procurement procesdings were terminated.

With reference 10 the above statement, outling six such records that should be mainiined. (4 marks )
ih} Discuss four responstbilities of the National Treasury in the administration of the consolidated fund, {8 marks)
[t Summarise skx factors that infeence taxable CEpACily in vour couniry, (6 ek}

(Total: 20 marks)

QUESTION THREE

{a}

{hl
()

Highlight four circismstances that might lead to suspension and cancellation of Ticences by the commissioner ns per
thie Excige Doty Act 201 5, (4 marks)

Identify any four activities that constitute tax evasion in your COMITEEY, (4 marks)

Moses Bundi works for Cieo-Sat Solution Lid. as a technical director, During the vear ended 31 December 2015 he
received the fallowing incomes and emoluments:

Basic salary of Sh, 160,000 per month (PAYE Sh.42,000 peer rmonthy,

He was provided with a 2200cc Land Rover which had cost the company Sh.4,600,000 in the vear 2010

In the month of December 2015, he received a sitting allowance of Sh.280,0(0.

He is a member of a registered retirement benefits scheme of which he makes monthly contributions of

Sh. 30,001,

3. He wis housed by the company in a rented house with water. telephone and electricity. The house had a
market rental valee of $h.64,000 per month and he puid a nominal rent of Sh.25,000 per month.

. During the vear. the company paid school fees for his son amounting to Sh.280.000, This emount was
disallowed for tax purposes on Geo-Sat Solution Led.

T Cieo-Sat Solution Ltd. operates a medical scheme for all staff with Afya Insurance Ltd. In the year 2015, the
amount paid for Moses Bundi”s cover amoumtad 10 Sh 320000,

E; The company paid his monthly eleciricity, water and telephone bills averaging to Sh.18,000, Sh.12.500 and
5h. 16,000 respectively.

; He eamed interest income of Sh, 180,000 during the year from his investments in Houzing Development Bonds,
I, The company paid Sh.240,000 to cover for Moses Bundi's family fife insurance premiums during the year,
The insurance policy covered Moses Bundi, bis wife and son,

do et ba—

s It December 2015, Moses Bundi received an entertninment allowance of Sl F20,000, Half of this amount
Wils spent on entertaining customers,
. Moses Bundi received a net rental income of Sh. 1800000 from his commercial rental premises during the
yuar. This was after deducting the following axpenses:
Sh.
Caretaker’s wages 620,000
Building an exténsion £40.000
Interest-on morgage 120,000
Fixing metallic doors 320,04
Purchase of a water tank F 50, 000
Required:
{i} Taxable income of Moses Bundi for the vear ended 31 December 2015, {10 mierks)
(i Tax liability (if any) from the incomé compuf®d in (c)() above. {2 marks)
{Total: 20 marks)
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QUESTION FOUR
(&) You are provided with the following information relating to Mots Processing Lid, from the month of May 2015 to
Drecembser 201 5:

| Sales for the month of May 20015 were Sh 800000, The sales increased by 5% in June 2015 and by 10% in
each of the following months.

]

Purchases for the momth of May 2015 were Sh, 550,000 but increased by 5% in ench of the fallowing months,
X The company s registered for value added fax {VAT) purposes.
4. The prices are stated exclusive of VAT at the rate of 16%.*

Ay Thetotal WAT paid from the month of Jume 2005 to December 2015 was Sh 580,004,

Hequired:
Lising the information provided, confirm whether Nuts Processing Ltd, paid the correct VAT from the month of June
20105 to December 20010 5, {10 marks}

(B Mafaka Millers Limited 150 maize and whest Aour milling company. The company staried its operations on 5 Janeary
2015 after incurring the following expenditurs:

5h.
Ciost of land T DU RIRIE
Furniture and fittings 250,000
Factory building 4,200,000
Packing machine ELUREEEE
Digital weighing scale G001, (MM}
Prpcessang machine 5S40, [
Tractar 2,400, (HK
Computers T
Mobile phones T
Combined harvester § 300, 004

Additbenal Information:

I. The company constructed the following structures during the year which were utilised from | September 200 5:

Cost ol construction (Sh.)
Sports pavilion 624, 000
Labour quarters 1.200,000
Becreation facility S50, )
Factory extension 964,000

2 The company disposed of two computers at Sh.30,000 each on | Augest 2015,
3 The zost of processing machines includes the installation cost of Sh, 120,000,

Required:
Capital allowances due to Mafaka Millers Limited for the year ended 31 December 2015, {10 marks)
(Total: 20 marks)
DUESTHON FIVE
{a) Crutline four contents of a notice of assessmient. (4 mnrks)

(b In u tax seminar, one of the facilitators noted that “introduction of information communication technology in taxation,
such as the iTax system by the Revenue Authonty has benelited both the taxpayer and the Revenus Authonity™,

Citing four benefits of iTax system or any other fax system used in yourcountry, justify the facilitators” comment.
{4 marks)

CAL3, U513, CF13 & CFP13 Page 3
Ot of 4



(ch

Mambo and Kaka are in parinership operating o hardware shop as Maka enterprises and sharing profits or losses
equally. The following is the income statement of the partnership business for the vear ended 31 December 201 5:

Sales (inchesive of VAT a1 the rate of 16%)

Capital gain on sale of propeny
Rental income

Dividends from Waki Cooperative (net)

Unrenlised foreign exchange pain

Less expenses:
Cost of goods sold
Purchase of compaters
Salaries and wages
Gieneral expEnses
Legal expenses
Conveyance fees
Farmworks at cost
Fepairs and moiniennnce
Interest on partners capital
Mambo's morgage interes
Diemations 1o Tennis club
Commission o Kaeka

MNel prafit

Additienal information:
I, Giencral expenses include:
*  Embezziement by Kaka
® - Partition of staff offices
*  Seaff catering expenses
® . Pension contributions
Prepaid rent and rates

L]
*  Swamp duly on land transfer

1k

Legal expenses include:

*  Drafting a partmership deed

= Megotimting a bank loan

= Exevuting 3 customs bond security

Sh.

SRR E
BRI
360,000
20000
S0 000

0 RO
0, (MM
24 S
450,001
65 R00
34 800

— =l

Sh.
24 (W
AR, UMy
Sk 000

1R800
JZ2. 400
SR

Sh,
42000
2,40
24,600

*  Defending the business against breach of contract 38,000

Sh.

5. 280,000
290, 0110
240,000
170,000
S0
10074, 00

(6.929.004)
N ERRLLIS

3 Salaries 1o partners and interest on panners capital is to be shared according to the profit and loss sharing
Tndio.
4 Salarivs and wages include salasios 1o emplayees of Sh, T, while the balance was paild 1o pariners,

1 Cost of goods sold include purchases vafued ar Sh.300,000 which had been overstated by 20%,

Requoired:

fif Adjusted taxable profit or loss for the partnership for the year ended 31 December 2015, 8 marks)

i} A schedule showing distribution of partner’s taxable income for the yeas ended 31 December 2015, (4 marks}

{Total: 20 marks)
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